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A MESSAGE FROM THE FRIEDMAN FOUNDATION:

OUR CHALLENGE TO YOU
Our research adheres to the highest standards of scientific rigor. We 

know that one reason the school choice movement has achieved such 

great success is because the empirical evidence really does show that 

school choice works. More and more people are dropping their oppo-

sition to school choice as they become familiar with the large body 

of high-quality scientific studies that supports it. Having racked up a 

steady record of success through good science, why would we sabotage 

our credibility with junk science?

	

This is our answer to those who say we can’t produce credible research 

because we aren’t neutral about school choice. Some people think that 

good science can only be produced by researchers who have no opin-

ions about the things they study. Like robots, these neutral researchers 

are supposed to carry out their analyses without actually thinking or 

caring about the subjects they study.

	

But what’s the point of doing science in the first place if we’re never al-

lowed to come to any conclusions? Why would we want to stay neutral 

when some policies are solidly proven to work, and others are proven 

to fail?

	

That’s why it’s foolish to dismiss all the studies showing that school 

choice works on grounds that they were conducted by researchers who 

think that school choice works. If we take that approach, we would 

have to dismiss all the studies showing that smoking causes cancer, 

because all of them were conducted by researchers who think that 

smoking causes cancer. We would end up rejecting all science across 

the board.

The sensible approach is to accept studies that follow sound scientific 

methods, and reject those that don’t. Science produces reliable empiri-

cal information, not because scientists are devoid of opinions and mo-

tives, but because the rigorous procedural rules of science prevent the 

researchers’ opinions and motives from determining their results. If 

research adheres to scientific standards, its results can be relied upon 

no matter who conducted it. If not, then the biases of the researcher 

do become relevant, because lack of scientific rigor opens the door for 

those biases to affect the results.

	

So if you’re skeptical about our research on school choice, this is our 

challenge to you: prove us wrong. Judge our work by scientific stan-

dards and see how it measures up. If you can find anything in our work 

that doesn’t follow sound empirical methods, by all means say so. We 

welcome any and all scientific critique of our work. But if you can’t find 

anything scientifically wrong with it, don’t complain that our findings 

can’t be true just because we’re not neutral. That may make a good 

sound bite, but what lurks behind it is a flat rejection of science.
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Executive Summary

Parents of students with disabilities face perhaps the greatest challenges in finding the best education for their child. 
Any student identified as needing special education is guaranteed to receive a “free and appropriate public education” under 
federal law. However, decisions about what services each student will receive are largely in the hands of schools.  Because 
the expense of educating special needs children exceeds the state and federal aid that is typically available, school districts 
often look to minimize the level of services provided. Often, neither the providers nor users of the special education system 
in public schools are satisfied with these services.

A special needs scholarship program funded by a tax credit would provide a desirable alternative for special education 
students enrolled in public schools that are not meeting their needs.  By allowing parents to use a portion of the public funding 
associated with their child’s education at a private school of their choice, parents would be able to place their child in the best 
setting for their unique educational needs.  

Our analysis examines the demographics of the special needs population in public and private schools in Oklahoma and 
estimates the impact on school enrollments providing tax credit funded scholarship grants for special needs students.  We 
develop a model that shows how the expenditures of Oklahoma’s school districts vary with enrollment changes for both regular 
and special needs children, and show the state and local fiscal impacts of a special needs tuition tax credit program.

Key findings include:

Over 96,000 public school children in Oklahoma require an Individualized Education Program (IEP). •	 1  IEP’s are required 
by law to meet the educational needs of children with special requirements in Oklahoma’s public and private schools.

About 60 percent of Oklahoma’s special needs children qualify for the federal free and reduced lunch program.  •	

On average, local school districts spend in excess of $5,000 more per student with an IEP than they do for a child without •	
an IEP, although there is tremendous variation depending on the severity of a child’s disability.  On average, the addition 
or loss of a student with an IEP changes local school district expenditures (variable expenditures, not including fixed 
expenditures2) by $10,169, compared to expenditures of $4,388 for a student without an IEP.

Oklahoma provides about $3,479 per pupil in “foundation” aid based on enrollment levels to students without special •	
needs. The average amount of aid for each special needs student is about $5,113.

Local school districts receive about $1,600 more in state education aid and $2,931 from all levels of government, on •	
average, for each special needs student, while their expenditures are higher by an average of $5,781 (higher for smaller 
school districts and lower for larger districts).  As a result, local school districts receive a fiscal benefit and the per 
pupil resources available to remaining students is increased when special needs students leave a school district.  

We estimate demand for special needs tax credit scholarships among all special needs students in Oklahoma’s public •	
schools will be: 

3,443 for scholarships valued at $5,000 or about 3.6% of special needs students in Oklahoma’s public schools.•	

6,886 (7.1% of special needs students) at a scholarship value of $10,000. •	

10,329 (10.7% of special needs students) for $15,000 scholarships.  •	

One-half (50.5%) of the demand for special needs scholarships will come from children who are eligible for the federal •	
free and reduced lunch program. 

The State of Oklahoma receives a net fiscal benefit for a special needs scholarship program with values of $5,000, but •	
experiences net losses at scholarship values of $10,000 and $15,000.  Much of the net fiscal loss for the state can be offset 
by adjusting aspects of the tax credit mechanism, and by adjustments in other program features.  

 Local school districts always receive a substantial fiscal benefit from a special needs scholarship program, and as long •	
as the value of special needs scholarships is less than $15,000, the total net fiscal impacts on state and local government 
will be positive.  Although they lose some state education aid, they retain local and much of the federal aid associated 
with special needs students.  

For a complete listing of the foundation’s research, please visit our web site at www.friedmanfoundation.org.
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Introduction 
Parents of students with disabilities face a number of difficult choices in determining how to get the best education for their children. 

Any student identified as needing special education is guaranteed to receive a “free and appropriate public education” under federal law. 
However, decisions about what services each student will receive are largely in the hands of schools. The expense of educating special 
needs is frequently cited as a significant contributor to rapidly rising public school expenditures. Because the expense of educating special 
needs children often far exceeds the state and federal aid that is typically associated with those children, school districts may look to 
minimize the level of services provided to special needs students in order to stay within budget constraints. Often, neither the providers 
nor users of the special education system in public schools are satisfied with the service provided.

A special needs, tuition tax credit funded, scholarship program would provide a desirable alternative for special education 
students enrolled in public schools that are not meeting their needs. Over the last few years, school choice programs for students with 
disabilities have been among the fastest growing school choice policies. In 1998, Florida’s McKay Scholarship Program for Students with 
Disabilities became the first to offer taxpayer-funded vouchers for students identified as disabled. Students designated as disabled could 
use vouchers to attend a private school or a public school other than the local public school to which they had been assigned. Since it 
was first implemented in 2000–01 the McKay Scholarship Program has grown from serving 970 students in 100 private schools to serving 
19,852 students in 846 private schools, making it the largest school-choice program in the United States. Other states have followed Florida 
by offering similar voucher programs for disabled students. Special education voucher programs are currently operating in Ohio, Utah, 
Georgia, and Arizona, and bills to implement or expand these programs are being considered and have passed at least one legislative 
chamber in several other states.

Florida’s McKay special needs scholarship program appears to have increased satisfaction and reduced antagonism between parents 
and school systems. The number of special education mediations per 1,000 students has decreased and the number of state complaints 
and state complaint orders issued has been reduced, as have the number of due process hearing requests. Because due process hearings 
are the required gateway to lawsuits, expensive legal actions also appear to have dropped after parents discovered an alternative to 
taking their own school to court. At the same time, at an average scholarship cost of $7,295 in 2007-08, the Florida McKay Scholarship 
Program delivered increased parental satisfaction at a cost that is well below the average public school expenditure per special needs 
student, producing savings for state and local governments. 

High quality empirical studies have documented the educational benefits of school choice programs for participating students as 
well as those students who remain in public schools.3 Most recently, an evaluation of the McKay special needs scholarship program found 
similar educational benefits to participants in that program as well as students who remain in the public schools.4 

 Our analysis begins with a brief discussion of how Oklahoma funds elementary and secondary education. We examine 
the demographics of the special needs population in public and private schools in Oklahoma and estimate the impact on public 
and private school enrollments of a program that provides tax credit funded scholarship grants for special needs students. 
We develop a model that shows how the expenditures of Oklahoma’s school districts vary with changes in student enrollment 
for both regular and special needs children, and describe the fiscal impact of a special needs tuition tax credit program on 
Oklahoma’s state budget and local school districts.

 

How Oklahoma Funds Public Schools and Students With Special Needs
The expense of educating children in Oklahoma is a responsibility shared between all levels of government. The state provides 

the largest share of funding for common schools annually, and education represents the largest single item in the annual state budget. 
According to the Oklahoma Cost Accounting System, state lawmakers appropriated more than $2.6 billion for elementary and secondary 
schools for the 2006-07 school year, representing 65 percent of the total revenue of Oklahoma’s public schools. Local and county funds 
totaling $955 million accounted for another 23 percent of public school revenue. Finally, the federal government supplied about 12 percent 
or $477 million, including $124 million in funding for students with special disabilities.

The basic state support mechanism for Oklahoma schools includes a two-tiered equalization program. The first component is a 
foundation formula with a transportation supplement. The second tier is the salary incentive aid, a modified guaranteed yield formula. 
Key features of Oklahoma’s state education finance program include:

State aid is appropriated to school districts with a primary goal of increasing the equality of resources available for educating •	
each child across school districts. Thus, in the aggregate, state support for local schools is distributed in inverse proportion to 
local ability to raise revenue.

The primary source of state aid for local school districts, equaling 80% of the state aid for local schools, is distributed via the •	
Foundation and Salary Incentive aid program.
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State aid is enrollment driven, with weighted average daily membership (ADM) used as the formula unit of funding. The foundation •	
aid program for a given local district includes a legislatively determined statewide base support factor ($1,642 for FY 2008–09) 
multiplied by the district’s weighted ADM.

The salary incentive aid component of the Oklahoma funding system (fundamentally a guaranteed yield formula) constitutes a •	
second tier resource equalization program. The local portion of the program was derived from an annual levy up to 20 mills5 for 
each local district. In FY 2008-09 the state guaranteed $78.97 per weighted ADM. 

State aid is also distributed via 17 categorical grant programs, some of which are dependent on enrollment levels of particular •	
categories of students.

The local foundation program income for the district is subtracted from this product. This income includes a district ad valorem •	
tax levy on real property, a county wide levy, and collections from several dedicated revenue sources. State foundation aid results 
from the subtraction of the local foundation program income from the total foundation program. 

How Enrollments And Special Needs Students Affect School Funding 
The relationship between enrollment levels and school funding is a question of particular importance for determining the fiscal 

impact of school choice programs. Funding from different sources responds to changes in enrollment in different ways. While most school 
funding that comes from the state varies with enrollment, local school funding does not.

Over 90 percent of state support for public schools in Oklahoma is calculated on the basis of some measure of enrollment. The 
foundation aid and salary incentive portion of aid account for 90 percent of state funding for schools. These programs are directly calculated 
on the basis of weighted ADM and thus vary directly as a district adds or loses students, either among the general student population 
or among specific categories of students (such as students with special needs, economically disadvantaged students, or students with 
some other characteristics for which these state funding programs provide enhanced funding). 

 Some of the remaining 10 percent of state aid that is provided via 17 categorical funding programs is determined directly or 
indirectly by enrollment – however, dollar figures are not directly a function of the number of students in a district. Based on data from 
the Oklahoma Department of Education, we assume that about $2.36 billion of state education aid in 2006-07 was distributed on the 
basis of some type of enrollment-based calculation, while $262 million does not vary with enrollment. In calculating state aid based on 
enrollment, districts are allowed to choose either the current or prior year’s enrollment (ADM), whichever yields the larger amount of 
state aid. Thus districts are protected from unexpected declines in state aid because of a drop in enrollment and given at least one year 
to adjust before a loss of state revenue occurs. The loss of a student who has left a school district for any reason has the same effect on 
a district. Enrollment has relatively little effect on local revenue in the short term but over time, enrollment changes may prompt larger 
adjustments to local revenues. In terms of either local or state sources of revenue, local districts do not experience significant reductions 
in revenues in the short-term as enrollments decline. 

Some revenues from federal sources are affected by enrollment levels but they are calculated on the basis of complex formulas that 
include provisions which result in funding not varying directly with enrollments. Federal funds for special needs students are distributed 
through the Individuals with Disabilities Education Act (IDEA). This law contains a grant formula that depends on the number of students 
in a district identified as receiving special education services and the statewide average spending per student. However, districts are 
guaranteed to receive at least 85 percent of their prior-year allocation, even if the number of eligible students declines. Finally, each state, 
regardless of size, is guaranteed to receive at least a certain minimum share of the total appropriation. As a result of these hold-harmless 
and small-state provisions, the amount of money a school district ultimately receives is only very loosely related to the actual number 
of students in that district identified as having special education needs. For the sake of this analysis, we will assume that 15 percent of a 
district’s per-student IDEA funding will go away when a special education student leaves an Oklahoma public school to attend a private 
school. This is the most conservative assumption we can make, because districts are guaranteed to receive at least 85 percent of their 
prior year funding even if its number of special education students declines. Because federal funding for schools is dispersed across a 
large number of funding streams, it is difficult to determine the exact percentage of federal funding that varies with enrollment.

Table 1 uses 2006-07 funding levels as reported by the Oklahoma Department of Public Instruction to present a basic scenario of 
how funding changes as enrollments change.

 

Funding For Special Needs Students
There are no categorical state aid programs in Oklahoma to allocate funds for students with special needs; rather, special needs 

students are given additional weighting in the formulas that calculate ADM for distributing foundation aid on the basis of enrollment. 
There are 12 categories of special needs that are given weights ranging from a low of .05 for a speech impaired student, to 3.80 for blind, 
deaf, or visually impaired students. These weights acknowledge that special needs students place additional resource requirements on 
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local school districts. The weights also acknowledge that there is tremendous variation in the additional resources required to educate 
special needs students, depending upon the nature of their disability.

Oklahoma does not report finance data on the percentage of state aid to local school districts that result from the additional weight 
giving to special needs students. The state does, however, report on the number of special needs students by type of disability. Using 
this data we can approximate the amount of state aid allocated, on average, for special needs students compared to the overall average 
aid per pupil. We multiplied the reported number of special needs students in each disability category by the weights assigned to each 
category for 2006-07. Table 2 compares the overall statewide average of per pupil operating revenue with our estimated average per pupil 
funding for special needs students.

A large percentage of special needs students who have a learning disability or a speech impairment are given low weights (.4 for 
students with learning disabilities, meaning that each student generates 40% more in enrollment-based state aid, and .05 - or an additional 
5 percent in per pupil state aid - for the approximately 14,000 students with speech impairments). Students with learning disabilities and 
students with speech impairments accounted for 62 percent of the special needs students in Oklahoma public schools.  

Table 2 shows that, on average (but with large variations depending on the level of disability) for each special needs student, the 
state of Oklahoma provides about $5,548 in education aid. Of the $5,548, about 92 percent, or $5,113, is responsive to changes in enrollment 
levels. Thus if nothing else changed, when a new special needs student enters a school district, a district would, on average, receive $5,113 in 
additional state funding via the State’s foundation and other enrollment based forms of education aid payments. This amount of aid for special 
needs students is just $1,654 more per student than the amount received for students without special needs. Again, these are aggregated 
averages, and the amount of aid associated with each special needs student depends primarily on the nature and severity of their disability.

STATE SOURCES
Funding Determined by Enrollment

Categorical Aid Not Dependent on Enrollment

 

TOTAL STATE SOURCES

LOCAL SOURCES (INCL. COUNTY)

FEDERAL SOURCES

TOTAL* 

PercentPer Student

$2,361,490,403 

$262,387,823 

$2,623,878,225 

$957,526,284 

$485,104,243 

$4,066,508,752 

 

Amount

Oklahoma Public School Operating Revenue* - FY2006-07

Table 1

$3,731 

$415

$4,146 

$1,513 

$766 

$6,425 

90.0%

10.0%

 

64.5%

23.5%

11.9%

100%

* Revenue other than for operating expenses (from Building and Sinking Funds) equals $798 per pupil       Source: Author’s calculations based on Oklahoma  Dept. of Education Annual Report for FY 2006-07

STATE SOURCES

Funding Based on Enrollment

Categorical Aid Not Dependent on Enrollment 

TOTAL STATE SOURCES

LOCAL SOURCES

FEDERAL SOURCES

TOTAL 

TOTAL FROM NON-LOCAL SOURCES 

$3,479 

$415 

$3,894 

$1,513 

$573 

$5,980 

$4,467

Statewide Avg. Per Non-
Special Needs Student

Per Pupil Operating Revenue - FY2006-07
Table 2

Difference

$1,654

$0

$1,654

$0

$1,277

$2,931

85 

$5,133

$415 

$5,548 

$1,513 

$1,850 

$8,911 

$7,398 

Special Needs Students

Source: Author’s calculations based on Oklahoma Department of Education Annual Report for FY 2006-07
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Conversely, when a student leaves a district, state per-student funding is reduced. However, Oklahoma’s school finance laws allow 
school districts the option to base their calculations for determining state enrollment-based education aid on the prior year’s enrollment 
levels. Thus, districts with enrollment declines are cushioned against the loss of state aid and given time to adjust budgets to accommodate 
enrollment declines. This hold harmless provision or ‘cushion” preventing revenue declines would occur with an enrollment decline 
whether or not it was resulting from a special needs tuition scholarship program. In effect, the state of Oklahoma continues to provide 
state education aid to districts for students who no longer attend public schools. Moreover, in situations where a student leaves one local 
school district to attend another district with increasing enrollments, the state may actually provide aid to two different school districts 
for the same student in the same year.  

Federal regulations for funding under the Individuals With Disabilities Education Act (IDEA) guarantee that local school districts 
receive at least 85 percent of their prior-year allocation, even if the number of eligible students declines. Other federal revenues are also 
affected by enrollment levels, whether this includes special needs students or not. Many of these revenue funds are only loosely affected 
by year-to-year changes in enrollment levels. We conservatively estimate that 85 percent of federal revenues (or $1,573 per student) 
remain with a school district when a special needs student leaves a district in Oklahoma.

Finally, the entire $1,513 of revenue from local sources is retained in the district. In the long run, all revenue is at least potentially 
variable with enrollment; with the exact extent dependent upon the decisions of local school boards and those that approve their 
budgets, but the shorter-term impacts are often of greatest concern. Table 3 shows how Oklahoma’s aggregate and per-student 
school district revenues would have been affected if enrollment in the 2006-07 school year had been lower by 2,000 students6 as a 
result of a modest special needs scholarship program that resulted in about 2% of Oklahoma’s special needs students migrating 
from public schools to private schools. 

As we have noted, school districts in Oklahoma are given the option to use the prior year’s enrollment figures in making enrollment-
based state aid calculations. Not all districts would choose this option and eventually the state revenue associated with students who 
leave a school district will not be counted for purposes of distributing state aid. To simplify these variables for purposes of illustrating 
the revenue impacts of a special needs tuition tax credit scholarship, we assume that the state education aid associated with each special 
needs student is lost by a school district as soon as a student leaves the district. In addition, we assume that 85 percent of the federal aid 
associated with each special needs student remains in the district, based on current IDEA regulations.

Table 3 shows that the loss of 2,000 special needs students will reduce state aid to school districts by over $10,000,000 because these 
students receive higher levels of state aid per pupil. Nevertheless, the aggregate state aid per pupil still rises by the small sum of $6 per 
pupil. Factoring in local revenue which does not change and federal revenue of which 15 percent of the funding associated with special 
needs students will be lost, total revenues per pupil increase by $12 per student in Oklahoma public schools. 

This additional per pupil funding available to students who remain in the public schools is minimal, but it is important in illustrating 
that a scholarship program that allows special needs students to migrate to private schools does not “drain resources from public schools.” 

The implications of this analysis are:

Under the current system of Oklahoma public school funding, an average decline in special needs student enrollments - while •	
resulting in a decline in total revenues - actually produces a small increase in the resources available for educating each student 
who remains in the district.

STATE SOURCES

Funding Based on Enrollment

Categorical Aid and Equalization  

TOTAL STATE SOURCES

LOCAL SOURCES

FEDERAL SOURCES

TOTAL 

$2,350,915,150 

$262,697,075 

$2,613,612,225 

$957,526,284 

$484,549,134 

$4,055,687,643 

Amount

Change in Oklahoma School District 2006-07 Revenues
Resulting From a Decline in Special Need Student Enrollment (Enrollment Decline From 633,005  to 631,005)

Table 3

Revenue Source

($10,266,000)

$0 

($10,266,000)

$0 

($555,109)

($10,821,109)

Change from Actual 
2006-07 Revenue

$3,726 

$416 

$4,142 

$1,517 

$768 

$10,750 

Per Student
Revenue

$5 

$1 

 $6 

$4 

$2 

$12 

Change Per Student 
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 Smaller public school enrollments can result in savings for the state of Oklahoma without reducing the per-student revenues •	
available to local school districts.

This analysis demonstrates that school districts do not decrease the resources available for educating each student when students 
receive special needs scholarships to attend private schools. For many districts however, the primary benefit of a special needs scholarship 
program is that it helps to minimize the population of students that require the largest expenditures of resources to educate, while reducing 
disputes over individual education plans (IEPs) and increasing parental satisfaction. Districts are likely to receive a significant reduction 
in expenditures when the population of special needs students is reduced. 

As long as the revenue loss associated with each special needs student who leaves a school district is lower than the amount by 
which total school district expenditures are reduced when a student leaves, a local school district cannot be made worse off financially 
by the loss of a student. The next section of this report examines the local school district expenditure implications of increases and 
decreases in Oklahoma’s public schools of special needs students as well as students without special education needs.

 

How School Expenditures Vary With Enrollment
Evaluating the fiscal impact of special needs student enrollment changes on Oklahoma school districts requires not only an 

understanding of how state education aid to communities is affected, but also some estimate of how expenditures of school districts 
change in response to enrollment changes. 

When special needs students leave a school district in Oklahoma, the district loses state aid and a small percentage of federal 
aid associated with those children, but expenses associated with educating the children also decline. For special needs children, those 
expenses are likely to significantly exceed the revenue associated with each special needs student.  One criticism of school choice is that 
the loss of students is not accompanied by a concomitant decrease in expenses. While that may be true in the very short term (less than 
one school year) or with very small enrollment changes, it is much less likely to be true in the education of many special needs students 
because much of the educational services these students receive is delivered via personnel who do not serve the student population as a 
whole. In some instances where a student requires his or her own full-time aide or teacher, the entire per-student expenditure could be 
eliminated if that student receives and uses a scholarship. But in cases where resources are being shared across disability categories, all 
the costs attributed to that one student may be transferred to another disability category after that student leaves, with no reduction in 
overall costs. For this reason, it often is argued that it is impossible to forecast how costs will change as students come and go. However, 
econometric techniques can be used to determine how expenditures (not costs) change with the addition or subtraction of different 
categories of students. 

Increasingly, studies have demonstrated that local school district expenditures are sensitive to declines in enrollment.7  To date, 
however, little of that research has been focused on the sensitivity of district expenditures to changes in special needs student enrollments.

Using detailed school district data on the revenues and expenditures of Oklahoma school districts from the U.S. Department 
of Education “Common Core of Data,”8 we employed an econometric approach to estimate the variable expenditures associated with 
educating each special needs student in Oklahoma, as well as the expenditures associated with students who do not have special needs. 
We used detailed school district financial data from all districts for the 1995-96 through 2005-06 school years to determine to what extent 
current expenditures (those expenditures most directly related to day to day instructional expenditures, excluding capital expenses, 
debt service, transportation, and enterprise funds) are variable (that is, responsive to the addition or loss of students in a district) and 
to what extent they are fixed.9 For this study we considered variable expenditures to be expenses that are variable over a period of at 
least a year. This analysis will test the expectation that school districts can and do adjust their expenditures to reflect enrollment levels 
from one year to the next.

We developed simple linear regression models to estimate the expenditure structure of public schools in Oklahoma. We identified 
the model with the strongest ability to describe and predict how both total expenditures and ‘general fund” expenditures of school districts 
change in response to changes in enrollment. It is expressed by the following equation:

ChngExpenditures= α + Chng RegEnrollment + ChngIEP + PctFree + 1995Expend + ε
Where:	 α = Constant

	 ChngExpenditures = Change in district current expenditures 1995-2006
	 ChngRegEnrollment = Change in non-special needs enrollment 1995-2006
	 ChngIEP= Change in special need student enrollment 1995-2006
	 PctFree = Percentage of students in the district who qualify for the federal free lunch   program (a proxy for the wealth of the district)
	 1995Expend = District current expenditures in 1995-96
	 ε = Error term
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We include 1995 expenditures as an explanatory variable because the past preference for the level of spending on schools is likely 
to be a strong predictor of current and future preferences for spending levels. That is, districts that spend more or less on a per pupil 
basis relative to other districts are likely to continue a similar relative pattern unless there is a significant change in the demographic 
composition of a community. The percentage of free lunch eligible students in the district is a proxy variable that measures the 
socioeconomic (wealth) characteristics of the district population. 

We tested a number of variations of this model, including a fixed-effect variation that sought to capture the differences in variable 
costs per student across districts of different sizes. This variation strongly pointed to differences in variable costs; the impacts on small 
districts are on average, large (on the order of $15,000 to $22,000 per special needs student), while larger districts showed smaller variable 
expenditures (but still much higher than the variable expenditures associated with non-special needs students). However, we lacked an 
empirically-determined basis for grouping districts to measure the fixed-effects (the basis for dividing districts into groups to see how 
district size affects variable expenditures). Because the variable expenditures of very small districts can be dramatically affected by 
even a single special needs student, which would contribute to an overestimate of special needs expenditures, we dropped the smallest 
districts (those with less than 100 students) from our analysis. 

At the other end of the district size spectrum, Oklahoma’s largest school districts, those with more than 10,000 students, appear much 
less affected by the addition or loss of special needs students and their inclusion contributes to an underestimate of the expenditures related 
to special needs students. Large districts are more likely to achieve “economies of scale” in educating special needs students. Because 
large districts may have significant numbers of special needs students, they typically have greater staffing and infrastructure to educate 
special needs students and they may experience the high marginal increase in expenditures that small districts often experience with the 
addition of special needs students. Excluding the smallest and largest districts from our analysis means that our variable expenditures 
analysis includes 90 percent of Oklahoma’s school districts. Further research should look to develop a fixed-effects model that would allow 
for inclusion of all districts. In addition, the risk of omitted variable bias is real in any effort to succinctly model educational expenditure 
changes and the presence of collinearity may make the results less stable than desirable. Despite this, results clearly demonstrate that 
the variable expenditures associated with special needs students are greater than the revenue that districts receive to educate these 
students. The best interpretation of our results is that for all but the largest and smallest school districts in Oklahoma, the variable 
expenditures associated with educating special needs students ranges between $9,000 and $11,000. 

The model estimates that the variable current expenditures associated with educating each additional special needs public school 
student in Oklahoma in the 2005-06 school year were $10,169 per student, compared to $4,388 for students not requiring special services. The 
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model explains 95 percent of the nominal change in school district expenditures between the 1995-96 and 2005-06 school years. A majority 
of district expenditure data in Oklahoma is reported as spending by individual schools and thus provide a more accurate depiction of how 
expenditures are affected by changes in enrollment than does data for districts that include many schools. This is because some schools in a 
district may have experienced enrollment changes different than other schools or the district total. These results are not meant to imply that 
an increase or decline in a small number of students in a school would necessarily lead to the increases or decreases in school expenditures 
as implied above. However, in larger numbers and across districts, over time expenditures are highly responsive to enrollment changes. 

Because the change in expenditures associated with each special needs student who enters or leaves Oklahoma’s public schools is 
greater than the loss of revenue per student, the loss of students from a school district would have a net positive impact on local school 
district finances. At the same time, the district would (on average) see a decrease in current expenditures of $10,169. Thus, at least in 
the short run, school districts are financially better off when special needs student enrollment declines in an Oklahoma school district. 
Special education enrollment declines do result in a loss of a majority of state education aid (but in most cases not in the first year after 
the enrollment decline) and larger amounts of state education aid than if a non-special needs student left a school district, but most 
federal aid is retained and all local revenues are retained. 

Each year thousands of school children migrate between school districts; individual districts lose and gain students; and local 
districts regularly adjust their expenditures to accommodate these changes. Our analysis of U.S. Census Bureau data suggests that 12.4 
percent of Oklahoma school age children in 2008 lived in a different home or apartment than they did in 2007.10  This implies that about 
79,000 public school students change residences each year, and it is likely that a significant percentage of those who move do so in a way 
that requires changing schools and/or districts. The number far exceeds the number who would participate in a special needs tax-credit 
scholarship program. Our analysis shows that concerns over the potential fiscal impacts of such a scholarship program on local school 
districts not only are overstated, but they fail to understand the fundamental local district fiscal effect of expanding school choice for 
special needs students in Oklahoma; an increase in the resources available for each student who remains in the school district and a 
large reduction in expenditures.

Demographics of Oklahoma’s Special Needs School-Age Children
Just under 96,000 public school students in Oklahoma have special needs that require the development of an individualized education 

plan (IEP). That number has increased significantly over the past decade, rising from less than 12 percent of all public school students 
in Oklahoma to over 15 percent (Figure 1).   
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As A Percentage of All Public School Students, Special Needs Students 
Have Increased Sharply Over the Last Decade 

Figure 1
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Special Needs Students Attend Both Public and Private School in Oklahoma
One concern about a tax credit financed special needs scholarship is that private schools are less willing to educate children with 

special needs. Data on the number of special needs students in public schools are readily available from state and federal agencies but 
data for private schools must be estimated. For this study we examined data from the U.S. Census Bureau’s “American Community 
Survey” for Oklahoma to estimate the number of private school students with special needs.  Using the same procedure we estimated 
the number of special needs students in private schools as a check on the method’s ability to produce accurate estimates. The American 
Community Survey contains questions regarding physical and some cognitive disabilities but does not include special needs such as 
specific learning disabilities and speech impairments. As a result, the survey understates by about half the actual number of special 
needs students in Oklahoma’s public schools. We adjusted the ACS data for both public and private school students and arrived at an 
estimate of 14.8 percent of public school students and 8.8 percent of private school students are special needs students. This implies that 
about 3,852 special needs students attend Oklahoma private schools. Based on these estimates, private schools educate about 4 percent of 
Oklahoma’s special needs students and about 7 percent of all students. Special needs students are thus underrepresented in private schools.

Although special needs students attend private schools, they do so in smaller percentages than public schools. However it is not 
accurate to conclude that the lower percentage attending private schools is a result of private school reluctance to enroll special needs 
students. While that may be the case with some schools, it likely results from the fact that a relatively high percentage of special needs 
students are from households at the lower end of the income scale. Examining ACS and other Census data allows us to estimate the 
distribution of special needs students in public and private school by income category. Figure 2 shows that 60 percent of special needs 
students in public schools and 50 percent in private schools qualify for the federal free and reduced lunch program, meaning they live 
in households at or below 185% of federal poverty guidelines. 

In the absence of a universal school choice program, parents of special needs children will largely exercise school choice by 
choosing to live in communities that best match their preferences for educational services or by paying to have their children attend 
private schools. Special needs students disproportionately come from households with moderate and low income, making the choice of 
community or private school less available to them. One result of the absence of a special needs choice program is that families and 
school children segregate themselves along lines of income, parental educational attainment, and race and ethnicity. 

A disproportionate number of special needs children come from lower income households making it even more difficult for many 
parents of special needs children to choose an educational setting that best meets their needs. The demand for private schooling in 
Oklahoma increases significantly in line with family income. Figure 3 shows that:

 Special needs children in Oklahoma are disproportionately from families at the lower end of the income spectrum.•	

20,000 40,000 60,000 80,000 100,0000 120,000

Source: Author Analysis of  U.S. Census Bureau American Community Survey 2007 data for Oklahoma

Forty Percent of Oklahoma’s Public School Students Qualify for the 
Federal Free and Reduced Lunch Program

Figure 2
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 As family income increases, parents of special needs children are more likely to choose private schools to educate their children.•	

 Without increased efforts to introduce more choice in educating special needs students, the largest percentage of families with •	
special needs children will be unable to find the educational setting that best meets the needs of their children. 

Proposals to Increase Educational Options and Opportunities
Along with economic, demographic, and other factors, the satisfaction with the services provided to special needs children in public 

schools influences the demand for private schooling in a state and a community. Special needs education can be costly for school districts 
and efforts to control these expenses can clash with the desires of parents to have the needs of their children met. However, efforts to 
limit expenditures can also be costly for school districts. A child identified as having a special education need is protected by the federal 

2008 Poverty and Free/Reduced Lunch Income Guidelines

Table 4

$10,400 

$14,000 

$17,600 

$21,200 

$24,800 

$28,400 

$32,000 

$57,720

$77,700

$97,680

$117,660

$137,640

$157,620

$177,600

$48,100

$64,750

$81,400

$98,050

$114,700

$131,350

$148,000

$38,480 

$51,800 

$65,120 

$78,440 

$91,760 

$105,080 

$118,400 

$19,240

$25,900

$32,560

$39,220

$45,880

$52,540

$59,200

1

2

3

4

5

6

7

Family Size
Free and 

Reduced Lunch 
Eligibility

200% 250% 300%Poverty

% of Free and Reduced Lunch

50%

40%

30%

20%

10%

0%

 A High Percentage of Special Needs Children are From Less Wealthy Families. Special 
Needs Students From Higher Income Households are More Likely to Choose Private Schools 

Figure 3

Public Schools

Private Schools

Source: Author analysis of US Census “American Community Survey” 2007 data

<$25k                $25k-35k                $35k-50k                $50k-75k                $75k-100k                $100k-150k                $150k+                

43.9%

37.4%

12.9%

9.1%

14.5%

3.7%

14.5%14.9%

7.6%

15.8%

5.5%

19.0%

0.7% 0.0%

DISTRIBUTION OF SPECIAL NEEDS CHILDREN BY INCOME 



The Fiscal Impact of Tax-Credit Scholarships in Oklahoma

18 June 2009

Individuals with Disabilities Education Act (IDEA) that confers rights not afforded to students without disabilities.  
The number of families of special needs children filing complaints and mediations over the services provided to their children 

has been a significant issue in Oklahoma and throughout the country. Because the complaint and mediation processes are the required 
gateway to lawsuits, expensive legal actions can and do result when parents are not satisfied with the services their children receive 
from the public schools. Oklahoma could achieve a number of important fiscal and educational objectives by increasing the options 
parents of special needs children have for educating their children. Tax-credit funded scholarships are one method of increasing the 
options parents of special needs children have that is gaining popularity across the country. A scholarship program for students with 
disabilities in Oklahoma could be financed through state tax credit funds. The students using these scholarships would be considered 
to be ‘parentally placed private school students’ under the Individuals with Disabilities Education Act (IDEA). As such, they have no 
individual entitlement to a free appropriate public education. IDEA regulations provide that, “No parentally-placed private school child 
with a disability has an individual right to receive some or all of the special education and related services that the child would receive 
if enrolled in a public school” [CFR 34 §300.137]. 

Over the last few years, scholarship programs for students with disabilities have been among the fastest-growing school choice 
policies. In 1998, Florida’s McKay Scholarship Program for Students with Disabilities (McKay) became the first of its kind to offer 
generous taxpayer-funded vouchers that students identified as disabled could use to attend a private school or a public school other than 
their local one. From the time it was first implemented statewide in 2000–01, to the 2007–08 school year, McKay has grown from serving 
970 students in 100 private schools to serving 19,852 students in 846 private schools, making it the largest school-choice program in the 
United States for disabled students. Other states have recently followed Florida’s lead by offering voucher programs similar to McKay 
for disabled students. Special-education voucher programs are currently operating in Ohio, Utah, Georgia, and Arizona.  In recent years 
scholarship programs have also passed one or both houses of the Nevada, Wisconsin, and Virginia legislatures.

Research on the effects of special needs scholarships on students who receive them as well as on the schools they leave suggests 
that “greater exposure to the McKay program increased the ability of public schools in Florida to produce educational gains for disabled 
students. …. [R]esults also suggest that the impact of exposure to McKay was greatest among students with minor disabilities—in 
particular, those in the Specific Learning Disability category, which is by far the largest special-education category in Florida and in the 
United States. Moreover, in no subgroup within special education was student proficiency harmed, on average, by increased exposure 
to the McKay program.11 

To increase satisfaction, improve educational outcomes, and reduce costs, Oklahoma should consider allowing a tax credit to 
individuals and business for contributions made to organizations that provide tuition scholarships to families of special needs children 
who want to attend private school. The educational and fiscal impact of a tax-credit scholarship program would be determined by the 
amount of contributions to scholarship funds. The higher the contributions to scholarship organizations, the more tax credits would be 
claimed, but higher contributions would also make more scholarships available. To better understand the implications of a special needs 
tax-credit funded scholarship program in Oklahoma, our analysis begins by considering the volume of contributions to scholarship 
organizations that can be expected. We then consider the degree to which the program induces special needs children currently in (or 
planning to attend) Oklahoma’s public schools to migrate to private schools. 

During the 2006-07 school year, the state paid, on average, about $5,548 for every special needs student enrolled in a public school.  
For the scholarship program to be fiscally neutral or better for the state budget, it must induce enough students to migrate from public 
to private schools so that savings in state per-student education aid equal or exceed the foregone tax revenue (tax credits) that fund the 
tuition scholarships. 

 Forecasting the impact of a special needs tax-credit scholarship program requires that we predict how parents will respond to the 
availability of scholarships. To estimate the number of students who will receive scholarships and attend private schools, we examined: 

 The size of the school-age special needs population in public and private schools. •	

 The characteristics and differences of the special needs population of school children in public and private schools. •	

 How those differences likely will affect the demand for scholarships. •	

Additionally, we analyzed: 

 The interactive effects between the volume of scholarship funds available.•	

 The average dollar value of individual scholarship awards. •	

 The total number of scholarship awards. •	

 The impact the migration of public school students to private schools will have on public school enrollments and finances in Oklahoma.•	
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Estimating Program Participation Levels 
The fiscal impact of the Oklahoma special needs tax-credit scholarship proposal depends on the volume of contributions and the 

value of the tax credits claimed by individuals and/or corporations that fund scholarships. To begin our analysis, we consider the volume 
of contributions we can expect to be claimed.

With a scholarship tax credit, businesses and individuals can choose to pay taxes to be used for general state services or they can 
contribute to a scholarship granting organization to provide scholarships for students enrolling in private schools or out-of-district public 
schools. When businesses or individuals make a contribution to the tax credit program they directly target the use of their tax dollars to 
support education. Given this choice, many businesses and individuals can be expected to contribute to the program.  For many business 
and individuals, the ability to target their funding to educational expenditures would be an attractive option. 

Several states offer some type of tuition tax credit or deduction to assist families who want to send their children (special needs 
as well as students not needing special services) to independent schools. By donating to scholarship organizations and receiving a tax 
credit in return, individuals and businesses contribute to Oklahoma’s public good in an amount equal to what they would have paid had 
they not contributed to the scholarship organization. Thus, total payment to the public good of Oklahoma by individuals and businesses 
is not lowered by the tax credit program; rather, contributors to scholarship organizations ensure that their payments go directly to 
support the special education of Oklahoma students.  

In states such as Florida and Pennsylvania, the opportunity to direct tax payments to scholarship programs proved to be a powerful 
incentive for businesses to contribute, and in each state the initial caps placed on the total amount of business tax credits were reached 
in the first year of the program. Each state subsequently increased the total allowable tax credits in following years.

Business Contributions to Scholarship Organizations
States that have enacted similar tuition scholarship tax credits have capped the total dollar amount of tax credits available to 

businesses and individuals. The experience of other states clearly indicates that we can reasonably expect businesses to contribute up 
to the maximum amount allowed by a cap. There are many reasons Oklahoma may want to provide a tax credit for businesses that 
contribute directly to educating Oklahoma’s special needs children. Doing so would:

Establish a convenient and consistent mechanism and incentive for businesses to contribute directly to educating Oklahoma’s •	
children. 

Target educational expenditures directly to families and children rather than institutions that may reduce the amount of resources •	
that go directly to students.

Direct resources to students most in need of educational options and least likely to benefit from general increases in school district budgets.•	

Give businesses a meaningful and convenient way to address their concerns about the quality of public education and its impact •	
on business and the Oklahoma economy.

According to the Oklahoma Department of Revenue, over $1 billion dollars in corporate income and gross production taxes (excise 
taxes on oil and gas extractions) were collected in FY 2005-06.12  These numbers suggest that a tuition tax credit program that capped 
credits at $10 million would allow Oklahoma corporations to offset about 1 percent of their corporate or gross production tax liability. If 
credits also are available to individuals as a credit against personal income taxes, competition for available credits is likely. 

Scholarship Contributions from Individuals
If $10 million in available credits were claimed by individuals, the nearly $3 billion in income tax liability for Oklahoma residents 

would be reduced by about 0.33%.13 
To estimate the volume of contributions and tax credits that would be claimed by individuals we developed a model that uses 

data on the charitable contributions of Oklahoma residents derived from the Internal Revenue Service’s Statistics of Income, historical 
survey research data on the percentage of charitable contributions that are directed to educational organizations, and analyses of the 
experience of other states with tuition tax credits. 

Historically, about 20 percent of taxpayers have indicated that they contribute to educational organizations; about 30 percent of 
their total contributions go to education organizations.14 In the most recent year for which contribution data are available (2006), 117,396 
Oklahoma residents who itemized their deductions claimed charitable contribution tax deductions of $416 million, equal to just over 2 
percent of their total AGI of about $20.4 billion.15 

Arizona has more than eight years of experience with an individual tax-credit scholarship program (more recently Arizona has 
also enacted a corporate tax-credit scholarship program). In Arizona, individual contributions to scholarship organizations equal just 
over 1 percent of the total volume of charitable contributions in the state, and equal about 3 percent of the total AGI of Arizona residents.16 
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We applied Oklahoma’s historical rate of charitable giving to projections of the AGI of state residents to estimate the overall level of 
charitable contributions from individuals in the state for each year to 2016. We then applied ratios derived from Arizona’s experience to 
produce two estimates (based on scholarship contributions as a percentage of all charitable contributions in Oklahoma and scholarship 
contributions as a percentage of total AGI) of total contributions to student scholarship organizations. Our final estimate was an average 
of the two projections. Table 5 presents our estimate of contributions from individual taxpayers by AGI in Oklahoma from 2009 to 2016.17 
The table indicates that individual taxpayers could be expected to claim tax credits for contributions in amounts that exceed the capped 
amount if credits are capped at $10 million. 

The figures in Table 5 represent the amount of contributions that can be expected in the absence of a cap on available tax credits. 
Because contributions from corporations can be expected to be greater than those from individuals, the actual amount of contributions 
claimed by individuals would depend upon how credits are allocated between corporations and individuals.

Tuition Prices Influence Demand for Private Schools 
The impact that a special needs tax-credit scholarship program would have on public and private school demographics in Oklahoma, 

as well as on state and local finances, depends on the dollar amount of contributions, the decisions of scholarship organizations and 
the response of families of children in public schools to the availability of scholarships. These are difficult to forecast since there has 
been little research on the price elasticity of demand for private schooling among special needs students. Program design elements and 
eligibility criteria would combine to influence the participation of Oklahoma families. 

To estimate the response of Oklahoma families to the availability of tax-credit scholarships, we developed a model of the demand 
for private schooling among special needs students based on a number of variables:

The income-eligibility requirements for program participation;•	

The average dollar value of tuition scholarships; and•	

The expected price elasticity of demand for private schooling among special needs students according to income level.•	

Tax-credit scholarships lower the price of private schools for students who receive them. A number of studies have estimated the 
increase in demand for private schooling as a result of changes in the price of the schools for the overall student population, but to date 
we are not aware of studies of the demand among special needs students. The most widely cited studies of the impact of changes in the 
price of private schools on demand (the price elasticity of demand) among the overall student population indicate that the demand for 
private schools increases as the price to families declines (and the demand decreases as the price rises) - a negative price elasticity. 
The range of estimates between these studies is large, however. Chiswick and Koutroumanes (1996) estimate a price elasticity of about 
-0.5, suggesting that a 10 percent decline in the price of private schools would lead to a 5 percent increase in demand, while Gwarntey 
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and Stroup (1997) estimate a price elasticity of -1.1, suggesting that a 10 percent decline in the price of private schools would lead to 
an increase in demand of 11 percent.18  A 1994 study by university economists in Georgia estimated the elasticity of demand for private 
schooling in rural areas of that state to be -1.07.19 

Both the participation rate and fiscal impact of a scholarship program would be strongly influenced by the dollar value of the 
scholarships. To demonstrate the effect of changing the dollar value of scholarships, we consider a range of scholarship values including 
$5,000, $10,000 and $15,000.

Figure 4 presents our estimate of participation in a scholarship program in Oklahoma at different scholarship values if all students 
were eligible regardless of income and if scholarships were of the same value regardless of family income. The chart shows that as many 
as 10,329 special needs students in Oklahoma’s public schools, or about 11 percent of all special needs students in public schools, would 
seek to participate in a scholarship program with these design features. However, at a cost of $15,000 per scholarship, almost $155 million 
in tax credits would be needed to fund that level of scholarship demand. To further put that level of demand into perspective, the largest 
special needs tax credit scholarship program in the country, Florida’s McKay Scholarships for Students With Disabilities Program, 
awarded 19,852 scholarships in 2007-08, or about 5 percent of that state’s special needs student population at an average value of $7,295. 

If scholarship values were instead set at $5,000, demand would be significantly lower; 3,443 special needs students or about 3.6 
percent of the special needs students in Oklahoma’s public schools. Still, this level of demand would require over $17 million in tax 
credits. A program that initially makes $10 million of tax credit funded scholarships available will thus not be able to meet anticipated 
scholarship demand. If tax credit funds for scholarships are capped at $10 million, then only 2,000 scholarships could be provided or just 
58 percent of forecast demand. 

Figure 4 assumes that eligibility for scholarships is available to all children, regardless of family income. However, if a special 
needs scholarship program were enacted in Oklahoma it might restrict eligibility – by means testing or in some other manner. For 
fiscal reasons that will be highlighted later in this study, it is beneficial for the state to make as many public school children eligible 
for scholarships as possible to encourage maximum migration from the public to private schools. Depending on the dollar value of 
scholarships, means testing or a reduction in the value of scholarships as income rises can have a negative effect on the fiscal impact 
of a tax-credit scholarship program. 

Figure 5 shows the impact on estimated demand for scholarships among public school students if eligibility is means tested. The 
means tests are based on eligibility for the federal free and reduced-price lunch program as highlighted in Table 4. Eligibility ranges 
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from the standard set for the free and reduced-price lunch program (185 percent of federal poverty guidelines) to three times the family 
income that would make a student eligible for free or reduced lunches (about 555 percent of federal poverty guidelines). 

The figure shows that at any scholarship value, means testing can dramatically reduce program participation because fewer special 
needs public school students are eligible. As importantly, the elasticity of demand for private schooling is lower among lower-income 
special needs families, meaning they are less likely to participate in a scholarship program than higher-income families regardless of 
the value of the scholarship. As we document in subsequent sections of this study, reducing eligibility among public school families 
actually results in lower fiscal benefits (or even fiscal losses) for the program. Thus, more restrictive means testing does not improve 
the fiscal impact of a program

Combining Supply and Demand Models to Estimate the Number of Scholarships 
The experience of states such as Arizona suggests that the number of scholarship applicants (i.e. demand) would be greater than 

the available number of scholarships. In Oklahoma, the supply of scholarship money likely would be limited in each year, and it likely 
would not be sufficient to award scholarships to all applicants. Based on national surveys of the average cost of private schooling we 
have estimated that the average price of private school tuition in Oklahoma is approximately $7,000 (with tremendous variation between 
elite independent private schools which educate a small number of private school students, and school subsidies by church or other 
affiliations). A scholarship of $5,000 would reduce tuition by 71 percent on average. Using a reasonable estimate of price elasticity of -.75, 
and the demonstrated preference of special needs families of different income levels to attend private schools in Oklahoma (derived 
from American Community and Census Bureau data) a 71 percent decline in private school tuition should increase demand for private 
schools among special needs students by about 3,433. However, if tax credit funding is capped at $10 million then only 2,000 scholarships 
would be available or about 58 percent of demand. If scholarships are valued at $10,000, demand rises to 6,886 students and the supply of 
available funds will only meet 29 percent of demand. 

Table 6 presents the cumulative distribution of projected scholarship demand by income for scholarship values of $5,000, $10,000 
and $15,000. As has been noted, our analysis suggests that scholarships would induce a higher rate of public school migration if the value 
of scholarships is increased and means testing for program eligibility is less restrictive.
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Table 7 translates the estimates of scholarship demand in Table 6 into the context of the public school population and shows that, at an 
average scholarship value of $5,000, about 3.6 percent of special needs students in Oklahoma’s public schools would seek scholarships if no 
income limits were established for scholarship eligibility. At scholarship values of $15,000, almost 11% of Oklahoma’s special needs students 
would seek scholarships.20  Scholarship values and means testing of eligibility have substantial impacts on scholarship demand.

Table 8 shows the cumulative percentage of scholarship demand that can be satisfied with tax-credit scholarships if $10 million of 
tax credits are allocated to scholarship organizations. The table shows that, if funds are limited to $10 million, a special needs tax-credit 
scholarship program could satisfy demand for scholarships among public school students only if the average value of scholarships is $5,000 
(reducing demand and increasing the number of scholarships available) and more restrictive income criteria are used.  Unfortunately, 
even in this situation the demand is met only because fewer public school families would seek scholarships at such low values. The shaded 
area of Table 8 highlights combinations of income eligibility and scholarship size where the availability of scholarships would exceed 
supply. The table highlights how even at relatively lower scholarships values, demand for scholarships will likely exceed supply and that 
capping credits at $20 million would provide a better balance between scholarship supply and scholarship demand by special needs families. 

185%

200%

250%

300%+

Income Eligibility
(% 0f Free/Reduced Lunch)

Table 6

1,743

2,045

2,477

3,443

$5,000

3,486

4,089

4,954

6,886

$10,000

5,229

6,134

7,430

10,329

$15,000

SCHOLARSHIP VALUE

Cumulative Scholarship Demand Among Public School Special Needs Students

185%

200%

250%

300%+

Income Eligibility
(% 0f Free/Reduced Lunch)

Table 7

1.8%

2.1%

2.6%

3.6%

$5,000

3.6%

4.3%

5.2%

7.2%

$10,000

5.5%

6.4%

7.8%

10.8%

$15,000

SCHOLARSHIP VALUE

Cumulative Scholarship Demand Among Public School Special Needs Students

185%

200%

250%

300%+

Income Eligibility
(% 0f Free/Reduced Lunch)

Table 8

$5,000

114.8%

97.8%

80.7%

58.1%

28.7%

24.5%

20.2%

14.5%

$10,000

12.8%

10.9%

9.0%

6.5%

$15,000

SCHOLARSHIP VALUE

Special Needs Scholarship Supply as a % of Demand
($10 million Cap on Credits)



The Fiscal Impact of Tax-Credit Scholarships in Oklahoma

24 June 2009

The darker shaded area of Table 8 shows the combination of scholarship value and income eligibility that will allow supply to meet 
expected demand. The lighter shaded area indicates those combinations whereby doubling the supply of scholarships by (increasing the 
cap on tax credits to $20 million,) will allow supply to meet or exceed demand levels. As an alternative, increasing the cap on credits to 
$20 million could allow for a larger scholarship value and still not meet demand, but increase it significantly. As an example, if the cap 
allowed for $20 million to be distributed in scholarships and the average scholarship value was $10,000, then about half of the demand for 
scholarships could be met if income limits where set at two times federal free and reduced lunch poverty guidelines. If no income limits 
where set, then a $20 million cap could satisfy 29 percent of the demand for $10,000 scholarships. 

Fiscal Impact on State Government and Local School Districts
The most important factor in determining the fiscal impact of a scholarship program is the degree to which scholarships induce 

students attending or planning to attend Oklahoma’s public schools to migrate to private schools, and at what expense. During 
the 2006-07 school year, Oklahoma state government paid about $5,548 in education aid to school districts for every special 
needs student enrolled in public school. We conservatively estimate that $5,113 in aid is directly dependent on enrollment 
levels. A tuition scholarship program will save the state money to the extent that it induces students to migrate from public 
to private schools at a low enough cost in foregone tax revenue to generate savings in state per-student education aid. At a 
$5,000 scholarship, every special needs student who participates will likely generate a small savings for the state. If however, 
the distribution of students who participate in the scholarship program is skewed more heavily to students with more severe 
disabilities (those students who require larger state education aid payments to local school districts) then the “average” state 
aid savings used here will understate the actual savings by the state. Until there is more research on the characteristics of 
students who participate in special needs scholarship programs, however, these variables will be difficult to account for in 
any estimate of fiscal impacts.

At higher scholarship values fewer students receive scholarships and the cost of each special needs tax credit scholarship 
(the tax revenue foregone or awarded as credits) is more (on average) than the state will save on state aid when the student 
migrates to a private school. One way to address that issue and realize greater savings is to more closely match the value of 
the special needs scholarship with the severity of a student’s disability. That way, the savings to the state of Oklahoma would 
be much closer to the expenditure associated with each scholarship.

Even if the state of Oklahoma experiences a small increase in cost as a result of a special needs scholarship program, the 
state-level costs are more than made up for in savings at the local level. The primary benefits of a special needs scholarship 
program are the increased satisfaction of families who have a greater ability to choose the best placement for their children, 
but also local school districts see a reduction in the most resource-intensive and costly students in their districts. School systems 
across the country have long argued that the expenses associated with educating special needs children are not offset by the 
increased funding they receive in state and federal aid for each special needs child. Our research on the variable expenditures 
associated with changes in special needs enrollments seems to support that. 

Table 9 shows the fiscal impact of a special needs tuition tax-credit scholarship program on state government and school 
districts in Oklahoma, under a program where credits are initially capped at $10 million and scholarships are awarded at 
values of either $5,000, $10,000 or $15,000, and where there are no income limits for public school special needs students.  The 
table shows that the state of Oklahoma would realize a small fiscal gain at scholarship values of $5,000, but would see an 
increase in costs at values of $10,000 and $15,000. However, the table also shows that at the local level, despite a loss of state 
revenue associated with each student who participates in the scholarship program (for our purposes we assume it is lost in 
the first year even though it may continue longer), local districts will retain much of the federal revenue associated with each 
student and all of the local revenue. More importantly, local school districts see a decline in students who require the most 
expenditures and resources. The net effect for local districts is a substantial fiscal benefit that increases as more students 
participate in the special needs scholarship program.

Combined, the net fiscal benefit to state and local government of a special needs tuition tax credit program is substantial 
at all but the high scholarship value of $15,000. Even at that high scholarship value, net costs of the program are only about $1 
million. At the other end of scholarship values, more than $17 million in net fiscal benefits accrue to state and local governments 
from the program. The most salient information to be gleaned from Table 9 is that net fiscal benefits are maximized when 
program participation is greatest (when the number of special needs students receiving scholarship and migrating to private 
schools is maximized). Finding the set of scholarship values and eligibility requirements that maximizes participation at 
the lowest cost possible is the way to increase fiscal benefits and the same time meeting the needs and demands of the most 
special needs families possible. 
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Conclusions
Our analysis indicates that school district expenditures are affected much more by enrollments of special needs students than 

they are by enrollments of students not needing special services. We conclude that a tuition tax credit funded scholarship program would 
generate significant scholarship demand among the population of special needs students in public schools. Based on the structure of 
the program and the expenses associated with each student who participates we also conclude that a program could be structured that 
would yield fiscal benefits to the state of Oklahoma. Additionally, for almost any program structure, special needs tuition tax credits are 
likely to yield large fiscal benefits to local school districts. Although not the basis of our research, recent research on special education 
scholarships indicates that increased parental satisfaction and higher levels of student performance result for participants in a special 
needs scholarship program. 

Our analysis makes it clear that a number of scholarship program designs would yield fiscal benefits. While some would produce 
limited costs, all would create greater educational choices for a group of students and their families who face the greatest challenges in 
having their educational needs met. By all accounts the Florida McKay Scholarship program for students with disabilities has been a 
tremendous success. Parent with special needs children face among the greatest challenges trying to obtain a satisfactory education for 
their children. The increase in parental satisfaction since the McKay program began, its demonstrated success in improving achievement 
among participants, as well as its ability to prompt public schools to increase their ability to meet the needs of students with disabilities, 
suggests that it is a model that many states will be following. For a modest investment Oklahoma can achieve these same positive results 
among special needs students and families by enacting a tuition tax credit funded special needs scholarship program.
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