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ABOUT COMMON SENSE INSTITUTE

Common Sense Institute is a non-partisan research organization dedicated to the protection and
promotion of Arizona's economy. CSl is at the forefront of important discussions concerning the future of
free enterprise and aims to have an impact on the issues that matter most to Arizonans. CSl's mission is to
examine the fiscal impacts of policies, initiatives, and proposed laws so that Arizonans are educated and
informed on issues impacting their lives. CSl employs rigorous research techniques and dynamic modelling
to evaluate the potential impact of these measures on the Arizona economy and individual opportunity.

TEAMS & FELLOWS STATEMENT

CSl is committed to independent, in-depth research that examines the impacts of policies, initiatives,
and proposed laws so that Americans are educated and informed on issues impacting their lives.
CSl'scommitment toinstitutional independence is rooted in the individual independence of our researchers,
economists, and fellows. At the core of CSI's mission is a belief in the power of the free enterprise system.
Our work explores ideas that protect and promote jobs and the economy, and the CSI team and fellows
take part in this pursuit with academic freedom. Our team’s work is informed by data-driven research and
evidence. The views and opinions of fellows do not reflect the institutional views of CSI. CSI operates
independently of any political party and does not take positions.
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INTRODUCTION

Since universal eligibility in 2022, Arizona's Empowerment Scholarship Account
(ESA) program has seen rapid growth. A lack of reliable and consistent data about
who is using the program and how is contributing to public uncertainty. The
relatively inconsistent reporting by official sources, like the program’s administrators
and marketplace vendor, has enabled misinformation and exaggeration to thrive.

Subject to the available data, this regular report is intended to provide ongoing and
consistent answers to some recurring questions that policymakers and the public
have been asking, like:

= How many people are using the ESA program, how much bigger will it grow?
= What s that going to cost?

=  What do these new ESA users look like, in terms of their demographic
characteristics?

= Andis the program being well-run and managed in the public interest?

This is our second release of that report, with the latest data available from the
U.S. Census Bureau, the Arizona Department of Education, and other sources.
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KEY FINDINGS

= CSl expects the ESA program to grow to 91,500 students next year and
enroll between 86,500 and 89,500 this Fiscal Year (as of May 2025).
The program has exhausted its rapid “catch-up” growth period and now
depends on students switching from other programs for future growth.
Because school-aged population growth in Arizona is now negative, total
enrollment across all K-12 formula programs in Arizona may have peaked.

» The cost of the ESA program is estimated to reach $882M this year, increasing
to $939 million next year. For context, total public funding for K-12 in Arizona
will be over $10.0 billion this year; ESA spending is about 8% of total K-12
funding. Universal-eligibility users now account for an estimated 52% ($460M)
of total ESA costs.

= CSl estimates that most ESA users continue to come from middle-income
households (defined as those earning between $75,000 and $150,000 per
year). 56% of ESA students live in ZIP codes where the median income of
families with at least one child is between $75k and $150k; 35% of all Arizona
families earn between $75k and $150k. While their expected income has drifted
higher in the latest data, a disproportionate share of middle-income households
use an ESA.

= CSl estimates that over 18% of ESA users are nonwhite, and that nearly 13%
live in rural areas.

= For the entire period that data is available, CSl estimates that the ESA program
has consistently approved far fewer expenditures than there is available funding.
This implies a substantial and growing backlog of pending purchases, and
growing ESA fund balances. In Q4 2024, ADE approved expenditures for
88% of expected available ESA dollars (a significant improvement from
71% in the prior period).

= Sustaining an approval rate closer to 100% of awarded dollars will indicate
ongoing improvement in the administration of the ESA program by ADE
and its third-party vendor.
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HOW MUCH LARGER WILL
THE PROGRAM GROW?

As of May 15, 2025, 89,783 students were enrolled in Arizona’s ESA
program; given our best estimates of Arizona's total school-aged
population and enrollment in other programs, there are a total

of 108,241 students eligible for an ESA or STO in Arizona today.
Considering uncertainty about how many students are using an
STO scholarship, it is likely all or nearly all ESA-eligible students
in Arizona are now enrolled. Further growth in the future will have
to come from students leaving other publicly-funded options.
According to the Department of Education, over half of students
newly-enrolling in the ESA program today previously attended
public school.

Arizona today effectively provides K-12 formula funding on a
fully per-student basis; any 5-17 year old Arizona resident is
guaranteed at least one publicly-funded option to offset the
costs of their K-12 education, regardless of where they attend.
Of these options (public district, public charter, private school
with an STO scholarship, or home- and private-school with an
Empowerment Scholarship Account) there is a universe of
students choosing each one.

Based on the 2023 American Community Survey, CSl estimates that

there are 1,187,874 school-aged children in Arizona as of 2024. Of
those, an estimated 108,241 school-aged children in Arizona do not
attend District or Charter public schools. Most of these students are
eligible for either an ESA or STO or both. For the last two years, that
population has rapidly enrolled in the Universal-eligibility category
of the ESA program, contributing to a temporary growth spike.

In FY 2024, STO's gave 61,742 scholarships to students attending
private schools. The average scholarship was reported to be $3,161.1
Because students can receive multiple scholarships and STO's are
not required to report recipient student counts (only the number

(VN

ESA Program
Size & Universe

89,783
Current ESA Enrollment
(May 2025)

77,086
ESA Enrollment 1-Year Ago
(May 2024)

66,200 - 108,241
Estimated ESA Universe
(Private/Homeschool
Students ex. STO)

55%
Current ADE-Reported ESA
“Switcher” Rate
(2024 Q4)

'The Department of Revenue did (newly) report the number of students awarded scholarships by organization in Fiscal Year 2024, but it is
possible that some of these students reported received more than one scholarship or from more than one organization.
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of scholarships)', CSI estimates that participating students receive an average of between 1.36 and 3.40
scholarships, or the equivalent of up to $10,700. Given this assumption and based on historic growth
rates in the scholarships given, CSl estimates the STO population is between 16,850 and 41,972 students
and are ESA ineligible. Given nearly 90,000 ESA recipients, the ESA program is likely fully- or nearly-fully
subscribed; approximately all eligible Arizona students are publicly funded today.

In summary, CSI estimates that there were 108,241 school-aged children in Arizona who were not
attending a public school full-time, and therefore eligible for an ESA. Of those, 89,783 were enrolled in the
ESA program (as of May 15th, 2025). After accounting for uncertain STO utilization, the ESA program is
now for all intents and purposes fully subscribed, subject to new growth and “switchers".

During the catch-up period when the ESA program was expanded to universal eligibility, enrollment
boomed. In 2024, enrollment began to slow as the universe of students eligible but not enrolled shrank.
Enrollment growth has slowed even more as most students are accounted for by some system of
education funding; future enrollment in the ESA program will be a function of demographics and choice.

Because of a declining school-aged population, ESA growth must now come from other publicly funded
options, in an often net-savings or cost-neutral fashion. As noted in our previous report, STO scholarships
have historically held steady at between 90,000 and 98,000. In the last 2 fiscal years, scholarships have
fallen from 98,138 to 61,742 (this decline could generate up to an estimated $104.5 million in new income
tax payments, given falling donations and the average scholarship amount™). Most of these students
likely switched to the ESA program. The portion of the STO students that decreased the least from FY

22 to FY 24 were the Low-Income and Disabled Corporate STO's, suggesting that these students are
receiving more in STO scholarships than they would with an ESA (potentially enough to cover a full
private-school tuition); students receiving less in STO awards than they could from an ESA are most likely
to switch. However, some students may remain on an STO because it is easier to use, administratively, or
is perceived to be more stable, politically. There are fewer reporting requirements and costs placed on
parents and schools (providers) in the STO program.

This trend is confirmed in the

increasing share of students
newly enrolling in the ESA
program who previously
attended public school.
Intuitively, we would expect
this ratio to rise over time
as the number of students
otherwise available to enroll
goes down. According to
ADE, in late-2022, fewer
than 25% of newly enrolled
ESA students had previously
attended public school¥;
today that share is 55%>.

FIGURE 1

ESA and STO growth since 2018

ESAs capture the majority of the universe of students not attending public schools.
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HOW MUCH WILL THE ESA PROGRAM

COST THIS YEAR?

The FY 2025 enacted budget appropriated? $9.93 billion for K-12
“Basic State Aid” formula funding.¥ This funding is allocated to all
District and Charter schools and ESA students based on a per-pupil
formula and makes up about two-thirds of all state and local public
education funding in Arizona.

The FY25 Basic State Aid appropriation was expected to fund
82,400 ESA enrolled students, 852,000 District enrolled students,
and 229,900 Charter enrolled students. These enrollment estimates
were produced in August 2024. In recent years, enrollment has
been particularly difficult to predict due to changes in educational
preferences and demographic declines leading to falling
enrollments - particularly in District public schools.

As of May 2025, CSl estimates actual Base State Aid formula costs
will be approximately $97.3 million above the appropriation.

Empowerment Scholarship Accounts. $822 million was specifically
appropriated for an estimated 82,400 ESA students. Funded
enrollment (Fiscal Year 2025) as of May 12, 2025 was reported to
be 86,862 students, and in the 2025 Quarter 2 Annual Report the
average ESA award amount was $10,261. Based on these figures,
CSl estimates the actual cost of the ESA program in FY 2025 will
be $882 million.

By the end of this fiscal year (on June 30th, 2025), CSI projects
no further growth or even slight declines from current levels.
Historically, ESA enrollment has grown the fastest around
September and then again at the beginning of the calendar year.
Program enrollment historically declines in the summer.

2Technically, only $7.28 billion of this total was “appropriated”; $2.6 billion in expected property tax contributions are legally accounted for in

the K-12 budget but not annually appropriated by the Legislature.

Arizona FY25 K-12
Formula Costs

+7,331 (+8.9%)
Actual vs. Projected ESA
Enrollment

$881.9M
Est. ESA Formula Costs
(FY 2025)

$460.7M

Est. Universal-eligibility
Costs (FY 2025)

$10.0B
Est. K-12 Formula Costs
(FY 2025)
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From the period of February 26, 2024 to the FY 2024 peak enrollment on April 8, 2024, ESA enrollment
grew 1.99%, while between the 2024 and 2025 school years the program grew about 10%. Between 2%
and 10% more growth in the next school year would see the ESA program enroll about 91,500 students
in FY 2026. This growth will not affect the FY 2025 cost however, as students enrolled after March 31st,
2025 will not receive funding this year. At current average award amounts, FY 2026 ESA program cost
given this growth would be approximately $938.9 million.

The total expected supplemental need for the ESA program this year above its appropriation is
$59.8 miillion. This is $9.2 million above what |LBC Baseline projected the supplemental need to be in
January. The FY2025 adopted budget estimated the program would reach 89,700 students in FY 2026.
Given slowing growth, actual enrollment next year may still be in this range, but the program will reach
that level of enrollment

earlier than forecast. FIGURE 2

ESA Program Participation & Cost Growth
. . While the ESA program continued growing through early 2025, cost growth is coming from both universal- and legacy-
Add |t|ona||y, Whlle the eligibility categories almost equally. Today, CSI estimates a little over half (52%) of ESA costs are attributable to

Universal-eligbility.
total cost of the program

B ESA Enrollment B ESA Program Cost (Baseline, pre-Universal eligibility) 1 Additional 'Universal eligibility’ Cost

has increased substantially sovou 90000
since 2022 and creation s 80000
of the Universal-eligibility sToom 000

$600M 60,000

enrollment category, other
qualifying populations have
continued to see growth.

For school year 2022 (the s 0000

last year prior to Universal- - 20000

eligibility), there were 12,127 o 10000
S0M .

$500M 50,000

$400M 40,000

students in the ES A prog ram 2017 Est. 2018 Est 2019 Est. 2020 Est. 2021 2022 2023 2024 2025 Est.
« Source: JLBC FY2026 Baseline Book, ADE Quarterly ESA Reporting + ESA per-pupil award amounts are reported by ADE for F¥21-FY24 and estimated for
receivin g an avera g e annua | earlier (and later) periods. CSl inputs Universal and Baseline ESA costs based on ADE-reported enrollment by category and inflated pre-2023 ESA award
amounts.

award of $15,566. For the

school year ending in 2025, there were approximately 22,131 students enrolled in these same categories
(+82%). Assuming this population would receive the same average annual award as the pre-Universal
cohort (adjusted for formula changes since), this group is receiving over $421 million of approximately
$882 million in total awards. Succinctly: Universal-eligibility contributes $461 million (52%) to the total
costs of the ESA program, despite enrolling three-fourths of all students.

District Public Schools. Approximately $7.0 billion was specifically appropriated for an estimated 852,000
District students. This was the lowest projected District enrollment figure in at least the last 20 years.
According to the most recent estimates available to CSI (ADE October 1 enrollment counts)*', actual
enrollment in traditional District public schools for the 2024-25 school year was 848,700 students - less
than the number of students that were enrolled in FY2003.

District public schools are awarded formula funding based on “100 day counts”, which should have been
tabulated in October. However, there is both a significant lag and revision to these figures which can affect
these estimates over a fiscal year.
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This creates an expected General Fund savings of $28.2 million by the end of FY 2025, relative to the
appropriation amount in last years enacted budget. CSl's total expected cost for district public school
students is $114 million below |LBC's Baseline estimate released in January.

Charter Public Schools. Approximately $2.11 billion was specifically appropriated for an estimated
229,900 Charter school students. Actual enroliment (according to the latest published ADE October 1
enrollment counts) was 230,922 students, at an estimated cost of $2.17 billion. This creates $65.7 million
in cost relative to the amount appropriated this year and $106.8 million in cost relative to JLBCs revised
estimate. While Charter

FIGURE 3
students on average -
receive less in total per State FY25 K-12 Education Budget vs. Actual Nged ‘ .
] i P i Based on its review of the most current enrollment data available from ADE, CSl estimates that their
pup|| fundmg than their may be a supplemental need at ADE of at least $97.3 million this year
District peers, they FY 2025 Budgeted Amount JLBC Baseline Forecast CSI Expected Actual Cost  Over appropriation/(Under appropriation)
(Iike ESA recipients) ESA $822,030,600 $872,588,300 $881,872,056 $(59,841,456)
. District  $7,000,238,400 $7,086,870,000 $6,071,995,898 $28,242,502
are relatively more
Charter $2,110,088,400 $2,069,017,900 $2,175,818,427 $(65,730,027)
dependent on the State Total Costs  $9,932,357,400 $10,028,746,200 $10,029,686,382 $(97,328,982)
General Fund than Source: JLBC, Arizona Dept. of Education
District students.

Overall, the total cost of Basic State Aid to District, Charter, and ESA students is likely to exceed $10.0
billion this year. ADE is facing a deficit of $97.3 million in formula costs for the Fiscal Year ending on June
30, 2025. Of that total amount, $881.9 million is attributable to the ESA program ($59 million more than
budgeted and $8 million more than JLBC's Baseline estimate).

Long-Term State K-12 Budget Implications of ESA

Since Universal-eligibility, ESA participation (and budgeted costs) have grown rapidly. This growth
coincided with other rapid spending growth in the state budget, and an unrelated reversion of revenue
growth to long-term averages, which necessitated a budget correction last year. Potentially lost in this
discussion was larger consideration of an issue

CSl has been calling attention to for some time now: demographic change and preference shifts among
the state’s school-aged children driving long-term declines in traditional public school enroliment.

This trend began before Universal-eligibility ESA's were available to families, and has persisted since.
Today, there are 50,000 fewer students enrolled in Arizona public schools than there were prior to the
pandemic; conversely, there are 75,000 more students enrolled in the ESA program than there were at
that time. While considerable attention has been given to the costs of this growth in the ESA program,
policymakers should also consider the offsetting savings from declining enroliment in other publicly-
funded programs.

Arizona allocates funding to nearly all K-12 students based on a per-pupil formula; when enrollment in one
of these formula-programs declines, funding declines commensurately. When enrollment grows, funding
grows. The state also prepares long-term forecasts based on expectations about how these programs
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will grow. Prior to 2020, the non-partisan Joint Legislative Budget Committee consistently predicted
long-term District and Charter enrollment growth of about 0.5%/year. Since 2020, actual growth in these
programs has been negative, but total formula-funded growth has been much closer to these long-term

predictions; it has simply come from the ESA program instead of traditional Public schools. Critically,
taxpayers should realize that in practice they are paying for approximately the same number of
students as was expected 5 years ago; the only change is what program those students are being funded

through (District and Charter growth has been much slower than expected pre-pandemic, ESA growth

much faster).

Going forward, because
the ESA program is now
saturated and demographic
decline among the 5-17
year old population is likely
to continue, excluding
future policy changes total
K-12 funding has peaked;
annual baseline decreases
due to enrollment declines
are the probable norm.
Policymakers may adjust
the formula amounts to
continue funding growth,
however.

FIGURE 4

Public School Enrollment Trends Since 2020

Demographic and preference shifts continue to depress public sehool enrollment in Arizona
relative to pre-pandemic projections. Today, enrollment is almost 90,000 students below the
states last pre-pandemic forecast - creating an annual savings of $760 million.

B Actual Public K12 Enroliment [BJLEC 2020 Projections [l Statewide Funding Savings vs. Foracast

ER0OM 1,160,000
£700M 1,150,000
1,140,000

£500K
1,130,000
S500M 1,120,000
£400m 1,110,000
can0m 1,100,000
1,090,000

£200M
1,080,000
5100M 1,070,000
OM 1,060,000

A7 e 2018 2020 HIF 09z 2023 P4 S Est MM Est

Source: JLBC K-12 Funding Report, JLEC FY2021 Bazeling Book, JLEC FY2025 Baseline Book - LS| imputes an FY24 and
after Enrollment forecast given threeyear projections in the FY21 Baseline book. Funding savings assurme curment per-pugil
funding levels at projected enrcllment levels
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WHO'S USING AN ESA?

As of May 2025, 56.3% of all ESA recipients were living in Arizona ZIP codes with a median family
income of between $75,000 and $150,000. This is down from 56.7% in January 2025. For context,
49.0% of all households with children under 18 reside in these ZIP codes; on the other hand, 35.8% of
all Arizona families have household incomes between $75,000 and $150,000.

Because information about ESA recipients is released only in summary form by the Department of
Education, program observers have been forced to draw inferences about the population, including their
incomes and backgrounds. These inferences have been a prominent part of the political debate. The
Department does not collect or report information about family income, race, or other characteristics;

it does collect and report ZIP-code level geographic data, however.

The American Community Survey does report information about the incomes and demographics of
Arizonans by ZIP code. However, the sample - especially the 1-year - is relatively small. The low response
counts in some individual ZIP codes introduces significant risk of survey error; on the other hand,
statewide averages - and in particular statewide averages from the 5-year surveys - produce much more
reliable estimates about the true population’s characteristics.

FIGURE 5

ESA Students by Average Income
Middle income families in Arizona are the disproportionate users of the ESA program.

Median Family Income by % of ESA Students by ZIP code % of ESA Students by ZIP code % of Househelds with children by % of All AZ

ZIP code (1/2025) (5/2025) ZIP code Families
50 to 574,999 25.23% 25.39% 38.93% 39.70%
§75,000 10 $99,999 23.88% 23.78% 23.00% 14.60%
$100,000 to $149,999 32.80% 32.56% 2598% 21.20%
$150,000 10 $199,999 13.72% 13.20% 9.69% 11.00%
$200,000 or more 2.72% 2.71% 1.11% 13.50%

Est. Average (Mean) Income $130,708 $130,302 $117,095 $120,039

Source: Arizona Dept of Education, American Community Survey * Families are defined in the ACS as related househaolds, but aren't necessarily households
with children. Where data is available, CSl treats households with children as the comparison population for ESA users; if data isn't available, CSI uses ACS
families. Since the underlying income of Arizona families is accurately estimated and reported, it is displayed here (column 5). But if we “estimated” this value
the same way we estimate ESA income, we get a different (presumably worse) value (column 4). For transparency, though, we report it in column 4, even
though it is a worse estimate of the underlying population parameter than column 5, because it is "apples-to-apples™ with how we estimate ESA participant
parameters.
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This is especially true when trying to draw conclusions about households with school-aged children. In
general, these households are concentrated in certain parts of the state, and those households (and ZIP
codes) differ systematically from those without children. Families and households with children are higher
income than households without, and most children in Arizona are found in wealthier ZIP codes.

CSl uses the best data available to us to try and draw the most likely conclusions, given these limitations
and uncertainties. For ESA users, that is ZIP code data, but for Arizona families in general, that is ACS
5-year statewide averages. However, for transparency, we also now report the share of all Arizona
households with school-aged children residing in ZIP codes by median income, using the latest ACS
1-year estimates; while an “apples-to-apples” comparison with our ESA methodology, we repeat our
caution regarding the uncertainty and small sample size.

For further discussion of our technical assumptions and there justification, see our “2025 Quarter 1
Report from earlier this year.

CSl again notes how small the number of households involved are (and this occurs often in ZIP code-level
data); any reporting of this data by ZIP that tries to “normalize” (for example, reporting x per thousand
kids) conceals this scarcity issue and implies something that isn't true (namely that there are potentially
large numbers of ESA users or children in, say, Paradise Valley - a very high income ZIP code [85253] with
a high ESA utilization ‘rate’ but with only 710 ESA users [0.8% of all ESA's] and 2,728 kids total).

In general, given this uncertainty, we rely on median values for ACS 1-year and ZIP-code based analyses
(which are subject to our largest possible sample skew and survey error), but also calculate and report
arithmetic means when feasible and defensible (where robust sample sizes minimize potential error and
skew and allow the theoretical advantage of the mean to come through).

FIGURE 6

Demographics of ESA Students
ESA students in Arizona come from mainly married couple working families, with mora students from rural areas
than the statewide average.

Demograghic % o ESA Stwdenks (172025 % of ESA Students (OS] wol AT
Komwhite Fopulatian 18.3% 12.1% #1.3%
& in Rural firese 138.7% 1% 10745
Aeranes Famely Sine 313 13 312
Mameed Couple Hausehalda =2.5% B2 T AT 0%
% of Kids with Both Parends Werking [ L [t b &8 8%

Soume Arizona Dept of Edocabon, Amencan Commenity Sumeey
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ESA users continue to lean disproportionately middle-income (defined here to be households earning
between $75,000-$150,000). While a quarter of ESA users may live in households earning less than
$75,000 per year, up to 40% of all households with children earn this much. On the other hand, while
we estimate less than 3% of ESA-using households earn over $200,000 per year, up to over 13% of all
Arizona families earn this much.

CSl continues reporting other expected demographic characteristics of the ESA population here, using
similar methodology as our approach to estimating incomes. This data relies on the same ZIP-code based
methodology as our income estimates and is subject to the same measurement uncertainty. Again in
general, what is striking is how similar ESA users to the overall K-12 population. We note three areas of
marked difference (and will update these figures quarterly as data allows):

= While over 18% of ESA users are estimated to be nonwhite, this is statistically less than for Arizona’s
overall population (21.3%).

= Over12% of ESA users reside in rural ZIP Codes - higher than the 10.7% of Arizonans overall.

= ESA recipients are probably more likely to reside in married-couple households (52.7%, versus
47.0% of Arizona households with children overall).
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MEASURING PROGRAM EFFICIENCY

As of February 25th, 2025, the most recent Quarterly Report released by the Department of Education
applied to ESA activity occurring between October and December 2024 (FY25 Q2). There has not been
an update to how quickly reimbursements are being approved since March 2024, and at that time it took
an average of 13 days to approve reimbursements. Marketplace transactions were approved at 88% of
their expected rate in Quarter 2 of FY 2025 (an increase from 71.8% in the prior quarter).

Reporting about reimbursements and efficiency measures from the Department is inconsistent, so CSl
uses a proxy measurement to estimate how efficiently the Department is processing transactions made
by ESA users. Assuming ESA users were on average exhausting their scholarships, and the Department
was timely approving all expenditure requests, on average and over time approved expenditures would
average out to 100% of annual scholarship awards.

For the six quarters that data is available, ADE has never achieved a 100% of theoretical maximum
expense approval rate. Approval rates are currently at their peak of 88.8%. On average, the Department
reports approving expenses for only about 77% of awards. These trends

imply growing and

systemic backlogs FIGURE 7
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data should confirm both that the improvement is ongoing and whether we are getting closer to the
100% target.

CSl continues to monitor administrative changes that may impact the efficiency of the ESA program. The
latest draft of the 2025-2026 school year Parent Handbook included limits on certain supplemental items
such as instruments, computers and technology, and physical education equipment. For these items,
parents would only be reimbursed up to a certain amount by the ESA program. The Department claims
“the coverage amounts help reduce delays in the approval process for allowable expenses and expedite
the approval process for families”. In practice, CSI cannot identify clear statutory authority to impose
these kinds of limits under A.R.S. Title 15 Chapter 19. As of this report, the draft has not been formally
adopted by the State Board of Education.

As a reminder, under current Department of Education policy, staff must review and pre-approve each
purchase, order, and reimbursement in the ESA program, before it can occur. In Quarter 4 of 2024 alone,
there were 1,300 applications, 155,000 reimbursements, and 475,000 orders individually reviewed

by Department staff.¥ii Each of these transactions are subject to the same process of review and pre-
approval, regardless of amount or scope. For example, the Department requires its limited staff resources
to individually review and approve 38,449 purchases of “curriculum” The average purchase amount?
Just $93.

To make the program more usable and to reduce the backlog of transactions needing approval each
quarter, the Department of Education must move to a risk-based auditing approach that automatically
deems most valid and complete purchase requests approved pending later review or audit, while
identifying unusual, high-dollar, or high-risk transactions for added scrutiny. The Superintendent has
indicated changes - consistent with this direction - intended to allow the Department staff to process all
transactions in less than 30 days and reduce the 89,000 transaction backlog that Department Staff face;
more recently, though, he has suggested this was a temporary measure and implied the Department
may go backwards.*

FIGURE 8

Recent Changes to ESA Program Administration
The Arizona Department of Education has made several changes to the ESA program since Universal Expansion
regarding funding disbursements, purchase approvals, auditing procedures, and reimbursements.

Date change Impact
May 2025 ESA only covers up 10 a certain amount on supplemental Reduce approval walt times for allowable expenses and
educational material such as instruments, appliances, and expedite the process for families

technology.

Dec 2024 Approve reimbursements under $2,000 and use risk based Reduces the backlog of reimbursements and could reduce

auditing. the wait times for families that need to be reimbursed.
Aug 2024 Recipients who apply for an ESA after March 315t do not May create difficulties for homeschooling families seeking to
receive funding until July 1st of the following Fiscal year enroll in summer programs

Feb 2023 The Department placed a hold of the issuance of pre-paid Significantly slowed reimbursement rates and increased

debit cards difficulty in purchasing educational items.

Source: Arizona Dept of Education, JLBC, ESA Parent Handbook 2025-2026 DRAFT - Supt. Horne said this most recent change was intended to be a
temporary change and he favors repealing the legislative requirement that ADE accept reimbursement requests (which are the preferred payment option for
88% of ESA transactions)

Covering upto a certain amount on certain items was proposed in a draft version of the updated Parent Handbook. As of 5/15/2025, the Board of Education
has not voted to approve these changes 1o the handbook.
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BOTTOM LINE

The rapid “catch-up” growth in the ESA program has come to
an end. Going forward, program growth will be much slower,
and new enrollments (“switchers”) will reduce public costs
elsewhere; because of universal ESA and demographic change,
net-new public K-12 spending in Arizona due just to population
growth is at an end.

The posture of the programs administrators since universal
expansion has been defensive and driven by this rapid but
temporary “catch-up” phase of growth. The result has been a
program that's slow and cumbersome for (disproportionately
middle-income) participants to use. A lack of consistent and
regular reporting to the public and policymakers contributes
to these issues.
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