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Chairman Benninghoff and members ¢f the House Finance Committee, thank you for invitingthe
Pennsylvahia Association of School Business Officials [PASBO) to testify on House Bill 1776. My name is Jeff
Mummert and | am the Business Administrator of the South Western School District in Yerk County.
Effective July 1%, | will become a member of PASBQ"s Board of Directors as well as chair of its Legislative
Committee, a committee on which ¥ve served for gight years. PASBO’s membershipcovers a wide
spectrum of non-instructional disciplines required to support student achievement and classroom learning.
More about our organization can be found at the end of my testimony.

House Bill 1776 will eliminate property taxes in Pennsylvania by in¢reasing the personal incometax from

3 07% to 4%and thé state sales tax from 6% to 7%. While I'm not 100% certain, | would guess that if you
took a poll of likely voters in Pennsylvania, the-vast majority of thetyi would indicate they are in favor of
eliminating property taxes. 1 would also bet that ir you askedthe same voters if they would be interested in
paying more in total taxes, the wast majority of them would answer no. This is the quandary that we find
ourselvesin regarding the issue of property taxes in the state. What is the fairest and most eguitable way
of generatingrevenue to pay for public services?

Property taxes have historically funded local government services— they have been levied since the
beginning of this country. Some people believe they are regressive in nature, although most economists
would argue that a salestax is more regressive, having a grearer praportishal negative impact onthe poor.
What we do know about property taxes is that they are a very consrstent and stable way of funding public
sarvices at a relatively low cost to collect. Our district pays about $36,000 to collect about $30 million in
pmpetty taxes— which is about 1/10" of 1%. Property taxes affect everyone —senior citizens on a fixed
income, families and intividuals who own a home, renters and businesses. Alifiost everyone pays property
taxes for public services. Isitthe only way to pay for public Services? Probably not. But coming up with an
alternative plan hasn't been easy either or | would guess that we would already have an alternative in

place.

The plan in House Bill 1775 is a drastic and unworkabledeparturefrom aur current method of funding
education. Itis drasticfromthe perspective that the local property tax base thatgrves lacal officialssome
degree of local discretion fot addressing local priorities will be cast off and replaced with a state controlled
tax base where local dollars are redistributed back to where they were ¢ollected. This legislation makes
Harrisburg the big tax collector of all school district revenues. It is a biggovernment solution that wrecks
local discretion.



Currently property taxes are collected lacally and the money stays local. | believefhere is general distrust
acrossthe Commonwealth by scheals when it comes to having the state ¢ollect and distribute educatton
funds. The distribution method of state funds hasalways been a bone of contention in the central part of
the state as many of us are convinced that much of our tax revenues are actually being divertedto the
Philadelphia and Pittsburgh areas instead of comtng back to Central Pennsylvania.

State collection and distribution also begs the question of how this plan could be possibly implemented just
from a cash flow perspective. Increasingthe state's Personal Income and Sales Tax will have to provide
about $11hillion in new revenues to replace existing si:heiol property taxes. House Bill1776 calls for
quarterly payments to be made to districts. So will the state guarantee that there will be nearly $3 hillian
generated in the first quarter of the year or 15 the state willing to provide the funding from reserves or
other sources?Even If the answer to either of these questions is yes, has there been any consideration to
the drastic consequencesof spreading out property taxes that are collected primarily in the first four
months of the fiscal year to a system of quarterly state payments. Furtheristhere any consideration to
how districts should budget? Currently the property tax pitovides not only a fairly stable revenue base but a
predictable one as well. | believe that a quarterly distribution of state funds replacing property taxes will
create havoc for school budgets.

The other state distribution concernthat t don't see specifically addressedin House Bill 1776 is related to
whether the state will distribute those tax revenues to school districts when the General Assembly and
Governor are unable to approve a state budget in atimely manner. It wasn't that long ago that school
districts had to wait until October ta get state revenues due to abudget impasse. We were able to make it
through that disruption as we were still collecting propertytax revenues in Augusrand September.

Now while many people will hear about the elimination of property taxes, this bill is not abaut eliminating
taxes but rather shifting taxes from one type toanother. And when we say eliminate property taxes, let's
be clear—we ate only talking about eliminating school district property taxes, and only aftertwa years and
only completely after all outstanding debt has been paid. Evidently it is just fine to continue to pay county
and municipality property taxes, many of which have seen double digit percent increasesthe past few
years, as they are not part of this bill. As you know, school districts are limited in our property tax Increase
amounts as a result of Act 2 of 2006. 50 property taxes will not he eliminated in total - only school district
property taxes will be eliminated. Property owners will stilf receive a property tax hill each year for their
county and municipal property taxes over which there are no laws to controlincreases.

Anytime ygi have a shift in tax burden from one type of tax to another, you create winners and losers. You
might think that eliminating school property taxes would make everyone a winner, but mathematically,
that justisn't the case. Like most bills dealing with shifting of taxes, the rntent of House Bill 1776 when it s
all said and done, is to be tax neutral. Essentially, the amount of revenue generated &y the increase in the
personal incorrie tax and the increase in the sales tax {antt the expansion of goods and services covered by
the sales tax) should be about the same as the amount lost from the elimination of the property taxes.

In reading House Bill 1775, | noticed a few things regarding this issue that raises a few operational
questions. First, the elimination of the school property tax will occur over atwo year period of tirrie. And
actually, if a school district has debt that it 1s payingfor construction projects, they would be able to
corntititie t o have a pmperty tax to cover thar debt service cost until that debt servrce 1s paid off. Soletme
clarify this. House Bill 1776 proposesto eliminate school property taxes with a shift to higher personal
income taxes and sales taxes— and yet if yourschool district has outstanding debt you will still be able to
have aproperty tax that coversthe cost of that debt service = until it is paid off. We will come back to this
in a minute,



Let’s get back to the math |t is a givers that most individuals will pay more rn total taxesas a result of
House Bill 1776 thanthey do now. It is simple math, somethrngwe alllearned in school. If we eliminate
the school property tax, the big winners will be businesses and commercial property owners as they will
have a decrease in taxes with no corresponding tax increase. Assumingthat the finaneigl need for funding
education doesn't decrease, the revenues lost from the elimination of the property taxes for business and
commertial properties will need to be made up. And that tax amount will come from individuals So when
you do the math, there is no question that under House Bill 1776 most of us will pay more in total taxes
than we pay now. Ifound the examples of referendum questions contained in the bill to very mteresting.
On page 12 for example, the Bill gives us the sample referendum guestion: "Do you favor the imposition of
a personal income tax of X%?” Similar referendum questions are outlined for an earned income and net
profits tax. | would suggest that a more accurate referendum question for thevoterswould be "do you
dislike the current school district property tax so much that you are willing to pay more in total taxes to
fund education?" To me —thatis at the heart of this question

Actually, what concerns me personally other than the concept of havingto pay more iy taxes than | pay
now to cover the lost revenues from commereial and industrial property taxes that would be gtimirated, 1s
what | call the "double Whammy" effect. The double whammy | amreferringto is the two-fold concern
that not only will most people pay more in total taxes, but that when crafting this legislation the General
Assembly will not make the tax rates high enoughto provide sufficient revenues to make up for the lost
school property taxes. Again, from an operational standpoint, will House Bill 1776 provide sufficient
offsetting personal tax revenuesin year 1 to cover the lost school district property taxes, or wifl that total
revenue stream reach the total offset in year 2? Asschool districts with outstanding debt have their debt
get paidin full, and they eliminate the remainder of their property tax, will there be a mechanrsm in place
to provide for those additional offsetting revenues from personal taxes? What mechanism will be in place
to provide that district- with additional revenue? What happens when we go irto a recession and personal
tax collections decline —what provisions are included in House Bilt 1776 to provide adequate funding for
public education, at a time when the expectations of public education are increasing?

There is one more thing | would like to bringto the attentron of the Committee t have heard many people
comment that the reason this significant shiftin funding education is needed is that people across the
Commonwealth are losing their homes as aresult of rising schaol property taxes. While thrs makes for a
powerful sound bite, I'm not sure the facts support this claim | have done some research on this issue for
both my school district ang far York County. I"il startwith my school district. We currently have 11,384
taxable properties on our taxrolls. thisyear — eight {8} of those properties were exposedto the tax upset
sale, and of thatnumber only 3 are actually going to the tax upset sale And while I don't wantto see
anyone lose their property because of taxes— that is a very, very small number. That equates to 0. 00026y
less than three one hundredths (0. 03% of one percent. The statistics in York County as provrded by the
County Tax Claim Bureau are agually compelling. Currently, there are 180 propertiesscheduled 6 ga to the
ta:x upsetsale our of 181, 347 taxable parcels m the county — and that number is likely to go down before
the time of the sale. That equates to about 1/16™ of 1% or 0 0009925. I'm guessing that some of you may
have worked in factories at some point in your lives. i did one summer while 1 was going to college. Da you
believe thatthere are any factories in the Commonwealth that would stop their assembly linesif 1/10% of
1% of the items they were making were Flawed or if the bag or can was filled 1/ 10" of 1%from the top?
Again — we are talking about 1 in a thousand. If you get a box of 1, 000 apples and you find that one of them
15 bad = do you sendthem back? | don't think so.



Some other information to pass along from the Tax Claim Bureau.. of the properties that do go to upset
sale and are sold, the majority of those transactrons get appealed and the people get their property back
One lastitem along these lines.. according to the Prothonotary's Office there are any of anumber of
reasons why liens are placed on properties. Itis not just because of school district property taxes
Interestingenough, 1f aperson fails to pay their state Income tax, while therrwagesusually get garnished
first, the state also has the ability to place a lien on yieur property for failuré to pay taxes. So | am left
scratching my head..what are we accomplishing with t#is bill.

The last item | would like to address regarding House Bill 1776 is the referendumrequirements. If my
memory serves me correctly, it wasn't all that long age that school districts were required under Act 1,to
place areferendum questron on the ballotto see if our residents wanted the school district to levy a higher
Earned Income Tax (or collect a personal Income tax) to help reduce property taxes | believe the voters in
only 8 or 9 school districts in the Commonwealth voted toapprove that tax shift. What has changed in the
last 6 yearsto lead us to believe there will be a differarit outcome?

Perhaps the fairest approach would be to continue tt allow businessesand commercial propertiesto pay
property taxes while shifting the residential and farm property taxes to the personal Income tax. Farmers
may have a bit of a problem with this as they do enjoy the tax benefits of the Clean and Green program
But this approach would shift the taxes within the samegroup of people so it would be less likely that maost
people would pay more in total taxes. I'm guessing it Is disériniinatory to just have commercial and
industrial properties paying school property taxes, but | will letthat up to you folks.

Thank you agami for your time and for listening to my concerns
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Smart Business + Informed Decisions = Great Schools

The PennsylvaniaAssaciation of School Business Officials (PASBO) isa statewide association, 3,000
members strong, devoted to helprngthe businesr of schools stay on the righttrack through education,
training, professional development and timely access to legislative and policy news Our membership base
covers school professionals working in ftnance, accounting, oparaticns, facilities, transportation, food
service, technology, cammunicatfons, human resources, purchasing and safety services. While diverse in
areas of specialty, all members share acommon goal - to support classroom learningin schools duringgood
and bad economic tirries through smart busrness practices. PASBO helps make that goal a reality.



