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Current law authorizes a rebate for donations made to a school tuition donation organization (STO) which must be used to
provide scholarships to qualified students at participating schools.  The amount of the rebate is equal to the amount of the
donation used to fund a scholarship, excluding administrative costs, which shall not exceed 5% of the donation amount.
Rebates are claimed the year following the actual scholarship award.

Proposed law reduces the rebate to 70% of the donation amount (not to include administrative expense). Effective for
donations made on or after July 1, 2017.

There is no anticipated direct material effect on governmental expenditures as a result of this measure.

There will be a reduction in the rebate amount a taxpayer may claim from the Department of Revenue (DOR) before deposit
of tax collections into the state treasury and charged against gross state tax collections (most likely personal and corporate
income tax).  Net collections for deposit into the state treasury will increase.  However, growth in the program will likely
continue at a significant rate and charges against gross state tax collections could still be substantial.

The tuition donation rebate program was authorized by ACT 25 of 2012 with donations and scholarship awards beginning
with the 2013-2014 school year.  Participating organizations are required to submit annual reports on January 1 of each
year. Based on information submitted by the three participating STOs, rebate eligible donation amounts for the past three
years totaled $6.6 M and scholarships awarded for school years totaled $3.4 M.  Donation data for the 2016-2017 school
year will not be available until the January 2018 report. However, based on initial enrollment as reported by the Department
of Education, $7 M in scholarships have been awarded for the current school year. Total exposure to the state for the four
year period is $10.5 M.

Scholarships awarded through the STO program are expected to grow, although the early age of the program makes
projections of its cost infeasible. While limiting the award to only 70% of the donation will result in lower program costs than
would otherwise be the case, rebate amounts will continue to increase by indeterminable amounts.   For illustrative purposes,
applying the reduced rate to donations received to date would have resulted in less rebate payments of approximately $3.1
M for this four year period ($10.5 *70% = $7.4).

Of note, in addition to the state rebate, a 2011 memo issued by the Office of the Chief Counsel of the Internal Revenue
Service determined that notwithstanding the state rebate amount, individuals and businesses may claim the donation as a
charitable contribution on their federal income tax.  This added tax benefit could encourage individuals and businesses to
continue making donations to this program despite the reduced state benefit.
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