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Good morning. | am Dr. Dave Davare, Director of Research Services at the Pennsylvania School
Boards Association (PSBA), and | thank the coininitteefor allowing meto testify today on
House Bill 2230. PSBA applaudsthe efforts of the committee to tackle theissue of property tax
reform;, and we support theidea of tax base diversification; however, PSBA has some concerns
with the proposal and believes strongly that any comprehensive property tax proposal must also

addressthe 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 district,
Since 1988 there have been 4 "tax reform™ attempts. Each of these including Act 50 of 1998,
Act 72 of 2004 and Act 1 of 2006 have eliminated non-property non-ircome taxation
alternatives. In 1993-94 Pennsylvaniaschool districts received 76.4% or total local revenue
from the property tax. By 1996-97. thereliance 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 thereis nationd
data, the state only funded 38.7% of elementary and secondary education costs, when the

national aveiagefor statefunding for education was46.740. This forced school districtsto ook



to their local taxpayersfor 56.5410 of their education expenses(78.1% was property tax), when

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

Thisover-reliance on local school property tax by the state ensures that school districts have
nothing tofall back on and are forced to rely on increasesin property taxes to generate the
dellars necessary to fund school programs. Theover-reliance on school property taxesis also the
primary cause of fundinrg inequity among school districts. Districts with greater property values
have greater access to resources arnd tend to spend more local dollars per student. The current
difference in total spending hetween the highest and lowest spending school distriets 15 516,992
per average datly membership. Finally, aschool district that has high property values can levy
relatively smaller millage ratesto generate a specific dollar amoiint of revenue, while districts

withlower propcrty values must levy much higher millage rates to generate that same amount.

To begin to aleviatethe Commonwealth’s over-relianceon school property taxes, diversification
of the tax base 1s necessary. We support the concept diversitying the tax base to reduce the
overall burden of property taxeson local taxpayers, and PSBA helieves that shifting thefocus
fram school property taxes to other taxes will benefit taxpayersand begin to mitigate some of the
lossesin our school districts with declining local revenue. However, PSBA recognizesthat that
alocal property tax mmst remain aportion d local educationfunding. A shift to only income-
hased taxeswould bc of assistance only ro taxpayers who happento livein districts that have a
sound incometax base. Additionally, the elimination of property tax for funding education
would, in essence, create a state operated system of public education in Pennsylvaniaand would

entirely undermine Permsylvania’s historic principle of local control of education.

* US Census Bureau— June 2011



With respect to House Bitl 2230, PSBA has some specific concerns shout the current language
regarding both the increase in the raler and use tax (SUT) aswell as the implementation or
merease in earned income tax (EIT) and net profitstax and the conversion to a personal income

tax (PIT).

Cap on Millage Rafe

One of PSBA’s biggest concerns with House Bill 2230is that it caps the millage rate for political
subdivisions implementing or increasing BFT and net profitstax or convertingto PIT. If a school
district would implement or inerease an incoime tax under the hill, the school district would, in
effect, be foregoing its ability to incrcasc the property tax rate under Act 1 and to apply for the
exceptionr tothe voter referendum requirement. In situations when aschool district isfaced
with declining state dollars, dramatically increasing pension Cost?, special education costs,
charter school costs, fuel costs, and employee health costs, just to name afew, school districts
have only two ophons: cut programs or raise taxes, and on many occasions, a district must do
both to balance the budget. PSBA 1s concerned that House Bill 2230 basically eliminates the
option of aschool district to raise their property tax rate to the index and prohibits them from
applying for an exception under Act 1 to cover their skyrocketing pension and special education
obligations. If mandated costs such as pension cosntributions or special education expenditures
risesignificantly, insufficient state funding is provided to school districts, or we are plunged into
another economic recession and EIT/PIT revenues plummet, school districts that decided o
implement or increase the EIT or to convert toa PIT will have no safety valve to raise additional
reverue through property taxes to meet their obligations, forcing school disticts to make cuts to

educational programs. Asaresult, PSBA fears that the millage rate cap in House Bill 2230 will



either hasten the creation of anurnber of new financially distressed school districts or do little
more than ensure that no school districts takes advantage of the provisions to implement or

increase anincometax.

Unfair Application

Because the overall goal of thislegislation is to use the implermentsition or increase in the EIT
and net profits tax or the conversion to the PIT to reduce the property tax by 30% by decreasing
the millage rate, certain property tax payers will benefit from this reduction without contributing
to the EIT or PIT. Where apolitical subdivision chooses to implement or merease the EIT or net
profits tax. individual taxpayersaswell as businesses that are sole proprietorships will be subject
to thisincrease; however, C-corporations, S-corporations, partnerships, and some liritéd liability
¢ompanies will not, as theincome that passes through to taxpayersis not considered earned
income. Additionaly, if apolitical subdivision converts to aPIT, income received by individual
taxpayers from a sole-proprietorship or asshareholders of apartnership, an S-corporation, or a
limited liability coinpany will betaxed as PIT; however, shareholder tncome from a C-
corporation wili not. As aresult, regardless of whether apolitical subdivision chooses to
implement or increase the EIT or convert to a PIT to reduce property taxes, Some entities, such
as Rite-Aid or Wal-Mart, will receive the benefit of lower millage rates without paying Increases
dueto EIT or PIT, which isunfair to the residential propertytax payer whoispaying their fair

sharefor the reduction.



Flexible Property Tax Reduction

Another concern we have with this bill is that there are some political subdivisiens in which a
30% reduction in property taxesissimply impossible. In one districl where property values have
been in decline, the median household incomeis $15,286 or less than onc-third of the state
median of $49,288. In this type of situation, a 30% reduction in property taxes iS not realistic.
However, in these comiritinities, it may be realisticfor alesser reduction, such as a5%, 10%, or
even 20%, in property taxes. Recognizing that such significant tax reduction is not an option for
all political subdivisionsacross the state, PSBA suggests that politica subdivisions he given
flexibility to institute the level of reduction through implemieriting or inc¢reasing EIT and net
profits or converting lo PIT that iS most appropriate for their community, While wc hope that the
current econonic downturn 1 ending, we must be min¢ful of the adverseimpact that the

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

Timing

PSBA aso has some significant concerns regarding the timing of notice related to the
disbursement of money to school districts in an SUT opt-in county. Thie bill requirestheése
disbursementsto e madeon July 1 of each year and gives school districts 30 daysafter July 1 to
revisetheir property tax millage rates, however, these deadlines conflict with Act 1
requirements. Act 1.of 2006 requiresschool districts to develop and adopt a preliminary budget
at least 90 days prior to the primary election date each year. This preliminary budget must
include estimated revenuesand expenditures and any proposed tax rates for the next fiscal year.
Additionally, school districts are required to adopt their final annual budgetsfur the next fiscal

year by thelast day of the currentfiscal year. School districts are also required to have their



annual budget on display for public inspeclion at least 20 days prior to 1ts adoption. These
annual budgets must include estimated revenues and expenditures and al so must include
proposed tax rates. Therefore, while the July 1 disbursement by the State Treasurer may be
appropriate, notice of the amount to be disbursed is far too latefor the school districts. A school
district must know how much revenueit will receiveand how much it must adjust the millage
rate, or at least have areasonable estuniate so that they can adopt their preliminary budgetsin
December/January and apply for Act 1 exceptions,if nccersary, and they must have precise
figures to prepare and adopt their final budgets by June 30. School districts need this
information far in advance of July 1 so that they can properly prepare and adopt their budgets

without running afoul of Act |.

Collection Cogts of Department

Thebill alowsthe Department of Revenué to collect a sumequal to itscosts of collection from
each county that incrcascsits tax rate. However, because the Departmentis currently collecting
thisrevenue, PSBA questions the need to make an additional payment to the Department when
simply increasing the rate of thistax. At thevery least, we recommend placing a cap, such as no

more than 1%, on the amount that the Department can retain for 1ts collection costs.

Need to AddressSchoal Digrict Costs

Finally, and most importantly, while PSBA understands the need to alleviate the burden of
prope-ty tax onlocal taxpayers, this cannot be done effectively by diversifying the tax base
alone. To reach acomprehensive and lasting solution, action must also be taken to examine and

address the factors driving the cost of public education. Reducing property taxes without



addressing cod contmmnmettt and state funding simply putsthe problem off for another few years
when rising expenses and insufficient funding jeopardize our school districts' ability to provide
our stidents with aquality education. Theonly way to ensure that apropetty tax reduction plan
has the rntendcd impact on loca property taxpayers and does not negatively impact the quality of
education in the school district i sto address those factors that continus to drive up the cost of
education. For example, dcomprehensive solution would revise the Funding formula for cyber
charter schools to ensure that school districts ate not paying more to each cyber charter school
thanis necessary to educate a cyber charter student, it would tackle the issue of fundingfor
special education and provide amore fair formula that reflects the needs of the students in each
school district, and it would alleviate the burden and cost that comes with some mandates such as
paying prevailing wage and cormplyiiig with the Separation? Act, which drive up the cost of
education and keep dollars out of the classroom. A successful and effective property tax reforsm
plan must diversify the tax base while simultaneously addressing the ceosts 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

any questions you might have.



