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What the Federal Voucher Tax Credit
Regulations Mean for States

The Treasury Department’s regulations for the Federal Voucher Tax Credit (FVTC) confirm that governors will
have minimal control over how this program operates within their state. Specifically, the regulations explicitly
dictate that states will NOT be able to influence how scholarship granting organizations (SGOs) direct funds, while
still being burdened with the expense and liability of monitoring potentially rampant fraud and abuse.

Here’s a breakdown of each portion of the regulations and their implications for state decision-makers:

e Governors WILL NOT have the authority to shape the federal voucher program to align with
their state’s priorities and values. Treasury’s regulations explicitly note that states may not require
“SGOs to operate in a manner that is more restrictive” than what is outlined in federal law. This means states
cannot transform the program into one that solely supports the most vulnerable public school students,
nor can they ensure that the services students use through the program are high quality and lead to
improved academic outcomes.

e States’ main lever of influence over program operations will be through financial audits.
Treasury has stated that all SGOs participating in the program will need to provide states with annual
financial and programmatic audits. While an imperfect tool, these audits represent the primary mechanism
states can use to limit fraud and abuse and ensure compliance within the program. This oversight role
comes at a cost, as states are expected to finance the review of these audits — something for which
lawmakers in Florida have already diverted $2 million in 2027. States must also take on the risk of lawsuits
from SGOs that object to the results of this oversight.

e Clarity about which non-tuition expenses are eligible won’t come any time soon. The types
of expenses eligible for coverage by scholarships funded through the FVTC are outlined in Section 530
of the US Tax Code. Treasury’s regulations did not include guidance on these eligible expenses — and no
date is set for their release. Though non-tuition-related expenses — such as tutoring — are ostensibly
allowable for students remaining enrolled in public schools, the law’s vague language suggests that
further guidance will be required before FVTC scholarships can be effectively and efficiently used at
scale for expenses other than attending private school.
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https://www.federalregister.gov/documents/2026/10/02/2026-20277/federal-scholarship-tax-credit
https://www.tampafp.com/florida-legislature-finalizes-education-budget-adjusting-voucher-and-teacher-pay-funding/
https://www.taxnotes.com/research/federal/usc26/530#cnrr-0000019

e Large out-of-state SGOs that primarily benefit private schools will have an advantage in
securing funds. The regulations make clear that SGOs will easily be able to operate in multiple states
simultaneously while meeting only minimum federal requirements. Treasury’s regulations state that SGOs
will be considered “located” in a particular state if they are authorized to do business there and comply
with “generally applicable State laws and requirements for charitable organizations.” This will only

exacerbate the structural advantages of existing SGOs, which primarily fund private school vouchers.

e There are no guardrails for program quality, and no measures to ensure public funds are
spent on programs which improve student outcomes. The program’s regulations do not include
any requirements for the educational services and private schools that receive funds from SGOs. This
means public funds can be spent on services with no track record of serving students effectively, and
students and parents will be left to navigate a private marketplace without assurance that the programs
they use are high-quality, safe, and using evidence-based practices.

Taken together, the aspects of the program’s regulations outlined above clarify that state leaders will have
no power to shape the program’s implementation in ways that best fit the needs of students in their state.
State leaders should consider the implications of this guidance when deciding whether to participate in the
program for 2027 or any year thereafter.
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https://massbudget.org/2026/07/10/why-massachusetts-should-not-opt-in-to-the-federal-school-voucher-program/

