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Chairman Benninghoff and members of the House Finance Conimittee: 

Good morning. h4y name is Elam M. Herr, and I am the assistant executive 
director for the Pennsylvania Stzte Association of Township Supervisors. 1 hank you for 
the opportunity to appear before you today on behalf of the 1,455 townships in 
Pennsylvania represented by the Association. 

Townships comprise 95 percent of the commonwealth's land area and are home to 
more than 5.5 million Pennsylvmlians - nearly 44 percent of the state's populafion. 
These townships are very diverse, ranging from rural communities with fewer than 200 
residents to more poptllclted communities with populaions approaching 60,000 residents. 

At all levels, government's role is to provide the facilities, programs, and scrvices 
that individuals cannot otherwise provide for fhemselves and that the private sector 
cannot or will not deliver Like that ofthe Cormnonwcalth, local government's funding to 
deliver these services is primarily generated by taxes. However, uulike the 
commonwealtl~, local government's taxing capacity is limited to the a~~thority granted by 
the state. 

For local officials to respond adequately to the needs and demands oftheir citizens, 
they must have the authority and flexibility to tailor their tax structure to best meet these 
needs. Local governments must be able to choose the proper mix of taxes Yo generate 
sufficient tax revenues to meet the needs of the community. The tax base musl be fair to 
all citizens and mainlain a balance between residential and business taxpayers. 

Local tax reform 
Local tax reform is needed to provide municipalities with more flexible options. 

Townships in Bucks County face differen? challenges than those in Juniata County. As 
such, until we underrake the effoa needed to substabtially reform our local tax system 
aud achieve a broad-based, long-term solution, revenue challenges will continue for local 
governments of all sizes, in all arcas of our commonwealth. 

We believe that any reform or restructuring of the local tax system must establish 
a broad-based, long-tenn sol~~tion, l o  that end, locaI tax reform must be comprehensive 
and must provide a full, optional menu of taxes for townships, including but not limited 
to, thc property tax, the earned income or personal income tax, the business privilege and 
mercantile tax. the amusement tax, thc local services tax, and sales taxes. 

The current taxation system requjres local governments to rely on the property 
tax, a tax that has been shown to be an unfair burden on those with limited incomes. Part 
of the problem is that three local taxing jurisdictions -the municipality, county, and 
school disuict - must rely on the same property tax base for a major portion of their 
revenues. 

I u-antto be clea~ that PSATS opposes the elimination of the property tax. Many 
townships rely heavily on the property tax as a reliable source of revenue. Although the 



earned income tax is a greater source of revenue for some townships, it ~ar ies  due to 
demographics and economic conditions. Also, many bedroom communities, particularly 
in border counties, have few tax options and cou~ldnot continue to operate without the 
property tax. 

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

associations and with CCAP to develop and support what we believe to be areasonable, 
beneficial proposal for a county optional sales tax. Under our proposal, a majority of the 
~nunicipalities 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 fiom our joint p~*oposal 
would be shared between the county and the municipalities within that county. It would 
have provided the county with a diversification of its fax base and decrease its reliance on 
the pruperty tax, while providing municipalities with an additional source of tax revenue 
and further diversiiicafion. For these reasons, wc prefer our optional county sales tax 
proposal to that in HB 2330. 

Earned income tax 
Thc earned income tax, not the property tax, is the biggcst source of tax revenue 

for many townships. Because it is based on income, the carncd income {wage) tax is 
generally perceived to  be more equitable. and therefore, more politically acceptable. 

Although the statutory limit on this tax for townships is 1 percent. the tax must he 
shared with the school district, so ill reality, the culrent cap is 1/2 of 1 percent. The 
sharing provision prevents the earned income tax from becoming a more importaiit and 
equitable source of revenue for most townships. 

We believe that the sharing provisions between the scliool district and 
municipalities for the earned income and other Act 51 1 taxes should be eliminated by 
giving each taxing jurisdiction its own exclusive tax base. Further, we support the 
concept of authorizing townships to levy a higher earned or an optional personal income 
tax, thereby g i~ ing  them the flexibility to reduce their reliance on the property and 
nuisance taxes, i f  they so desire. 

HE 2330: Earncd income tar and personal income tax provisions 
While HB 2230 does provide for an incrcascd earned incolne tax and thc option of 

converting to a personal income tax, we are concerned that the proposed rules are rigid 
and wo~dd rcsult in a tax shifting rather thana hue tax diversification. First, all three 
types of local gove~ment  would be independently givcn the option oftax shifting from 
the property tau to the earned or personal income tax while meeting the criteria in the 
legislation, such as achieving a 30 percent decrease in property tax revenues, while at the 
same time prohibiting future property tax increases for those local governments that 
choose to increase their EIT or levy a PIT. 

HB 2330 calls for a 30 percent across-the board reduction to the propel-ty tax, 
which would require working fmiIies, individuals, and small busiiiess to shoulder more 



of the local tax burden, while decreasing the share borne by the business conllnunity. If a 
local government chooses to shift to the personal income tax, this would add retirees to 
those whose tax burden is increased. 

The property tax is the only local tax paid by the business community. While a 
few communities retain the mercantile and business privilege tax, this has not been an 
option for municipalities in decades. Meanwhile. residents and small business pay a 
diverse array of local taxes, including the property tax, the earned income tax, and the per 
capita tax while those individuals working in the nlunicipality pay the local services tax. 

We have several suggestions for your consideration. First, any dollar for dollar tax 
reduction should be first made tlsough the homestead and farmstead provisions and if the 
maximum reduction is reached, then the gcnwal millage could be decreased. Second,the 
earned income tax and personal income tax provisions should allow local govenunents 
the flexibility to shift the tax burden up 10 a1 least 30 percent. Wc prefer a more flexible 
approach as to an all-or-nothing style approach. Finally. for many townsbips, the 
permancntcapon the property tax will not be worth thc trade-off or  a mall  increase in 
the earned income tax. 

As mentioned earlier, tile weaknesses of our current system of local taxation lies 
in the limited options, lack of flexibility, and the reliance of all three types of local 
government on the same tax base. What wotdd happen if all three local govemments 
choose to shift to the canled income tax, personal income tax, or a combination? Whilo 
this may a€ first appear to be an attractive option, the ncw combined total for the earned 
income or personal income tax should be considered, particularly with the ability in HB 
2330 to increase these rates in  future years. 

And whilc rhe propcrty tax is over relied upon today, it is astable source of 
revenue. While both the earned income tm and personal income tax have the potential to 
grow as incomes rise and employment grows, over the last four years w-e have seen these 
taxes decrease, sometimes drastically. as wages grow stagnant and unemployment rises. 
This creates a situation whcre needed and necessary services cannot be provided. 

Mandate relief 
Finally, local tax reform should be considered along with mandatc reliel. This 

legislature has made significant strides in loosening the burdens on local government 
through common sense reiorms such as increased bid limits and, we hope. reforms to the 
prevailing wage. Unfortunately, local governments are forced to fmd ways to pay for 
unfunded mandates and all common scnse refonns free us to pro>-ide increased 3alue for 
our taxpayers. 

In closinyt, Iocal tax reform must be made with all types of local governments in 
mind, which this proposal docs consider. However, it needs to bc aflexible measure with 
a menu of options that each co~umunity can choose from that will alIow the local tax 
burden to be shared most equitably while retaining local elected officials' ability to pay 
for the services that they must provide. 



Thank you for the opportunity to testify today and I will now attempt to ansuer 
any questions that you may have. 


