NCJCISEDLAW Legislative changes to voucher program
will likely drain $272 million

from NC over next decade

Harmful “Opportunity Scholarship” voucher
programs undermine public education, foster m m
division, and undermine children’s development S

while also costing the state millions
December 2020

Since 2015, the Opportunity Scholarship voucher program has drained limited state
resources from our schools. During the 2020 legislative session, the General Assembly
modified the program, and these changes are expected to increase costs by approximately
$272 million over the next 10 years. For state lawmakers, the added costs of the Opportunity
Scholarship voucher program will lessen funding availability for other state government
responsibilities. For school district leaders, the changes will exacerbate the budget pressures
caused by declining enrollment.

These changes represent the latest expansion of the voucher program’s eligibility and
overall size.

Initially, the program required eligible students to reside in families with incomes less
than 185 percent of the federal poverty level. Income eligibility was increased to 246
percent of the federal poverty level in the program’s second year.

Funding changes
have permitted FIGURE 1: Opportunity Scholarship Funding and Available Vouchers
the program to
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Assembly took the

unusual step of providing the Opportunity Scholarship voucher program with substantial
funding increases through the 2027-28 fiscal year that would bring total program funding to
$144.8 million per year.
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Available funding has exceeded demand for vouchers in every year of the program’s existence. Despite this, the
Opportunity Scholarship voucher program is the only education program in the state with scheduled funding
increases through the 2027-28 fiscal year.

For the time being, these scheduled funding increases and the value of the voucher remain unchanged.

Of course, financial concerns are just one negative aspect of voucher programs. These programs fundamentally
seek toreimagine schooling as anindividualistic pursuit. Like other market-based schooling schemes, vouchers
pit schools and students against each other, whereas a strong public school system recognizes and builds upon
the shared benefits that a quality education imparts on students as well as the broader society.

How Voucher Programs Affect State Budgets

Under a voucher program, the state provides public funds for a child to attend a private school. According to
proponents, voucher programs save the state money when the size of the voucher is less than what the state
spends per child on public schools. For example, if a state spends $5,000 per student on public schools and
provides a voucher of $4,000, the state saves $1,000 for every child who accepts the voucher and leaves public
school to attend a private school. The state spends $4,000 on the voucher, but there’s an offsetting reduction of
expenditures on public schools of $5,000.

This simple example falls apart, however, if vouchers are awarded to children who were already attending
or planning to attend a private school. When vouchers are provided to such students, there is no offsetting
reduction in state expenditures on its schools. In these cases, the $4,000 expenditure is a pure loss for the state.

The eligibility requirements of voucher programs can limit - or extend - the number of vouchers awarded to
students who would have attended a private school even in the absence of the voucher program. Common
measures include requiring voucher students to have been previously enrolled in a public school. Income limits
can also minimize the extent to which vouchers are awarded to students who would have attended a private
school in the absence of the voucher program.

For a voucher program to save money, the following must be true:

Voucher value Students who would have attended a public school

Per-Student Appropriation Total voucher students

In North Carolina, the average voucher in 2019-20 was $3,917, while the base state appropriation per student
was $5,700.1 The voucher value is 69 percent of the state’s per-student appropriations. This means that for
North Carolina’s voucher program to save money for the state, at least 69 percent of voucher recipients need to
be students who would have attended a public school if they had not received a voucher.

It is difficult to know exactly what enrollment decisions families would have made in the absence of the
voucher program. However, research from the NC State College of Education indicates that just 55 percent of
voucher applicants would have attended a public school. According to their survey of parents who applied for
an Opportunity Scholarship voucher for the 2015-16 school year, 45 percent “of parents who applied for, but
did not end up using an Opportunity Scholarship said they enrolled their children in private schools anyway.”?

If the survey results from NC State are accurate, this indicates that the Opportunity Scholarship voucher
program costs North Carolina more than it saves.® This result is confirmed by the results of the more detailed
fiscal impact model below.
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How Voucher Programs Affect School District Budgets

Voucher programs negatively impact district budgeting in two ways.

1. Byreducing availability of state funds, they limit availability of state appropriations

2. Vouchers raise district costs of delivering education by contributing to declining enrollment

In the past several decades, North Carolina has appropriated approximately 40 percent of its general fund
revenues to support public schools. Therefore, if a voucher program costs the state $20 million per year, it is
likely that the program is reducing appropriations to public schools by approximately $8 million per year (40
percent of $20 million).

Voucher programs also affect school district budgets by contributing to lower enrollment. When a voucher
student withdraws from a public school, the district loses funding approximately equal to the average cost of
educating a student. However, the district’s marginal savings from having one less student fall short of their
reduction in state funding. This is because districts have certain costs that are fixed or sticky, such as the cost
of hiring a principal or school building maintenance. These costs cannot be reduced in proportion to the loss of
funding associated with fewer students.

To be fair, lower student headcounts may reduce fiscal pressures in rapidly growing districts with limited
classroom capacity. Fewer students may allow such a district to forego additional construction costs. But few
North Carolina districts fall into this category.

Most North Carolina districts face declining, rather than increasing, enrollment numbers. Since the inception
of the Opportunity Scholarship voucher program in the 2014-15 fiscal year, 91 of 115 districts experienced
declining enrollments as measured by allotted average daily membership.

Opportunity Scholarship vouchers appear to be exacerbating enrollment declines in all of the 91 districts,
except for Graham County, which was not home to any Opportunity Scholarship voucher recipients in the 2019-
20 school year.* In seven districts, the number of resident voucher recipients exceeds the decrease in average
daily membership, indicating that these districts might actually be growing if it were not for the Opportunity
Scholarship voucher program.®

How Changes to Opportunity Scholarship Voucher Eligibility
will Negatively Impact School Finances

In the 2020 legislative session, the General Assembly made two changes to the Opportunity Scholarship
voucher eligibility program that will negatively impact state and school finances going forward.®

First, the income eligibility threshold was raised from 246 percent of the federal poverty level to 278
percent of the federal poverty level. That is, for a family of four, the maximum household income increased
from $64,465 to $72,705. This change affects the program’s financial impact by extending eligibility to more
families who were planning to send their children to a private school even in the absence of the voucher
program.

Second, the NC General Assembly removed the cap on the number of new vouchers that could be awarded
to students entering kindergarten or 1st grade. Initial eligibility for an Opportunity Scholarship voucher
requires a student to have been previously enrolled in a public school unless they are entering kindergarten
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or 1st grade. As a result, many of the voucher applicants entering kindergarten or 1st grade are children who
would have attended a private school even in the absence of the voucher program. Prior to the 2020-21 school
year, only 40 percent of newly awarded vouchers could go to students entering kindergarten or 1st grade. This
cap was vital to minimizing program costs.

The figures below demonstrate how these two programmatic changes negatively impact state finances.
Projections are based on the same methodology the General Assembly relied on to determine the Opportunity
Scholarship’s fiscal impact when it was initially introduced (a detailed explanation of the model can be found
in the Fiscal Note attached to 2013’s HB 944.") For this analysis, variable estimates have been updated based
on actual program data on eligible demand and awards by grade level.

Estimating the fiscal impact requires projecting what the program would look like had the General Assembly
not made any programmatic changes in 2020 (the original program), projecting what the program will look like
as a result of the 2020 changes (the modified program), and comparing the results. Both projections require
making certain assumptions but provide an informed projection of the magnitude of program costs resulting
from legislative changes.

Within each of these two scenarios, the important figures are the number of vouchers awarded to:

o Switchers: Students who would likely otherwise have enrolled in a public school if they had not
received a voucher. Such students save the state money.

o Private schoolers: Students who would likely have attended a private school even in the
absence of the voucher program. Such students cost the state money.

Figure 2 details the estimated change in the number of vouchers awarded by student type under each scenario.

The programmatic changes increase the overall number of projected voucher recipients over the next 10 years.
The increase in private schoolers, however, dramatically outpaces the projected increase in switchers. By FY
2029-30, we project

that the number of
switchers will likely FIGURE 2: Change in Opportunity Scholarship Voucher Recipients
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This surge in  private
schoolers dramatically
increases program costs. Had
the NC General Assembly
not changed the program’s
parameters, the
estimates that the program

model

Vouchers

would begin saving the state
money beginning in FY 2026-
27. But due to the increased
income eligibility and the
elimination of the cap on
new awards to entering
kindergartners  and  1st
graders, the program is now
predicted to cost the state
millions into the foreseeable
future.

The net impact of the changes is
shown below in Figure 4 as the
difference between the two scenarios.
By FY 2029-30, the annual cost of
these programmatic changes could
surpass $40 million. The total cost of
these changes over the next 10 years
is likely to exceed $270 million.

Detailed calculations can be found in
the Appendix.

Other Issues with
Voucher Programs

The negative fiscalimpact of vouchers
is not the only reason why they are
problematic. Even if the Opportunity
Scholarship voucher program saved
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FIGURE 4: Net Fiscal Impact of SL 2020-97 on the Opportunity
Scholarship Voucher Program
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the state money, there would be good reason to eliminate it.

~—— Modified Program

Vouchers undermine the idea of education as a shared public good. As a society, we all have a stake in
ensuring every student receives the education they need to become flourishing adults and active, informed

citizens. Butthattieis eroded when we view education as solely anindividualistic pursuit without any standards

or democratic accountability.

The Opportunity Scholarship voucher program subsidizes discrimination against LGBTQIA families.

Schools accepting voucher students are forbidden from discriminating on the basis of race, color, or national
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origin. However, the voucher schools are permitted to discriminate on the basis of religion, gender, and sexual
orientation. Lawmakers have additionally failed to create a public process for students or their families to
report discriminatory practices. Many of the largest recipients of voucher subsidies have explicit policies and
prohibitions against homosexuality.?

It is unlikely that Opportunity Scholarship voucher students are receiving a superior education in their
private schools. Recent studies of statewide voucher programs in Indiana, Louisiana, Ohio, and Washington,
DC, have all found that vouchers reduce scores on state tests, especially in math.®

North Carolina’s voucher schools are not required to meet any minimal standards for teacher or school quality:
« Teachers do not have to be licensed and schools do not have to be accredited
« Only the school’s leader is subject to background checks

« Approximately 77 percent of private schools receiving vouchers are using curricula that do not
comply with state standards®

« Many of the schools rely on religion-based curricula that downplay slavery and claim that
humans and dinosaurs lived together*

It is no coincidence that North Carolina’s voucher schools and pro-voucher lawmakers have resisted any
attempts to meaningfully measure the program’s academic outcomes.

Such issues make voucher programs harmful to society. They undermine education as a shared societal goal,
they foster division and hatred, and they undermine children’s ability to become flourishing adults by teaching
untruths.

These issues become harder to overlook when the program is also costing the state millions of dollars per year
and increasing budgetary pressures on our school districts. H

Endnotes

1. Thisisthe per-student appropriation, less spending on students who would generate supplemental funding for Limited English Proficiency or Children with
Disabilities.

2. AnnaJ. Egalite, Ashley Gray, Trip Stallings, “Parent Perspectives: Applicants to North Carolina’s Opportunity Scholarship Program Share Their Experiences,” 0S
Evaluation Report #2, July 2017

3. Itis possible that the 45 percent figure may be somewhat of an overestimate, as the survey was provided to all applicants rather than all income-eligible applicants.

4. Opportunity Scholarship voucher recipients are reported at the county, rather than school district level. As a result, it is possible that there are certain city school
districts with declining enrollment and boundaries that fail to domicile any Opportunity Scholarship voucher recipients.

5. The seven districts are Forsyth, Gaston, Harnett, Henderson, Lee, Pamlico, and Pitt.

6. SL2020-97, Section 3.3

7. Thefiscal note can be found here: https://www.ncleg.gov/Sessions/2013/FiscalNotes/House/PDF/HFN0944v2.pdf

8. Olivia Perry, “Learning to Discriminate: Vouchers and Private School Policies’ Impact on Homosexual Students,” First Amendment Law Review, Vol. 17, 2019.

9. Matt Barnum, “Do school vouchers ‘work’? As the debate heats up, here’s what research really says,” Chalkbeat, February 21, 2020, as found at: https://www.

10. Bonnie Bechard, “NC Private Schools Receiving Vouchers: A Study Of The Curriculum,” May 2, 2018, as found at: https://obxcommongood.org/nc-private-schools-
receiving-vouchers-a-study-of-the-curriculum/

11. Rebecca Klein, “Voucher Schools Championed By Betsy DeVos Can Teach Whatever They Want. Turns Out They Teach Lies.” Huffington Post, December 20, 2017.
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