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SPONSOR: Representative Vanderstar Russell

BILL SHORT TITLE: Income Tax Credit for Low Income Taxpayers – Private School Tuition.

DESCRIPTION: This bill provides a 100% tuition tax credit, limited to $2,000 per eligible dependent. A disclaimer is provided, “receipts of tax credit pursuant to this section for tuition payments made to a private school does not authorize state involvement or entanglement with religious instruction or other operations of the private school.” 

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          .             

	
	(3,300)
	(16,700)
	Recurring
	General Fund


This is based on a model that 30% of the private school enrollment would qualify for this tax credit. The overall population ratio is about 48% (see below). The model assumes that some families are willing to invest 20% of their family income in their children’s education. The model also assumes that the distribution of academically capable children is income independent. This bill would, however, modify the formula for awarding tuition assistance. Existing schools with full scholarship programs for lower income students would likely seek to maximize revenues by setting scholarship amounts equal to tuition minus the amount of the credit. The tax subsidy would not make any new slots available at the established private schools, but would probably make more scholarship funds available to schools, particularly those without extensive endowment or annual giving programs. The value of the subsidy -- $2,000 -- represents about 25% of the current average tuition for private schools (slightly less for secondary schools and slightly more for primary and middle schools). This relatively modest subsidy relative to costs net of scholarship, would not stimulate very much additional demand. The estimate above assumes the first-year impact is only 20% of the full-year amount. This is strictly a timing issue. If the bill passes, the more street-wise schools will change the balance between scholarship and tuition effective September 2001. These schools will, in effect, finance net tuition for low and middle income students. Then 1st semester tuition will be considered as paid in September and eligible for a refundable credit on tax returns filed in April 2002.  The other private schools in the state would adjust scholarships, admissions policy and tuition effective for fall 2002.

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.

OTHER IMPACTS AND ISSUES: 

1. This bill does not address the constitutionality of using state money to support religious schools, even through a direct subsidy to parents. Nor does it address the state constitutional issue that all money in support of education in the state be appropriated to the public school system. These issues have been around for years and have been fully briefed. If this bill is signed into law, there is a significant possiblity that the tax credit would be tied up in litigation.

2. No tuition payment receipt is required in the bill, but the Department will probably use its regulatory authority to require that a certified receipt from an accredited school be attached to any credit claim.

3. 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.


4. 22.4% of New Mexico’s population lived in poverty in 1998. 185% of poverty AGI is about $24,710. Using the distribution of income as reported on tax returns, 47.3% of our population lives at or below 185% of poverty.

5. Per SDE/DOPE statistics, there are 127 accredited non-public schools (and an additional 126 recognized non-public schools which do not qualify for this credit.) Total nonpublic school enrollment is 32,585 for 1998-99. 27,845 are students in accredited schools.

6. Most private schools have some tuition assistance. At the top of the line, Albuquerque Academy has over $200 million  in endowment, which allowed the school to offer over $2.6 million in financial aid to its 1,037 students. 30% of AA’s students receive aid. 1999-2000 tuition was $8,500. This is a 100% subsidy for virtually all the scholarship students. Santa Fe Preparatory School advertises that 24% of its students receive full or partial financial aid.

