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INDEPENDENT FISCAL OFFICE 
 

January 24, 2022 

 

The Honorable Members of the Performance-Based Budget Board and Chairs of the House and Senate 

Finance Committees:  

Act 48 of 2017 requires the Independent Fiscal Office (IFO) to review various state tax credits over a five-

year period. For the fourth year, the IFO reviewed four tax credits: the Educational, Coal Refuse Energy 

and Reclamation, Brewers’ and Mixed-Use Development Tax Credits. The act requires the IFO to submit 

tax credit reviews to the Performance-Based Budget Board and the Chairs of the House and Senate Finance 

Committees and to make reports available to the public on the IFO website. 

This report contains the tax credit review for the Educational Tax Credits (ETC). The IFO identified similar 

programs in other states, reviewed available research, held discussions with numerous stakeholders and 

with met with agency staff who administer the tax credit. Based on that research, the IFO submits this 

report to fulfill the requirements contained in Act 48. Please note that although the IFO requested five 

years of ETC data, in some cases the Department of Community and Economic Development was only able 

to supply two years. 

Currently, 19 states provide some form of tax credit to offset contributions to scholarships and/or educa-

tional programs. In most states the credit is available to individuals and businesses and ten states provide 

the tax credit at a rate equal to 100% of eligible contributions. Organizations are generally allowed to retain 

5% to 10% of contributions to offset administrative or other costs and Pennsylvania has the highest allow-

ance at 20%. This analysis examined available data and other issues that impact the effectiveness of the 

Educational Tax Credits. 

The IFO welcomes all questions and comments on the contents of this report. Questions and comments 

can be sent to contact@ifo.state.pa.us. 

Sincerely, 

 

Dr. Matthew J. Knittel 

Director 
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General Findings and Recommendations 

The Educational Tax Credits are currently authorized under Article XX-B of the Public School Code and 

incentivize business contributions to approved K-12 scholarship organizations, pre-kindergarten (pre-K) 

scholarship organizations or educational improvement organizations. The organizations utilize contributions 

to award private school scholarships to students in pre-K through grade 12 and to fund innovative educa-

tional programs in public, charter or private schools. The credit is capped at $280 million annually, with 

$225 million allocated to scholarship organizations and for innovative education programs and $55 million 

reserved for private school scholarship programs benefiting students that reside in low-achieving public-

school districts. The tax credit is equal to 75% to 100% of qualified contributions, depending on the or-

ganization type and length of commitment. 

 

The general findings of this report are as follows: 

▪ For fiscal year (FY) 2019-20, 68,430 students received $145 million in ETC scholarships, an average 

of $2,120 per student. Final data for FY 2020-21 are not yet available.  

▪ Almost all firms make a two-year commitment and receive a tax credit equal to 90% of their 

contribution.  

▪ Article XX-B of the Public School Code expressly limits the data that DCED may collect related to 

the ETC program to those that are specifically enumerated in the authorizing legislation. Key data 

necessary to thoroughly evaluate the program are not available.  

▪ Qualifying income limitations for scholarship recipients are roughly 500% of federal poverty level 

(FPL) for a family of four. This level is higher than all other states that have an income limitation. 

Because some portion of families could likely afford private school without a scholarship, it is un-

clear how much behavior is incentivized by the credit.  

▪ Modest state savings are realized from students switching from public to private school ($350 per 

student on average) due to strong hold harmless provisions.  

▪ Compared to other states, Pennsylvania has the highest allowance for administrative and other 

costs. This reduces the number of scholarships available to students. 

▪ The top ten Educational Improvement Tax Credit (EITC) organizations received 26% of contribu-

tions in FY 2015-16 and 47% in FY 2019-20. As the cap on the EITC increases, a small number of 

organizations benefit most.  

The recommendations of this report are as follows. A more complete discussion of these points can be 

found in the final section of this report. 

▪ There should be more accountability for contributions not used to fund scholarships or educational 

improvement programs.  

▪ The statute should be amended to allow for the collection of student performance and demographic 

data so that program effectiveness can be evaluated. Across states, Pennsylvania has one of the 

largest tax credits, but collects and publishes the least amount of outcome data. 

▪ The caps on Educational Opportunity Scholarship Tax Credit scholarships should be eliminated. 

▪ Consideration should be given to eliminating the early application period for firms that renew a 

two-year contribution commitment. 
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Introduction 

Act 48 of 2017 requires the Independent Fiscal Office (IFO) to review various state tax credits over a five-

year period.1 For the fourth year, the IFO reviewed four tax credits: Coal Refuse Energy and Reclamation, 

Educational, Mixed-Use Development and Brewers’ Tax Credits. The act requires the IFO to submit tax 

credit reviews to the Performance-Based Budget Board and the Chairs of the House and Senate Finance 

Committees and to make reports available to the public on the IFO website.  

The act specifies that tax credit reviews shall contain the following content: 

▪ The purpose for which the tax credit was created. 

▪ Whether the tax credit is accomplishing its legislative intent. 

▪ Whether the tax credit could be more efficiently implemented through other methods. 

▪ Any alternative methods which would make the tax credit more efficient. 

▪ The costs to provide the tax credit, including the administrative costs to the Commonwealth and 

local government entities within this Commonwealth. 

The act also specifies that the IFO shall develop a tax credit plan for all tax credits subject to review. The 

plans should include performance measures, and where applicable, the measures should reflect outcome-

based measures (including efficiency measures), measures of status improvements of recipient populations, 

and economic outcomes or performance benchmarks against similar state programs or similar programs of 

other states or jurisdictions. The IFO submits this report to fulfill these requirements. 

The remainder of this review contains four sections. Section 2 discusses how the tax credit is administered 

and presents historical program data. Section 3 presents relevant data for states that offer similar tax 

credits and an overview of key findings from other state studies. Section 4 contains a discussion of the 

impact of the program on the state economy. Section 5 concludes with the tax credit plan, as required by 

Act 48. A complete list of reports, studies and data sources used for this report can be found in the Ap-

pendix. If submitted, written comments provided by stakeholders and affected agencies are also included 

in the Appendix.  

 

  

 
1 Act 48 of 2017 is also known as the Performance-Based Budgeting and Tax Credit Efficiency Act. See the Appendix 
for the Tax Credit Review Schedule. 
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Educational Tax Credit Overview 

The Educational Tax Credits (ETC) are currently authorized under Article XX-B of the Public School Code, 

and incentivize business contributions to approved K-12 scholarship organizations, pre-K scholarship or-

ganizations or educational improvement organizations.2 The organizations utilize contributions to award 

private school scholarships for students in pre-K through grade 12 and to fund innovative educational 

programs in public, charter or private schools. Firms authorized to do business in Pennsylvania, including 

pass-through entities and special purpose pass-through entities, are eligible for the credit.3 The tax credit 

is equal to 75% to 100% of qualified contributions, depending on the organization type and length of 

commitment.4 

The ETC includes multiple components, each with specific eligibility requirements and credit award struc-

ture: 

Educational Improvement Tax Credit (EITC): The EITC provides a tax credit equal to 75% of contri-

butions to a scholarship organization or an educational improvement organization that appears on the 

approved list published by the Department of Community and Economic Development (DCED). The tax 

credit increases to 90% if the firm makes a two-year contribution commitment. The maximum annual EITC 

is $750,000 per firm, regardless of the rate of credit. 

Approved scholarship organizations must be a qualified 501(c)(3) non-profit entity and contribute a mini-

mum of 80% of annual EITC contributions to a qualified scholarship program. Qualified programs provide 

scholarships to school-age (kindergarten through grade 12) Pennsylvania residents meeting specified 

household income requirements.5 The scholarship award cannot exceed the amount of tuition charged by 

the school for non-scholarship students and the school must be located within Pennsylvania. Approved 

educational improvement organizations must also be a qualified 501(c)(3) non-profit entity, and grant a 

minimum of 80% of annual EITC contributions to qualified innovative educational programs in Pennsylvania 

public, charter or private schools.6  

Pre-Kindergarten Scholarship Tax Credit (PKTC): The PKTC provides a tax credit equal to 100% of 

the first $10,000 contributed to a pre-K scholarship organization that appears on the approved list published 

by DCED. Firms receive a tax credit equal to 90% of amounts that exceed $10,000. The maximum annual 

credit is $200,000 per firm. A two-year commitment has no impact on the amount of the tax credit. 

Approved pre-K scholarship organizations must be a qualified 501(c)(3) non-profit entity and contribute a 

minimum of 80% of annual PKTC contributions to a qualified pre-K scholarship program. Qualified programs 

 
2 The ETC was originally created by Act 4 of 2001. In subsequent years, the program was often modified, the name 
was changed, the authorizing statute was moved and the cap on tax credits increased. 
3 Special purpose pass-through entities are created for the sole purpose of making ETC contributions. Shareholders, 
partners or members of the special entity are composed of owners or employees of other business firms. 
4 A contribution may take the form of cash, personal property or services. 
5 Under current guidelines, qualified students may have maximum household income of $96,676 plus $17,017 per 
dependent. These amounts are adjusted annually for inflation. The maximum allowable income is increased by a factor 
of 1.5 or 2.993 for a student with a disability. 
6 An innovative educational program is defined as an advanced academic or similar program that is not part of the 
regular academic program but that enhances the curriculum or program of the school. 
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provide scholarships to pre-K residents meeting specified household income requirements.7 The scholarship 

award cannot exceed the amount of tuition charged by the school for non-scholarship students and the 

school must be located in Pennsylvania.  

Educational Opportunity Scholarship Tax Credit (EOSTC): The EOSTC provides a tax credit equal to 

75% of eligible contributions to an approved opportunity scholarship organization that appears on the list 

published by DCED. The tax credit increases to 90% if the firm makes a two-year contribution commitment. 

The maximum annual credit is $750,000 per firm, regardless of the rate of credit. 

Approved opportunity scholarship organizations must be a qualified 501(c)(3) non-profit entity and con-

tribute a minimum of 80% of annual EOSTC contributions to a qualified opportunity scholarship program. 

Qualified programs provide scholarships to school-age Pennsylvania residents meeting specified household 

income requirements and living within the boundary of a low-achieving public school.8 A low-achieving 

school is defined as a public elementary or secondary school ranking in the bottom 15% of schools of the 

same level.9 The list is generated annually by the Pennsylvania Department of Education based on com-

bined math and reading Pennsylvania System of School Assessment (PSSA) scores.  

The maximum scholarship award available for an application without a disability is $8,500 and the maximum 

amount for a student with a disability is $15,000.10 The scholarship award cannot exceed the amount of 

tuition charged by the school for non-scholarship students and the school must be located within Pennsyl-

vania.  

The ETC program is capped at $280 million annually, with $55 million reserved for the EOSTC. The remain-

ing $225 million is allocated to the EITC. For the EITC, the credits are allocated as follows: $175 million to 

scholarship organizations, $37.5 million to educational improvement organizations and $12.5 million to the 

PKTC.11  

Tax credits may be utilized against Pennsylvania personal income, corporate net income, bank and trust 

company shares, title insurance shares, insurance premiums, mutual thrift institutions, malt beverage and 

surplus lines taxes for the taxable year in which the credit is issued. The credit cannot be carried forward 

or back, refunded, sold or transferred.12 

 
7 Under current guidelines, qualified students may have maximum family income of $96,676 plus $17,017 per depend-
ent. These amounts are adjusted annually for inflation. The maximum allowable income is increased by a factor of 1.5 
or 2.993 for a student with a disability. 
8 Under current guidelines, qualified students may have maximum household income of $96,676 plus $17,017 per 
dependent. These amounts are adjusted annually for inflation. The maximum allowable income is increased by a factor 
of 1.5 or 2.993 for a student with a disability. 
9 A student that receives an opportunity scholarship in one year, but resides within the boundaries of a school that has 
been removed from the list of low-achieving schools, remains eligible for the program for the lesser of five years, or 
until the student completes grade 12 (provided that the student otherwise continues to qualify for the program). 
10 The maximum scholarship award is $9,500 for an applicant without a disability and $16,000 for an applicant with a 
disability for a student attending an economically disadvantaged school. To meet the definition of an economically 
disadvantaged school, at least 75% of students attending must have received an opportunity scholarship in the prior 
school year.  
11 Act 26 of 2021 established the current program caps for the Educational Tax Credit. Prior to that, the credit was 
capped at $240 million annually, with $185 million allocated to the EITC and $55 million reserved for the EOSTC. For 
the EITC, only the amount allocated to scholarship organizations increased, as all other caps remained unchanged.  
12 A pass-through entity can apply any unused portion of the ETC against the tax liability of the owner for the taxable 
year immediately following the year that the contribution was made.  
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Goals and Purpose  

Act 48 of 2017 requires that all tax credit reviews published by the IFO shall discuss (1) the purpose for 

which the tax credit was created and (2) whether the tax credit is accomplishing its legislative intent. For 

this credit, the IFO reviewed the authorizing legislation and documentation provided by DCED regarding 

the ETC program. For this review, the IFO established the goals and purpose of the ETC program as follows:   

Goals 

▪ Subsidize private school tuition for pre-K through grade 12 students from low- and middle-income 

households. 

▪ Support students that reside within the boundaries of a low-achieving public school by providing 

scholarships that subsidize tuition at a school of the student’s choice. 

▪ Provide financial support for innovative educational programs in Pennsylvania public, charter and 

private schools. 

Purpose 

▪ To enhance the educational opportunities available to all Pennsylvania students. 

Administration 

DCED administers the ETC program and reviews applications. The following subsection provides details on 

the application process for businesses and scholarship organizations.13  

Application Process for Firms 

Business applications are filed online for the requested credit category through the Single Application for 

Assistance. An applicant that has made a two-year contribution commitment may apply for credit beginning 

May 15 for the second year of credits. Applicants that complete a two-year commitment and want to renew 

for another two years may also file beginning May 15. All other applicants may file beginning July 1. Appli-

cations are processed on a first-come, first-served basis and are approved until all available tax credits are 

allocated. Applications that are unfulfilled are placed on a waitlist. 

If all tax credits are not awarded in the initial round, applicants can apply for additional tax credits in excess 

of the $750,000 maximum between October 1 and November 30. Applications approved during this round 

will be considered a one-year commitment and eligible for a 75% tax credit.  

Beginning January 1, any credits that remain unawarded under any category within the ETC program may 

be reallocated to another category and offered to firms on the waitlist. Once waitlist demand has been met, 

DCED may reopen the program to new applicants. However, credits offered to new applicants may not be 

reallocated from scholarship organizations, opportunity scholarship organizations or pre-K scholarship or-

ganizations for purposes of contributing to an educational improvement organization.   

 
13 The specific components within the ETC program have separate application requirements in addition to those listed. 
See program guidelines for complete details.  
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The Department of Revenue (DOR) evaluates all applications for state tax compliance. Applications consid-

ered noncompliant will not be eligible for the credit, unless the applicant resolves the issue within the 

timeframe set by DOR.   

DCED provides written notification to the applicant confirming tax credit approval. Firms must make the 

pledged contribution to an approved organization within 60 days of the approval letter and DCED must 

receive documentation of the contribution within 90 days of the letter. The tax credit approval will be 

rescinded if the contribution is not made, or the required documentation is not received within the specified 

timeline.  

Application Process for Organizations 

Organizations must complete an organization profile to be considered for the list of approved scholarship 

organizations, pre-K organizations, educational improvement organizations, or opportunity scholarship or-

ganizations published by DCED. The following items must be attached to the profile: 

▪ A copy of the organization’s exemption under section 501(c)(3) of the Internal Revenue Code. 

▪ A description of the program operated by the organization. For scholarship organizations, the de-

scription must include a copy of the scholarship application and an overview of the process for 

funding individual scholarships.  

▪ Applications for an educational improvement organization must include a letter of support from 

each public school that agrees to participate in the program. 

DCED will review completed applications and notify applicants of approval or denial within 60 days of 

application. If approved, the organization will appear on the applicable published list of approved scholar-

ship organizations, pre-K scholarship organizations, educational improvement organizations or opportunity 

scholarship organizations for the fiscal year in which it applied.  

Applications for renewal may be submitted for subsequent fiscal years beginning November 1. If after the 

submission of updated data DCED determines that the organization continues to comply with the require-

ments of the program, then the organization will remain on the approved list. The organization may be 

removed from the list at the beginning of the next fiscal year for non-compliance.  

All approved organizations are required to submit an annual monitoring report. The report includes accom-

plishments and information pertaining to the most recently completed year.  

The estimated annual staff time and cost to administer the ETC is as follows: 3 full-time equivalent (FTE) 

DOR staff ($0.3 million) and 6 FTE DCED staff ($0.6 million). 

Historical Data 

Article XX-B of the Public School Code expressly limits the data that DCED may collect related to the ETC 

program to those specifically enumerated in the authorizing legislation. As a result, key data necessary to 

thoroughly evaluate the program are not available. Pertinent data that are not collected include: (1) data 

regarding student outcomes or academic achievement before and after transfer to a private school, (2) the 

number of scholarship awards by household income, (3) the share of tuition offset by the credit, (4) the 

school district where the scholarship recipient resides and (5) outcomes for students that applied but were 
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denied a scholarship (i.e., did they attend a private school regardless). The tables that follow summarize 

the limited data that are collected related to the program. Although five years of historical data were 

requested, DCED was not able to provide all requested years in some cases. Data for FY 2020-21 were also 

generally not available. 

The ETC program cap has routinely increased since the program’s inception in 2001. Table 2.1 displays 

changes in the maximum allowable credit by category for fiscal year (FY) 2015-16 through FY 2020-21. 

The ETC cap increased every year during the period ($130 million in total) with most of the increase ($115 

million) allocated for contributions to K-12 scholarship organizations.     

 

Business Contributions and Tax Credits 

Table 2.2 displays tax credit awards to firms by year for the EITC and EOSTC components.14 For the period 

FY 2015-16 through FY 2019-20, total credits awarded increased by $95.7 million, but the number of firms 

receiving credits declined by 457, causing the average tax credit award for the period to more than double. 

Firms electing to make two-year contribution commitments comprised roughly 99% of program participants 

and those firms are able to apply for credits before firms that have not previously participated in the 

program. Because credits are awarded on a first-come, first-served basis, new firms are effectively excluded 

from the program and current participants are the primary beneficiaries when credit allocations increase.  

 
14 Credits awarded as displayed in Table 2.2 are generally lower than the program caps displayed in Table 2.1. DCED 
attributes this difference to (1) tax credits that are allocated but the firm fails to make the contribution required to 
receive the credit and (2) organizational reporting periods that differ from the state fiscal year. 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

ETC Program Cap $150.0 $175.0 $185.0 $210.0 $240.0 $280.0

EITC Caps $100.0 $125.0 $135.0 $160.0 $185.0 $225.0

K-12 Scholarship $60.0 $75.0 $85.0 $110.0 $135.0 $175.0

Pre-K Scholarship $10.0 $12.5 $12.5 $12.5 $12.5 $12.5

Educational Improvement $30.0 $37.5 $37.5 $37.5 $37.5 $37.5

EOSTC Cap $50.0 $50.0 $50.0 $50.0 $55.0 $55.0

Source: Pennsylvania Department of Community and Economic Development. 

Note: Millions of dollars.

Fiscal Years

Table 2.1

Educational Tax Credits: Program Caps
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Table 2.3 displays ETC contributions for the PKTC for FY 2018-19 and FY 2019-20. Under this program, 

the first $10,000 in contributions is eligible for 100% credit. Data show that more than half of program 

participants contribute at that level or lower.   

 

 

 

2015-16 2016-17 2017-18 2018-19 2019-20

EITC 

Number of Firms 2,323 2,503 2,308 2,177 2,210

Award Amount ($ millions) $92.2 $113.6 $124.1 $147.4 $174.9

Average Award $39,679 $45,395 $53,784 $67,691 $79,149

Share Making 2-Year Commitment 98.1% 98.4% 98.5% 99.5% 99.5%

EOSTC

Number of Firms 831 703 632 542 487

Award Amount ($ millions) $39.0 $36.2 $47.2 $49.4 $52.0

Average Award $46,931 $51,494 $74,684 $91,144 $106,690

Share Making 2-Year Commitment 96.8% 97.9% 97.9% 98.7% 98.6%

ETC Total Awards $131.2 $149.8 $171.3 $196.8 $226.9

Source: Pennsylvania Department of Community and Economic Development. 

Table 2.2

Educational Tax Credits: Credits Awarded

Fiscal Years

Note: Data shown for businesses making contributions to the ETC program.

FY 2018-19 FY 2019-20

Number of Firms 257 252

Pre-K Contributions ($ millions) $12.2 $12.3

Average Contribution $47,391 $48,766

% Contributing $10,000 or Less 52.9% 51.2%

Source: Pennsylvania Department of Community and Economic Development. 

Educational Tax Credits: PKTC Contributions

Table 2.3

Note: Data shown are for businesses making contributions to pre-K scholarship organizations. DCED

provided data for FY 2018-19 and FY 2019-20 only. Some amounts may not match Table 2.5 because those

data are collected on a different reporting period. 
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Table 2.4 displays the ETC program waitlist for firms that want to participate, but are unable to procure a 

credit allocation. Despite the dramatic increase in available tax credits over the five-year period, the number 

of interested applicants unable to participate in the program increased by more than 70%. In terms of 

dollars, the waitlist for credits totaled $137 million in FY 2019-20, an increase of $111 million from FY 2015-

16. The untapped supply of K-12 scholarship contributions is the largest amount ($84 million) by a signifi-

cant margin.   

 

Educational Tax Credit Organizations 

Firms make contributions to an approved organization from the applicable list published by DCED.15 ETC 

organizations receive business contributions and work with designated schools or educational improvement 

programs to distribute funds. 

From FY 2015-16 through FY 2019-20, the number of participating scholarship organizations in each cate-

gory remained relatively constant, while educational improvement organizations grew from 693 to 891. 

(See Table 2.5.) Because EITC K-12 scholarship organizations received nearly all of the increase in ETC 

allocations ($115 million), the number of organizations did not change and nearly all firms make two-year 

commitments on an on-going basis, these data suggest that higher ETC allocations largely benefit the same 

organizations (and the schools they support) over time. 

 
15 Firms may designate the school or program that receives funds via the ETC organization. However, firms cannot 
designate scholarship funding for a particular student. 

Applicant Amount Applicant Amount

EITC

K-12 Scholarship 290 $8.6 403 $84.0

Pre-K Scholarship 27 $0.6 148 $7.0

Educational Improvement 267 $16.4 269 $14.0

EOSTC 0 $0.0 177 $32.0

Note: Millions of dollars.

Source: Pennsylvania Department of Community and Economic Development. 

Educational Tax Credits: Business Waitlist

FY 2015-16 FY 2019-20

Table 2.4
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Tables 2.6 and 2.7 provide data on ETC contributions by county for FY 2015-16 and FY 2019-20 based 

on the address of the scholarship organization. It is noted that these data do not reflect the county of the 

schools that receive funds or the county of residence for students that receive scholarships. Organizations 

are not required to report the county or public school district of students that receive scholarships. For 

EITC scholarship organizations (see Table 2.6), the top six counties in both years included Philadelphia, 

Allegheny, Dauphin, Montgomery and Lancaster. For FY 2015-16, the top six counties comprised 62% of 

contributions. By FY 2019-20, that share increased to 70%. 

For the EOSTC (see Table 2.7), the top six counties in both fiscal years included Philadelphia, Allegheny, 

Montgomery and Delaware. Those counties comprised 82% and 87% of EOSTC contributions in FY 2015-

16 and FY 2019-20, respectively. 

2015-16 2016-17 2017-18 2018-19 2019-20

EITC Participating Organizations

K-12 Scholarship 249 243 241 246 260

Pre-K Scholarship 163 165 167 161 177

Educational Improvement 693 715 761 805 891

EITC Contributions Received $101.1 $121.4 $139.4 $160.2 $193.3

K-12 Scholarship $60.4 $75.0 $87.0 $109.0 $139.4

Pre-K Scholarship $9.1 $9.8 $11.3 $12.3 $12.8

Educational Improvement $31.6 $36.5 $41.1 $38.8 $41.2

EOSTC

Participating Organizations 183 178 175 177 181

Contributions Received $41.1 $41.3 $52.0 $54.8 $56.7

Source: Pennsylvania Department of Community and Economic Development. 

Educational Tax Credits: Participating Organizations and Contributions Received

Fiscal Years

Note: Millions of dollars. Some amounts may not match Table 2.3 because those data are collected on a different reporting 

period.

Table 2.5
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Table 2.8 further illustrates the concentration of ETC funds within a limited number of firms/scholarship 

organizations. Although the number of participating EITC organizations increased from 1,100 in FY 2015-

16 to 1,300 in FY 2019-20 (see Table 2.5), the top ten EITC scholarship organizations received roughly 

26% of contributions in FY 2015-16 and 47% in FY 2019-20. As the cap on the EITC increased, additional 

contributions flowed disproportionately to a small number of large organizations. Over the five-year period, 

EITC contributions increased by $92 million, and $64 million (70%) of those contributions flowed to the 

top ten organizations.    

Top Six Counties $62.5 Top Six Counties $135.3

Philadelphia $21.2 Montgomery $46.1

Allegheny $13.3 Philadelphia $34.1

Montgomery $11.0 Blair $23.5

Dauphin $8.0 Allegheny $15.0

Erie $4.5 Dauphin $9.3

Lancaster $4.5 Lancaster $7.2

All Other Counties $38.4 All Other Counties $57.9

Out of State $0.2 Out of State $0.2

Total $101.1 Total $193.3

Note: Millions of dollars. County is based on address of scholarship organization.

Source: Pennsylvania Department of Community and Economic Development. 

Table 2.6

EITC: Contributions Received by Organization Location

FY 2015-16 FY 2019-20

Top Six Counties $33.8 Top Six Counties $49.1

Philadelphia $14.1 Delaware $14.2

Delaware $8.4 Philadelphia $13.0

Montgomery $4.3 Blair $12.4

Allegheny $4.1 Allegheny $4.2

Dauphin $1.5 Montgomery $3.3

Lancaster $1.4 Chester $1.8

All Other Counties $7.1 All Other Counties $7.4

Out of State $0.2 Out of State $0.3

Total $41.1 Total $56.7

Note: Millions of dollars. County is based on address of scholarship organization.

Source: Pennsylvania Department of Community and Economic Development. 

Table 2.7

EOSTC: Contributions Received by Organization Location

FY 2015-16 FY 2019-20
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Table 2.9 provides detail on the share of contributions retained for administrative and other costs by 

organization type. The statutory authorization for the ETC program provides no guidance or limitations on 

how these retained funds may be spent and DCED is not permitted to request documentation of expendi-

tures. Conversations with stakeholders revealed a variety of uses, such as offsetting application or staffing 

costs and the provision of non-ETC scholarships to students that would not otherwise qualify for the pro-

gram due to income limitations. Overall, the average share retained by organizations was far below the 

20% maximum. However, certain organizations did retain the full 20%. Moreover, a 10% retention rate 

still reflects substantial leakage from the program. For an organization that receives $10 million of annual 

contributions and retains 10%, $1 million is retained for administrative and other costs. If an average 

scholarship is $2,500, then 400 fewer scholarships can be offered.  

 

Educational Tax Credit Awards 

Table 2.10 displays scholarship award detail for the ETC programs. Highlights include: 

▪ For FY 2019-20, the EITC program provided $94.2 million in scholarships to 40,720 K-12 students, 

for an average award of $2,310. Relative to the prior year, the average scholarship award declined 

by $330, but 9,030 more students received scholarships. 

▪ Pre-K scholarships were awarded to 6,660 students in both years. The average scholarship ranged 

from $1,360 to $1,475. 

2015-16 2016-17 2017-18 2018-19 2019-20

EITC Contributions Received $101.1 $121.4 $139.4 $160.2 $193.3

Contributions Received by Top Ten Organizations $26.5 $36.0 $49.6 $68.4 $90.7

Share Received by Top Ten Organizations 26.2% 29.7% 35.6% 42.7% 46.9%

Note: Millions of dollars.

Source: Pennsylvania Department of Community and Economic Development. 

EITC: Contributions Received by Top Ten Organizations

Fiscal Years

Table 2.8

FY 2018-19 FY 2019-20

EITC Organizations 7.5% 7.5%

K-12 Scholarship 7.9% 7.7%

Pre-K Scholarship 5.6% 5.9%

Educational Improvement 10.1% 10.4%

EOSTC Organizations 8.4% 8.8%

Note: DCED provided data for FY 2018-19 and FY 2019-20 only. 

Share of Contributions Retained by Organizations

Source: Pennsylvania Department of Community and Economic Development. 

Table 2.9
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▪ For FY 2019-20, 1,200 innovative educational programs received an average of $27,450, an in-

crease of $2,020 from the prior year ($25,430).  

▪ EOSTC programs awarded $41.7 million in scholarships to K-12 students in FY 2019-20, an average 

award of $1,980. The average was down from $2,680 in the prior year, partly due to the award of 

5,100 more scholarships. 

 

The EOSTC program prioritizes applicants who received a scholarship in the prior year, have household 

income below 185% of the federal poverty level (FPL) or have household income below 185% of the FPL 

and reside in a district that meets any one of the following criteria: 

(1) is a first-class school district; 

(2) a school district with an average daily membership greater than 7,500 and received an advance of 

its basic education subsidy; or  

(3) a school district that received an advance of its basic education subsidy and is either subject to a 

declaration of financial distress or engaged in litigation against the Commonwealth in which the 

school district seeks financial assistance to continue to operate. 

2015-16 2016-17 2017-18 2018-19 2019-20

Number Awarded

EITC

K-12 Scholarships -- 34,421 37,725 31,689 40,722

Pre-K Scholarships -- -- -- 6,664 6,659

Innovative Educational Programs -- -- -- 1,402 1,196

EOSTC K-12 Scholarships -- 14,556 14,419 15,949 21,045

Awarded ($ millions)

EITC

K-12 Scholarships -- $57.1 $68.5 $83.7 $94.2

Pre-K Scholarships -- -- -- $9.8 $9.1

Innovative Educational Programs -- -- -- $35.7 $32.9

EOSTC K-12 Scholarships -- $35.2 $35.9 $42.7 $41.7

Average Amounts 

EITC

K-12 Scholarships -- $1,659 $1,816 $2,642 $2,314

Pre-K Scholarships -- -- -- $1,476 $1,365

Innovative Educational Programs -- -- -- $25,432 $27,452

EOSTC K-12 Scholarships -- $2,420 $2,490 $2,677 $1,983

Source: Pennsylvania Department of Community and Economic Development and the Commonwealth Foundation. 

Educational Tax Credits: Number and Amount of Awards

Fiscal Years

Table 2.10

Note: Millions of dollars. DCED did not provide data for FY 2015-16 through FY 2017-18. When available, the IFO utilized

data submitted by the Commonwealth Foundation (grey shading) that was received from DCED in response to a right-to-

know request.
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Table 2.11 provides a breakdown of EOSTC scholarships by priority category for years that data were 

provided. For FY 2019-20, 70% of scholarships and 77% of funding went to students categorized as priority. 

Roughly half of EOSTC scholarships went to students below 185% of the FPL and residing in the Philadel-

phia School District. 

 

Applications Processed and Awarded  

In FY 2019-20, scholarship organizations processed roughly 164,500 applications: 76,330 for K-12, 27,100 

for PKTC and 61,100 for EOSTC. (See Table 2.12.) Total applications processed increased by 43,600 

(36%) from FY 2018-19.  

Approximately 54,300 scholarships were awarded in FY 2018-19, and another 68,400 the following fiscal 

year (includes EITC and EOSTC). In any year, various factors cause the number of scholarship applications 

processed to exceed scholarship awards. Potential factors include: (1) families may file multiple applications 

with different schools, (2) a family may file but ultimately decide to send their child to another school, (3) 

a student may be denied admission to the school due to lack of eligibility or space, (4) a student may be 

denied a scholarship due to not meeting program criteria or (5) a student could be denied a scholarship 

due to lack of available funds. 

Data are not available that would allow the analysis to quantify students denied scholarships solely due to 

lack of funds available through the tax credit program. Therefore, the difference between the number of 

applications processed and number of scholarships awarded should not be used as a proxy for scholarships 

denied due to lack of donations supplied through the tax credit. Moreover, some students denied scholar-

ships likely attended a private school regardless of the denied scholarship application.  

  

Number Amount Number Amount

Total EOSTC Scholarships 15,949 $42.7 21,045 $41.7

Priority Scholarships Awarded:

Below 185% FPL 2,752 $8.5 3,609 $10.6

Below 185% FPL & 1st Class S.D. 7,364 $19.2 10,395 $20.2

Below 185% FPL & Financial Recovery S.D. 473 $0.9 682 $1.3

Note: Millions of dollars. FPL is federal poverty level.

Source: Pennsylvania Department of Community and Economic Development.

Table 2.11

EOSTC Scholarship Awards

FY 2019-20FY 2018-19
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Historical Private School Trends 

Figure 2.1 concludes this section with an overview of historical private school trends. The red line displays 

the share of all K-12 students that attended a private school since school year 2005-06. The share is 

computed based on data published by the Pennsylvania Department of Education.16 The data show that 

the share of students attending private school declined from 13.6% to 10.7% of all students, and the 

number of students declined from 287,600 to 206,700 (excludes non-residents). During the same period, 

the share of students attending private school that received an ETC program scholarship increased from 

10.3% to 29.9%.17 These data show that additional public funds have been used to increase the share of 

 
16 See https://www.education.pa.gov/DataAndReporting/Enrollment/Pages/PrivateNPEnrRpts.aspx. 
17 Historical scholarship data prior to SY 2016-17 from “Projected Fiscal Impact of Pennsylvania Senate Bill No. 299,” 
EDChoice Brief (May 2019). In turn, that document cites data provided by the Pennsylvania Department of Education 
and Department of Community and Economic Development. Scholarship data for the latest two years based on IFO 
data request to DCED.  

2015-16 2016-17 2017-18 2018-19 2019-20

Applications Processed

EITC

K-12 Scholarships -- 61,182 66,000 59,427 76,330

Pre-K Scholarships -- -- -- 12,009 27,111

EOSTC -- 40,652 35,500 49,510 61,088

Scholarships Awarded

EITC

K-12 Scholarships -- 34,421 37,725 31,689 40,722

Pre-K Scholarships -- -- -- 6,664 6,659

EOSTC -- 14,556 14,419 15,949 21,045

Difference

EITC

K-12 Scholarships -- 26,761 28,275 27,738 35,608

Pre-K Scholarships -- -- -- 5,345 20,452

EOSTC -- 26,096 21,081 33,561 40,043

Applications Processed and Scholarships Awarded

Fiscal Years

Note: DCED did not provide data for FY 2015-16 through FY 2017-18. When available, the IFO utilized data submitted

by the Commonwealth Foundation (grey shading) that was received from DCED in response to a right-to-know

request. A processed application may not result in a scholarship award for various reasons, including lack of

funding, a family's decision not to attend the school, the student not qualifying for the program, or multiple

applications filed by the same family at different schools.

Table 2.12

Source: Pennsylvania Department of Community and Economic Development and the Commonwealth Foundation. 

https://www.education.pa.gov/DataAndReporting/Enrollment/Pages/PrivateNPEnrRpts.aspx
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private school students that receive scholarships. Not shown in the figure is the corresponding increase in 

average scholarship amounts. Over the time period shown, average scholarship amounts increased from 

$900 to $1,000 to $2,200 (excludes pre-K) for the latest year.  

 

 

 

 

 

 

    Sources: Pennsylvania Departments of Education and Community and Economic Development and Commonwealth Foundation              

    (data obtained through right-to-know requests).
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State Comparisons 

Table 3.1 displays details for other state programs that provide tax credits to businesses or individuals 

contributing to private school scholarship organizations or innovative educational programs. The table ex-

cludes tax credits available to families to offset the cost of sending their children to private school. Overall, 

19 states provide some form of tax credit to offset a share of contributions for scholarships and/or educa-

tional programs. A comparison of state programs reveals that: 

▪ In most states, the incentive is available to businesses and individuals and 10 states provide a tax 

credit at a rate equal to 100% of the contribution. (This excludes Pennsylvania as the 100% rate 

is only available for the first $10,000 contributed under the PKTC.) Nine states provide a credit at 

50% to 90% of the qualified contribution.  

▪ For states that have an income limitation, most tie income limits to the FPL or the federal free and 

reduced-price lunch program guidelines (FRL). Five states (Arizona, Georgia, Montana, South Car-

olina and Utah) have no income limitation for scholarship recipients. Arizona has four distinct schol-

arship tax credits.  

▪ Most states allow organizations to retain 5% to 10% of contributions to offset administrative and 

other costs. State allowances range from 3% (Florida) to 20% (Pennsylvania). The Pennsylvania 

allowance is twice the rate of any other state and is a clear outlier in this regard. 
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Reports Published by Other States 

The text that follows provides a brief summary of reports published by states (or on behalf of state agen-

cies). It does not include research published by private entities or advocacy groups. To maintain brevity, 

only high-level results are presented and they are generally extracted verbatim from the reports cited. 

While some reports discuss academic performance outcomes (Alabama and Florida) others only discuss the 

State

Annual Cap 

($ Millions)

% Donation 

Claimed as 

Credit

Max Annual Donor 

Credit

Recipient HH 

Income Limit 

(Family of 4)

Admin 

Cap Donor Type

Alabama 30.0 100% $50,000 100% of FRL 5% Both

Arizona 135.3 100% None 185% of FRL 10% Business

6.0 100% None None 10% Business

None
1

100% $611 / $1,221 None 10% Individual

Florida 873.6 100% None 375% of FPL 3% Business

Georgia 100.0 100% $1,000/$2,500 None 8% Individual

75% of liability Business

Iowa 15.0 65% None 400% of FPL 10% Both

Illinois 75.0 75% $1 Million 300% of FPL 5% Both

Indiana 17.5 50% None 300% of FRL 10% Both

Kansas 10.0 70% $500,000 185% of FPL 10% Both

Louisiana None 100% 
2

None 250% of FPL 5% Both

Montana 1.0 100% $200,000 None 10% Both

New Hampshire 5.1 85% $600,000 300% of FPL 10% Both

Nevada 16.1 100% None 300% of FPL 5% Business

Oklahoma 5.0 50%/ 75% $1,000/$2,000 300% of FRL 10% Individual

$100,000 Business

Pennsylvania 280.0 75%-100% $750,000 $130,710 
3

20% Business

Rhode Island 1.5 75%/ 90% $100,000 250% of FPL 10% Business

South Carolina 12.0 100% 75% of liability None 
4

5% Both

South Dakota 2.0 100% None 150% of FRL 10% Business

Utah 5.9 100% None None 5% Both

Virginia 25.0 65% $125,000 300%/400% FPL 10% Individual

None Business

Notes:

Table 3.1

4 Scholarships are limited to special education students.

State Educational Tax Credits (as of 12/31/2021)

2 Credit is equal to the actual amount of the taxpayer’s donation used by a school tuition organization to fund a scholarship to a

qualified student (not including administrative costs).

Source: Various state websites. FRL is income limits established in the federal free and reduced-price lunch program guidelines. FPL

is federal poverty level.

1 Parameters for the Switcher Individual Income and Original Individual Income Tax Credits are similar and combined in this table. 

3 Household income limit is increased by a factor of 1.50 or 2.993 if recipient is enrolled in a special education program.
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impact on the state budget and the characteristics of scholarship recipients (Iowa) or provide a summary 

of program data (Arizona). Therefore, the discussion for each state does not follow a standard format. 

Rather, the summaries provide insight into the types of data collected and published by other states that 

offer education tax credits.  

Alabama (2020)18 

The Alabama Accountability Act (AAA, passed in 2013) established a scholarship program for low-income 

students to attend public or private schools. The program is funded by contributions through a tax credit 

program and scholarship awards are managed by a Scholarship Granting Organization (SGO).19 All students 

that receive a scholarship must meet family income eligibility requirements. The academic accountability 

standards require that SGOs ensure that schools accepting scholarship students “annually administer either 

the state achievement tests or nationally recognized norm-referenced tests that measure learning gains in 

math and language arts to all students receiving an educational scholarship in grades that require testing 

under the accountability testing laws of the state for public schools.” 

Comparing scholarship recipients to comparable public school students at economically disadvantaged 

schools, the report found that: 

▪ In grades 4-8, scholarship students’ rates of academic achievement proficiency were lower than 

economically disadvantaged public school students for math but were not different for reading. 

▪ Eleventh grade scholarship students’ proficiency rates for English and math were comparable to 

economically disadvantaged public school students and higher than this group for reading, although 

Black/AA scholarship students performed more poorly in all subject areas. 

▪ Six years after the passage of the AAA, there is no evidence that the scholarship program has 

resulted in academic achievement that is superior to Alabama public schools, and majorities in both 

groups fail to meet academic benchmarks. 

Assessing changes in achievement over time, the report found that: 

▪ On average, over time, participating in the scholarship program was not associated with significant 

improvement on standardized tests scores. 

▪ The lack of change over time followed the same pattern seen in public school students in Alabama 

and is likely not attributable to participation in the scholarship program. 

Arizona (2021)20 

Arizona provides four income tax credits for taxpayer donations to certified school tuition organizations 

(STOs) for the purpose of providing scholarships to students to attend Arizona private schools. Two credits 

are for donations made by individual taxpayers (original and switcher) and two credits are for corporate 

donations (low income and disabled/displaced). For FY 2019-20, donations totaled $218 million ($106 mil-

lion individual donations, $112 million in corporate donations) and total scholarships awarded were $193 

 
18 “Evaluation of the Alabama Accountability Act: Academic Achievement Test Outcomes of Scholarship Recipients 
through 2018-2019,” The Institute for Social Science Research at The University of Alabama (September 2020). 
19 Scholarships may cover all or part of tuition and mandatory fees for one academic year. In 2015, the legislature 
amended the AAA to place limits on the amount that could be awarded to a student depending on the grade level. 
20 See https://azdor.gov/sites/default/files/media/REPORTS_CREDITS_2021_fy2020-private-school-tuition-org-credit-
report.pdf. 

https://azdor.gov/sites/default/files/media/REPORTS_CREDITS_2021_fy2020-private-school-tuition-org-credit-report.pdf
https://azdor.gov/sites/default/files/media/REPORTS_CREDITS_2021_fy2020-private-school-tuition-org-credit-report.pdf
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million. The average scholarship across all four credits was $2,172 and approximately 89,000 scholarships 

were awarded (students can receive multiple scholarships). 

Arizona is unique across states because it offers an additional tax credit for K-12 students that switch from 

a public school. The scholarship is available to a student who meets any of these criteria: (1) attended a 

public school at least 90 days in the prior year and then transferred to a private school, (2) enrolls in private 

school kindergarten, (3) enrolls in private pre-school for students with disabilities, (4) is a dependent of a 

member of the armed forces stationed in Arizona or (5) received a scholarship in a prior year based on one 

of the prior criteria (i.e., switcher status is permanent). Donors must first have given the maximum amount 

via the original individual credit (maximum of $1,186 for 2020 for married filing joint) before they can claim 

the additional switcher tax credit (maximum of $1,179 for 2020 for married filing joint). For 2020, the data 

show $63.7 million for original individual scholarships (32,824 scholarships) and $37.4 million (25,384) in 

switcher scholarship amounts.21 

Florida (2020)22 

The Florida Tax Credit Scholarship Program (FTC) was established in 2001 to provide an income tax credit 

for corporations that make donations to nonprofit Scholarship-Funding Organizations (SFOs) that award 

scholarships to students from families with limited financial resources. The Florida Department of Education 

lists an average scholarship award of $6,815 for a student enrolled in an eligible private school; and 

$750 for a scholarship awarded to a student enrolled in a Florida public school that is different from the 

school to which the student was assigned or to a lab school.23 For 2020-21, 106,100 students received a 

scholarship and the maximum scholarship per student was $7,408.24 

The Learning Systems Institute of Florida State University publishes an annual report on the FTC. The 

reports do not compare the performance of FTC students to public school students. Due to the difference 

in the tests that each group takes, the report notes that such a comparison may not be valid. In June 2020, 

the institute published its latest report using SY 2018-19 data. The general findings were as follows: 

▪ Compared to eligible non-participant students, new FTC students had poorer test performance both 

in English Language Arts (ELA) and math before entering the FTC Program and they tended to 

come from lower-performing public schools.  

▪ Former FTC students who returned to the public schools had poorer test performance in both 

reading and math during their last year in the FTC Program, compared to FTC students who re-

mained in the FTC Program.  

▪ Former FTC students who returned to the public schools also had lower performance in both ELA 

and math during their first year back in the public schools, compared to low-income public school 

students who never participated in the FTC Program. 

 

 
21 For additional analysis of these tax credits, see https://www.azjlbc.gov/revenues/jlitcrcrpt122221.pdf  and 
https://www.azjlbc.gov/revenues/jlitcrcrpt112417.pdf. 
22 “Evaluation of the Florida Tax Credit Scholarship Program,” Learning Systems Institute, Florida State University (June 
2020). 
23 These data are from: https://www.fldoe.org/schools/school-choice/k-12-scholarship-programs/ftc/ftc-faqs.stml. 
24 See https://www.fldoe.org/core/fileparse.php/5606/urlt/FTC-Oct-2021-line.pdf. 

https://www.azjlbc.gov/revenues/jlitcrcrpt122221.pdf
https://www.azjlbc.gov/revenues/jlitcrcrpt112417.pdf
https://www.fldoe.org/schools/school-choice/k-12-scholarship-programs/ftc/ftc-faqs.stml
https://www.fldoe.org/core/fileparse.php/5606/urlt/FTC-Oct-2021-line.pdf
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From the conclusion of the report, the institute notes the following outcomes: 

▪ FTC students scored at the 47.3
rd 

normal curve equivalent in reading and the 42.4
th 

normal curve 

equivalent in math in 2018-19, which corresponds to the 44
th 

national percentile in reading and the 

35
th 

national percentile in math. In terms of gains in math and reading from 2017-18 to 2018-19, 

the typical FTC student tended to maintain his or her relative position in comparison with all stu-

dents nationally both in math and reading. It is important to note that these comparisons pertain 

to all students nationally, and not just students from low-income families. However, we cannot 

make any claims about whether gain scores of FTC students would have been higher or lower if 

they were compared against only students from low-income families nationally.  

▪ As in prior years, lower-performing public school students eligible for the FTC Program were more 

likely to attend a private school under the FTC Program and FTC students who struggle in these 

schools were more likely to return to the public schools. FTC students who returned to the public 

schools in Florida had substantially lower test scores than other subsidized meal-eligible public 

school students who never participated in the FTC Program. However, based on the available evi-

dence, poor performance of FTC returnees cannot be associated with possible negative effects of 

the FTC Program on participating students. Given selection of students into and out of the FTC 

Program, the former FTC students who returned to public schools would have been expected to 

perform more poorly than the typical low-income public school students. 

Iowa (2017)25 

Iowa offers a School Tuition Organization Tax Credit equal to 65% of the amount of a voluntary cash or 

noncash contribution made by a taxpayer to a School Tuition Organization (STO). The STO Tax Credit was 

enacted in 2006 to incentivize private contributions to fund tuition grants for low- and middle-income chil-

dren in Iowa to attend accredited, nonpublic schools in the state. 

Relevant program data from the report is as follows: 

▪ The total number of students enrolled in schools that participate in the STO program was 33,740 

(2018).  

▪ For recent years, roughly 10,900 scholarships were granted, and the average scholarship ranged 

from $1,300 to $1,600. 

▪ Average tuition among schools represented was $3,658 in 2016.  

▪ The average family income of tuition grant recipients was around $44,000, less than three times 

the poverty guideline for a family of two in 2017. 

Regarding the impact on the state budget, the report found that if 30 percent of tuition grants in any year 

are issued to students who otherwise would attend public school (the substitution rate), then $24.6 million 

in the 2016-17 school year was saved by the State in lower public education expenditures. Given that the 

cost of the STO Tax Credit was $12.0 million, the net fiscal impact of the tuition grants in that year is an 

estimated $12.6 million.  

 
25 “Iowa’s School Tuition Organization Tax Credit: Tax Credits Program Evaluation Study,” Iowa Department of Revenue 
(December 2017). 
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South Carolina (2020)26 

The latest published report is the second annual report on the impact of the Educational Credit for Excep-

tional Needs Children (ECENC) program. South Carolina taxpayers are eligible for a state income tax credit 

up to 75% of their state liability. Tax credits can also be carried forward for three tax years. Scholarships 

are payments made by Exceptional SC to eligible schools on behalf of exceptional needs students. Schol-

arships can cover tuition, transportation, and textbook costs, up to $11,000 or the cost of tuition, whichever 

is less. The tax credit has two components: a $12 million nonrefundable credit and a $2 million refundable 

parental tax credit. The combined tax credit cannot exceed $14 million in any year. For tax year 2021, the 

parental refundable credit cap was raised to $5 million, however the combined credit cap was not increased 

from $14 million. 

The ECENC program provides grants and parental tax credits to exceptional needs students attending 

private schools that meet specific eligibility requirements and that are approved by the Education Oversight 

Committee (EOC). The report used student level assessment information from 1,799 (80% of total) stu-

dents who received a grant from Exceptional SC in school year 2018-19. Of the assessment data provided, 

the EOC used data from 1,650 students, or 73% of all students who received a grant from Exceptional SC 

in 2018-19. 

At the state level, the assessment data results for school year 2018-19 for students who received a grant 

from Exceptional SC showed: 

▪ The median reading percentile rank was 51, and the median mathematics percentile rank was 40. 

In reading, approximately, half of the students scored higher than 51% of students in a national 

representative sample of students. In mathematics, half of the students scored higher than 40% 

of students in a nationally representative sample of students. 

▪ The mean Normal Curve Equivalents was 49.8 for reading and 45.0 for mathematics, both of which 

are slightly lower than the national norm, which includes students with and without exceptional 

needs. 

▪ The data must be viewed in light of the following limitation. Students receiving grants from Excep-

tional SC all have documented exceptional needs. One would expect that students participating in 

the ECENC program would score lower than a nationally representative sample of students that 

includes students with and without exceptional needs. However, using median national percentile 

ranks over time will provide information on the relative performance of ECENC students and infor-

mation on their academic growth. 

▪ Based on data from approximately 925 students with assessment information from 2017-18 and 

2018-19, there appears to be a slight decline in reading scores but no difference in mathematics 

scores from school year 2017-18 to school year 2018-19. These results are consistent with the 

results obtained from the 2017-18 school year.  

 

 

 
26 “Report on the Educational Credit for Exceptional Needs Children (ECENC) Program,” SC Education Oversight Com-
mittee (April 2020). 
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Economic Analysis 

For the EITC and EOSTC, the IFO did not perform a formal economic analysis because economic develop-

ment and jobs creation are not part of the formal goals or purpose of the tax credits. Instead, this section 

uses recent program data to illustrate how the tax credit shifts spending to the education sector from all 

other sectors of the state economy. The analysis does not include the impact of innovative educational 

programs, which provides direct funding as opposed to scholarships. 

Table 4.1 displays dollar amounts by category for the portion of the EITC routed through scholarship 

organizations ($187.5 million for FY 2020-21) and the EOSTC ($55.0 million). The top portion of the table 

lists the assumptions used based on program caps or data supplied by DCED: 

▪ The table uses the maximum amount of contributions managed by scholarship organizations 

($242.5 million). Not all available funds are used for scholarships in a given year because some 

amounts are rolled forward. For simplicity, the table ignores those timing issues. 

▪ The average share of contributions retained for administrative and other expenses ranges from 

8.0% to 8.8%. (Computations by IFO based on data supplied by DCED.) 

▪ The average scholarship amount ranges from $2,100 to $2,500. (Data from DCED.) 

▪ The number of scholarships awarded ranges from 59,000 to 92,150. These figures are computed 

based on the preceding three bullets and overstate the actual number of scholarships awarded due 

to timing issues. See Table 2.12 for actual scholarships awarded. 

▪ A switcher rate of 20%. That is, the tax credit scholarship induces 20% of students that receive it 

to switch from public to private schools. (IFO assumption.) 

▪ Average tuition of $11,000 for FY 2017-18 that increases by $300 each year. (IFO assumption 

based on various school websites and conversations with stakeholders.) 

The bottom portion of the table lists dollar amounts spent based on these assumptions. Results are as 

follows: 

▪ For the Commonwealth, total spending must net to zero. Amounts not retained by organizations 

for administrative and other costs must be used for scholarships. Modest savings are realized from 

switchers as the analysis assumes that schools lose some state funds ($350 per student) when 

average daily membership (ADM) falls. The savings are modest due to strong hold harmless pro-

visions. For FY 2020-21, net state spending on education increases by $236 million, and due to the 

balanced budget requirement, other spending must fall by $236 million, or state taxes must in-

crease. 

▪ After the public sector, the table shows private schools and organizations. For students that do not 

switch in response to the tax credit, there is no net change in private school spending because the 

tax credit merely replaces spending by parents (or possibly non-profits) on private schools. 

▪ Private schools receive four types of revenues they would not otherwise receive due to the tax 

credit based on the assumptions listed at the top of the table. For FY 2020-21, total tuition for 

switchers is $219 million. Tax credits finance $44 million (20%) of switcher tuition. Parents are 
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assumed to finance one quarter of total tuition for switcher students. Additional monies flow to 

private schools from the portion of private contributions not reimbursed by the tax credit (assumed 

to be 10% of contributions). Those monies would not have flowed to private schools without the 

tax credit and contributions associated with all scholarships (not just switchers) are shown. The 

residual portion (43%) is financed with other funds supplied by a non-profit organization. It should 

be noted that it is unknown how organizations would have spent those funds or whether that 

spending would have remained in state. It is possible that the tax credit leverages non-profit mon-

ies that would not otherwise be spent in the state. 

▪ Based on data from DCED, the table assumes that scholarship organizations retain roughly 8.5% 

of contributions to offset administrative and other expenses. 

▪ The final line is the Non-Education Spending Offset which forces the net spending impact to equal 

zero for the non-government sector. If that condition holds, then spending in other parts of the 

state economy must fall by $241 million in FY 2020-21 to fully fund the tuition of switchers at 

private schools. That amount is larger than total switcher tuition due to the contributions retained 

for administrative and other costs. That figure would be smaller if the tax credit leverages funds 

that would have otherwise been spent out of state or would have remained as savings (e.g., en-

dowment funds). 

The table illustrates that the tax credit mainly redirects state, private and non-profit funds to the education 

sector from other sectors of the state economy. Unless the tax credit leverages funds that would have been 

spent out of state or amounts that would have otherwise been saved, then the immediate net economic 

impact of the tax credit is modest and would generally depend on the types of spending and economic 

multipliers associated with spending that occurs with and without the tax credit. 

Other Economic Impacts 

In addition to the flows discussed above, the tax credit could impact school districts and scholarship recip-

ients in various ways. For school districts, a small amount of funds would be lost from students that switch 

to a private school, but students that remain would benefit from lower student to teacher ratios. In certain 

cases, it is possible that schools could reduce positions and use those funds for other purposes or to 

increase compensation for staff that remain. Over longer periods, it is also possible that property taxes 

might increase at a slower rate than the counterfactual scenario without the tax credit. 

For students that switch schools due to the credit, there is potential for better outcomes as a number of 

academic studies find a statistically significant impact on test scores and graduation rates for students that 

switch from a low-performing public school to a private school of choice.27 Those studies are based on 

research from other states that follow outcomes for students that win and lose random lotteries for vouch-

ers to attend private schools. A review of that literature is beyond on the scope of this analysis. However, 

there are several factors that imply those results may not be applicable to the educational tax credits 

offered in Pennsylvania: 

▪ The research is state specific and dependent on alternatives available and the schools that students 

would have attended without the tax credit. Because data are not collected, Pennsylvania-specific 

 
27 For a list of these studies see “The Untapped Potential of Expanded Tax Credit Scholarships,” American Federation 

for Children and Commonwealth Foundation (June 2021). 
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data do not exist to compare public and private school outcomes. 

▪ The impact in Pennsylvania will depend on the share of students that switch solely due to the offer 

of a scholarship. Studies from other states find relatively high switcher rates, but those studies are 

based on vouchers that had considerably more value than the average scholarship offered in Penn-

sylvania (roughly $2,400, excludes pre-K). Moreover, for the ETC it is not clear how important the 

offer of a scholarship is as the non-profit entity may cover a greater portion of the tuition if an ETC 

scholarship is not available. While these students may be switchers in terms of overall financial 

assistance, their decision would not solely rest on the offer of a tax credit financed scholarship. 

▪ The income thresholds are higher in Pennsylvania than other states. Hence, switcher rates would 

likely be lower because the families of some students that receive scholarships have more financial 

resources and are more likely to attend regardless of a scholarship. 

▪ It is not known if students would remain in the private school more than one year. If more than 

one year, if they would remain for their entire academic career. That is a crucial assumption for an 

analysis that seeks to quantify the potential for improved outcomes for switchers over their earn-

ings lifetime. 

For these reasons, the analysis does not attempt to quantify the potential benefits from private school 

attendance over the lifetime of a student that switches from a public to a private school due to the availa-

bility of a scholarship. While academic research does identify positive outcomes (e.g., higher test scores 

and graduation rates and increased earnings potential) from private schools, more data are needed to 

quantify those potential outcomes for Pennsylvania students. 
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Key Assumptions 2017-18 2018-19 2019-20 2020-21

Amount Available ($ millions) $148 $173 $203 $243

Retained for Expenses 8.0% 8.2% 8.5% 8.8%

Average Scholarship $2,300 $2,510 $2,120 $2,400

Number Scholarships 59,000 63,090 87,400 92,150

Switcher Rate 20.0% 20.0% 20.0% 20.0%

Average Full Tuition $11,000 $11,300 $11,600 $11,900

Amount ($ millions)

2017-18 2018-19 2019-20 2020-21

Commonwealth of Pennsylvania

Tax Credit -  All Scholarships $136 $158 $185 $221

Tax Credit - Retained for Expenses $12 $14 $17 $21

State Savings (switchers) -$4 -$4 -$6 -$6

Spending or Tax Offset -$143 -$168 -$196 -$236

Total $0 $0 $0 $0

Private Schools: Switchers Tuition $130 $143 $203 $219

Funded by Tax Credit $27 $32 $37 $44

Funded by Parents $32 $36 $51 $55

Contributions not Reimbursed (all) $16 $19 $23 $27

Funded by Non-Profit Orgs $54 $56 $93 $93

Scholarship Organizations $12 $14 $17 $21

Non-Education Spending Offset -$142 -$157 -$220 -$241

Total $0 $0 $0 $0

Table 4.1

Educational Tax Credits: Economic Impact
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Tax Credit Plan 

Act 48 of 2017 directs the IFO to review all tax credits and develop a tax credit plan for credits subject to 

review. The act states that tax credit plans should include performance metrics for each credit. The act 

does not specify any other elements of the tax credit plan. For this review, the IFO defined the tax credit 

plan more broadly to include the following elements: (1) the general findings of the review, (2) specific 

recommendations, including performance metrics and (3) key decision points for policymakers to consider. 

General Findings 

For the purpose of this report, the IFO reviewed available research, spoke with numerous stakeholders and 

met with agencies that administer the tax credit. The following bullet points summarize the main findings 

of this research: 

▪ For FY 2019-20, 68,430 students received $145 million in ETC scholarships, an average of $2,120 

per student. Data for FY 2020-21 are not yet available. 

▪ Almost all firms make a two-year commitment and receive a tax credit equal to 90% of their 

contribution.  

▪ Article XX-B of the Public School Code expressly limits the data that DCED may collect related to 

the ETC program to those that are specifically enumerated in the authorizing legislation. Key data 

necessary to thoroughly evaluate the program are not available.  

▪ Qualifying income limitations for scholarship recipients are roughly 500% of FPL for a family of 

four. This level is higher than all other states that have an income limitation. Because some portion 

of families could likely afford private school without a scholarship, it is unclear how much behavior 

is incentivized by the credit.  

▪ Modest state savings are realized from students switching from public to private school ($350 per 

student on average) due to strong hold harmless provisions.  

▪ Compared to other states, Pennsylvania has the highest allowance for administrative and other 

costs. This reduces the number of scholarships available to students. 

▪ The top ten EITC organizations received 26% of contributions in FY 2015-16 and 47% in FY 2019-

20. As the cap on the EITC increases, a small number of organizations benefit most.  

Specific Recommendations 

Based on these general findings, the IFO submits the following recommendations to enhance the efficiency 

of the tax credit and improve its ability to achieve its goals and purpose. 
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There should be more accountability for contributions not used to fund scholarships or educa-

tional improvement programs.  

Under current law, scholarship and educational improvement organizations are only required to use 80% 

of contributions for scholarships or educational improvement programs. The remaining portion may be 

retained by the organization and used for any purpose. Because this spending reduces the amount of funds 

available for scholarships or educational programs, guidelines should exist for how those funds can be used 

(e.g., overhead costs directly related to the administration of the ETC qualified program, payment for third 

party income validation related to scholarship applications, etc.) and supporting documentation should be 

submitted to DCED.  

Moreover, all other states with similar tax credits limit the amount that may be retained for administrative 

and other costs to 5% to 10% of donations. (The exception is Florida where the limit is 3%.) Current ETC 

law should be amended to reduce the allowance for retained funds to a share that is in line with limits set 

by other states. This change allows more funds for the program’s intended purpose. It also does not 

penalize organizations that are more efficient and attempt to minimize overhead costs. 

To facilitate a meaningful and thorough evaluation of program effectiveness, the statute 

should be amended to allow the collection of certain performance data. 

Article XX-B of the Public School Code expressly limits the data that DCED may collect related to the ETC 

program to those that are specifically enumerated in the authorizing legislation. As a result, key data nec-

essary to thoroughly evaluate the program are not available. For students receiving ETC scholarships, key 

metrics that are missing include:  

▪ Change in student outcomes or academic achievement after the switch to a private school 

▪ Scholarship awards by family household income 

▪ The share of tuition offset by the scholarship 

▪ The school district where the scholarship recipient currently resides 

▪ School that the student attended in the year prior to the scholarship award 

▪ Whether students denied the ETC scholarship attend the school regardless 

Without these basic demographic and outcome data, it is not clear if the existence of an excess supply of 

business contributions that do not qualify for the credit due to program caps can serve as a proxy for the 

effectiveness of the ETC program. 

The cap on EOSTC scholarship awards should be eliminated. 

There is no cap on scholarships awarded through the EITC programs, but there is an $8,500 cap on schol-

arships awarded through the EOSTC program.28 To participate in the EOSTC program, a student must reside 

within the boundary of a low-achieving public school. These students have most need of alternative school 

choices, and it is unclear why this limitation is imposed only on this category of funding. Some stakeholders 

reported that the EOSTC program is more burdensome due to the cap. 

 
28 The cap may be up to $16,000 under specified circumstances. 
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Consideration should be given to eliminating the early application period for firms renewing 

their two-year contribution commitments. 

Applicants that complete a two-year commitment and want to renew for an additional two years should 

not be eligible for early application. Allowing these firms to apply early effectively excludes new donors 

from the ETC program. If renewing firms are forced to compete with new applicants when their two-year 

commitment is fulfilled, more firms will have the opportunity to participate in the program. 

Consideration should be given to a more automated system for ETC application tracking and 

processing. 

Although the program has grown considerably since its inception, the application process is still largely 

manual. Stakeholders report the need to call DCED to determine application status and what, if any, addi-

tional documentation is required. A portal where participants could check application status, determine 

additional documentation required, electronically submit that documentation and download approval letters 

would improve the process for participants and presumably ease the administrative burden for DCED. 

DCED should publish an annual report that summarizes basic data collected for the ETC pro-

gram.  

For purposes of this review, DCED was only able to provide two years of ETC data for analysis. Although 

the ETC is Pennsylvania’s largest tax credit, in comparison to other states, it collects and publishes the least 

amount of data. Moving forward, DCED should publish an annual report on the tax credit. If the statute is 

not amended, then the report should include: 

▪ Number of tax credits awarded and amount awarded by contribution type 

▪ Share of firms making a two-year contribution commitment 

▪ Number of participating scholarship and innovative educational organizations by type 

▪ Contributions received by organization type 

▪ Share of contributions retained by organization type 

▪ Number, amount and average scholarship awarded by type 

▪ Number, amount and average innovative educational program grant 

▪ Scholarship applications processed by type 

If the statute is amended to allow DCED to collect additional program data, then those data should also be 

included in the annual report. 

Key Decision Points 

In addition to the specific recommendations above, policymakers should also consider general issues that 

merit discussion related to Educational Tax Credits. These issues are strategic and will be related to the 

overall goals and purpose of the tax credit as envisioned by policymakers: 
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▪ Does the waitlist for the credit (Table 2.4) imply that the tax credit rate is too high? Would the 

same amount of contributions occur if the credit were awarded at a rate of 80%, 75% or 60% of 

contributions? 

▪ The income thresholds for scholarship participation are higher than all other states with a limitation. 

Is the intent of the program to provide scholarship opportunities for the neediest students? If so, 

should the limitations be lowered and tied to federal poverty levels? 

▪ What is a reasonable share of contributions for an organization to retain to cover administrative 

expenses? Should it be 5%, 10% or some other rate? Should there be a sliding scale so that smaller 

organizations can retain a higher share, but larger organizations retain less? 

Conclusion 

Act 48 requires that the IFO make a determination regarding whether the tax credit has achieved its goals 

and purpose. For this review, the analysis establishes the specific and quantifiable program goals as:  

▪ Subsidize private school tuition for pre-K through grade 12 students from low- and middle-income 

households. 

▪ Support students that reside within the boundaries of a low-achieving public school by providing 

scholarships that subsidize tuition at a school of the student’s choice. 

▪ Provide financial support for innovative educational programs in Pennsylvania public, charter and 

private schools. 

The analysis establishes the program purpose as: 

▪ To enhance the educational opportunities available to all Pennsylvania students. 

Due to the statutory limits on data that may be collected related to the ETC, the IFO is unable to determine 

if the tax credit substantially enhances educational opportunities available to all Pennsylvania students. 

Subsidized tuition clearly increases opportunities that may not otherwise be available to certain students, 

but it is not possible to comment on whether state funds have been used effectively due to lack of general 

and specific outcome data. If the tax credit will be re-evaluated in the future, additional data are needed 

to reliably assess program efficiency and effectiveness.  
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Appendix 

Performance-Based Budgeting and Tax Credit Review Schedule  
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Stakeholder Feedback 
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