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BILL SHORT TITLE: Personal Income Tax Credit for Contributions to Private Schools to Support Low-Income Scholarship Programs.

CONFLICTS, DUPLICATES, COMPANIONS:  HB-421, which provides a $2,000 refundable tax credit for low-income students for tuition paid, is apparently a companion of this bill. HB-55 and HB-420 provide tax subsidies for home schooling.

DESCRIPTION: this bill provides a non-refundable credit for 100% of a donation to a private school which may use the money solely to provide up to 95% scholarships for students whose family income is less than 185% of poverty. This income limit translates to about $32,000 for a family of four. Providing the school is a 501(c)(3) non-private foundation, the donation may also be deducted for federal and state purposes.

EFFECTIVE DATE: applicable for tax years beginning on or after January 1, 2001.

FISCAL IMPACT (Thousands of dollars):  

Note: Parenthesis ( ) indicate a revenue loss:




Recurring or


Estimated Impact on Revenues
Nonrecurring
Funds 


 FY 2002 
Full Year
     Impact     t     
             Affected          .             


(1,000)
(10,700)
Recurring
General Fund

The predominant impact of this bill will be that “annual giving” donations may be reclassified as “tuition scholarship” donations. The only private school in the state with a substantial endowment and significant annual giving program is Albuquerque Academy, which reports annual giving of about $500K on its website (http://www.aa.edu/Head_search.html). Even assuming other reclassifications and stimulated new giving at other schools around the state, the direct general fund cost is unlikely to exceed $1.0M. 

There is a technique, not prohibited by the bill, that could be utilized to “milk” this credit. The parents of students enrolled in a private school with a functioning low-income scholarship program could be offered a deal. Consider that the tuition could be reduced by $500 but the parent is required to pay the tuition plus the $500 donation.  The parent pays no more; the school receives the same amount although part is earmarked.  The parent, however, gets a state tax credit of $500 and perhaps a federal and state itemized deduction.  If the school and the parent split the take, both come out ahead.  For example, the school could reduce the tuition by only $200 and still require “donation”.  Assuming that 80% of the private schools in the state adopted such a deal, the revenue estimate for this bill increases to $10.7M annually.

ADMINISTRATIVE IMPACT: minimal. Forms, instructions and tuition receipt certification forms would have to be developed. This sort of activity is routinely done in developing each year’s PIT package. No additional resources would be required. The Department will probably request a certified receipt to be attached to the tax return.

TECHNICAL ISSUES: unlike the other bills in this series, this bill does not have the state support of religion problem. If a school has been granted a 501(c)(3) designation and is accredited, money donated to the school is creditable and deductible. However, a challenge might still be mounted (particularly is the tax avoidance deal sketched out above is implemented) on the state constitutional requirement that all state money devoted to education be appropriated to public schools.

OTHER IMPACTS AND ISSUES:

1. 2000 Poverty Guidelines 

Size of Family Unit
Federal Poverty Guidline
185% of Guideline





1
$8,350
 15,450

2
11,250
 20,800

3
14,150
 26,200

4
17,050
 31,550

5
19,950
 36,900

6
22,850
 42,250

7
25,750
 47,650

8
28,650
 53,000





For each additional family member, add $2,900. For 185% level, add $5,350.

2. See other notes regarding this method of support for private and home schools on HB-420 and HB-421.

3. We are sometimes asked why we look for dire consequences clearly not intended by the sponsor.  One reason is to alert the sponsor and the Legislature to those possibly significant unintended consequences.  An ounce of prevention is worth a pound of cure.  Another reason is that we believe in the power of economic incentives.  If enough money is on the table, some people will go for it even if the ethics may be questionable.  

