EITC & OSTC Escalator:

Because Kids Need a Longer Lifeline

Many Pennsylvanians have never experienced life in a dangerous or low-preforming school. We've never
had to watch our kids pass through metal detectors in search of an education.

For families who face these experiences every day, tax credit scholarships are providing a lifeline.
Unfortunately, Pennsylvania’s lifeline is too short—and thousands of kids are being left behind.

What are EITC and OSTC?

Under the Educational Improvement Tax Credit (EITC) and Opportunity Scholarship Tax Credit (OSTC)
programs, businesses receive tax credits for donations to approved Scholarship Organizations (SOs).
Businesses can receive a tax credit of 75 percent of their donation for a one-year commitment, or 90
percent with a two-year commitment; the maximum credit is $750,000 per tax year.

Where are EITC & OSTC scholarship students from?

Tax credit scholarship are awarded to students from every county in Pennsylvania except Forest. The maps
below show the geographic distribution of scholarship recipients in 2017-18.

NUMBER OF SCHOLARSHIPS AWARDED
(2017-18)

i
B |
e =4
| P
l"”“,' %‘"“‘f

7 s> ¢

@ ‘oethan1,000 @ 500101000 @ 100t0 500 Fewer than 100 None

Source: Right-to-know-law request, PA Department of Community and Economic Development.



https://dced.pa.gov/programs/educational-improvement-tax-credit-program-eitc/
https://dced.pa.gov/programs/opportunity-scholarship-tax-credit-program-ostc/

The OSTC program is limited to students who are assigned to schools in the bottom 15 percent based on state

testing.
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Source: Pennsylvania Department of Education/Opportunity Scholarship Tax Credit Program

Do low-income students benefit from the EITC and OSTC?

Scholarship Organizations use donations to award scholarships to children who meet the program requirements.
Both programs are limited to families with an annual household income of not more than $85,000 plus $15,000
per dependent. However, many SOs prioritize families with lower incomes.

Here are the just a few of the schools and organizations serving low-income students that would be able to serve
more families under a tax credit expansion:

e Joshua Group in Harrisburg; e Penn Mont Academy in Hollidaysburg;

e | 0gos Academy in York; e Imani Christian Academy in Pittsburgh; and

e Independence Mission Schools in Philadelphia; e Children’s Scholarship Fund in Philadelphia (which
e Mother Teresa Academy in Erie; has so many applicants for scholarship, they hold a
e Gesu School in Philadelphia; lottery to select recipient

Expanding tax credits will direct resources to the Pennsylvania schoolchildren who need them the most. In fact, it
will give these children academic hope, support, and opportunities that otherwise would not exist. for them.


https://infogram.com/bottom-15-2017-18-1h7g6kod3xrj2oy?live
https://infogram.com/hb-800-5-fact-1h7j4d9ywlgx2nr?live
http://www.joshuagroup.org/new-page-1
https://www.logosyork.org/
https://independencemissionschools.org/
https://www.prep-villa.com/mother-teresa-academy/about-us
https://www.gesuschool.org/a_model_for_success
https://www.pennmontacademy.com/
https://www.imanichristianacademy.org/impact-of-giving
https://www.csfphiladelphia.org/tax-credits/why-invest-in-csf/
https://www.csfphiladelphia.org/about/news/cbs-philly-describes-the-excitement-of-march-2019-lottery-day

Why should lawmakers expand these programs?

EITC and OSTC credits are arbitrarily capped by state government. While hundreds of thousands of children have
benefitted from EITC and OSTC, around 50 percent of applications are denied each year due to lack of funds. In
2017-18, more than 49,000 applications were turned away
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At the same time, businesses
applied to donate millions
more for scholarships and
were waitlisted because of
the cap. Passing an automatic
escalator would allow these
programs to grow with
demand.
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Source: Right-to-know-law request, PA Department of Community and Economic Development.



What is an escalator?

Like Pennsylvania, Florida enacted tax credit scholarships in 2001. The two states followed similar paths until
2011, when Florida adopted an automatic escalator that increases the tax credit cap by 25 percent when at least
90 percent of available credits are used the previous year. If businesses do not voluntarily donate and use at least
90 percent of available credits, the program does not expand. Florida now awards twice as many student
scholarships as Pennsylvania.
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Sources: EdChoice.org, PA DCED; oppaga.state.fl.us; fldoe.org, stepupforstudents.org.



https://infogram.com/tabbed-fl-vs-pa-eitc-and-ostc-2019-1ho16vwegk972nq?live

It's too late to help the kids who have been denied over the years. Lawmakers must look to the future and ensure

other children are not left behind.

e Sen. Mike Regan’s SB 299 follows the Florida model, boosting available EITC and OSTC tax credits by 25
percent if 90 percent of credits were used the previous year.

e Speaker of the House Mike Turzai’s HB 800 calls for a $100M increase in EITC K-12 scholarships next year—the
largest one-year increase since the program’s inception. In addition, his plan would boost available tax credits
by 10 percent when 90 percent of tax credits were used the previous year.
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Source: CF calculations based on bills and 2019 K-12 tax credit cap of $160 million.


https://www.legis.state.pa.us/cfdocs/billinfo/billinfo.cfm?syear=2019&sind=0&body=S&type=B&bn=299
https://www.legis.state.pa.us/cfdocs/billinfo/billinfo.cfm?syear=2019&sind=0&body=H&type=B&bn=800

What'’s the financial impact on public schools?
HB 800 and SB 299 enable per-student spending in public schools to increase slightly, as these schools keep
monies received for students who are not physically in their classrooms.

The EITC is saving money overall for the commonwealth while right-sizing classrooms in some of the most
challenged schools in the Keystone State. With average scholarships of $1,800 for EITC and $2,500 for OSTC—
much less than the average $17,600 per student at district schools—these programs offer a tremendous savings for
taxpayers. New research from EdChoice estimates tax credit scholarships have saved Pennsylvanians more than
$2.9 billion since inception.

The EITC and OSTC tax credit scholarships currently represent a minuscule 0.64% of the General Fund Budget.
Based on projections, if all the increases in HB 800 are used, by 2024 EITC & OSTC would grow to a still minuscule

1.02% of the General Fund. There is no evidence to suggest expanding tax credit programs would result in cuts to

other education line items. TAX CREDITS IN CONTEXT

EITC & OSTCVS. GENERAL FUND (2023-24)
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‘ Projected General Fund Expenditures ‘ Max. EITC+ OSTC Scholarship Tax Credits
Sources: IFO Economic & Budget Outlook: Fiscal Years 2018-19 to 2023-24, CF calculations for EITC and OSTC based on HB 800.

It's a rare policy that can help families around the state while saving taxpayer money. EITC and OSTC expansion
will do just that. By adopting an automatic escalator, we can ensure these important lifelines grow as needed to
rescue kids from schools that don’t work for them.


https://www.edchoice.org/research/projected-fiscal-impact-of-pennsylvania-senate-bill-no-299/

