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Executive Summary

Far from providing relief for working familiegcent proposals to eliminate school property taxes in
Pennsylvania woultohcrease taxes on the middle clagkile sabotaging the chance to adequately fund
Pennsylvania schools for mideknd lowincome families.

This report provides the first estimates of the impact of property tax elimination proposals on families in
Pennsylania. Echoing recent debates about U.S. health care policy, our findings demonstrate that, in the case of
proposed property tax elimination in Pennsylvania, the devil is in the detalils.

Across all Pennsylvania familigspperty tax elimination would inease taxes by $334 per famiWhile
property taxes would fall by an average of $1,685 per family, sales and income taxes would rise by over $2,000
on average per family.

Moderate-income familiegearning between $22,000 and $63,000), manwhb livein rural areaswould see
the biggest increase in taxas a share of their income (0.6 percent). In dollar terms, these modaratene
families would see an average increase in taxes of around $300 ($269 to $326).

There are two main reasons that the propogadperty tax elimination increases taxes on middlass families.
First,the proposal would shift taxes from corporations to familiesacerbating a decadesd shift of taxes in
Pennsylvania away from corporations.

Secondthe largest amounts of propty tax relief would go to affluent families in rich school distritist have
the highest property taxes because those school districts choose to amply fund local schools:

91 Affluent Lower Merion School District in Montgomery County, for example, wouaklve 22 times as
much in state funds for school property tax elimination as the Ipigherty Reading School District in
Berks County ($23,219 per student versus $1,034).

1 Inthe 125 most affluent (lowegioverty) school districts as a group, school ditsrivould receive
$10,703 per student in property tax relief, nearly three times as much as the $3,721 on average in the
125 highestpoverty school districtg half of them in rural communities.

In 2015, the legislature achieved a bipartisan, bicamenmasensus that any additional education funding should

be distributed based on a scientific formula backed by research on the actual cost of a quality education in each
district. Yetproperty tax elimination would distribute funde districts n roughly opjsite proportions to the

basic education funding formul&nder theformula

1 The highespoverty 125 school districts would receive over four times as much as the lpwoestty
125 ($12,647 per student versus $3,107 per student).

1 Reading would receive 2imes more than Lower Merion ($26,327 per student versus $1,251 per
student).

Adding the additional state funds for property tax elimination to existing state funding for districts, the state
would now provide an average $12,198per student to the rickst quarter of districts, 39% more than the
$8,802per student in the poorest quarter of districts. That outcome fails the fairness test even before you
consider the reality that it costs more to educate lovwiecome students.
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The proposed propertyax elimination would alsdock in for decades one of thél 1A 2y Q&8 Y2a G dzy S|
educationfinance system® L0 LINPOBARSAa y2 AYyONBIFAS Ay 2@0SNIff SRd:
income and sales taxes to their highest levels ever, makingikaly that the legislature would be able raise

new revenues for schools for many years. Families in the moderate income rural and urban communities that
4SS (KS o0A33S4a0 AyONBlasSa Ay GFES& ¢2dz R tuniie8 G KS LIN
permanently compromised by changes like large class sizes, a laclkdafyfiindergarten, and few or no arts or

AP classes.

¢KS LINPLIZ&SR LINRPLISNI& GFIE StAYAYIlIGA2Y A &qplopedy2 f dzii A 2y
taxes thatare high across the board. As this brief shows, property taxes are comparable to our neighboring

states and modest as a share of income in most places. One problem that Pennsylvania does have is inadequate
state funding for educatioq a major cause of coent school funding inequities between districts of means that
choose high property taxes and moderate income districts that struggle to make up for inadequate school

funding. That problem, in turn, fuels a second problem: property taxes that ARE higtaiim clistricts where

residents are less able to afford them. Pennsylvania can solve these two problems by raising state revenues in a
fair way, not to eliminate property taxes but to better fund schools; and by using some state revenues to reduce
property taxes in a targeted way where they are high relative to what people can afford.

1For a careful review of the challenges facing rural schools see Pennsylvania Partnerships For §ifeiddang Impact on Student
Performance: A Rural Perspectitarch 2017https://qoo.gl/TLA7KcFor a comprehensive review of the need for more equitable school
funding see The Education Law Cenkéoney Matters in Education Justjddarch 2017https:// goo.gl/xHStEu
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Residential PropertyaXesin PennsylvaniAre Similato Other Statefn the Region

Residentiaproperty taxes in Figure 1.

Pennsylvanipay forcounty Property Taxes for Homeowners in Pennsylvania are In-line With Property Taxes
and municipal serviceg.g., in Neighboring States
libraries,localroads, police 7%
. . 6.4% M Effective Property Tax Rate'
and f|re prOteCtlon)aS We” as [ Property Taxes as Percentage of Income?
6%
localschools.

The Institute on Taxation and 5% %

Economic Policy (ITEP)
estimates that for all families
(renters and homeownejghe 3% 75

average property tax bilh 2% 2'5%
Pennsylvaniavill be $2,180 in 2% . || ™ B
2017 ' 1.1%

1%
0.5%

4%

3.0%

1.53%

0.9%
0.6%

Tofacilitate comparisons - l
across statesve rely on Delaware Maryland NewJersey New York Ohio Pennsylvania West Virginia

median property tax payment Notes: "Median property taxes as a percentage of median home values. *Median property taxes as a percentage of the median income of homeowners.

data available for homeowners e teysone Research Conter based on American Community Survey data

from each state (and for sub

state areas)n the American Community Surv¢xCSy. SOl dzaS (KSasS RI Gl R2y QG OF LI
faced by rentersthe annual property tax bills are higher than estimates for all families. According to the ACS

the typical(median)property tax bill for residential homeowners in Pennsylvania waS3gbver the period

from 2011 to 2015With a median home value of $166,0@0e effective property tax rate i5.5%.

Table 1.

County, Municipal and School Property Taxes for Homeowners
Median . .

State Family Median Median Real Property Tags as a Property Taxess '

Income Home Value EstateTax % of Home Valués Percentage of Income:

Delaware $91,122 $231,500 $1,243 0.5% 1.4%

Maryland $115,323 $286,900 $3,142 1.1% 2.7%

New Jersey $116,367 $315,900 $7,410 2.3% 6.4%

New York $102,899 $283,400 $4,600 1.6% 4.5%

Ohio $82,042 $129,900 $2,032 1.6% 2.5%

Pennsylvania $84,999 $166,000 $2,533 1.5% 3.0%

West Virginia $63,900 $103,800 $607 0.6% 0.9%

Notes tMedian property taxes as a percentage of median home values. 2Median property taxes as a percentage of median far
income for homeowners

SourceKeystone Research Center analysis of American Community Survey data

2Unless otherwise specified data from the American Community Survey (ACS) is reported for the most regeat fie®l covering the
period from 2011 to 2015.
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Property taxes for all levels of county and municipal government account for 2.9% of the median family income
of homeowners in Pennsylvanias illustrated in Figure 1 and Tablegfoperty taxes in Pennsylvaniahether
measured relative to home values lmomeowner incomeare intline with other states in our regiomhey are
lower than New York or New Jersey, comparable to Ohio and Mardaddigher thanDelaware and West
Virginia®
School Property Taxes

Figure2.

Narrowing our focus to After Falling For 10 Years, Annual Increases in School Property Tax Rates Have Been

tv t levied to fund Rising Since 2013-14
proper y axes levie 0 1un Average percent change from the previous year 1999-00 to 2016-17 in school property tax millage rates & property taxes collected.
schools The Institute on

8%

Taxation and Economic Policy Millage Rates
(ITEP) estimates that for all 6% =l Ll
families (renters and

4%

homeowners) the average /\/
school property tax bill in 2% \ ==

Pennsylvania i@017will be o \ /
$1,6%. \ /
. -2% v
To exanmne how property taxes
i i i -4% I T T T N T T T 1

have changed over timd is e S A IO R LR
necessaranalyze data on R P S R o i I N P
changes in school property tax

. ) ’Thesharpd«lineinpropenytaxesoo_llecwedinzoos-oareﬂecgtheimpaqonhesreameoession. o ) . o )
millage rates' In Figure 2ve stk sl it i i e b o ek s ey e

Source: Keystone Research Center analysis based on Ivania Dep: of C ity and Economic Development and Department of Education data.

present the average annual
change irschool real estatenillage ratesin Pennsylvania since 199 alongside th@verage annual change in
schoolproperty taxes collected over the same period.

3 Separate analysis by the Independent Fiscal Office finds that property taxsidered relative to personal income are slightly below
average in Pennsylvania considered relative to the rest of the country. See "School District Property Tax EliminatienddntiEjscal

Office, January 201%itps://goo.gl/zUGIwl Our findings are also consistent with previous research conductiidhael Wood and

Sharon WardReform Not Repeal: Pennsylvania Can Provide Property Tax Relief and Protect Publi®®®oheyglgania Budget and

Policy CenterQctober 2, 2014https://goo.gl/evxQVh

a1/ { RFEGF 6KAOK FNB (KS LINRYIF NE A Y Lldzjearkpgbls ktarting withithelpefibdi2@0& th 2009 NB 2 y
thus limiting our capacity to use this data to evaluate annual changes in property taxes.

5 Estimating the percentt@ange in millage rates for school districts located in a single county is straightforward. For the 88 school districts
that serve more than one county, and thus have millage rates which are not comparable, we calculate the percent chalage irated

in each county and then estimate a weighted average of the change in millage rates for the whole district, where the ypplight$ca

the percent change in millage rates in each county are calculated as the share of school district property valuesoimndacis

estimated from data provided by the State Tax Equalization Board.

6 One of the barriers to analyzing millage rate data is that county governments periodically reassess the value of allvnagherty

typically results in a downward adjustment of millage rates which precludes us from calculating the change in milldganwdtesyear

before reassessment. Our analysis here excludes any change in millage rates in which a county reassesses property padaest We
alongside our millage rate data the percent change in total property taxes collected which is avail@vteryoschool district for every

year since 19990. Except for the Great Recession, which radically reduced property tax collections-0020@8estimates of the

change in millage rates mirrors property tax collections.
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Over the whole period 19900 to 201617, school property taxatesrose2.6% a yeamwhile property taxes
collectedrosean average 08.9%%peryear! For the typicahomeowner with a home valued at $166,000, a 2.6%
increase in millage rates translates into an increase in propergs@ix$478 As illustrated in Figure, the

annual increase in property tax rates has been smaller in recent;yfeaexample on averag since 20141
property tax rates in Pennsylvania rose by 1.7% perpenyear(roughly in line with average annual increases

in consumer prices of 1.6% in this perider the typical homeowner, a 1.7% increase in millage rates translates
into an incrase in the average property tax bill of $30.

Changes in School Property Tax Millage Rates by Schoof District
Maps 1 and 2 below present the average annual change in millage rates and property taxes collected by school
district, with the highest values shaded in orange and red and the lowest values shaded in light and dark blue.

Map 1. Average Annual Change in Millage Rates by School District

- Less than 1.7%
[ 1.7% to 2.3%
[J24%to2.9%
[ Ja0%to3s%
[ 36% to4.0%
- 4.1% or more

EEEI Note: These districts shifted away from property taxes to other local taxes between 1999-00 and 2014-15; as a result, property tax millage rate
changes may be lower than average due to a reliance on other local revenue sources to fund schools.

Source: Keystone Research Center

7When you exclude the percenhange in property taxes collected in 2608 (fell 2.8%) the average annual increase in property taxes

collected since 19990 rises to 4.4%.

8To arrive at this calculation, we take from the American Community Survey our estimate of the effectate fax school property

taxes $1,813 / $166,000 = 1.09%r the median homeowner and increase it by 2.6% (=1.12%). Multiplying 1.12% by the median home

value of $166,000 yields a total property taxes collected of $1,860 which is $47 higher than aLestithate of school property taxes.

9WS8S Gloa ac¢ltotS 'mé YR ac¢loftsS ' wg Ay GKS 2y AyS i fopeitytaxOl £ | LIL
millage rates and property taxes collected since 100%ttps://qo0o.gl/29lwb3
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Map 2. Average Annual Change in Property Taxes Collected by School District

I Less than 2.4%
[ 24% to3.4%
[]32% toaou
[ Ja1% toars
[ a8% to5.6%
- 5.7% or more

Note: These districts shifted away from property taxes to other local taxes between 1999-00 and 2014-15; as a result, the change in property taxes collected
may be lower than average due to a reliance on other local revenue sources to fund schools.

Source: Keystone Research Center

Although there are some expgons, in general property tax rate@nd property tax collectionsh the last 16
years have grown the most in the east half of Pennsylvanidn eastern Pennsylvaniaroperty taxesn many
districts grewat an average annual rate of 4.8% or more (orange and red htresjuch ofthe western half of
the state property tax ratedypicallygrew3.1% or less (the two deest blue hues).

The Relationship Between Local Property Taxes and State Support of Schools
As bcaltaxesare not the only sourcef school fundingit is instructiveto viewthe pattern ofchange in property
tax rateswithin the context oftrends inschool revenues broken out bycia, state andfederal sources

In Figure 3 we present local revenue per studintschools in Pennsylvania as a whole. The ataptures all
sources of revenue includingut not limited to, property taxes and earned dome taxes?® Alongside local
revenue we present state and federal school revenaéso on a per student basBoth figures aradjusted for

100n average across the commonwealth property taxes represented 78.8% of all local taxes collecteeDid, #8&@Xigure has risen
slightly to 81% in 20145. In 201415, Act 1, Act 511 and First Class SD Taxessamted 14.4% of local taxes, that figure in 19®9was
14.7%.
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inflation (201415 dollars) and Figure3.

indexed to their respective Locally Raised School Revenues Have Grown Faster Than State and Federal
levels in 19990 to facilitate Revenues in the Last 16 Years in Pennsylvania

Local, state, federal revenue per student indexed to 1999-2000 (=100).
Local revenue per student

=== State and federal revenue per student

comparsons of growth over
time. 150

Locallycollected revenues per 140
student have grown faster in

the last 16 years than state anc
federal revenues (37% versus 120
30%) reflecting the fact that
elected school boards have

120

110 -

sought to raise more revenue 3555
to support their schols than
their electedcounterparts in ”'QQ R R R RN B R AN N RN
the General Assembiy I L QG N I I
Harrisburgand U.S. Congress

Source: Keystone Research Center analysis based on Pennsylvania Department of Education data.

Washington D.C

Table 2 breaks up the change in revenue: Table 2.

into three distinct periods. From 199  percent change in local and state and federal revenue per
to 200708 (just before the worst of the student

GreatRecessin), the growth in local
revenues outpaced state and federal

State & Federal
Local revenue per

Period revenue per
revenue growth (26% versus 18%). Reca student student
from Figure 2 that property tax millage

. ; 199900 to 200708 26% 18%
rates were growing 3.4% a year during th
. 200708 to 20106011 1% 15%
period (the fastest pace of growtfor . S
these ratesover the wholeperiod). AU T 200D e A
199900 to 201415 37% 30%

The Great Recessiatowed the growth of
local taxcollectionsto just 1% from 20008 and 2016@L1. In this period state and federal revenue per student
rose rapidly (15%) reflecting the best practiceriacroeconomic policwhichreplaed local revenues with
federal sourcesluringand immediately after theecessiont! With the end of fiscal stimulystate and federal
revenues per student fell 10% ($654 per student) in 20232

11 The rise in state and federal funding per student in Figure 3 for the three years frorf0200801011 reflected first a rise in state

funding in 200809 and then a rise of federal funét®m the American Recovery and Reinvestment Act (ARRA) in1Z088d 201611.

12 Ownership of the responsibility for cuts in funding for local schools in the-2@Xtate budget was a contested political issue in the

run up to the 2014 gubernatorial efeli A 2 yZ A GK F2NNSNJ D2BSNYy2NJ ¢2Y / 2NDBSGG +F NBdzAy3
decision not to extend aid to state local governments, a key component of the American Recovery and Investment Act (U@RRA). In

view, aid to state and locabgernments did end too early, but that mistake was compounded when Governor Corbett and the leadership

of the General Assembly made the decision not to replace federal revenue with new state revenues, and thus cut the glgteosubs

d 0K2 2 f & dtraterhoét Séarly by thedigcision to replace ARRA funds allocated to state corrections with state revenues in 2011

12 state budget rather than cut spending corrections as was done to the state subsidy to schools. That decision ultimately rippled

through local school district budgets as layoffs, rising student fees, and property tax increases.
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Including federal fiscal stinus  Figure4.

funds (from the American Deep Cuts in 2011-12 to the State Subsidy for Education Spending Have Been
Recovery and Reinvestment Acl Followed by Six Years of Modest Increases

(ARRA)) state and federal Changes in the State Subsidy for Basic Education since 2010-11.

revenues from 20141 fell by SRR

4% per yearlf you exclude the
drop in ARRA fundstate and
federal revenues per student $0
have grown by $368 per student

215000 200,000

$122500 $100,000

. . ‘2 $200,000 —
since 201112 (anincrease of 3
699, while local revenue gr £ 5400000
student over this period has
grown $607 per student (a 75600000
increase of 7%). The relatively #800,000
stronger pace of state revenue e SN
growth since 201412 reflects a 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18
bipartisan consensus in both propoad
chambers Of the Genera| Source: Pennsylvania Budget and Policy Center state budget line item data.
Assemblyonthe need to Figure5.

increa® the state contribution Change in State Spending for all PreK to 12 Education Budget Line Items
to SChOOIS eSpeCiaIIy fO”OWing Changes in state spending for all education related line items since 2010-11.

the funding cuts of 201:12.3

$800,000

The notion of consensus in 00000 PAm
Harrisburg might seem — 473,200 J——
misplacedgiven theclosely $400,000 - - — E
contestedgubernatorial election
of 2014, followedmmediately g #200000 §14151 =il i [
by asixmonth stalemate over £ 50 n L | 4
the 201516 state budget
between Governor Tom Wolf +$200,000
and the General Assembly P
However,in each state budget s
including the last three budget -$600,000

. 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18
agreements signed by former proposed

Governor Tom Corbetthe state
subsidy to local school disits
for education spendinincreasedFigure 4see also Figure 5 for all st&tepending on education line itehs

Source: Pennsylvania Budget and Policy Center state budget line item data.

138Wherever blame is directed for the education funding cuts of 202 1lawmakers of both parties, largely because of those cuts, have

been eager in subsequempkars to increase the state funds available to education from existing revenues.

“CAIdzZNBE n NBLINBaSyida vyzad @SINEQ o6 aA0 SRdAOFGAz2y TFdngBuinead f Ay S
limited to state funds for school busansportation, school lunch and employee pensions.
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Thesourceof conflictin each of thelast six state budget agreements was not whether the state subsidy for
schoolsshould increase but by how much with sufficient increases in state education spendimgcluded by
the absence of &gislativemajority insupport of raisingiew state revenues.

Boosting spending for educati@iven revenue constraintsas become increasingly difficult siste tax

collections are falling short of expenditures duebtath falling corporategaxes as well as greying population

that isreducing personal income tax and sales tax collectignite increasinghe demand formanystate

services.An example othese strains is evident in the 2048 budget process hE Independent Fiscal Office
estimates under current law shortfallbetween revenues and expenditures in 261 of $2 billion,on top of a

shortfall of $774 million for 20147 Because othesebudgetarypressuresGovernorTom Wolfhas proposed

an increase in the basic education subsidgrm $100 million for 201718, half theincrease in thesubsidy in
201617.The Republican controlled house has since submitted its own-28btdget propodavhich although

AyOf dzRSa PbPynn YAfttA2y €Saa Ay (G201t adlraS aLSyRAy3
the basic education subsidy.

Without agreement to raiseew ongoingevenuss, state revenue per student will continue tagbehindthe
growth inneed in local schddlistricts.As illustratedoreviouslyin Figure 2property tax millage ratem the last
three years of data (20145 to 201617)are on the rise againStructural budget deficitare reducinghe new
statefunds available folocalschoolsthus shiftingthe burden of financing schoals local taxesncludingthe
property tax.

Box A: State Support for Local Schools 18 #6west in the Country

According to CensuBureau data 37% of total revenues in Pennsylvania schoo
GSNBE FTNRY adlFdS &a2dz2NOSaoy ¢tKS yI i
share of local revenues is lower than all but lllinois (36.7%), New Hampshire
(34.1%), Nebraska (32.7%), and Souwtkdia (30.8%). A low state share of
revenues puts more of the burden of financing schools on property taxes and
increases disparities in school funding between low and high wealth commun
As a result, Pennsylvania is the worst state in the countrjuiading inequality
between its wealthiest and poorest school districts, with the spending gap pef
student between these two groups more than double the national average.2

tUnited States Census Bureau, Annual Survey of School System Finances, 2014.
https://goo.gl/igGdIO5

U. NBgYyZ 9YYlF® aLy Ho abGlraSaz NAOKSNI aOK22ft
The Washington Post, 2015. http://wapo.st/18fFt2F

15 See Slide 20, Losigerm Structural Imbalance, https://goo.gl/WJsFkB
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