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COUNTY AND MUNICIPAL PROPERTY TAX RELIEF ACT
KEY ELEMENTS: HB 1858, PN 2533

The County and Municipal Property Tax Relief Actrpés counties to levy a 1% sales, use and
occupancy tax, to be shared with municipalitiethim county. The legislation is designed to reduce
local reliance on the real property tax and to fimchl solutions to the fiscal and service delivengis
that also faces local government. It includes miovis for mandatory property tax and homestead
reductions, it recognizes municipalities with ditfit financial conditions, and it recognizes the ta
exempt property burden.

Optional County Levy

* Optional 1% sales, use and occupancy tax, on the ase as the state

* Enacted by the governing body of the county

» Collected by the Department of Revenue and redigkd by the Treasurer

Distribution of Funds

* 50% of proceeds distributed to levying county

* 50% of proceeds distributed to qualified municiped within the county, half based on relative tax
effort and half based on relative population

County Use of Proceeds
e Minimum of 50% must be used for dollar-for-dollasrhestead and property tax reductions
* No more than 50% may be used for general fund Eapo

Municipal Use of Proceeds

* Minimum of 50% must be used for dollar-for-dollarhestead and property tax reductions or to
offset property tax revenue lost to exempt property

* No more than 50% may be used for general fund Eapo

Other Provisions

* Municipalities qualify for their share by adopting,advance, a resolution supporting county
enactment of the tax

* Where a county has not acted, the county may hereghjto levy the tax by municipal initiative
adopted by municipal governing bodies represer@btg of the population of the county

Other Notes

» Special time-line to accommodate implementatiothenyear of enactment

* No exceptions provided for the required homestaagkrty tax offset

» Excess revenues beyond the minimum 50% propertge@dxction can be used to offset nuisance
taxes

» First class and second class counties excluded tlneract



COUNTY AND MUNICIPAL PROPERTY TAX RELIEF ACT
TALKING POINTS: HB 1858, PN 2533

Why the sales tax, and why now?

The optional county sales tax proposal uses the $@®e as the Pennsylvania sales tax which, by
providing exemptions for necessities such as fotwdhing, and prescriptions, is a progressive taxe
much more fair than the property tax. We recogttieecurrent economic climate, but note that when a
bread-earner is laid off, the family’s property tak does not go down — but they do pay less Iesa

tax.

Is the objective of the tax to raise new revenudoical governments?

No, the primary objectives are to reduce reliant@mperty taxes at the county and municipal level,
and to provide a tax base that is more fair — basa@ on an individual’s ability to pay — than tieal
property tax.

Will all the counties levy the tax?

The tax is a county option, and each board of casimners (or home rule equivalent) will make its
own decision whether to adopt the tax. Each boaoivks its local economy and the needs and tax

burden of its businesses and residents, and el tfais into account as they study whether thegax
appropriate for their circumstances.

In addition, if a county has not acted the muniliifgg within the county can petition the countyptot
the tax in place, by a vote of governing bodiesesgnting at least 60% of the population of thentpu

Is there a problem with creating different sales tates from county to county?

No. Pennsylvania already has two counties — PHpadeand Allegheny — that have a higher sales tax,
with little material effect on the local economids. fact, in the majority of states the local optisales
tax is the primary alternative to property taxes.

Are Philadelphia and Allegheny County included?

No, they already have 1% levies. Philadelphia Mayatter has proposed an additional 1% for the
City, and this proposal does not conflict withhave a direct bearing on, the Mayor’s request. viNe
work with the City to assure that both issues nexeéue consideration.

Will consumers travel to avoid the sales tax?

The sales tax is the most-often used county opéinmn other states, after the property tax. The
experience of other states is that consumers railet when there is a real sale -- "50% Off Today
Only" -- but do not travel to save one or two petceThis is borne out by the experience in
Philadelphia and Allegheny County, which each a@ydaave an additional 1% sales locally levied.

Additionally, the optional county sales tax is be state base, so the payment of tax for largettick
items such as cars is dependent on the home addrigspurchaser; if for example the purchaser is
from a county that levies the tax, they pay thertmardless of the place of purchase. This is the
collection system preferred by business groups.
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Is there any guarantee of property tax reduction?

In the first year of implementationmainimumof 50% of the county share must be used for ektiom

of nuisance taxes and property tax relief throughitomestead/farmstead exemption and general
millage reduction, and any portion not used forpenty tax relief can be used for general fund
purposes. Of the municipal sharenmimumof 50% must be used for property tax relief orenghg

the burden associated with tax-exempt propertibe.rémainder can be used for general fund purposes
or for reduction of municipal nuisance taxes.

How much property tax reduction is likely?

It is an optional county sales tax so the redust@me dependent first on whether a county leviesak.
Additionally, municipalities have a couple optiams how the offsets are taken, which might include
applying some of the revenue against revenuedastxtexempt properties (remember that exempting a
property from taxation shifts its burden to the aémder of the property tax payers). That said,elae
rough estimates of the amount of reduction poteatithe county level in a chart on the CCAP wé#b, si
www.pacounties.orgunder the Tax Fairness link at the right of tbenk page. While it is not possible
to do estimates for municipalities, an additiortert shows the amount of funding potentially audéa

for distribution to municipalities. Be sure to adhat these are estimates (see qualificatiortsein t
footnotes).

Is there any protection after the first-year offset

The first-year offset is an anti-windfall provisicomparable to the requirement that we adjust gella
rates downward in the year a reassessment is inepleah. The experience for the last hundred years
under that system is that county and local goventrioeng the rates down as required and then for
subsequent years budget on the new base. Thebelaso abuse of that system, and so the optional
county sales tax proposal takes the same approgeduiring a first-year reduction and then relyorg
the normal budget process in subsequent years.

Framed a different way, local governments do nisertaxes and then figure out how to spend them.
Taxes go up only when local governments are fotaedise the budget and the existing tax levy is no
sufficient to meet the budget demands.

Does the proposal represent a windfall or a taxéase?

While we support implementation tradeoffs and répehere will inevitably be criticisms that thsa

tax increase. Such arguments are misplaced. pi@nal county sales tax allows county and municipa
government to trade off a regressive tax — thegmggax — for a more progressive tax — the saes t
Local governments do not raise taxes just for #ke of raising taxes. If that were the case, every
municipality and county would be at the taxationits now in law. Rather, local governments first
determine spending needs, based on their obligatmparry out the requirements of state and fédera
statute, court decisions, and the wishes of tleistituents. If the projected revenues are insieffit to
fund the budget as proposed, they first trim theéget. It is only after they have done their bestraft

a spending plan that they turn to the tax basee t&k rate is secondary to the requirements of the
budget. This process would not be changed by aor@tcounty sales tax. The difference with having
a sales tax option is that they would now have ammgful alternative, one that is proven more
equitable than the property tax.
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Shouldn’t this be implemented by referendum?

A referendum is not necessary. Most of the esoglabsts in local government are not of local
governments' making. Most of what counties andimpalities do is the direct result of state ordeal
legislation, court action, increases in caseloadsijtizen demands. Most of the time these masdate
not adequately funded, so counties and municipalitiust go to the local tax base. County and
municipal officials must be able to respond totbenetimes-competing objectives of meeting service
demands and maintaining or lowering tax rates.aBse a referendum can only be phrased in terms of
supporting or opposing a tax, the question doesralytconsider the full issue under consideration.
Sometimes, unpopular decisions are necessary aitel latal officials do not claim to be smarter than
the public, they are in a position to examine tetd and they will represent the wishes of the |geop
after giving the issue careful study.

Why a shared regional tax?

Increasingly there are governmental services tteaf@ailable to residents and nonresidents alike.
Moreover, there are increasing disparities amoaddk bases from municipality to municipality, winic
prevent some municipalities from providing quabrvices. A regional tax base recognizes the
Commonwealth’s mobile population and equalizesctgacity of municipalities to provide services. It
also enables regional response to land use andlgmessures, by removing the incentives for growth
in rural areas and by offsetting redevelopmentataatements in urban areas.

Shouldn’t we include schools in the proposal too?

Schools were in tax reform proposals going badaiaas the original Casey and Jubelirer bills, dret
not in this proposal since they have three propstyalternatives available already -- under A@siid
50 they can levy additional income taxes, and ufgbercial Session Act 1 they are receiving close to
$700 million per year in gaming revenues. A propé&ak is a property tax, and citizens complain @abou
county and municipal property taxes as well --tsatime to do something for local governmentsit i
also important to note that the Allegheny Countgséax model is county / municipal, with no funglin
for the schools. There are also equity and potigntianstitutional questions as well — with the riagn

of school districts that cross county lines, isquitable to apply the tax to only a portion ofeah
taxpayers? There is also a question how the disneely nature of the levy could impact the relative
funding basis from school district to school didtrand what impact this would have on the state@sic
funding formula. Last, splitting a share out tomals would reduce counties and municipalities — the
governing bodies taking the vote on this tax bagermuch smaller shares of the proceeds, making the
much less likely to elect to participate in the #éard making it much less likely that any property
taxpayer would see relief.

Is this a shift of taxes from business to individ@ar the other way around?

It has been suggested that a county sales taxnogltifts taxes to individuals, by reducing reliaoce
taxes businesses pay (property) and increasing tagesiduals pay (sales). The legislature respond
to this concern in prior tax proposals by enactirgghomestead exclusion, which allows taxing
jurisdictions to arrive at a tax mix which maintaitme relative business/individual tax burdens.
However, because the homestead exclusion proliiigitase of property tax increases to fund the
exclusion, counties and municipalities are unadhle, to their lack of alternative tax bases, toratfie
exclusion. The proposal requires the first dolliaprperty tax reductions to be granted through the
homestead exclusion.
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But what about the property assessment system?

Separate from an optional sales tax, counties stupgiorm of the property tax assessment system,
including mandatory reassessment in certain cirtamegs, standardization of assessment practices,
improvement in the equity of the appeals systerd,davelopment of funding sources for reassessment.

Does Governor Rendell support the proposal?

We have been told that the Administration suppibrtsproposal. Note however that although the
Governor suggested in his budget address thaetigdture authorize the tax, and has since sawilhe
support the local governments’ proposal, he hasiallicated that local governments will have toetak
the lead in securing legislative passage.
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