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ChairmanBenninghoff and membersof the House Finance Committee:

Good morning. My nameis Elam M. Herr, and | am the assistant executive
director for the PennsylvaniaState Association of Township Supervisors. Thank youfor
theopportunity to appear before you today on behalf of the 1,455 townshipsin
Pennsylvaniarepresented by the Asseciation.

Townshipscomprise 95 percent of the commonwealth'sland areaand are hometo
morethan 5.5 million Pennsylvanians — nearly 44 percent of the state's population,
These townshipsare very diverse, ranging from rural communitieswith fewer than 200
residents to more populated communitieswith populations approaching 60,000 residents.

At dl levels, government's roleisto providethefacilities, programs, and services
that individual scannot otherwiseprovide for fhemselvesand that the private sector
cannot or will not deliver Likethat of the Commonwealth, loca government's fumding to
deliver theseservicesis primarily generated by taxes. However, unlike the
commonwealth, local government's taxing capacity is limited to the anthority granted by
the state.

Forlocal officialsto respond adequately to the needs and demandsof their citizens,
they must have the authority and flexibility to tailor their tax structure to best meet these
needs. Loca governmentsmust ke ableto choose the proper mix of taxesta generate
sufficient tax revenuesto meet the needs of the community. Thetax basemiist befair to
all citizens and maintain a balance between residential and businesstaxpayers.

Local tax reform

Local tax reform isneeded to provide municipalitieswith moreflexible options.
Townshipsin Biicks County face different challengesthan those in Juniata County. As
such, until we undertake the effort needed to substantially reform our local tax system
and achieve a broad-based, |long-term solution, revenuechallenges will continuefor loca
governments of al sizes, inall areas of our commonwealth.

Webelieve that any reform or restructuring of the local tax syster must establish
a broad-based, long-térm solution. To that end, local tax reform must be comprehensive
and must provideafull, optional menu of taxesfor townships, including but not limited
to, the property tax, the earmned income or personal incomeax, the businessprivilege and
mercantiletax. the amusement tax, the local services tax, and sal es taxes.

Thecurrent taxation system requires local governmentsto rely on the property
tax, atax that has been shown to be an unfair burden on those with limited incomes. Part
of the problem isthat three local taxing jurisdictions— the municipality, county, and
school district — must rely onthesame property tax basefor amajor portion of their
revenues.

| want to beclear that PSATS opposes the elimination of the property tax. Many
townshipsrely heavily on the property tax as areliable source of revenue. Althoughthe



earned incometax isa greater source of revenuefor some townships, it varies dueto
demographics and economic conditions. Also, many bedroom communities, particularly
in border counties, have few tax options and ¢ould nat continueto operate without the
property tax.

Optional county salestax
Over the past several years we have worked closely with the other municipal

associations and with CCAP to devel op and support what we believeto be & reasonable,
beneficia proposal for a county optional salestax. Under our proposal, a majority of the
municipalities within the county could compel that the referendum be placed on the ballot
if the county chooses not to place it on the ballot. The revenues from our joint proposal
would be shared betweenthe county and the municipalitieswithin that county. It would
have provided the county with adiversificationof itsfax base and decreaseits relianceon
the property tax, while providing municipalitieswith an additional source of tax revenue
and further diversification. For these reasons, wc prefer our optiona county salestaX
proposal to that in HB 2330.

Earned income tax

The earned income tax, not the property tax, isthe biggest sourceof tax revenue
for many townships. Because it isbased on income, the carncd income fwage) tax is
generally perceivedto be more equitable. and therefore, more politically acceptable.

Although the statutory limit onthistax for townshipsis 1 percent. the tax must he
shared with the school district, so in redlity, the current cap is 1/2 of 1 percent. The
sharing provision preventsthe earned income tax from becoming amore important and
equifable source of revenue for most townships.

We believethat the sharing provisions between the scliool district and
municipalitiesfor the earned income and other Act 511 taxes should be efiminated by
giving each taxing jurisdiction its own exclusivetax base. Furthet, we support the
concept of authorizingtownshipsto levy ahigher earned or an optional personal income
tax, thereby giving them the flexibility to reduce their reliance on the property and
nuisance taxes, if they so desire.

HB 2330: Earned incometar and personal incometax provisions

While HB 2230 does providefor anincrcascd earned income tax and the option of
convertingto a personal income tax, we are concerned that the proposed rulesare rigid
and would result in atax shifting rather than a true tax diversification. First, al three
typesof local government would be independently given the option of tax shiftingfrom
the property tau to theearned or persona income tax while meeting the criteriainthe
legidation, such as achievinga 30 percent decreasein property tax revenues, while at the
sametime prohibiting future property t ax increasesfor thoselocal governmentsthat
choosetoincreasetheir EIT orlevy aPIT.

HB 2330 callsfor a 30 percent across-the board reductionto the prope-ty tax,
which would require working families, individuals, and small business to shoulder more



of thelocal tax burden, while decreasing the share borne by the businesscommmunity. If a
local government choosesto shift to the personal income tax, thiswould add retireesto

those whose tax burden isincreased.

The property tax isthe only local tax paid by the businesscommunity. Whilea
few communitiesretainthe mercantile and business privilegetax, this has not been an
option for municipalitiesin decades. Meanwhile. residentsand small business pay a
diversearray of loca taxes, includingthe property tax, the earned incometax, and the per
capitatax whilethose individual sworking in the municipality pay thelocal servicestax.

We have several suggestionsfor your consideration. First, any dollar for dollar tax
reduction should be first made through the homestead and farmstead provisionsand if the
maximum reduction isreached, then the general millage could be decreased. Second, the
earned incometax and persona income tax provisionsshould allow local governments
theflexibility to shift the tax burden up fo at least 30 percent. Wc prefer amoreflexible
approach asto an all-or-nothing style approach. Finally. for many townships, the
permanent cap on the property tax will not be worth the trade-off of asmall increasein
the earned income tax.

Asmentioned earlier, the weaknessesof our current System of local taxation lies
in the limited options, lack of flexibility, and the reliance of all three types of loeal
government on the sametax base. What would happenif all threeloca govemments
chooseto shift to the earmned income tax, personal incometax, or a combination? While
thig may at first appear to be an attractive option, the new combinedtotal for theearned
income or persona income tax should be considered, particularly withthe ability in HB
2330 to increasetheseratesi nfuture years.

And while the property tax isover relied upon today, it is astabl e source of
revenue. Whileboth the earned intcome tax and personal income tax havethe potentia to
grow as incomes rise and employmerit grows, over the last four years we have seen these
taxesdecrease, sometimesdrastically. as wages grow stagnant and unemployment rises.
Thiscreatesa situation where needed and necessary services cannot be provided.

Mandaterelief

Finaly, local tax reform should be considered a ong with mandate relief. This
legislaturehas madesignificant stridesin looseningthe burdens on loca government
through common sense reforms such asincreased bid limits and, we hope. reforms to the
prevailingwage. Unfortunately, local governmentsare forced to fmd waysto pay for
unfunded mandates and all common sense refonns free usto provide increased value for

our taxpayers.

In closing, local tax reform must bemadewith all types of local governmentsin
mind, whichthis proposal docs consider. However, it needs to bc aflexible measurewith
amenu of options that each community can choosefrom that will allow thelocal tax
burdento be shared most equitably while retaining local elected officials ability to pay
for the services that they must provide.



Thank youfor the opportunity to testify today and | will now attempt to answer
any questions that you may have.



