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Executive Summary
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"Thé US. Congressrecently considered a White House proposal to
provide tax credits to families of pupils attending private elemen-
tary and secondary schools. This proposal could reduce the tax bills
of eligible families by up to $500 whet fully lmpﬁmented in 1985.

The purpose of this booklet is to demonstrate how education tax.

credits would be distributed across states.
In the past, numerous proposals have been-offered.to* Congress to
use the federal income tax system to aid families that enroll their

-~——¢hildren in private schools. Tax deductions, tax deferrals and tax

incentives for education have been considered as possible methods of
assisting these families. Tuition tax credi¢s became popular in the
1960s when proposals were pending in both the U.S. House of Repre-
sentatives and the U.S. Senate. Six tuition tax credit bills passed in
.2 Senate between 1967 and 1977. Not until 1978 did a tuition tax
credit proposal pass in the House. However, the idea has never
received the necegsary support to become law.

Tax credits can be made sensitive to séveral factors that can alter
the flow of benefits: the income level of taxpayers, the level and type

of education expenditures against which the credit can be applied

and the inclusion or exclusion of a refundability provision. For ex-
ample, if the tax credit is refundable, then taxpayers with no income
tax liability. receive a direct payment from the govemment in the
amount of the credit. Taxpayers with a tax liability less than the
value of the credit would receive a direct payment of the difference
between the amount of the credit and their income tax liability. If

. the tax credit is not refundable, then the amount of the credit cannot

exceed an individual’s income tax liability.

In spite of an intense debate over tuition tax credits, little is
known about their probable impacts. Researchers have examined
specific tax credit proposals to determine the reyenue loss to the
federal treasury and the distributional impactii among regions,

" schools and individuals. For a tax credit program offering a maxi-
‘mum credit of $250, limited to families with children enrolled in

private elementary/secondary schools; it has been estimated that
1.3 billion fewer dollars would flow into the U.S. treasury annually.
Altering provisions of the tax credit program, such as extending
eligibility to st‘uden&s in postsecondary schools or including a re-

fundability provxsmn, would change the cost estimate dramatlcallv
‘)Q v
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While new evidence suggests reeent shifts in the composition of
private school enrollments, these enrollments nevertheless renain
predominantly more Northern, white and wealthier than the general
school populativn. It is speculated that the distribution of tuition tax
credit benefits would be proportional to current private school attén-
dance rates,

It the Administration’s tux credit proposal were implemented tully -

ta tax credit equal to 50 percent of tuition expense up to $5001, the

. total cost would be about $1.3 billion. On average, parmts of pupils

dttendmg private sthools would receive a tux benefit of about $249
per pupil. This wmpdrua to the $8.9 billivn in direct federal aid for
elementary/secondary education currently being distributed, or about
$221 per pupil. &

However, the level of tax credit benefits and their rélation to
current federal aid would' vary dramuatically among the states. For
gxample, the Mideastern region receives about 14 percent of all
tedsral aid tor education; it would receive about 26 percent of all tax
credits. The Southeastern region receives, about 28 percent of all
tederal education aid; it would recéive about 20 percent of all tax

credits. It the Administrations tax credit propusal were imple-

mented, the average tax credit would exceed the per pupil amount of
federal aid currestly flowing to some states. In other states, the
value of the average tax eredit would be less than the average level
of support to pupils in public schools. If the revenue loss due to tax
eredits were partially oftset by reducing federal aid to public schouls,
the average value of the credit would equal or exceed the average
value of tederal aid to public schools in almost every state.

s Changing the Administration’s tax credit approach would atfect
the total cost of the prograrm. For example, the addition of refunda-
bility would add approximately $300 million to the total cost of the
program. On the other hand, reducing the proportion of costs cov-
ered by the tax credit from 50 to 33 percent would reduce total costs

by $330 million. Eliminating the income ceiling would cost about

$20 million. The regional distribution of benefits resulting from
these changes would not be significantly different from those pro-
duced by the Administration’s approach That is, the proportion of
tutal benefits gomg to a particular region would be similar to the
propertion of private s¢hool pupils enrolled in that region.

-
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[ ! This booklet is concerned with the flow of fundy under various
proposais that have been %Uggnatuj by which the tederal govern-
ment would provide tax credits for families paying private school
tuition. -
Whether the federal government should provide such tax eredits
has been debated for years in the ULS. Congress. These in taver of
tax credils argue that they would inerease the choies of families whe
must educate their chnldrw by reduciniyg the ¢ost of enrollment in
| " privateé schools. 1t s also felt that the provigion of tax credits would |
increase wm;wtirien between public and private schools, improving
education sérvices in the process. ans of tux credits argue that
they would not increase public choice, but would provide unre-
stricted funds for private schools and would lead to tho: deterioration
of pluralistic, publicpducation.
- Arguments on either side of the issue are not tha subject of this
|
|
|
|

X

~ booklet., Neither the Education Comimission of the States nor the

National Institute of Educativn has taken formal positions on tui-

tion tux credits. Rather, both organizations support continued geru-

tiny of this public pelicy issue, This booklet makes a contribution to

- the public debate by focusing on_the flow of tax credits to the states
; and by examining the iimpatts of alternative approaches to pruvuﬂ
ing tax credits.

Inherent in the tax credit issue are values and attitudes abuut
efucation, publu, schools, private schools and the role of the federal
government in supporting education. This booklet doesy nui ke
value judgments, Such judgments can bednformed by analysis of the
gort pregented, but ultimately they must be made by individuals

+ and organizations after careful examination’of the issues und the
facts,
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In June 14982, Senarvr Dols, on behall of Pregident Reagarn, tntro-
duced 5. 2673, the Edugitional Opportunity and Equity Act of 1982,
for. congideration by the US, Congress. ‘If enacted, this 3@;,151::“0:1
would provide g credit against the inesme tax Nability of fumilies
with children at*eﬁdmb private elementary/zecondiry sehools, The
il would phase in the maXimune value of the credit, which weetd
imerease from $100 1 1983 to $600 1 1985, 1t alzo would limit the
eredit to nio more than 50 percent of tuition payments, Under the
proposed method of disteibuting tax credits, families with incomes
over 375000 would not be eligible to receive a eredit. The bill algs
gpecifies that the tax eredit would not be refundable. Tt should be
noted that i September 1982 the Senate Fingnee Committes cleared
the way for a tax credit proposal to be brought before the US,
Senate, The proposal would limit the maxiroum eredit to 33060 in
1985, make the eredit refundable and provide full credits {or fami-
{ies with incores up ta 40,000,

The tax credit upproach has been considered by Congress in the
past. Alternative approaches using the income tax system to provide

edieation suppert have been debated vigorously. However, nione of

the attempts to revise the income tax 'ews to récognize the direct
couts to families payving for education servjces provided to their chil-
drin hog suceeeded. Rather, over the past two decades, the federal
governiaent dramatieally expanded its direct support of public
:sd’wﬂs through the allocation of aid that was accompanied by rules
and regulations administered by various agencies eoncerned with
edueation. Only during the lgst year has such federal aid begun to
declineg, rﬁﬁwtmg in part the Administration’s desire to eonsolidate
programg, reduce expenditures and ercate different relationships
among the various levels of government that provide support tor
elementaryfzecondury education.

In 1982 the tederal government distributed about $8.8 billion for
elementary, /’aéc.undarv educdation, slightly below the $9.1 billion that
wag distributed in 1981, Nw@nhelgsm this level of federal support
reflects gubstantial growth over! me last 20 yeurs, in both nominal
and resl terme. In 1960, n,deml expenditures for alemens
tary/secondary miu'.«txun were $625 million. In 1982, the bulk of

‘federal suppurt was disbursed through a few catég@riea’l Prograimsg
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chooks usig the dwae Jogie that has
ederal suppurt for publieschouls! This
¢ uf the pupils att mm e priviste vehools .
uucwwn needs g5 pupils attending ' |
~f3t from the avadabihity of Tederal funds. ‘
sipeof tution tax credits support them inorder to: .
g e mmuﬂt o purents of pup ks attending private schools,
u gﬂ {03 mm: ysider uedys to these imstitutions for fow and ’

whnthes - o <" o
. "’ﬁ‘*zwaz«;aw gompetition gmoeng public and privete kahwh thersby .
< - enhoncimg the quality of education

. o :‘ (.. b ﬁtﬂ‘m‘— [ "f Las el 6"\.3(3’!5."‘ ;,‘il‘_\lt“ thut
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o e fag eredits would sllow private institutions to rabse tuition, disal-
Towdtng auy benetit to students and parents. .
® ‘s ervdits wonld be such o small portion of school costs that they
would viter little cheree to low incowe families. =
o T evedjts would mm siphon il the more uifuent and voeal pub-
. e vehoo u)ﬁ.mmmenm - - -
R «\ .
- The publie debute over tax ue"m has ntengified in the pust few -
yeurs as the possibility of legislutive, plssage hay increased. But the
. mwmm i also indicative of the eed to resolve several basie ssues
spard to the nation’s education suppert systum. First, the fedural .
t,wwrumvm‘ha:»s not had a econsistent strategy for prwdmgmsmru Teoe
; of suppurt &n gpproaeh to allosating federal support, and the level |
of that supy unist be determined wo that fimilies, schools, Ccot- ' i

¢

i

=

munities and dtates kuow what to expeet in Lhe future. Second, the
current system provides little support 'for private schoels! It is: coe
important to eonsider waether the federal government Bhuuid pro-
vide aid for g mv sate schools. Finally, the debuate wveetix credits is not
uuh‘ mdm:m\.e of an interest in wppurtmg pn”ate sehools, it is .
L syraptomaticlol 4 concern about the qualm of publie schoold, A S
umdmg svstem that promotes quality in public schools needs to be
identifivd. Thus. the tax, eredit debate raises basic concerns abgut-—~
the role of the federal guvernment in education, the wu'hxllt;, OF
grivate scheols and the quality of public sehouls, B
: At 1ts corve, the debate over tuition tax credits is o ‘phil@gﬁphimﬁ
o Hu.wveh most policy igsues are not resolved solely on the basi
] ssophiv, 1 @ cage where the flow of handreds of millions ut
dollars is wzmmud the characteristics of the berbficiaries of  gov
erpment poliey become an iraportant coneern for policy makers. bume
research hdb been done to determine whwwﬂl benefit from the pro-
vigion of education tax f:ruilt btudleu hww exaimined the total cost

L
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o u: S ed e ’h uﬂm wan is Ehﬂ dmtz-afmumm of tax ep vdits among & |
©Shiges. peg? s nore thusl in the past, wgmml Hifocences
tend o ﬁwm i/ variations Bthe benefit pattéens of federal pro- )
grags. The By Mrical value ofthesy ?:u*a‘on ul differences is z‘ucei*."mg ,
wereassl sfention. Therefove, it 1S tmportant to m;xdfum ind how -
the stydcture of alternative tax uw.ht Propos db affects the vegional -

*

€ xwtﬂé\uw wof their benefits.e ) ,
- The purpeze of this hovklet {5 to exwmine bu"' education tay cred- 7 7
“itrwould be distributed werows the stdtes. Using o stmulation model,
- alternative e eredit structures dre examined und their r‘egiunull
distetbution s compared to the e urrwt disteibution of federal aig for
elémentarylzecondary sehbols What s ::fhm His that sorae wvws
b@xwm to a far greaer extént thad others, ffut private schools could ”
cuive more fdep il’mupp L, on dhper pupd‘bmns« than public sehvols,
;md thaethe mmetmm of the credit afteets the level and distribution
of ww-m
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‘"ihﬂ:wa tm: ‘ereﬂxt pmpcmnis becaxz‘w pupalar durmb ihe 19(3!}&: s
ot the 10-year: perlod from 1967"to 1977, six tax credit proposaks 0T
M the U.S._Senate,_all bu! une focusing on_rélief mx\wllgg,e - |
enses. In 1972 the House 'Ways and Mears Committee con- 1
2 ,,dw:*ted extensm hearings vn tuition tax credits, when over 100 y 1
priposals had been introduced. However, lacking the necessary o 1

- siipport,-no tax credit measuge pussed the House that year One
o prapoaal, introduced in 1975 by Senatod James Buchlem tovered
- tufton for elementary/secondary education and is considered the .
forerunner to the flood of more recent tuition tux credit propusals.
“The ides of & tuition tax credit came closest to reality in 1978
ahw iax credit proposals passed both the House and Senate. In
. ﬁd@ranww 1978, the Senate Finance Committee passed a measure o
TooT - zombingog festures of u bill introdyged by Senators Packwood and
. Mumthan {82142y and a ball intre u? by Senagor Roth (8. 3113,

- "The Packwood-Moynihan proposal woulll have provided atax credit » *.

_of up to $300 for tuition expenses at ddementary, secondary, post- o

" secondary and vocational schools. The Roth proposal wouid have

provided 4 tax vn*d;t of up. to 3250 for. tuition, fevs, b ks and -

- supplies. Eligibility wnder the Roth proposal ~would have been lim- .

;mi to families wxm—‘thlldmu enrolled in postsecondary iustitu-

ot The committee ‘nll was to be ph‘ised in over s threboyear

vxi 11: phase one, the tux credit would have equaled 50 percent

n paid up to $250 imd'applmd ondy to fufl-time students in

Sdllege or in pastsecondury vocaticnal aducatmn programs, Twa

'.- tm later. the credit would ‘have been extended to families with

* chitdren enrolled in pr;watvwlememw}semndarv 8chools, The -
“maximum amount of the ¢ tresh wqumham inereased from $250 to
- 500 I the final pﬁase . '»ﬁtme smdents were to
~hecome eligible fur relief. ‘

ate‘ but andy )y

mehﬂmthe H@uae of Reyresenm esimd pmsed a mmﬂar

propwn} that would have provie B '
tmtmn;fmd up tg $100 for ;smdem.ﬁ am*olled in pnvatez el@mfm» .
ATy mtimv mhmlxs nmi'up W $23ﬂ for &tudents enrolled in post.




Chidls evuld not Be seached, lsdely due to disagréement over whether
the L.f(}d‘t ahuuld tn i«\.;nv!,:i:ﬂc; t,mh* u-%&m11u@ mth btlﬁdt‘hi\ in

Xnuther ta«. ar that ‘eud te the defeat ui me PdeWtJ(}d‘
Mﬁnm proposal wag the reauthorization of the student tinan-
id nid provisions of the Higher Education Act of 1972, The Middle
Incorne Stuident Assimtunee Act ~:z\panded the provision of federal -
stppert forstudents uumdm&. pustsecondary institutions. Thus, no ¢
m.u? tuition tu credit easure was i:p!n'.n‘ed by ' angress in 1978, -
FRenewed mtersst in tuition tax credits came during the first ses-

1|
s 3 ~ ) . - o
“aecondary Tpstifulions. & »u,umm@z‘nm: on the Houxe and ‘-senatb .

o x)zzihe 97th Congress when a series of bills were introduced in
. the Hosse and Senators Packwood, \h\mmn zmd Hotk reintro-
duced rhewr bild

5500, These proposals, like mm pftd&ttﬁm}!’b‘

o

dittored widely with respect tu \ . . .
. - [ »~
. ® The maxisan sice of the eredit and the rzrupor xé s of tuition eost )
' govered ‘ s : ' e

y <= whether the credit covers all lovels of
serondary educatinn

® The wope of eligibili
“peducation or only P

;@ Whether the f‘tedih was refundable or mmrelundablc —in uLhe

' words, whether families with arn income tax U ub:htv less than, .
the wmountiol the u‘rd;t are entitled, to mu}we a retund for the .-
bulunee

&
-

F\g:“ ehdmiple, une il H R. 8th allowed a tax eredit of 5 pereent of
fuitinn and t&@i‘i ap ti 3500, Families with students enrolled
full-timé in elententdry, secondary and' ;\mtzgewxxd.xrv schuols would
have been eligible for the gredit Altheugh this propesal had no
refundability provision, Yaxpayers could have substituted 4 tax de-
duction for the tax credit. M, R 366 allowed u credit of 25 percentof
tuition paid up te a maximur credit of $100. This bill covered.only
tuition piud at elementars/accondary schovls, H.R-739 coyered
- exphnsygs incurred at the postsecondary level and provided a maxi- - .
mam eredit of $325 based on a sliding scale: 100 percent of the first

$2011 of tuition expense, 25 percent of expenses between $200 %od

(i, and 5 percent of tuition expenses between 8500 and 81, sud ,

Unider this proposal, the eredit wmﬂd fiave been reduchd by 1 per~ - .
sent of the amount by which the tnp.c ver's inconte exceeded 2@2&502}
~  The Senate bili ¢S 5503 provided for a maximum-credit of $250 in
the first vear of implenientation and 3500 thereafter. Taxpayers
would hutke received 50 percent of tuition expenses ineurred at ele-

P ‘ mentaryfzecondary and puxtwrcmdarv schools, 8. 550 included a

Fefundability provision and in 1984, graduate and part-time, stu-
dents would have bewme el;gzhle fm" the tax u:edm :
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[ - In al26 tuitivn tax credit proposals were introduced in Cungreas ‘
| \u\wﬂ\ek‘wi it strung public education lobby preventéd serious con-
| «  sideration o7 any of these proposals.
t On June 23, 1982, Senator Robert Doie, principal sponsor along
with Sénators William V Roth Jr. and Alfonse D’Amatgdntroduced .
r S. 2673, a bill to provide tuition tax credits for families paving J
tuition at private elementary /secondary schools,This bill would “
! phase in over.u three-year period a nonrefundable tax credit fer 50
percent of tuition paid at eligible private, nonprofit elemen- ‘
t-arwsewndan schools. In 1983, the maximum credit would be $100. |
”I’hla limit would be increased to $300 in 1954 and to $500 in subse- |
© quent véars. Families with incomes greater than $75,000 would not
) be eligible for the credit. A phase-out provision for families with
n;n,umu between $50,000 and $75,000 per year would reduce the
Cmaximuly credit by*0.4 percent of income in excess of $50,000 in
1983, 1.2 percent of that amount in 1984 and 2.0 percent of that
antount in 1995 apd thereafter. The credit would apply to expenses
incurred for tuition and fees but would exclude expenses for books,
" " supplies, equipment, meals, lodging, transportation or personal ex-
| penses. Students must be enrolled on a full-time basis in grades 1
| throgh 12 in obder for tanuheb to receive the tax credit.
t To sumniarize, the idea of a tuitivn tax credit for families with
<hildren in private ‘schools has been debated at the federal level
since the 196(% Between 1967 and 1977, six tuition tax credit pro- - -
_ posals passed the Sendte. Not until 1978 did a tax credit bill pass in
‘the House. These proposals differed with respect to the maximum
size of the crédit, the scope of eligibility and whether a refundability ‘
“provision was mduded In June 1982, the Administration's tuition o
. tax credit proposal was introduced in the Senate. In September 1982, — |
a modified versiop of that proposal was passed- ~from- the '\enate }
*Finance Committee for umsldewn of the full Senate.
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1L A_lternative Tax Credit Mechaniéms |

&

A tax credit 1s one of several approaches that could be used if it
were determined that the income tax system should be made sensi-
tive to the expensés incurred by taxpayers in providing education
services to their families. Tax credits would directly reduce the tax
bills of taxpayers. As a result, they would reduce tax dollars flowing
to the federal government. While some tax credits for individual
taxpayers have been created, sych as the residential energy tax
““credit, they have bean uged Sparmgly Other approaches could be
used to recognize family education expenses or to provide incentives
for families to save funds so that they could be avallable in the
future to pay for,educatlon services.,

- One alternative is the tax deduction. A tax deduction is any re-
duction in taxable income made prior to the calculation of the actual
tax. This approach wcﬂxld only be available to those taxpayers that
1texmze their deductions rather than taking the standard deductlon
For those itemizing deductions, an eligible deductible expense could
be the tuition or related education expenses incurred by family
members..Under, current income tax procedures, state and local taxes
are deductible. In effect, then, the amounts paid by taxpayers to
support public schools reduce the federal tax liability of taxpayers
.who itemize deductions. Taxpayers are currently permitted to claim
an exemption for their children, including eligible students over the

age of 19, which alsoreduces taxable income and, ultimately, income

tax liability. The value of the exemption, in tgrms’of reduced taxes
pald may not be sufficient to cover the expenses assomated with
raising and educating children.

A cecond alternative is the use of tax deferrals Under» this
approach, education expenses are deductible in the year they are
incurred, although at some time in the future, they are éubject to
taxation. Such an approach has the advantages of minimizing the
long-term loss of revenue to the government while providing b ne
fits, in the form of duced taxation, at the time when funds

_. needed to pay expenses.

A third approach is the provision of education savings incentives. .
. Under this approach, taxpayers rs could shelter specified amounts from
taxation until the time that the accrued amount is spent. Thls ap-
proach would not benefit families ‘wishing to send their chlldren to
private elementary schools to as great an extent as it would beneﬁt
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those who want to ehroll their children in private secondary schools
or postsecondary institutions. |
These other approaches are not as direct and may not provide as

large a benefit to taxpavers as the use of the tax credit approach.

The impact of a tax credit system would depend, however, on its

structure. Tax credits can be made sensitive to several factors that

can alter the flow of benefits. A tax credit can be made sensitive to

the income Jevel of taxpayers. Using a'maximum income cutoff, for

instance, taxpavers with incomes that exceed a specified level become

ineligible to receive any credit. Sliding scales can be created

so that the value of the credit decreases as the income level of tax-
- payers increa: 305
‘ A more 1mp0rtant issue is whether a tax credit is retur‘dable Ifit
i . is refundable, then taxpayers with no income tax liability receive a
- direct payment from the government in the amount of the- credit.
_Taxpayets with an income tax liability less than the value of the
“credit, generally lower income families, would receive a dlrect pay-
ment of the diffgrence between the amount of the credit. and their
- income tax and would pay no income tax. If the credit is not refund-
able, lower 1 mcume families would not receive benefits under a tax
crait system. Benefits of the tax credit would flow pfimarily to
familieswith relatively higher incomes.

Tax credits can also be made sensitive ta the level of education
expenditures. Tax credit proposals ty pically have maximum limits
and, regardless of expendltures the credit cannot exceed the limit.
Credits typically are also limited to a proportion of the expenditures
incurred. This can be accomplished by identifying a fixed percent-
age or by specifying a variable percentage that depends on the level
of expenditures. For instance, the credig may be.limited to 50 per-
cent of expenditures or it may be limited to 50 percent of the first

200 of expenditures and 225 percent of expenditures over $200. The
- following table illustrates the various tax credit levels that result at
-different expenditure levels, assurhing different limits and different
‘percentages. (See table top of next page. }z

At a low expenditure level, the valde of the.tak credlt does not
vary in the example. However, as the expenditure lcvel increases,

the value of the credit changes depending on the particular combi-

- nation of absolute dollar and percentage limitations.

~ Cost sensitivity can be affected by defining those costs that are
eligible under a tax credit proposal. Typically, only tuition is an

" eligible cost for tax credits. However, other costs, such as room and

board, transportation, books, materials, fees, -and so on could be

eligible for the tax credit.

+

JIn addmon 0 making tax credits sensitive t6 income and cost
considerations through the arithmetic of the calgulation procedure,
credits can be restricted to institutions or ‘pupils with specific char-
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Tax Credit Sensitivity to Cost

Maximum Credit, $200 Maximum Credit, $500
Variable N Variable
Percent — Percent —
- 50%of e 50%0f .
Fixed Initial $200, Fixed Initial $200;
Expenditure  Percentage 25% of Amount Percentage 25% of Amount
Level {50%) Over $200 (60%) Over $200
$ 200 5100 - $100 $100 $100
500 200 175 250 175--
1,000 200 200 500 400
1,500 200 200 500 425
2,000 200 200 506 500

acteristics. For instance, the Reagan Administration proposal limits
tax credit eligibility to private, nonprofit elementary/secondary
schools that are nondiscriminatory in their admissions procedures
and to pupils in grades 1 through 12, no more than 20 years old. Tax

_credits could be made available for elementary/secondary education

" services provided by proprietary schools, privately-sponsored pre-
schools or for institutions offering special education services, such
as tutoring or test preparation. In terms of individual/family char-
acteristics, tax credits could be provided for all family members or

only for those of specified age participating full-time in eligible pro-,

grams and could be distributed on the basis of a limited amount per
pupil or per family. ' C .

These variations in the tax credit mechanism affect the total cost
of any proposal, its distribution among recipients and its constisu-
tionality Policy makers can target the allocation of tax (,redlt bene-
fits by carefully speufvmg the ehglbxhty cntena
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on the number of pupils actually enrolled in private schools and- on:

o

- IIL. General Impacté of
Tuition Tax Credits
.)ﬁ . ’ ) .

-The cost and dlstrlbutlonal impacts of tultlon tax‘l‘edlth dgpend

. the structure of the fax credit system. Yet, in the absence .of an. -
expenment with a tax credit system for education, little is actually .
}mown about the probable impact of a tuition tax credit. However, a
general idea of the likely impact of tuition tax credits can be gleaned
rom data on private school enrollments. ’ |
| In'Table 1, the enrollments in public schools and three categories
of private schools are shown. The three private school categories |
were selected to reflect the largest dlﬁ‘erences in tuition levels among -
privBte schools. |
In 1981, there were 40.2 million pupils enrolled in public schools |
throughout the United States. Catholic schools, the privaté schobls
sector charging the lowest tuition, enrolled*3.3 million pupils in
1978, the latest year*for which individual state data are available. -
Other church-related schools, charging a slightly higher tuition level

" than Catholic schools, enrolled 1.0 million puplls There were 0.7

.million pupils enrolled in nondenommatlonal private schools, which
had the highest tuition levels, on a“erage, among all private schools.
““Across the country, approximately. 11 percent of all pupils were
enrolled in private schools. .

In 10 states, the proportion of all pupils enrolled in private schools
exceeded 15 percent. Those states (Connecticut, Delaware, Hawaii,
Ilinois, Louisiana, New Jersey, New ‘York, Pennsylvamia, Rhode Is-
land and Wisconsin) enrolled nearly 39 percent of all pupils enrolled
in private schools. In 8 states the proportion of pupils enrolled in
;private schools was less than 5 percent. These states enrolled less - .
“than 2 percent of all pupils enrolled in private schools. Wide varia-

" tions exist in the enrollment of pupils ip private schools among the

regions of the country. In the Mideastern region, nearly one of every

six pupils is enrolled in a private school. In the Southwestern and -
Rocky- Mountain regions, only 1 of every 20 to 25 pupils is enrolled

in a private school. While it is unknown how many pupils would ~
move from public to privaté school if a tax credit were made avail-

. able, there .is no reason to beheve that the proportions of, pupils

enrolled in pr;vate schools would@ become similar among the regicns
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ALL STATES®

NEW ENGLAND
Connecticut
Maine

"~ Massachusetts
New Hampshire

. Rhode Island
Vermont

MIDEAST
Delaware

~ Maryland
New Jersey

. New York

¢ Pénnsylvania "

Table 1
Enrollments in Public and Private Elementary/Secondary Schools by State

e

Private |,

. Enroliment
, : Non- . -asa

T, Other Church. denominational Percent of

- Public Schools ‘Catholic Schools Related Schools . - ~Schools Enroliment
1481 1978 1978 - - . 1978 - 1978
40,154,295 3,260,177 11,048,423 746,323 . 11
2,120,005 220,864 19,308 70,372 13
" 525,474 62,977 5,074 22,184 15
219,857 1,579 2,776 7,708 i 8
971,463 108,920 5,989 27,933 13
166,697 12,180 L 2,392 6,633 11
142,823 - 25,234 1,919 2,534 17
93,701 3,974 1,158 3,380 - 8
6,728,583 - 1,078,887 194,189 .. 134,625 17
95,072 14,500 - 4,567 S 23008 19
719,396 - 71,042 21,068 17,923 . 13
1,200,000 197,836 14,698 20,324 16
- 2,773,940 453,127 103,366 60,516 18
. 1,845,200 342,382 50,490 32,769 19
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"'SOUTHEAST . 9,661,232 352,381 277,490 297,684 9
Alabama 748,000 15,170 21,168 29,332 8
Arkansas - 443,492 7,454 5,618 © 6,615 ) 4
Florida 1,551,500 73,895 78,298 51,897 © T 12

- Georgia 1,066,700 i 13,222 26,415 44,195 7
Kentucky 660,000 : 53,999 9,839 7,335 10

., Louisiana . : . .T15,000 110,598 14,480 32,404 17 -
Mississippi - 466,489 11,354 10,228 | 29,756 10
North Carolina, 1,178,172 - 10,251 25,782 24,098 5
South Carolina . 609,160 . 7,844 18,084 . 26,662 8

Tennessee =, - 845,175 16,245 41,715 16,742 8

Virginia 989,548 23,350 23,194 27,300 » 7.
‘West Virginia 377,996 8,999 2,669 1,348 3
GREAT LAKES 7,481,852 850,820 221,840 * 58,959 13
‘ Hlinois - ‘ 1,927,633 293,946 49,960 19,616 16
Indiana ) 1,026,689 68,944 28,798 7,730 i 9
| - Michigan 1,815,130 135,920 71,282 10,601 : 11
Ohio 1,906,400 4 234,394 - 25275 14,864 13

i Wisconsin ) 806,00 ° 117,616 _ 46,525 | 6,148 ’ 17

o ! ' 4

PLAINS ' 2,962,730 286,281 73,649 19,138 11

fowa . ) 494,000 18,392 12,948 + 238 1

" Kansas ‘ 406,985 25,419 _ 4,460 2,424 7
- .. Minnesota 733,037 67,005 . 80,916 3,354 11

ok
b -




PLAINS cont.
Missourd

. Nebraska
North Dakota
South Dakota

SOUTHWEST
Arizona
New Mexico
Oklahoma
Texas

ROCKY MOUNTAIN
Colorado
Idaho
“Montana
Utah
Wyoming

>

Table 1 (cont.)

Private
s Entoliment
: Non- asa
" Other Church- . denominational Percent of .
Public Schools Catholic Schools Related Sciiools | Schools Enroiiment
1981 1978 -~ 1978 1978 1978
4
818,707 98,832 23,490 9,204 14
272,485 30,634, 7,948 _ 4,287 13
111,989 9,002 . 898 345 8
125,527 6,997 2,989 2,966 9
4,270,839 115,967 68,987 39,368 5
514,445 17,558 8,549 11,795 1
268,394 9,790 1,145 . 3,240 &
574,000 7,571 2,730 3
2,914,000 $1,048 21,603 5
1,355,750 30,071 10,526 4
544,000 17,878 6,631 6
204,660 2,345 L 49 3
151,760 5,186 ©11,103 6 .
354,540 3,057 1,749 2
100,800 1,605 797 '




FAR WEST

. 5,573,304

Alasks ° 87,700

California 3,959,021
Hawail 162,534
Nevads 151,800

Oregon - 463,050

Washington

- 9,199

Note: Data s not avaiiable from the National Center for Education Statistics for American Sumou, Guam, Puerti Rico or the

Virgin Iélands. ’

324,906

697

262,680
15,301
4,091
14,769
27,368

{f

A
A .

1

1

72,023
2,674
27,845
8,909
1,535
9,164
21,846

Prcpan:d by the Education Finence Center, Education Commission of the Stafes.
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115,651
441
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ol the eounory. Rather, 1t 13 likely that eurrent padwm would con- |
tinwe, resulting it wide variations among the stules and regions i
the praportivaal snrollment of pupils in private schovls, ‘ .
With this in mind. a few researchers have attempted to analy 26
what the impacts would be of particular tuition tax eredit schemes,
+  These résearchers have tended to focus on i 1) the revenue loss to the
tedtral treasury from specific tax credit schemes and (23 the distri- '
bution of benefits from a tax eredit scheme among families of difi’er~
ent income or race and among different types of institutions. l
. The Congressional Budget Oftice 1CBOy 119821 hus analyzed the
putemm"! revenue luss to the tederartreaaur\ from a tuition tax
credit scheme that would allow taspayers to claim a nonrefundable
tax eredit of 50 percent of tuition expenses, not tu exceed $250 per
child. This plan is similar to the one described in 8.550, introduced - -
by Senators Packwiud and Moynihan in 1981 There ate two major
differences between this plan and 8. 550. First, the plan analyzed by
the CBO covers tuition expense incurred vnly.at the elemen-
tary/secondary levels. Second. the plan assumes that the maximum
“¢redit s initially set and remains at $250 per ¢hild and is not phased
up to $500 pver adhree-year period.
The CBO estunates that a plan allowing a tax credit of 50 percent
ut tuition paid up to 3250 would reduce federal income tax revennes
each vear by approximately $1.3 billion*in 1982 dulars.' The CBO
then estimates the impact of changing specific féatures of this basic
ptan. For example, by Lhangmg eligibility requirements to allow
familivs with children enrolled in postsecondary schouls to partici-
pate, the estimated costs to the federal govemment would increase
. to about $2.3 billion, Increasing the maximum amount. of the credit ‘
from $250 to 3500 would increuse costs to $1.9 billion. Making the {
tax credit refundable would add an additional $.1 billion to the cost
of the basic program. On the other hand, réducing the proportion of . ‘
costs covered by the credit from 50 to 25 percent would reduce the
cost of the program by about $.8 billion. Thus, key policy decisions
4vith respect to eligibility, refundability. the proportion of gosts cov-
ered and the maximum ameunt of the tax credit can dramatically {
affeit the total cost and benefits of any tuition tak credit program.

Another consideration concerning the cost and benefits of « tui- 1
|
|
|
|
|
|

tion tax credit program is the respense of parents and schools to.the
tax credit. If the credit is set high eénough to induce a dignificant
number of parents to traneier their chlldn,n to nonpublic sschcmla.

) " .

Phese estimutes are based! 'ofi the Census Bireaws 1976 Survey of Income and

Education, which has besn updated to reflect current and pw,;uu.»d awnumw. * }
demﬁgraphncand enrollmént conditions. | - « |

" R ) |
14 . . o

*ERIC S R S
. ) !




. . s ¢
* v ) }

the cost of the program ‘would 1mrédse considerably wnth i u}mom;—
tant incresse in benefits to the new consumers of & pn’ate eduva-
tion. For example, it private School enrollments increased by %
percent, the vosti iand benefits of the program could increase by about
the same amount, depending on the structure of the tux credit. How-
ever, it is not known whether a tuitlon tax credit will lead to a
slgmﬁ(ant increase in private school enroliments.? The CBO report,
moreover, argues that tuition tax credits would produce strong in-
centives for existing private scheols to raise tuition levels. It specu-
Hutes that the lurger the tax credjt, thy larger would be-he price-
responsevf private schools, amc’éftheqe schools would be abl® to raise
tumuns without adversely affectmg the pet tuition cost to parevits,
In this case. the bersfit from the tax credit would be absorbed —
i completely or partially, dependmg on the price-regponse — by sehools
instead of parents, . -t

. In terms of the dlau.nbymnal impacts associated with a particular
‘ . > tuition tax credif program, much depends on the characteristics of
the recipient population: their i income, race, wbere,(hlldren attend -

. Schoul and what type of achuo“ 44 they receive. Again, the maxi-
mum amount ¥ fhe credit and svcxﬁc limitations on its receipt are

- also important,

Martha Jacobs 1 1983 hus analvzed two dx!l'erenl ‘tax eredit pro- .
S pusals using 1978 Current Population Survey data that include in--

region, family income, race and level of schooling. Plan A would
‘ - provide a tax credit of 35 percert of tuition paid up to $100 per ~
* studeny. Plan B would provide a credit of 50 percent of tujtion paid
© v Gup ‘(/4 maximum of $500. Both proposals include; provisions for
. re ndabt?m. and both exclude expenses incurred fm' bcwks, sup-

+ . pligs-and equipment. -t
. Jacubs “finds t}mpﬁ\ én with reports of recent’shifts in grivate
school entolliwent¥, they remam predu‘mmanth’ more Northern,
. white and wealthier than the general school population. From this
she coneludes that the bendfits under recently proposed tax eredit
schemes would:-be prupurtmnal to eurrent private school attendance

' = rates, * i N .

S

47 &

-« *lt1s another resdarch question to determine the elasticity of private school enroll-
ments with respect to'y ‘anges in. tuition-prices. The CBO addressed the issue of
! » ghiftd in private schoul enrollments resulting from tuition tax credits by assuming
v oo lepedific elasticities, but it did not attempt to estimate what the price sensitivity of
private schoel enrollments is for families of different income levels, Thus, the CBO
was-unable to draw ﬁrm conclugions about the impact of enrollment. shifts on
costs. The important point is that both families and schools will respond in some

way to an education tax credit. ‘

. | . , 15
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turmntxon on pnvate school enrollments and tdition by geographic ™’
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¢ By level of schodling, elementary st,ud'ents are hke’h te.receive.a
sqbstanhal share of the benefits, sinée thgnr enrollment in pnvate
schools 18 more than double that st ,t\ e secondary level. This is
.~ especially true under plan A where Jacol ; éstimates that 70 percent
of the total amount distributed would Now td the elementary grades,
Under plan B, however, with the higher tuitions paid at the second-
ary-level and the higher credit ceiling, high school students would -
be expected toreceive about 50 percent of the total dollars available. R
By region, Jacobs finds patterns of distribution to be pretty much
as expected — a greater proportion of total- benefits flowing to the
Northeastern and Northcentral parts of the country, since’these
regions currently enroll nearly B1 pergent of total private school
students. However, due to hlgher medjan tuition charges at the
elementary level in the South and Wes n B would channel ap- )
proximately 60 percent of the ay® e'fms for elementarv stu-
dents to these regions. |
Finally, according to gacobs, tuition tax credlts are hkel) to be &
regressive across family incorhe categories. Under plan A, Yamilies
with annual incomes in excess of $25,000 receive 24 percent of the
benefits at the alementary level and 37 percent at the secondary °
level. The mrrespondmg ﬁgures for plan B are 33 and 41 percent :
respectively3 On ghe other hand, the percent of the total going to '~
families with incomes of less than $10,000 at the elementary level )
5 percent under both plans. At the high school level, ,the figures are
3 and 2 pércent, respectively. Jacobs pomta out that these figures
. may overstate the actull shares. for low income familis as both
_ plans assume,that.a family with no tax liability would receive a
refund rather than a credit. But the fact that many of the tax credit
schemes proposed to date have no refundability provision means
_ that a tax credit would be of no benefit to many low income families. —\
An additional impact of tuition tax credits has not been’ discussed:
the effect of tuition ta creghts on the publxc schools. On this particu- .
lar issue, there is a great deal of speculation. Supporters of tax:
credits believe that by establishing a systemMhat provides parenis -
with greater choice in selecting education alternatives, an atmo-
sphere of competition between public and private schools will de- * .
velop, resulting in improvement in the quality of pubhc school pro- # . |
" grams. That is, the availability of tuition tax cr wpuld serve as '
the catalyst for improvements in public schapls.
Opponents believe, to the contrary, tha#tuition tax creditg would
lead to the withdrawal from the public schools of the more moti-

a

: /.

E

3The data analvzed by Jacobs indicate th;t 12 percen® of the total om“lmtm in
* private achools at the elementary leve} is from families with jpcomes of $10,000 or
lese. The corresponding figure for the high school level is 10 percent.  ~
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IV The Flow of Tax Credits to

Presment Reagan S Proposal .

Bamd an thé numbu‘ ut ;mpxk enmiled in pm ate wh@@l&; dt d:ﬁ-

HEOportion: m i’amﬂms mih Lhtldz»n‘ 3 tu 171 vears f;ki in dn‘ferem
oo classes, |
;denta téx cx“edn pmpusal tu thc; states. In ‘I‘abie 2, the
ax credits under the Reagan proposal (assuming @
hich mm}dﬁ he xmpiemmt&d in“19851 is compared with
198 15 flow OF fuderal edudation aid to the states.

ittbe rwmi thm 3* is dxf'ﬁeult to ct»mpam dollat ﬂﬂwa of\hax

isi w im..ijg; s&ﬂuid be wsed bv famxlw - -
: {Cf {;\r&’*‘éx

: ft’imﬁ zhsxmg,h states, A large pottion ot‘ fedetal funds are rastrzcted in
© use, such asthose provided through Chapter I, which are subject to’
. reguiatv ons regarding their use. On the other hand, other funds,
~such ag Impact Aid, are unrestricted in how they can be used. Thus,
federud aid per pupi does not represent an amount of funds avail-
abie to every school fur the henefit of every pupil-but rather an

- average amount of auﬁpm’t The purpose of tumparmg flows of tax

magmtuﬁeﬁ uf f‘ederal sup;mrt for puptis atiendmg publi¢ and private
. schoels, "

I the Reagan pmpuml were :mplemented fully, the taw cost muuld

_-be about 13 billionOn av emge. parents of pupils attending pri-

L vati schools would receive a tax benefit of about $249 per pupil.

Co rrgnﬁv the federal government distributes approximately $8.9

‘mnm. or about $221 per public school pupil. In total, tax credits

Cwould’ pmmic to private school parents about 14 percent of the

) bmeﬁts ﬂowmg to pupils enrolled in public schools; but on a per

. - 19

- the States Under S

x-édemi fandb are alinmtef} thmugh nummms prugmmf,s -

-~ eredits with flows of current federal revenues is to indicate relative -

4
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'ALL STATES

NEW ENGLAND
Connecticut
~Maine
Massachusetts

. New Hampshire
Rhode Island
Vermont

MIDEAST
Delaware
Maryland

New Jersey
New York
Pennsvivania -

=

Table 2

- Comparison of the Actual Flow of Federal Revenuesto Puslic Schools
. and the Anticipated Flow of Fede

ral Tax Credit Benefits by State

B

T Tax Credit Flow .

o . : T as a Percentof -

Federal Revenues * Federal Revenues to .

to Publit Scheols 1981 Tax Credit Flow# Public Schools 1981

TOTAL Per Percent of - TOTAL Per - ., . Pet .

{Mililons)  Pupil All Revenues (Millions)  Pupil TOTAL Pupil -
$8,887 $221 8.1 $1,258  $249 14 112
473 223 A 93 299 - 20 134
97 - 184 8.0 27 299 28° 7163
51 © 232 9.9 6 332 12 - 143
271 279 7.8 .40 280 15 101
17 99 |, 39 7. 330 42 . 334
23 159 5.3 . 7 236 31 148
6. 170 6.9 i 3 352 - 19 208
1,227 182 5.2 331 235. 27 129
36 313 10.5 o6 271 17 13
156 217 6.8 29 264 19 121
~“~ 163 136 36 ‘o 53 228 33 168

378 . 136 3.8 142 230 . 38 . 169 .
450 244 7.6 101 237 . 22 97
e




SOUTHEAST
Alabama
Arkansas

Florida ?\

. Georgia
Kenfucky
Louisiana
Mississippi
North Carolina
‘South Carolina
Tennessee -
Virginia =~
West Virginia

GREAT LAKES

Hlinois
Indiana
Michigan
Chio
Wisconsin

*The flow of tax credits is based on a $500 maximum credit,
{Reagan’s 1985 proposal).

-

2,501

160
114
350
253
160

180 .

228
325
175
273
194

88

1,622

500
141
437
393

151

. 259
214
258
226
237

242

232

489

288

287
323
196
234

217

259
137

241
206
188

11.8
14.8
13.9

8.2
10.9
11.9
10.9
24.5
13.1
13.6
16.2

7.8

9.9

78

8.6

6.0

8.1
8.2

6.2

47

- 19

5
53
25

14 -
- 35

14

18
- 16

22
23
3

265

82

27

56
62
38

a limit on the credit of 50

2;56
57
226

22

f
Q} -

12

103
135
98
115
126
81
96
56
104
106

91

159
99 -

108

186
107

i)erfent of cost end no refundability -

109
119



" Table 2 (cont.) Qi
‘ . Tax Credit Fiow

8 s asaPercentof &

: Pederal Revenues Federal Revenuesto

; - mmmmbml Tax Credit Flow* Public Schools mg_

- L, Per -~ - Percentof . TOTAL .. Per_ . _ L e
mg} ___m_l All Revenuss Odillions) Pugﬂ " TOTAL  Pupil
PLAINS. $588  $198 6.8 $89  $235 15 119
Iowa 85 172 6.0 15 244 18 142
Kansas 80 - 188 - 6.4 8 248 10 131
*Minnesota 1377 187 5.2 .20 219 15 117
Missouri 175 214 8.7 - 31 235 18 110
Nebraska 57 208 7.6 10 251 18 121
 "North Dskota 21 184 . 13 2 195 10 106
South Dakota 34 27t 118 3 245 9 90
“sou'ruwns'r 1,170 274 10.4 56 250 5 91
~ Arizona 162 314 11.4 10 264 6 . 84
New Mexico 90 335 12.0 4 233 4 70

" Oklahoma 173 302 115 * 5 309 3 102

Texass. 746 256 9.8 371 242 5 95

ROCKY MOUNTAIN 250 184- 7.0 17 276 1 160 -7

Colorado 112 207 6.8 10 2175 9 133

Idaho 35 141 8.5 2 328 6 192




Montana 38 251 83 2 215 5 86
Utah 45 127 6.1 , 2 339 4 . 268
Wyoming 19 195 6.6 1 254 ©5 130
Y . )
-‘ FAR WEST 1,056 189 1.3 159 259 15 137"
L Alaska 2 23 41 1 22 4 100
' California | ‘642 162 6.8 123 254 19 187
] Hawail - 50 308 10.4 10 291 20 95
Nevada 2 172 8.0 2 313 8 183
Oregon : 136 294 9.0 7 263 5 89
Washington ~ 178" . 238 85 . 16 281 9 118
4 : . e
v *The fiow of tax credits is based on a $500 maximum credit, g limit on the credit of 50 percent of cost und no refundability- " .

{Reagan’s 1985 proposal).

< Note: Data is not available from the National Center for Education Statistics for American Samoa, Guam, Puerto Rico or
the Virgin Islgnds. .

Prepared by the Education Finance Center, Education Commission of the State:l
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pupil basis, the aid to puptls enrolled in private schools “would ex-
ceed that of pupils enrolled in public schools: If the loss to the gov-
ernment of providing tax credits had to be made up in a reduction of
aid to public schools, federal aid to education would need to be re-
duced by about 14 percent. If the provision of tax credits did not

come at the expense of federal education support the parents of a

~ public schools. If tax credits were funded by reducing federal 8ld to

public schools, the parents of a pupil attending private school would
receive 31 percent more in tax benefits than the average parents of a
pupi} attending public scliol.

The levels of tax credit benefits and their relation to current fed-
eral aid would vary dramatically among the states. Over half of all
credits, 53 percent. would flow to eight states (Calffornia, Florida,
Illinois, Michigan, New' Jersey, New York, Ohio, Pennsylvania}.!
These eight states currently receive 37:percent of federal education

support: While the proportional distribution of tax credits and cur-
rent federal aid would be similar for'many regions of the country,

there are regions where the proportions would differ. The Mideast-
ern region receives dbout 14 pércent of federal aid for education; it
would recéive about 26 percent f all tax credits. The Southeastern
regwn receives about 28 percent pf all federal education aid; it would
receive about 20 percent of all tak credits. The Southweste rn region

receives 13 percent of federal education aid; it would receiyb less
than 5 percent of the tax credits.
In 22 states, the total value of tax credits - e4€ss than 10

percent of the total federal support to public schools. However, in 7
states, tax credits would exceed 20 percent of the value of federal
support currently flowing to public schools. For example, in New
York, federal aid is currently $378 million, accounting for 3.8 per-

cent of the revenues received by publnc schools. {Inder Reagan’s tax

credit proposal, fully implemented, ‘parents of pupils enrolled in
private schools in New York would receive $230 million; 62 percent
of the amount now flowing to public scheols.

‘While no state would receive more in tax credit benefits fo fami-
lies than it oqrrently receives in federal aid to schools, parents of
pupils attending private schools in many states would receive more

in tax benefits per pupil than is currertly provided, on average, in
+.- per pupil federal aid to those enrolled in public schools. In 18 states,

the average value of the tax credit would be less than the average
amount of per pupil federal support. In 12 states, the average tax

Fed

*This assumes no institutional reaponse in the short run.
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# credit would be between 100 and 125 perceni of the average per

- . pupil levgl of federnl support. In 9 states, tax credits would, on
& average, be between 125 and, 150 percent of the amount of per pupil

. federal aid. In 11 states, the:average tax credit would exceed 150
'percent of the average federalfaid currently available to each pupil
in public gchools.

If federal aid to public schools were reduced in order to make up
the loss mcurred in‘providing tax credits, the balance would change
more dramatically. Assuming that all states would lose 14 percent of
their current federal support in order to pay for tax credits, there
would be wide variations among the states in the relationship be-
tween the flow of tax credits and the flow of federal aid. For in-
stance, in New Hampshire, the average amount of féderal aid per
public school pupil would detrease from $99 to $85. The average tax

" credit, $330 per pupil in pr)vate schools, would be 288 percent greater
than the value of federal aid. In Tennessee, where federal aid cur-
rently provides. 16.2 percent of all support for public schools, federal
aid per pupil would decrease from $323 to $278. The average tax
credit benefit, $295 per pupil in private schools, would be 6 percent.
higher than the average per pupil amount,of federal aid to public
schools. Even in Montana, which would receive a sma]l amount of
tax credits, the value of the average credit, $216, would be equal to
the value of the average per pupil support currently provided by
federal axd to public school students, $215.

In summary, if President Reagan’s tax credit proposal were nmple-
mented, it would cost $1.3 billion, about 14 percent of the level of
federal aid to public scheols. In some states, there would be a signifi-
cant flow of tax credits, resulting in an average tax credit that would
exceed the per pupil amount of federal aid currently flowing to the

te- In other' ‘states, the value of the average tax credit would be

‘than the gverage level of federal support to pupils ifi. public
schoolflf the revenue loss due to tax credits were made up by reduc-
-ing federal aid to public schools, the average value of the credit
would equal or exceed the average value of federal aid to public
- school pupils in almost every state.~
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V. The Flow of Tax Credits to
the States Under Alternative
Tax Credit Mechamsms

The purpose of t.lus chapter isto examme the flow of credits to t.he
states under thé Reagan proposal as it will operate in 1983, 1984
and 1985 and as it could operate if modifications were made in some :
of its characteristics. In order to accomplish this objective, a com-"
puter simulation model was designed that was sensitive to (1) en-
roliment levels jn private schools (only 1978 data were available,
and no attempt was made to project how many pupils would switch .
from public to private schools); (2) tuition level (based on national ’
average tuition levels for different types of scHools and state enroli-
ments in those schools); and (3) family income levels (based on the
distribution of families with children 5 to 17 years old in each state
in 1980). The following tax credit approaches were simulated:

»

Approach 1. The Reagan proposal for 1983 | .

Approach 2. The Reagan pfopoeal for 1984 -

Approach 3. 'l’he Reagan proposal for 1985 ;

Approach 4. The 1985 Reagan proposal w1th refundability |

Approach 5. The 1985 Reagan proposal without an mcome
ceiling

Approach 6. The 1985 Reagan proposal with a 33 percent,
rather than a 50 percent, limitation .

ek

The characteristics of these alternatives are summarxzed in the
follow:ng table:

- Percent .
Credit of Tuition Income

Limi¢ _Limit  Celling Refundshility

Approach1 - $100 50% Yes No
Approach 2 300 50 Yes No

' Approach 3 500 50 Yes No .
Approach 4 500 50 Yes Yes
Approach 5 500 50 No No

500° 33 No =

Yes
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Revenue Flow Under Altemtrve 'l‘umon Tax Credit Systems
; : (Millions of qollm)
mro-_&_ ma.-_ AM. Approsch®  Approach5  Approach €
. Resgan Fully  Reagan Fully Reagan Fully
, - : Implemented  Implemented Implemented
- ~ - - Resgan Resgan Reagan Fully With WithNo  With 33 Percent
8 First Yoar Second Y. Yca Impieménted Refundability Income Ceiling Limit
' ALL STATES ; $401 $1,068 31‘258 $1,558 $1,280 $927
NEW ENGLAND 25 % 109 92 69
Connecticut ” 7 22 a2 ’ 28 21
Maine . 1 4 8 | 6 5
Masachusetts - 12 35 48 ! 30
New Hampshire 2 5 8 7 -6
Rhode Islind 2 7 9 T 5
Vermont 1 2 .4 3 2
MIDEAST - 114 - 206 o 381 - 406 339 %8
Delaware .o 2 5 6 7 6 5
Maryland -9 u 29 34 3% . 0 22—
New Jersey 19 » 49 53 , 64 55 38
New York ‘ 49 126 142 177 - 146 o T 102

Pennsylvania 35 92, = 101 122 102 mn




. « an ,,
“\ 65 185 247 © 335 250 201
5 14 19 25 19 T16
1 3. 5 T, 5 S £
15 41 . 53 - 72 - 54 42
6, 17 25 35 Co2% 22
5 o 13 14 ) B S 15 10
11 29 35 _on .85 27
3 16 14 21 14 13 - R
4 13 18 23 18 15
‘ 4 n * 16 21 16 ’ 14
5 16 22 31 : 23 17 o
; 6 5 L A 23 28 23 19 o,
1 3 3 ) 4 3 S 2
GREAT LAKES 94 N 265 315 270 " 184
" flinois . 30 7% - 82 100 84 57
', Indiana 9 - 23 27 31 - B .19
- Michigan 18 . 49 56 66 . 57 39
Ohio . 23 58 62 74 . " 83 ) 43
Wisconsin - 14, 3% 38 44 29 26
 PLAINS 32 81 89 105 90 . 61
lowa - 5 , 14 15 17- 15 . 10
Kansas ] 3 T § 9 .8 -
Minnesota ; 8 19 2 .24 . 21 14




Table 3 (cont ) ¥

AE!‘....‘*'_ 6.21!2_“__ Am&.. Approschd  ApproachS Approach's
‘ L Resgan Fully - Resgan Fully Reagan Felly
‘ ” A Implemented  Implemented Implemented
. ' Regan Reagan Mn Fully ©  With With No With 33 Perclpt
. ' JFist Your  Second Year, Implessented I!stﬂQ;!l.th income Ceiling - Limit
PLANScont, . ;
Misouri ‘ $11 T $27 - $31 " S38 .83 $21 .
L - Nebraska -3 ' 9 10 & 11 10 7
~* . North Dakota 1, . 2 -2 2 2 1
.-, South Dakota IR 3 I T 4 3 3 g
SOUTHWEST,  ~ 17 8 - 56 72 . BT N4l :
Arieore | 3 8 w13 "0 8
New Mexico 1 3 14 5 4 3
Okishoma  * 1 6 - 5 6 5 3 :
| Texss 12 3 37 48 38 . 27 T
. * r e .
ROCKY MOUNTAIN 6 14 17 B 17 T oc14
Colorado 3 8 10 12 10 8
 1daho . 1 1 2 2. 2 S
Nontans 1 2 2 3 . 3 T2
Utsh . 1 2 2 2 2 2
; Wyoming 0 1 1 1 - 1 . 1 f




E U ,
e /s
FAR WEST , 164 1% -,
Almka 0 1 1 1 T T 1 e
. California s Ry S 100 - 123 ‘ 156 C127 93 .
Hawaii - ' . 3. 8 - 10 v 12 11 8
Nevada OLV 1D AN 2 . .2 -~ 2 - ¥
» ~Oregon 2 6 ,.7‘;:1«7, 9 7 . 5
) W;shmgmn ) ; 5 13 B () 18 - 16 11
A i A ’ - . - \
Nate. Dato is not available from the Nuational C‘cnter for Education Statistics for Amefican bumea. Guam, Puerlo Rico or
the Viegin lslangds. f ) .

Prepared by the Education Finance Center, Mbcatmn Commmmn of the Slates, . .
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Tae flow of tax credits to families in the 50 states is shown in
Table 3. As discussad previously, full implementation of the Reagan

. proposal’in 1985 is estimated to coat and provide tax relief of $1.3

billion. In 1983, the total cost would be about $400 million. In 1984,
the total cost would be nearly $1.1 billion. Thus, even though the tax

* credit limits incréase by a factor of five (from $100 to $500), thetotal -

cost of the program only triples. This reflects the-fact. that current

tuition levels, particularly in Catholic schools, areglitively low. If
~.tuition levels increased, or if enroliments increased ddeto the avail-

ability of tax credits, the program would cost even more than $1.3 .
billion in 1985. The addition of refundability to the characteristics of -
* the program would sdd approximately $300 million in additional

total cost; that is, with refundability, the Reagan tax credit program

" would result in reduced revénues to the federal treasury of $1.6

billion and in the provision-of $300 million in additional benefits to
families trefundability is assumed to apply to all families with an
tcome legs than $10,000). Apparently, the inclusion of an income

-ceiling has very little impalt on the total cost and benefits of tﬁe
“ progeam. If all families were eligible to receive tax credits regarg-
. less of income, the additional cost is estimated to be $20 million.

Finally, if a 33 percent, rather than a 50 percent, limitation we

* used, the program wonld cost about $330 million less: The use ofia

lower percentage ceiling would not ‘affect those families sending

. their children to pfivate schobls with taition levels exceeding $1,500;

for families sending their children to private schools charging $600

.

_ in tuition, the credit would decline from $300 to $200, however.

~ Ingeneral, the different approaches to tax credits would not result
in gigpificantly different allocations of credits to the regions of the

country. Under the fully implemented Reagan proposal, the regions -

‘would receive the following proportions of all cfedits provided, which
are compared with their proportions of oupils.enrolléd in private
schouols: 0 .

, Propottion .
Proportion of All Pupils
Region of All Credits in Private Schools - =~
New England 1.4% * 6.1%
Mideast 263 218
Southesst - 19.6 S 183
Great Lakes 211 - =X
. Plains I T
Southwest SRR % TN . 447
Rocky Mountain 14 . : 1.3
Far West : 126 ‘ 121 a




With a smu maxim 8. 10y
-1 percentof all credity; m“s‘ 31 mrfentlsmtmlwn,;hm‘
ew woitld Teveive 205 percent of al credits. Similar sitha- ™
s arise in the Greit Lakes and Pluiss regions. -~ &
‘ " In Table 4. the average par-pupil fliw of tax cricdits is shioWrs under c
. the differvnl tax credit upproaches. Also shown is the percentage |
e AT ‘teiatwmhxp between the avernge tax credit and thé average per g
© pupil amoeunt i eﬁemi funds provided to putsim schools. The size of L
~ the aversge credit would changé as the approach used 1o distridiute
the eredits changos, The vairiation in the size of the average credit
alsy chunges as the' appramfzh changes. Using 3 $100 maximum and
the basic characteristics si the Reagan proposal, the average credit
would be $79, and aming the states, the average would vary from
- $85 fo'386.. Using a $300 maxitnum, the average credit would ini-
crease to 3211, and the variation gmong the states would increase
from a fow of $189 to a high of $258, While the average tax credit
would increase ssmewhat sinder the fully implemented Reagan pro-
_posal, to 3249, the variation among the states would increase signifs
vamt!s‘ from u low of $195 tv & high of $352. The addition of refund-
: abﬂm ‘tos the Reagan pmpﬁsai would increase the variability among .
states slightly. The elimination of the ifcome ceiling would net
, gkgmﬁwml\ change the distribution of credite among the states.
Finally, a reduction tn the percentags limitation from 50 tu 33 per-
cent results in a decrease in the average tax credit and in &"he Yaitia-
. tion on the average credit among states.

* As the tax credit approach changes. the telatwnshap betsx. ven the
average credit flowing to parents of pupils in private schools and the
average federal aid to pupits in public schools chunges. Using a $106

“maximum credit. the average oredit in every state would be less
than the average per pupil federal ﬁqppart When the credit is in-
creased to $300, the average credit *s less than per pupil federal -
I 38 states ‘However, in 17 states, the average credit is up

e""30 50 percent !ugher than fedeml ﬁuppmt and in 5 states. the aver-

33"

we - 4
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ﬂw Tax Q'édit and its Relaﬁombip to Current Federal bupport
. Undex Alteraative Tuition Tax Credit Syctenis

m &zy_eh_ " Approach 3. Approach 4 émel.___ &ao_w_h_ﬁ
 Reagan Fully ~ Rengan Fully 1 .
. - : Implemented Implemented
M' . With,  With No Income
_...!.!_i!.x____. Ik ,M.___.Y‘ M . Refundability Ceillng
: «Peresnt. R Payosnt htm:t : rmeut - Pevcent
‘of . - of o - of
Avecage Federal Aw Fndunl Aversge chcnl Average [-‘cdml Average Federal A
 Credd  Aid  Credt " Ad  Credit _Aid  Credit A" Credit Ald

ALLSTATES = 818 3 . szn 95 s240 112 $308 139  §253 114

" NEW ENGLAND 82 97 42 109 3¢ 351 158 . 296 133
Connecticut - 82 45 U5 133 , ' 349 190 311 169
: % 33 . 228 . 98 , 426 184 330 142

L .82 29 U2 8. 280 333 119 285 102

84  BS 253 266 : 394 398 333 342

83 - b2 226 142 36 | 293 184 . 249 157

B O T SR - & S & R 1208 435 256 335 197

810 45 .- 210 15 235 120, . 288 158 241 132
83 22 236 6 . 2m¥ 73 330 88 , 24 76




Kentucky

* Loulsiana
Misstesippt
North Carclina
South Carolina

Tennessce

Virginis i
West Virginia

GREAT LAKES
Iikinois -
Indiana;
Michigan

89
73
65
4
75
()

g

83
80

29
31
13
26
26
22
41
33

38

31

61
35

180

184
188
213’

214
212

225
202

. 212
206

221
225

102
155.

180

7
98

70

.90
88
4
38
4o

115

98

161
93

264
228
230
237

266
289
254

260

298
197
222

273

299
304
295
311
230

234
226
256
257

121

‘168
169

97

103
185

98
115
126

81
96

104
106

91"

159
99

108
817

- 186

107

210

. 274

286

361
386
356
352
412
290
299
417
387
403
419
3717

-299 -

278

274

295
305

134

143
201
210
117

139

~ 180

138
156
174
120
128

85

140
130
192
128

128
106
215
127

271

2317
236
241

270.

290
254

264

303
205

225

277
294
305
304
313
234

239
230

©257

262

125
174
174

104

136
98

117

128
85
97—
57 -

102

106
.94
160
100

110
89

188 —

109

187

196
163
165

217

248
203
203
261
146
171
245

242

264
225

252 "
166

163
156
176
177
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’ Table4(cont.) é

8 . | |
) i ’ ) |
e | ©  Approsshl enm.z am_a | Approach 4 Approach5 . Approach
,, ) fu«un Ful  Resgan Fully  Resgan Fylly -
o . - , : {Implemented Implemented Implemented -
= ; Reagan Reagan a.é.pn Fully, |  With With No Income  With 83 Percent - -
: — Fest Your ~ _Second Year ted_  |Refundability Ceiling = Cufoff-
- ‘Peresnt Percent | Percent l Percent " Percent Percent -
) of of / T of of of of
‘, Average Pederal Average Federsi Average Federal iAvmge Federal Average Federal Average Federa] -
T Credit Akl Credit Aid  Credit * Ald [Credit Aid. (Credit Aid  Credit Al |
. GREAT LAKES cont. Ve : | : R T
Ohio $83 40 $211 102 $226 109 | $270 131 $230 112 $157 16 .
Wisconsin | 8 45 206 110 223 119 .| 260 138 228 121 153 81 ]
! ’ n ! » '
PLAINS - }' 84 42 214 108 2385 119 | 2% 140 237 120 161 81 ]
fowa: N 8 49 225 130 244 142 | 281 163 247 144 161 94
. Kansas K 83 44 212 113 248 131 | 216 147 240 128 165 88 :
. Minnesota |, 83 44. 206 110 219 117 | 265 142 230 123 154 82 :
Misouri « 80 - 37 209 98 235 110 | 286 134 236 110 163 16
©, Nebraska - - 82 39 220 106 251 121 | 288 138 249 120 164~ 79 "
- North Dakota 81 44 192 104 195 106 | 243 182 200 114 138\'5’1'
: South Dakota 81 30 229 8 245 90| 347 128 280 103 211 78]
v B P . ! ) 5, A ]
L,J . SOUTHWEST = % 28 214 - 78 250 91] 321 117 254 . 93 183 67 .-
}5 Arizona - .16 24 . 202 64 264 84/ 328 104 267 . 85 212 68 -
: S , o, :
!
j
| -
‘! 't

T T TR e AT
w o
e




- New Mexico 7

.~ Okizshoma M
- Tuxas 7%
. ROCKY MOUNTAIN 84
- Colorado 84
- Tdaho 82
" Montand 80
Utah 86
‘Wyoming 84
. FAR WEST ' 85
. Alaska - 81
' Californis ki
" Hawaii 84
" Nevada 11
. Qvegon , : 83
" Washington . 84

Nate: Data is not available from the National Center for Eduga:ion Statistics for American Sam
Prepared by the Education Finance Center, Education Commission of the States.

21
25
-30

46

41

48
32
68
43

45
31
48
27
45
28
35

181
220

. 202

228

225
224
220
258
211

211
231

207
1235

205
229

- 228

54

73
9

124 -

109
131

88
203

108“ )

11 - -

88
128 -

76

119 :
8

96

*

—-28%— - T0 - -
309 102
242 95
276 150
275 138
328 192
216 86
339 268
254~ . 130
259 137
262 100
254 157
201 - 95
313 183
263 89
281

o

118

,302,,.

354
314

325
319
323
324

. 402
' 290

323
312
321
353
299
327

322

—90 —— -222
117 283
123 247
177 276
154 281
189 269
129 272
317 359
150 257
171 268
119 331
198 263
115 311
174 246
111 ' 278

281

136

94
96

150
136
157
108
283
149

142
126
162
101
143

95
118

167
206
178

228
207
182
190
274
193

194
205
193
243
172
195
200

119

50
68
70

124
100
106

76
215
100

103
78

79
100
66
84

oa, éupm, Puerto Rico or the Virgin Islands,




age credit is more than 50 percent greater than federal aid. Under
‘*———ﬁte fully-implemented-Reagan proposal, the credit in 32 sthtes would
~ exceed per pupil federal aid; in 11 of those states, the credit would be
more than 50 percent greater than federal support. Adding refund-
ability or eliminating the income ceiling intreases the number of |
states in which the average credit exceeds current average federal |
aid. However, reducing the percentage limitation from 50 percent to |
33 percent results in the average credit being less than or equal to l
‘average current federal support in 33 states. . |
In summary, changing the tax credit approach can alter the distri- '
bution of tax credit benefits among the states. A lower absolute |
credit ceiling or a lower percentage limitation results in lower total |
cost and in-more states having average credits that are less than 1
average per pupil federal support. The inclusion of a refundability |
provision increases the cost of the tax credit proposal substantially.
Also, a high income cexlang does not change the cost of the tax credlt, . -
proposal significantly. -
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“The Education Commission of the States is a nonprofit, nationwide

interstate compact formed in 1966, The primary purpose of the Com-

clals and others to develop policies to improve the Quality of educa-
tion at all levels. Forty-eight sintes, American oa, Puerto Rico
and the Virgin Isiands are members. The ECS cen offices are at
1800 Lincoln Street, Suite 300, Denver, Colorado 80295. The Washing-
ton office is in the Hall of the States, 444 North Capitol Street, N.W.,
Suite 248, Washington, D.C. 20001. 1t is the policy of the Educaticn
Commission of the States to take affirmative action to prevent dis-
crimination in its policies, programs and employmen( practices.

mission is to assist governors, state legislators, ::g:duclﬁon offi.
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