
STATE AND LOCAL TAXES

Pennsylvania Considers Overhaul of
Property Tax System
Pennsylvania property owners have long been clamoring for a change in the way
public education is funded.
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Pennsylvania property owners have long been clamoring for a change in the way
public education is funded. State legislators are listening. But a complete overhaul of
the school property tax system will take a while to accomplish.

Three pieces of proposed legislation that would eliminate or reform the current
taxing structure are in various stages of discussion in Harrisburg. Local school
of�cials and tax professionals say there are pros and cons to each proposal.

The two proposals receiving the most attention are Senate Bill 76 and House Bill
1189.

Senate Bill 76 had an identical twin in the House (HB 76) that was voted down on
Oct. 1. The Senate version, which remains viable, essentially would eliminate the
school property tax and replace it with an increased sales tax, use tax and income
tax.

A long list of goods and services that are not currently subject to sales tax would
become taxable to add even more revenue to the funding stream.

The state would collect the money and distribute it to school districts according to a
formula that would give each district about the same amount of money they
traditionally collected in property taxes, plus an annual cost-of-living increase.

The proposal also would allow districts that incurred debt on or before Dec. 31, 2012
to keep just enough property tax in place to pay off the debt.
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House Bill 1189 would replace school property taxes with a tax structure created by
each individual school district, which would be allowed to enact earned income, net
pro�ts, mercantile and business taxes to meet its �nancial need.

A third legislative proposal — Senate Bill 484 — is not a comprehensive property tax
reform proposal in the same spirit as the other measures. Rather, it would protect
senior citizens by allowing them to �le for exemption from school property tax
increases.

David Marsiglio, business manager at Weatherly Area School District in Carbon
County, said the prospect of school property tax elimination is understandably
appealing for property owners.

But he said it's important for citizens to remember that taxes may shift, but they
never really go away.

“When we hear property tax elimination, the �rst thing that comes to mind is one
less expense. However, this may not be case,” Marsiglio said. “When certain groups
of taxpayers get relief, another group has to bear the burden. Regarding all three bills,
the working man and women would pay more.”

Senate Bill 76 would increase the state income tax from 3.07 percent to 4.34 percent,
and increase the sales tax from the current 6 percent to 7 percent.

Also, sales tax would be applied to goods and services that are not currently taxed,
such as food items that are not on the WIC food list, candy and gum, personal
hygiene products, storage, newspapers and magazines, bad debts, clothing and
footwear priced at $50 and higher, nonprescription drugs, caskets and burial vaults,
�ags, permanent hotel residences, retail liquor and malt beverages and coin-
operated food and beverage vending machines.

Services not currently subject to sales tax that would become taxable include dry
cleaning and laundry; personal care; funeral homes, crematories, and death-care
services, and tickets to spectator sports, dance, music and performing arts,
amusement and recreation industries, museums, historical sites, zoos and parks.

Air and truck transportation and ground transit would also become taxable in
addition to professional and technical services such as legal, architectural,
engineering, design, accounting, auditing and bookkeeping.
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Basic TV, veterinary fees, insurance, waste management and remediation,
recreational parks, camps and campgrounds, data processing, parking lots and
garages would also be subject to sales tax.

“I estimate the working folk would be taking on a bigger burden,” Marsiglio said.

With the median income in Carbon County at about $58,655, Marsiglio said the
proposed earned income increase would cost the median wage-earner roughly
$2,252.36 per year. The 1 percent increase in sales tax could cost the same wage-
earning consumer an additional $175.97 in sales tax each year.

With the current median value of a homestead in the Weatherly Area School District
at about $40,650, the average homeowner pays about $1,644.70 in annual school
property taxes.

Under SB 76, Marsiglio said that same resident would pay a total of about $2,428.33
in increased income tax and expanded sales tax to fund public education each year.

“This is a $783.63 increase per household,” Marsiglio said.

Complicated

Supporters of House Bill 1189 say it gives school districts multiple options for
replacing property tax with an “elimination tax” consisting of earned income,
business privilege and mercantile levies.

Cheri H. Freeh, a certi�ed public accountant with Hutchinson, Gillahan & Freeh of
Quakertown, who recently participated in a Pennsylvania NewsMedia Association
conference on property tax reform, said HB 1189 would further complicate
Pennsylvania's already complicated tax landscape by allowing each school district to
design its own mix of taxes.

“Pennsylvania has around 3,000 taxing jurisdictions including school districts. The
number of local tax jurisdictions and tax collectors in Pennsylvania exceeds the
number of tax jurisdictions in the rest of the United States. And House Bill 1189 wold
create another fracture in Pennsylvania's local tax system,” Freeh said.

William R. Lazor, a CPA with Kronick Kalada Berdy & Co. of Kingston, said HB 1189
also would create an element of unpredictability to school funding because earned
income tax receipts �uctuate in relation to unemployment.
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“Right now, school districts can reasonably predict what their revenue will be. The
problem with earned income tax is, you're going to be subject to unemployment,
which isn't taxable,” Lazor said.

Freeh added: “I �nd it hard to believe, if given a choice, school districts would opt for
giving up known income in exchange for unpredictable income.”

The biggest winners under HB 1189 would be non-wage earners, Freeh said.

If property tax is eliminated and replaced with earned income tax, a wealthy retiree
living on investment income would pay nothing.

Conversely, working citizens who earn a large income would incur a large tax
obligation.

Other winners would be certain businesses, such as beer distributors, which are
currently exempt from business privilege taxes. If property tax goes away, those
businesses would pay no school tax whatsoever, Freeh said.

The earnings of a corporation are also exempt from earned income tax, the CPA
noted.

Hazleton Area School District Business Manager Tony Ryba said HB 1189 would give
districts more �exibility in managing tax income than SB 76 would.

“With 76 we'd lose control over property tax but we'd get all that funding from the
state. 1189 would give us a little more �exibility but we'd have to work with what we
get,” Ryba said.

The patchwork of tax jurisdictions 1189 would create is an unappealing prospect,
Ryba said.

“I'm all for uniformity,” he said.

Under the current tax system, Ryba said Hazleton's greatest dif�culty is caused by the
district's sprawl into three different counties with three different taxation formulas.

“The biggest problem for Hazleton Area is being in three different counties. But we've
been able to make it work with what we have. We try to do as much as we can with
what we have,” he said, noting that Hazleton Area has one of the lowest tax rates in
Luzerne County.
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“In some districts north of us, their tax rate is double ours,” he said.

Marsiglio said small districts like Weatherly might get shortchanged under SB 76
because the state would collect the tax money statewide and administer distribution
to districts.

“(This could) penalize Weatherly Area for being �scally conservative. For example,
our district has learned to operate without a separate auditorium, swimming pool
and other luxuries to be able to mitigate tax increases. I guess other districts that
have more programs and capital assets would get a larger cut of revenue,” Marsiglio
said.

Senate Bill 76 has 23 co-sponsors. A bill needs 26 votes to pass the Senate.

House Bill 1189 passed the House in early October by a 149-46 vote and awaits Senate
action.

“I guess we have to wait to see what the Legislature does. We'll have to roll with the
punches,” Ryba said.
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