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Good morning. I an1 Dr. Dave Davare, Director of Research Services at the Pennsylvania School 

Boards Association (PSBA), and I thank the coininittee for allowing me to testify today on 

House Bill 2230. PSBA applauds the efforts of the committee to tackle the issue of propelty tax 

refonn, and we support the idea of tax base diversification; however, PSBA has some concerns 

with the proposal and believes strongly that any comprehensive property tax proposal must also 

address the budgetary Items that are causing school districts to increase property taxes. 

In Pennsylvania, school districts have been forced to depend entirely too much on property taxes 

to fund an extraordinarily large part of the expenses associated with operahng a school d~str~ct. 

Since 1988 there have been 4 "tax reform" attempts. Each of these ~ncluding AcL 50 of 1998, 

Act 72 of 2004 and Act 1 of 2006 have eliminated non-property non-inconie taxatton 

alternatives. In 1993-94 Pennsylvania school dist~icts received 76.4% or total local revenue 

from the properLy tax. By 1996-97. the reliance declined to 74.9%, but for 2009-10 the reliance 

increased to 78.1% of local revenue. In 2008-09, the most recent year in which there is national 

data, the state only funded 38.7% of elementary and secondary education costs, when the 

national aveiage for state funding for education was 46.740. This forced schooI districts to look 



to their local taxpayers for 56.5410 of the~r educillion expenses (78.1% was property tax), when 

the national average fur the local share of elementary and cecondary education was 43.8%.' 

This over-rel~ance on local school property tax by the state ensures that school districts have 

nothing to fall back on and are f01,ced to rely oil increases in property taxes to generate the 

d o l l a ~  necessary to fund school programs. The over-reliance on school properry taxes is also the 

pi-irnary cause of funding inequity among school districts. Districts wlth greater property values 

havc greater access to resources and tend to spcnd more local dollars per student. Thc current 

diflerence in total spending betwcen the highesl and lowest spending school dirtrictr. I\ 516,992 

per average daily menrber\h~p. Finaliy, a school district that has high ploperty values can levy 

relatively smaller nlillage rates to gcncrate a specific doliar mount  of revenue, whIe distric~s 

withlower propcrty values must levy much higher millage ratcs to generdle that same anlotint. 

To begin to alleviate the Commonwealth's over-reliance on school properry taxes, diversification 

of the tax base necessary. We support the concept diveerslfying the tax base to reduce the 

owraU burden of property taxes on local taxpayers, and PSBA believes that shifting the focus 

fron school property taxes to other taxes will benefit taxpayers and begin to mitigate some or the 

losses in our school districts with declining local revenue. However, PSBA recognizes that that 

a local property tax inust remain a portion of local education funding. A shift to only income- 

baed taxes would bc of assistance only ro taxpayers who happen to live in districts that k ~ v e  a 

sound income tax base. Additionally, the elimination of property tax for funding education 

would, in essence, create a state opcrated system of public education in Pennsylvania and would 

entirely ~mdcrmine Penn~ylvania's historic principle of local control of education. 

1 US Census Bureau-June 2011 



With respect to Ho~1seRitl2230, PSBA has some specific concerns about the current language 

regarding both thc incrca~c in the raler and use tax JSUT) as well as the implementation or 

lncrcase in earned income tax (Em) and net profits tax and the conversion to apersonal income 

tax (PIT). 

Cap on Millirge Rafe 

One of PSBA's bigge~t concerns with lrtouse Bill 2230 is that it cap$ the millage )-ate for political 

sub&v~s~ons implemcnt~ng or increawng EFT and net profits tax or converting to PIT. If aschool 

district would implement 01-inci-ease an inco~ile tax under the hill, thc school diqtriet would, in 

erfect, be foregoing its ability to incrcasc thc propcrty tax rate under Act 1 and to apply for the 

exceptionr to thc voter referendum requiremenl. 111 situations when a school district is faced 

with declining state dollars, dramatically increasing pcnsion cost?, special educalion co3ts, 

charter school costs, fuel costs, and employee health costs, just to name a few, school districts 

havc only two ophons: cut programs or laise taxes, and on many occasions, a distr~ct must do 

both to haIance the budget. PSBA is concerned that Housc B1112230 basically eliminates the 

option of a school district to raise their property tax rate lo Lhe index and prohib~ts them fro111 

applying fcx an exception under Act 1 to cover theh skyrocketing pcnsion and special education 

obligations. If mandated costs such as pension contr~bution? or specla1 education expenditures 

rise significantly, ms~rffic~ent state funding ir; provided to school districts, or we are plunged into 

another economic recession andEIT/PIT revenues plummct, school districts that decided to 

implement or increase the EIT or to convert to a PIT will have no safety valve to raise additional 

revcmle through property taxes to meet their obfigations, forcing school districts to make cuts to 

educational progams. As a result, PSBA fears that thc mllage rate cap in House Bill 2230 will 



either hasten the creation of a nurnbcr of new iinmcially distressed schooI d~stricts or do httle 

more than ensure that no school districts takes advantage of [he provisions to irnplernent or 

increake an income tax. 

Unfair Application 

Because the overall goal of this legislation 1s to use the implementation or increasc in the EIT 

and net profits tax or the convcrslon to the PIT to xcduce the propcrty tax by 3010 by decreasing 

the millage rate, certain property tax payers will benefit from this reduction without contributing 

to the ElT or PIT. Where a pol~t~cal  subdivision chooses to i~nplcmcnt or increase the EIT or net 

profits tax. individual taxpayers as well as businesses that are sole proplietorships will be subject 

to this increase; however, C-corporations, S-corporations, partnerships, and some l~mitcd liah~liiy 

compauies will not, as the income that pa\bes thmugh to taxpayers 1s not convdered earned 

income. Additionally, i f  a politicill subdivision converts to a PIT, income received by Individual 

taxpayer& F~om a sole-proprietorship or as shareholders of a partnership, an S-corporation, or a 

limited liabil~fy coinpany will be taxed as PIT; however, shareholder Income from a C- 

corporation w~l l  not. A5 a result, regardless Of whcthef a political subdivision chooses to 

implement or increase the EIT or convert to a PIT to reduce property taxcs, some enlitieb, auch 

as Rite-Aid or Wal-Mart, will receive the benefit of lower millage rales without paying Increases 

due to ETT or PIT, which is unfair to the residenhal property tax payer who is  paying their fair 

share for the reduction. 



Flexible Property Tax Reduction 

Another concern we have wlth this bill is that there are some political subdivis~ons in which a 

30% reduction in property taxes is simply impossible. In one districl where property values have 

been in decl~ne, the median ho~~schold income is $15,286 or less than onc-third of the &tale 

median of $49,288. In thjs type of situation, a 30% reduchon in property taxes is not realistic. 

However, in these eoinmumtics, it may be realistic for a lesser reduction, such a~s a 595, 10%. or 

even 2096, in property taxes. Recog~lizing that such significant tax rednction is not at1 option for 

aU polilicnl subdivisions acloss thc state, PSBA hupgests that political subdiv~s~on~ he g~ven 

flexibility to instlhlte the level of reductlo11 through implc~ncnhng or incl-easing E E  and net 

profits or conve~ting lo PIT that is lnost appropriate for iheii- co~nmunity. Whilc wc hope that the 

current econolnic downturn m ending, we must be mindful of thc adverse impact thal the 

downturn had on both state (PIT) and local (EIT) tax revenues. 

Timing 

PSBA also has some significant concerns regarding the t~ming of notice related to the 

dishur,ement of money to school districts in an SUT opt-in county. The bill requires thele 

disbursements to be made on July I of each year and gives school districts 30 days after July 1 to 

revise their property tax nlillage rates; however, these deadline5 conflict with Act 1 

requirements. Act 1 of 2006 requires school distr~cts to develop and adopt apreliminary budget 

at Ieast 90 days prior to the prima~y election date each year. This prelinlinary budget must 

include estimated revenues and expcrrdituires and any proposed tax rates for the next fiscal year. 

Additionally, school district$ are requii-ed to adopt their final annual budgets fur the next fiscal 

year by the Iast day of the current fiscal year. School districl~ are also requlred to have their 



annual budget on display for public inspeclion at least 20 days prlor to ~tx adoption. These 

annnal budgets must include estiilated revenues and expenditures and also must include 

proposed tax rates. Therefore, while the July 1 disbursement by the State Treasurer inay be 

appropriate, notice of the amount to be disbursed i \  far too late for the school districts. A school 

district must know how much revenue it will receive and how much 11 must adjust the millage 

rate, or at least have a reasonablc cstimate $0 that they can adopt their preliminary budgets in 

DecernberfJanoary and apply for Act 1 exceptions, if nccersary, and they must have precise 

figares to preptare and adopt their final budgets by June 30. School districts need this 

infomation far in advance of July 1 50 that they can propcrly prepare and adopt their budgets 

without running aroul of Act I .  

Collection Costs of Department 

The bill allows the Departmetlt of Revenue to collect a sum equal to its costs of collection from 

each county that incrcascs its tax rate. Howevel-, because the Department is currently collecting 

this revenue, PSBA questions the need to make an addit~onal payment to the Department when 

simply increasing the rate of this tax. At the very haat, we recommend placing a cap, such as no 

more than l%, on thc amount that the Department can retain for its collection co3t.;. 

Need to Address School District Costs 

Finally, and mo5t importantly, while PSBA understands the need to alleviate the burden of 

propel-ty tax on local taxpayers, this cannot be done effectively by diversifying the tax base 

alone. To reach a comprehensive and la5ting solution, action must alqo be taken to mamine and 

address the factor$ driving the cost of public education. Reducing property taxes wrthout 



addressing cod  contairlnlent alld stare fullding slmply puts the p~oblem off for another few yeas  

when rising expenses and insurl~cient funding jeopardize our school districts' ability to provide 

our students with a qualrty education. The only way to ensure that a propcity tax reduction plan 

has the rntendcd impact on local pioperty taxpayers and does not negatively impact the quality of 

education in the school district is  to addrecs those factors that colltinue to drive up the cost or 

education. For example, a c0nip1-ehensive solution would revire the Funding fonllula for cyber 

charter schools to ensure that school mstricts ate not payingmore to each cyber charter school 

than is necessary to educate a cyber charter student, it would tackle the ibsue of funding for 

spcc~al education and provide a morc fair formula that reflects the needs of the studcnts in each 

school district, and it  wotrld alleviate the burden and cost that comes w ~ t h  some mandates such as 

paying prevaihng wage and complyitlg with the Separation? Act, which drive up the cost of 

education and keep dollars out of the classroom. A successful and effect~ve property tax tefo~m 

plan illust diversify the tax base while bimultaneously addrcssmg the cost\ that drive a school 

district budget. 

Thank you for allowing me to testify today on behalf of PSBA, and Tam happy to try to answer 

ally qaestlons you might have. 


