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Description

FISCAL ANALYSIS

As amended, the bill would extend the deadline for individuals to make tax credit-eligible contributions to a School Tuition
Organization (STO) from the last day of atax year (typically December 31%) to 3% months after the end of the tax year
(typically April 15™). The amended bill applies only to individual (not corporate) contributions to STOs.

Estimated | mpact

The JLBC Staff estimates that the bill would decrease state General Fund revenues by approximately $(2.9) millionin

FY 2011. If the bill resultsin the diversion of students from public to private schools, there would be an offsetting state

savings from lower state K-12 costs. Under the $(2.9) million estimate, approximately 540 students would have to be

diverted from public schoolsin FY 2011 in order for the bill to have no net state fiscal impact for that year. A diversion of

this magnitude seems plausible.

The Arizona Department of Revenue (DOR) does not have a fiscal impact estimate for this bill.

Analysis

The fiscal impact of the bill would depend on how it affected both state revenues and state expenditures. As discussed

below, it could decrease state revenues by increasing the number of tax credits claimed by individuals and decrease state
expenditures by reducing the number of pupils attending public schoals.

State Revenues

The Arizona Department of Revenue (DOR) reports $55.3 million in STO-related tax credits claimed by individuals for the
most recent tax year (Tax Year 2008) (see Table 1). Given the recent trends that appear in Table 1, STO-related tax credits

for individuals for FY 2011 (the first year of bill implementation) are estimated at roughly $57 million.

Tablel

Type of Credit 2008

Individual 55,287,000

Corporate (not available)
Total (not available)

STO-Related Tax Credits Claimed By Tax Year ($)

2007 2006 2005 2004 2003 2002 2001
54,303,300 51,011,800  42,194900 31,871,500 29445500 26,483,000 24,924,700
10,542,800 9,653,600 526,200 0 0 0 0
64,846,100  60,665400 42,721,100 31,871,500  29,445500 26,483,000 24,924,700

The assumed $57 million level of STO-related tax credits for individuals for FY 2011 under current law could increase under
the bill because it would give tax filers an additional 32 months to make eligible contributions. Thiswould allow the tax
filing process itself to remind filers about the opportunity to make tax credit-eligible contributionsto STOs. Under current

law, only filers who make contributions by December 31 (prior to prime tax filing season) are eligible for STO-related

income tax credits.

The percentage of additional filers who would make STO contributions under the bill is speculative. Given therelative
maturity of the program and the recent leveling off of donations (see Table 1), however, this analysis assumes that the hill
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would increase STO contributions from individuals by about 5%. Thiswould result in aFY 2011 revenue decrease of
approximately $2.9 million ($57 million “current law” estimate for STO tax credits for individuals for FY 2011 X 5% = $2.9
million). By way of comparison, approximately 14% of all individuals who filed federal income tax returnsin calendar year
2008 did so after the April 15™ deadline according to Internal Revenue Service (IRS) data. If “filer procrastination” equates
to “donor procrastination,” this might suggest that approximately 14% of filers would a so miss the current December 31
deadline for STO contributions each year. The relative maturity of the program and highly publicized nature of the current
December 31 deadline under current law, however, make such alevel of “donor procrastination” under current law unlikely.
In addition, STO contributions must be made “ out of pocket” by atax filer until they are reimbursed through an individual
income tax refund. Non-STO contributors may be less capable of making “out of pocket” contributions than persons who
currently make them.

State Expenditures

State costs for Basic State Aid currently change by approximately $5,400 for every student added or subtracted from
statewide public school enroliments. Thisimplies that roughly 540 students would have to transfer from public to private
schools under the bill in order for it to be cost neutral ($2.9 million assumed revenue decrease / $5,400 savings per public
school transfer = 540 transfers required for cost neutrality).

DOR dataindicate that the average scholarship awarded by STOsin FY 2009 from individual income tax contributions was
approximately $1,900. |f donations increase by $2.9 million, approximately 1,370 additional scholarships could be awarded
under the bill if all additional monies were used for new scholarships rather than increasing scholarship amounts for current
recipients ($2.9 million X 90% spent on scholarships (minimum statutory requirement) = $2.6 million in new scholarship
monies; $2.6 million / $1,900 average scholarship per pupil = 1,370 new scholarships). To achieve the 540 student cost
neutrality level, 40% of new scholarship dollars awarded under the bill would have to go to existing public school students or
private school students who otherwise would have returned to public schools.

L ocal Government I mpact
K-12 equalization funding to local school districts and charter schools would be lower under the bill than under current law

because they would serve fewer pupils. The amount of funding loss would depend on the number of existing public school
pupils receiving scholarships each year under the bill, which is unknown.
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