
THE THOMAS JEFFERSON 
INSTITUTE FOR PUBLIC POLICY

A Virginia Educational Improvement Tax Credit: 
Better Education for Children 

More Money for Public Schools 
Better Bang for the Taxpayer’s Buck 

By
Christian N. Braunlich 

Vice President, 
Thomas Jefferson Institute for Public Policy 

Forward by: 
Robert Ashford 

President, 
Richmond Black Alliance for Educational Options 

January 2005



Thomas Jefferson Institute for Public Policy

The Thomas Jefferson Institute for Public Policy is a non-partisan research 
and education organization devoted to improving the lives of the people in 
Virginia.  The Institute was organized in 1996, and was the only state and local 
government focused public policy foundation in Virginia based on a philosophy of 
limited government, free enterprise and individual responsibility.  It is a “solutions 
tank” seeking better ways to accomplish the policies and programs currently being 
undertaken by state and local government – always based on the Institute’s 
underlying philosophy. The first study was published in February 1997. 

 The work of the Thomas Jefferson Institute for Public Policy is geared 
toward educating our political, business and community leadership about the issues 
facing our society here in Virginia.  The Institute offers suggested solutions to 
these problems in a non-partisan manner. 

 The Thomas Jefferson Institute is a fully approved foundation by the Internal 
Revenue Service.  It is designated a 501 ( c ) 3 organization and contributions are 
tax-deductible under the law.  Individuals, corporations, associations and 
foundations are invited to contribute to the Thomas Jefferson Institute and 
participate in our programs. 

 For more information on the programs and publications of the Thomas 
Jefferson Institute, please contact: 

Thomas Jefferson Institute for Public Policy 
9035 Golden Sunset Lane 

Springfield, Virginia 22153 
703/440-9447 

email: mikethompson@erols.com
website: www.thomasjeffersoninst.org 

This study, A Virginia Educational Improvement Tax Credit, is published by the Thomas 
Jefferson Institute for Public Policy.  This study does not necessarily reflect the views of the 
Thomas Jefferson Institute or its Board of Directors.  Nothing in this study should be construed 
as an attempt to hinder or aid any legislation. 



   

A Virginia Educational Improvement Tax Credit 
Forword 

 
School choice already exists in America – unless you are poor. 
 
Affluent families have choice because they can move to different neighborhoods or 

communities, send their children to private schools or supplement education with tutors and 
enrichment programs.  Lower-income and working-class families, meanwhile, are typically 
trapped with one option by virtue of their zip code – and most often that is a school in need of 
improvement. 

 
This paper by Chris Braunlich of the Thomas Jefferson Institute for Public Policy 

outlines one cost-effective solution to the challenge of increasing educational opportunity for all 
Virginians.  It proposes setting up an educational tax credit that could then be used by sponsoring 
non-profit groups to provide scholarships to students without alternatives. 

 
Most importantly, the paper demonstrates why such a tax credit would actually improve 

the state’s treasury … and not be a drain on local school districts.  It would, in fact, leave more 
money available for education throughout Virginia while still providing school choice for parents 
who currently do not have it. 

 
This is not a radical idea. 
 
Parents in a growing number of cities and states have access to privately financed 

programs supporting school choice.  An estimated 60,000 students in more than 80 cities used 
private scholarship programs in the 2000-01 school year, and the number is growing. 

 
Demand for such scholarships far outstrips supply:  In April 1999, parents submitted 

more than 1.25 million applications for the 40,000 scholarships awarded by the Children’s 
Scholarship Fund. 

 
 Parents are demanding better for their children – not because they are “anti-public 
schools,” but because they want quality schools, both public and private, for their children.  They 
understand that our children are our most precious resource, and it is our responsibility to love 
them, nurture them, protect them, and ensure that they are properly educated.   
 
 Without a good education, the next generation will have no real chance to engage in the 
practice of freedom:  the process of transforming their (and our world).  We owe it to them to 
provide the best we’ve got … and the Virginia Educational Improvement Act is one path to the 
best. 
 
     Robert Ashford 
     Chairman/President, 
     Richmond Black Alliance for Educational Options 
     January 2005 
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A Virginia Educational Improvement Tax Credit 
Introduction 

 
 In the debate over parental choice in Virginia, many questions remain unanswered. 
 

 What would be the fiscal effects of a parental choice package, both at the state and local 
level?  Where else in the United States has parental choice been used, and what forms has it 
taken?  What would be the best path to choice in Virginia? 
 

 What are the unique obstacles to parental choice in Virginia, and what historical 
challenges have made choice an emotional issue among many black Virginians?  What has been 
the academic impact of parental choice in other states – both for the students who choose to 
leave the public schools and for those who choose to remain in public schools? 
 

 This paper reviews these issues, offers answers to these questions and proposes a means 
by which parental choice might successfully help at-risk students in the Old Dominion. 
 

 In the section The View From Other States, we briefly review the differences between 
vouchers and tax credits explaining why a tax credit system is preferable in Virginia.  We then 
explore the tax credit systems existing in four other states. 
 

 Historical Perspectives in the Old Dominion examines how tuition grants were used a 
half-century ago to block integration in Virginia.  We also underscore the differences between 
the race-based choice of the ‘50s and ‘60s, and contrast it with the freedom-based choice used to 
assist at-risk, mostly minority, children around the country today. 
 

 In Help for Students, we explore the impact of more than a half-dozen parental choice 
programs, reviewing studies demonstrating positive effects on public and private schoolchildren. 
 

 Finally, in A Virginia Educational Improvement Tax Credit Proposal we suggest a 
prototype tax credit and outline – school division-by-school division – the impact such a 
proposal would have on a per-pupil basis.  Because the composition of per-pupil funds varies so 
greatly in Virginia from school district to school district, we demonstrate the impact both on state 
funding and on local expenditures. 
 

 Our conclusions:  An Educational Improvement Tax Credit program would work best in 
Virginia, avoiding legal obstacles inherent in a voucher system.  A Virginia program must focus 
on high poverty students, not only because these are the students most in need of alternatives, but 
because such a focus would eliminate concerns about the “re-segregation of Virginia’s schools.”  
While the results are not uniform, where parental choice has been utilized it has had a positive 
effect on the academic performance of students who exercise choice as well as improving the 
education of children who remain in the public schools. 
 

 And finally, we conclude that an Educational Improvement Tax Credit as we outline 
would leave more money in the state education system to help students who choose to stay in 
public school.  The effect on local school system finances is less uniform, but it would generally 
have a positive impact on available funds at the local level. 
 

The Thomas Jefferson Institute for Public Policy is deeply appreciative of the support from 
Verizon Corporation in Virginia, which enabled us to research, publish and distribute this study.
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The View from Other States 

 
 Forms of parental choice exist in seven states and two cities in the United States.  These 
include voucher programs for high poverty students in cities like Milwaukee and Cleveland, 
long-time tuitioning programs in Vermont and Maine (where, for nearly 150 years, public money 
has been used to send students to private schools), and tuition tax credit plans offering tax credits 
for parents or companies to underwrite further options for students. 
 
 However, a voucher plan – whereby the state offers a direct voucher to parents for use in 
the school of their choice – is unlikely to be successful in Virginia because of the state’s status as 
a “Blaine Amendment” state. 
 
 In 1875, Congressman James G. Blaine (R-ME) authored an amendment to the U.S. 
Constitution prohibiting the use of public money at “sectarian” schools.  Although narrowly 
defeated in the U.S. Senate, individual states began passing similar amendments into their state 
constitutions as a direct result of the Nativist, anti-Catholic bigotry that ran strong through 
American politics in the late 1800s and early 1900s.   Thirty-six states and the Commonwealth of 
Puerto Rico currently have such language. 
 
 The Virginia State Constitution contains such prohibitive language.  Although the federal 
constitutionality of the “Blaine Amendment” is likely to be challenged, such a challenge will 
take time working its way through the federal court system. 
 
 In addition, Virginia’s Constitution includes “compelled support” provisions dating back 
to the colonial era with the intention of preventing state government from compelling individuals 
to financially support or attend a church designated by the state. 
 
 The existence of the “Blaine Amendment” and “compelled support” language in the 
Virginia Constitution makes passage of a voucher plan less likely.  Vouchers are also considered 
suspect by many parental choice supporters, fearing they will lead to increasing state and/or 
federal involvement and mandates in school curricula and instructional methodology. 
 
 As a consequence, the likely path to parental choice in Virginia is the use of tuition tax 
credits.  A tax credit or deduction does not involve the use of funds already collected by the state, 
and instead offers a tax benefit directly to the individual or corporation offering educational 
funding.  Five states – Arizona, Florida, Illinois, Minnesota and Pennsylvania – offer some form 
of tax deduction or credit.  A brief description of those programs is important to provide 
background for any discussion regarding Virginia’s options. 
 
Arizona: 

 Under the Arizona plan, eligible students receive scholarships from approved Student 
Tuitioning Organizations (STOs).  Begun in 1998, individual taxpayer donors to STOs may 
claim a dollar-for-dollar refund up to $500; married couples may claim up to $625.  An 
additional $200 may be claimed for contributing to a public school foundation. 
 
 The individual STOs define which students are eligible (within certain non-
discrimination guidelines), and also decide the amount of support to each student.  The level of 
aid is typically between half and 80 percent of private school tuition.  There is no income cap for 
recipients. 
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 In school year 2002-2003, approximately 19,000 students received scholarships, and 
from 2002 to 2003, the number of scholarships awarded grew by 21 percent and taxpayer 
donations grew by more than 11 percent. 
 
 To increase accountability, Arizona recently passed a law requiring STOs to provide the 
state with data including the total number and amount of contributions received, number and 
names of children awarded scholarships and the dollar amount of those scholarships. 
 
Florida: 

 Florida has the most robust number of parental choice options, including vouchers for 
children in failing schools (A+ program) and for Special Education students (McKay 
Scholarships). 
 
 The Florida Corporate Income Tax Credit Scholarship Program began operation in 2002.  
In return for donating to Scholarship Funding Organizations (SFOs), corporations may receive a 
dollar-for-dollar tax credit off their corporate income tax.  SFOs provide scholarships of up to 
$4,500 for low-income students (those qualifying for federal free and reduced meals – or about 
$34,000 for a family of four) to attend the private or religious school of their choice.  Additional 
funds (up to $500) may be granted for transportation for students to attend a different public 
school. 
 
 Corporations may donate up to 75 percent of the tax they owe.  However, contributions 
are capped at $5 million to any single SFO.  The cap on total corporate contributions is $50 
million. 
 
 In school year 2002-2003, 11,552 children used these scholarships. 
 
 However, accountability has been a challenge in the Florida program.  An audit report by 
Tom Gallagher, Florida’s Chief Financial Officer, discovered that some voucher students were 
taking money from more than one program, and that some schools may have received funds for 
“ghost students” who never enrolled. 
 
 Recommendations to improve fiscal monitoring have been made for these credit 
programs and are being acted upon.  The state Department of Education has created and is 
maintaining a student database.  It now requires private schools to file online reporting of fiscal 
data and background checks of employees, and has instituted additional compliance requirements 
for both the SFOs and the private schools. 
 
Illinois: 

 The Illinois tuition tax credit program provides an individual 25 percent tax credit for 
expenditures above $250, up to a maximum of $500 per family, for approved education expenses 
at any private or public school.  These expenses may include tuition, books and lab fees. 
 
 The credit cannot reduce an individual’s tax burden to less than zero.  All students are 
eligible to benefit when their parents invest in eligible education expenses, provided that the 
taxpaying parent has proof of expenses.  According to the Illinois Department of Revenue and 
Research, more than 185,000 taxpayers saved nearly $67 million by taking the credit in 2002. 
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Minnesota: 

 Minnesota offers both a tax credit (begun in 1997) and a tax deduction (in 1995), 
depending upon the income level of the taxpayer.  All students are eligible to benefit, and the tax 
benefit may be taken when the taxpayer invests in approved education expenses for a child, 
including books, tutors licensed by the state, and academic after-school programs.  Those eligible 
for the tax deduction may also deduct tuition fees at private schools. 
 
 Taxpayers earning less than $37,500 per year may claim a tax credit worth up to $1,000 
per child, with a maximum of $2,000 per family.  The taxpayer may claim a credit of 75 percent 
of his or her tax liability. 
 
 Taxpayers earning more than $37,500 may receive a 100 percent tax deduction of up to 
$1,625 per child in grades K-6 and $2,500 for a child in grades 7-12. 
 
 In tax year 2002, 56,436 families claimed an average tax credit of $323.  That same year, 
218,014 families claimed the tax deduction for a total of $249,522,461. 
 
Pennsylvania: 

 The Pennsylvania Educational Improvement Tax Credit (EITC) program began operation 
in 2001.  The program provides corporations a tax credit of 75 cents on the dollar for 
contributions to Scholarship Organizations (SOs) offering scholarships for eligible children to 
attend public, private or religious schools; or for contributions to Educational Improvement 
Organizations that support innovative programs in public schools. 
 
 The tax credit is capped at 75 percent of a corporate tax obligation, up to $200,000 (or 90 
percent if they make a two-year contribution commitment).  In total, the program is capped at 
$27 million for scholarships each year and $13 million for educational improvements.  Credits 
are offered on a first-come, first-served basis, as determined by the state, until the annual cap is 
met. 
 
 Eligible students are defined as those in families with an income of less than $50,000 per 
family.  Allowances are made for each additional child, and household income excludes non-
salary income such as disability, workers or unemployment compensation, public assistance, 
retirement benefits, etc. 
 
 As of May 2004, nearly 35,000 scholarships have been awarded – 20,000 in the past year 
alone – and more than 1900 companies have pledged in excess of $61 million:  $40 million for 
SOs and $20 million for EIOs.  Fifty-seven percent of participating companies have given less 
than $10,000. 
 
 A recent study indicated that, in 2003, the Philadelphia School District saved 
approximately $136,000 in expenses as a result of 47 students who used a scholarship offered by 
Futuro Educactional to choose a private school.1 
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Historical Perspectives in the Old Dominion 
 

 Virginia, like other southern states that resisted court-ordered desegregation efforts, faces 
particular challenges inherent in any choice-based education proposal. 
 
 These challenges stem from memories of race-based tuition grants enacted by the General 
Assembly and used by white Virginia officials to deny black students a K-12 education.  The 
story of those actions is instructive in understanding the emotional opposition of many black 
Virginia leaders to school choice, and also important in underscoring the differences between the 
1950/60’s-era choice programs and those advocated in the 21st century. 
 
 Opposition to Brown v. Board of Education was led by Virginia’s elected leaders, most 
notably U.S. Senator Harry Byrd (D-VA).  Byrd persuaded 101 of 128 southern congressmen to 
sign the “Southern Manifesto,” arguing that the Supreme Court’s decision in Brown was contrary 
to established principles of federal law. 2 
 
 Virginia was also among the first to enact a state version of the “Southern Manifesto” and 
in 1956 approved a tuition grant statute designed to circumvent the Court’s decision in Brown.3   
Tuition grants were originally restricted to private schools and used by white parents to send 
their children to all-white private academies after local officials attempted to close the public 
schools, rather than desegregate.  Following court decisions prohibiting such public school 
closures, the General Assembly made the tuition grants available for use at public schools in 
neighboring school divisions, as well.4 
 
 While most local school systems complied with court decisions, Prince Edward County 
did not.  Instead, the county closed all public schools to both white and black students from 1959 
to 1964.  The tuition grant was then utilized at white-only private academies opened during those 
five years.5 
 
 The only other alternative for formal education was to send children to another county.  
While a handful of white children did not enroll in the academies, more than two-thirds of black 
children were denied any formal education during this time.  Those that received formal 
education usually did so only by sneaking over county borders to other school systems or by 
being sent out of the county to live with relatives. 
 
 The U.S. Supreme Court intervened in 1964 in Griffin v. County School Board of Prince 

Edward County, ruling that closing public schools and providing public funds for the all-white 
academies violated the equal protection clause of the U.S. Constitution.6  The tuition grant law 
by itself was left unscathed.  Not until 1969 did a federal district court in Griffin v. State Board 

of Education rule that Virginia’s tuition grant law violated the equal protection clause because of 
its racist use to circumvent Brown.

7 
 
 This 13-year battle for the education of their children is seared into the souls of black 
Virginians who understandably oppose any hint of reviving a mechanism that sounds 
suspiciously similar.  During the 1950/60s private schools became, indeed, an all-white 
alternative for those seeking to circumvent integration, and the voucher programs of that period 
constituted state financing of racial discrimination. 
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 But there are clear differences between the race-based choice movement of the ‘50s and 
‘60s and the freedom-based school choice movement of the 21st century, and these differences 
need to be understood. 
 
 Primary among these differences is intent:  During the 13-year history of tuition grants in 
Virginia, federal courts repeatedly determined that they violated the federal equal protection 
clause.  Over the 14 years that the Milwaukee voucher program has been in place, for example, 
such a determination has never once been made.8 
 

Race-based school choice plans were developed specifically to prevent integration and 
maintain segregation.  Indeed, eligibility for the ‘50’s/’60s era tuition grant was triggered only by 
a school closing and only students who had been in a public school were eligible.  Virginia Code 
required closing any public school that became integrated either through court order or voluntary 
action.  In fact, the Governor was authorized to assign a student to another public school when 
“mixing of White and Colored children constitutes a clear and present danger.”9 
 
 Current freedom-based school choice plans are not predicated upon the closing of a 
public school and race has no criteria in determining eligibility.  In states where school choice 
has been provided, parents of all colors and backgrounds are able to enroll their children into any 
school they wish.  
 
 More importantly, the old ‘50s-era grant program was enacted before the Civil Rights Act 
of 1964.  Race-based criteria would specifically be prohibited today.  Every current school 
choice program prohibits private schools from discrimination contrary to the guidelines of the 
Civil Rights Act of 1964.  
 
 The programs put in place throughout the country – whether voucher programs in 
Cleveland, Milwaukee and Florida or tuition tax credits in Arizona, Pennsylvania and Florida – 
contain strong anti-discrimination language.  While the concerns of black Virginians are 
understandable, knowing the history in the Old Dominion, those concerns will not become 
reality because of federal law and the vigilance and motivations of those fostering school choice 
in the 21st century. 
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Help for Students 

 
 The bottom line in any education debate should be the effect on students.  Often lost in 
the debate over school choice are answers to three simple questions:  Does it help students?  
Does it provide positive opportunities for students who leave the public school system?  And 
what is the impact on those students who choose to remain within the public school system? 
 
 Here’s what the research shows –  
 
 In Cleveland, Ohio, families with incomes below 200% of the federal poverty level are 
given priority for vouchers valued at up to the lower of $2,700 or the cost of private school 
tuition (families with higher incomes are eligible only if state funds are available).  Between the 
fall of 1996 and the spring of 1998, a Harvard University study found that children using 
vouchers to attend the two “Hope Schools” experienced a seven percentile point increase in 
reading and a 15 percentile point increase in math.10  The most recent report conducted by the 
Indiana University Center for Evaluation found “there is some evidence of a pattern of slightly 
greater annual achievement growth among students who have used a scholarship continuously 
since kindergarten.”11 
 
 In Florida, the A+ Opportunity Scholarship Program of $4,537 for students in grades K-3 
and $3,370 for children in grades 4-8 12is available to any student attending a public school that 
is given an “F” grade for two years in any four-year period.  In existence since 1999, a 2001 
state-sponsored study found that schools most at risk of being “voucherized” (in other words, 
about to have vouchers offered to their students) “achieved test scores more than twice as large 
as those achieved by other schools.”  A 2003 study demonstrated that low-performing schools 
“already facing competition from vouchers showed the greatest improvements … improving by 
9.3 scale score points on the FCAT (Florida Comprehensive Assessment Test) math test, 10.1 
points on the FCAT reading test, and 5.1 percentile points on the SAT-9 math test.”13  The threat 
of having vouchers offered to their students helped spur at-risk schools and school districts to 
take effective action ensuring greater educational achievement for students in the public schools. 
 
 A study by Washington reporter Carol Innerst found that the threat of vouchers drove 
Florida’s lowest-performing schools to enact innovative programs, such as an extended school 
year, increased reading specialists, one-on-one tutoring programs and greater use of phonics.14 
 
 Also in Florida, the McKay Scholarship program offers vouchers to students with 
disabilities whose parents are unhappy with their assigned public school.  The voucher is equal to 
the lesser of either the amount of funding a student would have generated at the public school or 
the cost of the private school’s tuition and fees.  Now serving more than 12,000 students, a 2003 
Manhattan Institute study found that class size dropped dramatically for these students, from an 
average of 25.1 students per class in public schools to 12.8 students per class in “McKay 
Schools.”15 
 

In addition, McKay schools outperformed public schools on measures of accountability 
for services provided.  Almost three times the number of participants (86 percent) in McKay 
schools report receiving all the services required under federal law vs. those in public schools 
(30.2 percent).16 
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 In Maine, where vouchers have been in existence since 1873 and are used by more than 
11,000 students, a study by Dr. Christopher Hammons, of Houston Baptist University in 
Houston, Texas found that – even when taking into account per-pupil spending, poverty and 
other factors – standardized test scores increase as competition among high schools for tuition 
dollars increase.  To purchase the same gain in test scores achieved by competition, by 
increasing per-pupil spending, would cost an additional $909 per pupil.  These same conclusions 
were also drawn by Dr. Hammons in his study on Vermont schools, which have had a voucher 
program since 1869.17 
 

 In Milwaukee, Wisconsin, students whose family income does not exceed 175 percent of 
the federal poverty level are eligible to receive a voucher worth up to $5,783 or the cost of the 
private school – whichever is lower.  There have been seven state-sponsored evaluations of the 
program, and three additional studies conducted by researchers from Harvard and Princeton.  
State studies sponsored by University of Wisconsin Professor John Witte did not find test score 
gains but noted, “Choice can be a useful tool to aid families and educators in inner city and poor 
communities.”17  Harvard researchers found that students in the program for four years achieve a 
gain of 11 percentile points in math and six percentile points in reading.18  Princeton researchers 
found that students in the program for four years achieve a gain of eight percentile on the math 
portion of the Iowa Test of Basic Skills.19  Harvard professor Caroline Hoxby concluded that 
performance improved faster at public schools where many students could receive vouchers, 
noting that “public schools most exposed to competition increased math scores 7.1 percentile 
points between 1999 and 2002.”20 
 

 The Milwaukee choice program has also driven other improvements.  Between 1990 and 
2001, the drop-out rate in public schools declined by 37 percent, real spending per-pupil 
increased by nearly 35 percent, and test scores increased in 12 of 15 categories.  Part of these 
improvements resulted from reforms instigated by school choice:  Teaching vacancies filled 
without regard to seniority; education dollars “strapped to the backs” of students, following them 
to the schools they chose; and individual schools controlling 95 percent of their operating 
budget.21 
 

 Privately-sponsored scholarships are in existence throughout the United States, and are 
more heavily concentrated where a tax credit (as opposed to tax deduction) exists.  Where they 
are heavily concentrated, their results have been similar.    In New York City, a Harvard 
University study found that, after three years, black students with privately funded vouchers 
scored 9.2 National Percentile Rank (NPR) points higher than their public school peers on Iowa 
Test of Basic Skills composite tests.22  In Dayton, Ohio, researchers found that after two years 
black students had a gain of 6.5 percentile points on standardized tests.23  In Charlotte, North 
Carolina, students receiving a privately-funded voucher achieved a 5.9 percentile point gain in 
math and a 6.5 percentile point gain in reading after one year.24 
 

 In Edgewood, Texas, where schoolchildren were offered a scholarship to the school of 
their choice, the privately funded voucher program helped the high-poverty district outperform 
85 percent of Texas school districts in achievement gains.25 
 

 While parental choice remains a sufficiently limited option to prevent any uniform 
conclusions, it is clear that where choice has been offered, both students who exercise the option 
to choose another school and those who choose to remain in their traditional public schools have 
benefited. 
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A Virginia Educational Improvement Credit Proposal 
 

 Opponents of school choice have consistently argued that giving poor students the right 
to choose a better school would “use public money for private schools” and would “hurt public 
schools by cutting their funding.” 
 
 Any successful school choice proposal must necessarily rebut these concerns and must 
also address the fears of those who believe such a choice proposal would “re-segregate 
Virginia’s schools.”  Over the last several years, numerous choice proposals have been 
introduced in the General Assembly but none have made the kind of significant progress 
necessary to advance better options for children. 
 
 The structure proposed in this paper seeks to “move the ball forward” on the school 
choice issue while simultaneously rebutting the frightening and false claims made by choice 
opponents.  This proposal consolidates a number of proposals and is largely based on the 
successful corporate tax credit used in Pennsylvania.  A successful Virginia school choice plan 
should have several components –  
  

• It should offer a tax credit to companies for donations to a Scholarship Organization 
providing scholarships for eligible children to attend the school of their choice.  The 
scholarships must be large enough to make a difference in a family’s ability to choose a 
school.  The tax credit should be large enough to offer encouragement to the donor to take 
action while not so large as to damage the state treasury.  Given Virginia’s low relatively low 
tax rate, a tax deduction provides only minimal tax benefits, so a larger tax credit is needed 
to maximize the incentive for participation.  For the purposes of this proposal, we echo the 
legislation offered by Delegate Chris Saxman in 2004:  A scholarship of up to $5,000 for the 
student and a 25 percent tax credit. 

 
A tax credit also avoids such obstacles as Virginia’s Blaine Amendment, as well as 
conservative opposition to private school acceptance of state funds and the likely mandates 
and requirements that could accompany such funds. 

 

• It should target its resources towards those most in need, and those least able to exercise 
school choice.  For the purpose of this proposal, we suggest defining eligible students as 
those who are currently enrolled in a public school and are eligible for “Free or Reduced 
Meals” in public schools.  This means a student from a family at or below 185% of poverty 
level (or about $35,000 for a family of four) could receive such scholarships.  In school year 
2003-2004, about 375,000 Virginia students – or 32.63 percent of all students – would have 
been eligible to receive scholarships.26 

 
While such a limitation will be offensive to some school choice purists, it ensures that a 
Virginia choice proposal will not lead to the “re-segregation of Virginia schools.”  
Furthermore, by targeting high poverty students, the proposal also targets the population 
educators say is among the hardest to educate, eliminating the argument that school choice 
will “cream” the best student away from public schools. 

 

• The total state-wide tax credits should be capped, at least in the early years.  Both Florida and 
Pennsylvania did so, although Pennsylvania recently raised its cap to accommodate demand.  
A reasonable cap might be similar to that offered in the Saxman legislation:  A total tax 
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credit of $6 million for student scholarships.  At a 25 percent tax credit rate this leverages 
$24 million in private funding for student scholarships, at a cost of only $6 million “lost” 
from the state treasury.  However, as we shall see, the state treasury usually “gains” from a 
tax credit of this nature, because the expense of state education aid would decrease faster 
than the decrease in state tax revenue. 

 
Most choice proposals are capped in the early years in order to manage both demand and 
capacity.  Although, as we shall see, an Educational Improvement Tax Credit does not “drain 
the treasury” and, in fact, will allow even more funds to be directed towards education, 
placing a cap on the total amount of the tax credit will lance the inevitable “cost” argument 
until fiscal experience makes the point moot. 

 

• An Educational Improvement Tax Credit proposal must ensure that both the funding 
organizations and the non-public schools are legitimate.  In the case of the funding 
organizations, they must be a charitable 501(c)(3) organization authorized to provide 
scholarships, may retain no more than 10 percent of their receipts for overhead expenses, and 
should submit an annual audit to the appropriate state agencies.  In the case of receiving 
schools, they must comply with federal anti-discrimination provisions (including race and 
national origin) and meet all state and local health and safety regulations. 

 

• Finally, any legislation should ensure that the schools are doing the job.  Receiving schools 
should either be accredited by a private accreditation organization or be required to 
administer an annual national norm-referenced achievement assessment in both reading and 
math for each grade available. 

 
In the alternative, the State Department of Education, with the concurrence of the State Board 
of Education, could develop a longitudinal analysis similar to that which is planned for the 
Washington, DC choice program.  Such an analysis could evaluate academic performance, 
retention rates, dropout rates, graduation and college admission rates of students in the 
program compared with a similar cohort not in the program. 
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Educational Improvement Tax Credits:   

More State Money for Public Schools 
 

 What will an Educational Improvement Tax Credit “cost” state taxpayers? 
 

 Opponents of school choice argue that a tax credit will decrease revenues to the State 
Treasury, thereby reducing the funds available for public schools.  Supporters of school choice 
make the point that if a child leaves the public schools the costs associated with that child also 
leave – and that the “cost” of the tax credit is less than the “cost” of educating a child, resulting 
in a net gain to the State Treasury. 
 

 Education spending in Virginia is divided between state, local, and federal contributions, 
as well as a revenue stream coming directly from the state sales tax.  As a result, determining 
how much money is saved or spent is different in each school division.   
 

 In our prototype Educational Improvement Tax Credit, each $5,000 scholarship given to 
a student would cost the state $1,442.  This is calculated by adding the cost to the state of a 25 
percent tax credit on a $5,000 scholarship ($1,250), the cost to the state of a 25 percent tax credit 
on the scholarship organization’s administrative costs for each scholarship ($139), and the first 
year’s administrative cost to the state for each scholarship ($53).  It should be noted that the state 
Department of Taxation has estimated that the state’s administrative cost would decline to less 
than $2.50 by the fourth year of operation, lowering the state’s cost-per scholarship to 
$1,391.50.27  For purposes of clarity, however, we use $1,442 as the state’s cost-per-scholarship 
throughout this paper. 
 

State aid per pupil ranges from as little as $982 in Fairfax City to as much as $4,587 in 
the city of Buena Vista.  In our prototype, a student using a scholarship to leave Fairfax City 
Public Schools would truly “cost” the State Treasury $460 ($982 in state savings minus $1442 in 
scholarship costs).  On the other hand, for every student in Buena Vista who leaves the public 
schools, the State Treasury will actually have $3,145 left in the system to use for education 
purposes ($4,582 in state savings vs. $1442 in scholarship costs). 

 

Whether the tuition scholarship “costs” or “saves” the State Treasury depends upon 
where the student lives.  A school division-by-school division analysis demonstrates that the 
state is a “winner” nearly everywhere.  In only eight of 132 school divisions – representing only 
10 percent of the eligible student population -- does the net cost of a student leaving the schools 
exceeds the gain. In other words, nine out of 10 students leaving their local school system would 
produce a net gain to the State Treasury. 

 

As another indicator, these eight school divisions have only 21 schools (two of which are 
largely adult education facilities) that are not fully accredited by the state (out of the more than 
400 such schools state-wide).  Students in successful schools are not likely to leave … and 
neither are the students in these school divisions. 

 

However, since the poorest performing schools are also likely to have the highest poverty 
and most expensive to educate students, it further substantiates the argument that departing 
students from other divisions will have a positive effect on the state treasury, not a negative one. 

 

An Educational Improvement Tax Credit will not just help the students who choose a 
non-public school – it will leave more money in the State Treasury that lawmakers could use to 
increase funding to public schools for the students who remain in them. 



The Thomas Jefferson Institute for Public Policy  

 12  
  

Educational Improvement Tax Credits: 

Generally Positive Results for Local School Systems 

 
Determining savings or losses at the local level is more complex. Local per-pupil school 

expenditures include both fixed costs (such as transportation or building operating costs, debt 
service, certain administrative costs, etc.) that remain if only a limited number of students leave a 
school system, and variable costs (such as teacher salaries and supplies that rise or fall based on 
the number of students in a classroom).  Whether a school division is financially helped or hurt 
by departing students depends upon the relationship between those fixed costs that remain and 
the variable costs that disappear. 

 

Even variable costs can fluctuate wildly.  Because of class size limitations, a single fourth 
grade student leaving a school with two 20-student classes will have a limited impact.  However, 
because the state “caps” 4th grade classrooms at 35 children, a fourth grade student leaving a 
school with two 18-student classes would potentially save the school division the cost of a 
second teacher or possibly even the need to rent a trailer for additional classroom space. 

 
Because no formula exists in Virginia for determining the proportion of fixed vs. variable 

costs, we considered a surrogate devised in 1995 by University of Texas at Austin professor Dr. 
Chrys Dougherty and researcher Stephen L. Becker (MBA, University of Texas) that used data 
supplied by the Texas Education Agency (TEA).  The pair examined the average incremental 
increase in total cost at each individual school when enrollment increased by one student, 
calculating from that the fixed and variable costs for elementary schools, middle schools and 
high schools.  The variable cost ranged from 82 percent of per pupil cost in an elementary school 
located in a small school division to 94 percent in a middle school located in a large school 
division.28 
 

We also examined the recent experience of several Virginia school divisions that had 
seen student membership rise or fall and the budget effects the division imputed to those 
membership changes.  The variable costs ranged from the mid-seventies to, most recently, 91 
percent of the per-pupil costs in Fairfax County when the school division there adjusted its 
projected enrollment downward.29 

 
These figures struck us as overly optimistic, however.  In a small school division or a 

small school – as are most Virginia schools – the variable costs were likely to be much lower. 
 
To get a more accurate picture, we consulted the Virginia Department of Education 

Superintendents Annual Report.  Table 13 of that report offers a breakdown of disbursements by 
school division and by category.  Some categories (Adult Education, Facilities, Debt Service, 
Pupil Transportation, Administration) are composed nearly totally of fixed costs.  Others (School 
Food Services, Attendance and Health Services, Technology teachers, Summer School) have a 
small component of variable costs.  The category of Instruction (representing expenditures for 
classroom instruction, guidance services, social work, books, instructional improvements, etc.) 
has a high percentage of variable costs. 

 
Additionally, given the fact that students choosing a private school under an Educational 

Improvement Tax Credit program will be high poverty and also likely be over-represented with 
students requiring English language and special education services, we felt secure in using the 
self-reported “Instructional Costs” as a surrogate for variable costs in each school division.  
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These are, in fact, the per-pupil costs most likely to disappear when a high-poverty, at-risk 
student leaves a public school system. 

 
In computing the fiscal effects of an Educational Improvement Tax Credit on each school 

division, we considered the current local contribution per pupil, the fixed costs that would remain 
in a school division, and the revenue from state retail sales and use tax.   

 

Sales tax distribution is computed by school-age population within a school division:  
Revenue continues to flow for each school-age child, whether that child is in public, private, 
religious schools or home-schooled.  Thus, a school division continues to receive that revenue 
stream, even if a current student transfers to private school. 

 

In short, for each child who would leave the school system, the local school division 
would lose the state and federal dollars that child would normally bring.  The local contribution 
and the sales tax remains in the school division, as do the fixed costs of education.  The result 
was a formula for each school division that read –  
 

(Local  ) (Sales and   )  (Fixed Costs    ) (Money  ) 
(Contribution )     + (Use Tax     ) - (within total per   )   = (Remaining ) 
(Per Pupil ) (Per Pupil    )  (Pupil  Expenditure) (Per Pupil ) 

 

 As an example, the attached chart shows for Accomack County a Total Per Pupil 
Expenditure of $8,355, a local contribution of $2,905, a fixed percentage of student costs of 
30.1%, and retail sales and use tax revenue per pupil of $786.  Thus, the formula indicates – 
 

$2,905 + $786 – (.301 x $8,355) = $1,176 
 

 In this case, the Accomack County School system, after paying for the fixed costs, would 
have $1,176 from state sales and local funding for each student who transferred to private sector 
schools – funds that would then be available to meet help other students in the public schools. 
 

 The fiscal effect of an Educational Improvement Tax Credit on local school divisions is 
less uniform than the effect on state funding.  Of 132 school divisions, 91 would derive a net 
gain of more than $1,000 for each student who choose to transfer (some as high as $8600), 20 
would have between $500 and $999 available for redirection to other uses, and 21 would have 
less than $500.  Of this latter category, under our computation, only three school divisions would 
actually lose money through an Educational Improvement Tax Credit. 
 

 No claim is made that this is a perfect measure.  Indeed, the amount of money left in a 
local school division if only one or two students choose to leave could be substantially more (if it 
eliminated the need for a teaching position) or even show a small loss in available local funds (if 
it made no staffing change).  However, since the high-poverty students who can make use of 
such tuition scholarships are also among the most expensive to educate, their departure from the 
school system is more likely to have a positive impact on a school system’s finances than the 
departure of an “average” student.   
 

 What is interesting to note is that, for each of the school divisions losing money with a 
scholarship student, the state gains more than $4,000.  Indeed, the greater the negative effect on 
local budgets, the more funds that are left in the state treasury.  Policy-makers might wish to 
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develop a “hold harmless” mechanism to ameliorate any local budget losses by transferring a 
part of the state savings. 
 

 It is clear, however, that a tuition scholarship will generally not have a negative effect on 
local school finances and is, indeed, more likely to have a positive effect.  In the overwhelming 
majority of school divisions, funds will remain in the local division – even after paying for the 
fixed costs of a student’s education – available to redistribute for the education of other students.
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