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1I.

Referendum Exceptions Submitted to PDE
Guidelines for the 2013-2014 Fiscal Year
Special Session Act 1 of 2006

(Does not apply to Philadalphia City 5D)
[Dates to not apply to Pittsburgh SD and Scranton 85}

Pretiminary Budget and Approval of Tax Rate Increases (Sections 311, 333(a)(1), 333(e})

~ School districts must adopt a preliminary budget by February 20, 2013. The adopted

preliminary budget, which includes a schedule of proposed tax rate increases, must be
submitted to the Pennsylvanta Department of Education (PDE) by February 25, 2013,

After review of the school district’s proposed tax rate increases as reported on the prellminary
budget, PDE will inform each school district In writing by March 7, 2013,'If any further actions
must be taken, If proposed tax rate Increases exceed the school district’s index, (1) the tax rate
Increase must be reduced to the Index, (2) a refarendum exception must be sought from PDE, or
(3) the tax rate Increages must be approved by volers at the general primary election on May
21, 2013.

In lieu of a preliminary budget process, school districts have the option of adopting a resolution
Indicating that the rate of any tax wlilt not be raised by more than its Index. School districts
must submit a copy of this resolutlon and a schedule of proposed tax rate increases to PDRE by
February 5, 2013. After review of the schoo! district’s resolution and proposed tax rate
increases, PDE will Inform each school district in writing by February 15, 2013, whether the
proposed tax rate increases are less than or equal te its index.

If proposed tax rate Increases exceed the school district’s index, the school district Is required to
adhere to sections 311(a) and (¢)—relating to preliminary budget adoption—and will be
permitted to submit referendum exceptions to PDE. PDE will only approve referendum

- exceptions if the school district demonstrates a need for exceptions by adopting a balanced

preliminary budget that contains a tax rate increase in excess of the school district’s index.

Index (Section 302, 313, 333(1))

Each September, PDE publishes the Index for use in the determination of allowable tax rate
increases in the following fiscal year. The base Index Is the average of the percentage increase
In the statewtde average weekly wage, as determined by the PA Department of Labor and
Industry, for the preceding thirty-six months ending December 31 and the percentage increase
In the Employment Cost Index for Elementary and Sacondary Schools, as determined by the
Bureau of Labor Statistics In the U.5. Department of Labor, for the previous 12-month period
ending June 30. For a school district with a market value/personal income afd ratio (MV/PI AR)
greater than 0.4000, Its index equals the base index multiplied by the sum-of 0.75 and Its MV/PI
AR far the current year.

Note! Section 404{e)(2) of the Unemployment: Compensation Law was amended by Act 6 of
201.), which required that the average weekly wage be calculated for a 36-month period,

For the 2013-2014 flscal year, the base Index is 1.7%. The index for each school district Is
available on the PDE website at www.education.state.pa.ug. Click on Programs, Programs O-R,
Property Tax Relief, ‘ .

Referendum Exceptlon Guldelines . December 24, 2012
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11T, Refarendum Exceptions (Sectiens 333(f), (1), (n))

Sectlon 333(f), as amended by Act 25 of 2011, provides for three referendum exceptions. A
fourth exeeption is providad for In section 333({n).

For the 2013-2014 fiscal year, requests for referendum exceptions must be submitted to PDE by
March 7, 20113, At least one wealc prior to submitting its request to PDE, a school district
requesting a referendum exception must publish notlce of Its intent to seek PDE approval In a
newspaper of general clrcutation and on the school district’s publicly accessible World Wide Web
site, If one Is malntalned.

PDE hias developed a web~based application, the Referendum Exception System (RES), for
submitting the data necessary to calculate and review the requests for referendum exceptions. In
addition, Excel templates have been provided on the PDE webslte for use by school districts in
estimating potential exception amounts before RES opens for the upcoming fiscal year.

General provisions (Section 333(A(1), (2))

If approved by PDE, a school district may, without seaking voter approval, increase the rate of a
tax levied for the support of public schools by more than its index If al) of the following apply:

" (1) The revenue raised by the allowable increass under the school dlstrict’s Index is insufficient to -

batance the propesed hudget due to one or more of the expenditures listed in paragraph (2).

(2) The revenue generated by increasing the rate of a tax by more than the school district’s
Index will be used to pay for any of the following:

« School Construction {Sectlon 333(NH(2)1il))
Beneral Ingtructions for School Construction Exceptions

1. The phrase effective date® will be used throughout the School Construction section of
this document and has two possible meanings, depending on the school district:
s forthe 109 school districts that opted In to Act 72 of 2004, effective date refers to
September 4, 2004, and
» for all other scheol districts, effective date refers to June 27, 2006,

2. Far each Issue/note/loan tssued prior to adoption of the prallminary budget with
PlanCon Part H or K approval and with budgeted payments in 2012-2013 or 2013-2014,

provide coples of the following: :
+ for indebtedness incurred hefore the effeciive date, but issued on or after the
affective date:
o complete copy of the executed board resolution, including the signature page,
incurring the indebtedness,

1 Altheugh the actual effective date of Act 72 of 2004 was Septamber 3, 2004, for functional reasans these Guldellnos treat it -as
Septamber 4, 2004, Spsclal Sagslon Act 1 of 2005 provides that school districks that aptad In ko Act 72 (the Homeowner Tax Rellaf
Act) may saek rafarandumn exceptions for Indabtedness incurved prior to September 4, 2004, and for ndebtedness Incurrad on or
after September 4, 2004, for school consttugtion projects, Act1 slso pravides that school districts that did not elect to particlpate
In Act 72 may seek roferendum axceptions for Indabtadness Incurred prior to the éffoctive data of Act 1 and for indalbtedness
Inevirred on or after the effective date of Act 1. Since thase provisions in Act 1 use the tern “effeckive date” In reference to both
noi-Ack 72 schoal districts and Aet 72 dlstriets, we have constructed a meaning for the phrase “effective date” in order to facilllate
discusslon of the referandurm exceptions for both groups. Atthough thig Is a slight abetration from the actual aeffective date of A
72, It does nok change tha substance of any provisions,

Referendum Exception Guidellines Dacember 24, 2012
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for varlable rate issues/notes/loans:
o debt payment schadule based on bhudgeted |nterest rates,
o rationale for the budgeted interest rates used in preparing the payment;
schedule
o for vocational project financing: calculation showing the school district's
share of scheduled payments

3. For each issue/note/loan issued prior to adoption of the preliminary budget without
FlanCon Part H or K approval and with budgetad payments in 2012-2013 or 2013-2014,
provide coples of the following;

]

complete copy of the executed board reseiution, including the signature page,
incurring the indebtedness -~ If the amount Issued is less than the amount
incurred, Include an amended or supplemental resolutlon or a statement signed by
the superintendent or business manager that ties the lssue to the resolution,
settlemant sheet with date of Issuance,
debt payment schadule,
for vartable rate Issues/notes/loans:

o debt payment schedule based on budgeted intarest rates,

o rationale for the budgeted interest rates used in preparing the payment
schadule,

for vocational project financing: calcufation for the school district’s share of
scheduled payments,
for refuncling: signed verification report for advance refundmg or certlfication for
current refunding from paying agent/trustee,
for partial refunding: payment schedule for the debt service not refunded; this
should include any payments made in 2012-2013 prior to the refunding,
for Issues funding relmbursable projects or refunding any relmbursable Issues:
estimated reimbursable percerit calculations (for original financing refer fo the page
D14 calculations in PlanCon Part D; for refinancings refer to PlanCon Part K).
Calculations must be based on the most up-to~date information on project costs. In
particular, the estimated reimbursable percent for projects with bids awarded mtst
be hased on the bid costs, not previous estimates.

4, For each issue/notefioan not yet issued for which payments In 2013-2014 are being
budgeted, provide copies of the following:

complete copy of the executed board resolution, incuding the signature page, or
staternent of intent to incur and Issue indebtedness sighad by superintendent or
busingss manacger,

proposed debt payment schedule,

" for varable rate issues/nofes/lcans:

o debt payment scheduie based on budgeted inLerest rates,

o ratlonale for the budgeted interest rates used in preparing the payment
schecdule, '

for vocational project financing: - calculation for the school district’s share of
scheduled payments,
for issues funding relmbursable projects or refunding any relmbursable Issues but
without PlanCon Part H or K approval: estimated reimbursable percent calculations
{for original financing refer to the page D14 calculations In PlanCon Part D; for
refinancings refer to PlanCon Part K), Calculations must be based on the most up-
to-date Information on project costs, In particular, the estimated retimbursable
percent for projacts with bids awarded must be based on the bid costs, not previous
astimates.

Referendum Exception GuideBnes . December 24, 2012
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5. Costs associated with any subsequent refinancing of this Indebtedness will also qualify

for an exception. The amoul: of refinancing bonds that a school district may issue is
limited to a princlpal amount equal to the following: (1) the amount needed o pay,
dischairge or redeem the outstanding principal amount of the bonds to be refinanced,
plus (2) any additional principal issued to meet the issuance costs of the refinancing
such as underwrlter's fees, band Insurance, legal fees, stc.

. For refinancing incuired after the effective date, also include a copy of the following:

« complete copy of the executed board resolution, including the signature page,
Incurrlng the Indebtedness for the orlginal tssue,

. The required documentation described above may be submitted electronically to
ra-res@pa.gov or via regular mall to the Divislon of Subsidy Data and Administration for
recelpt by PDE within 3 days of the date that referendum sxceptions are submiited.
Failure to timely submit requested documentation could result in disapproval of the
referendum axcaption,

. Based on the original language contaiiied In the Taxpayer Relief Act, PDE previously
Interpreted “final payment of interest and prindpal” - a phrase found in section 333(f} In
conjunction with approved debt exceptions - to requite the rescission of tax rates
following elther the last scheduled payment of a hond issue or the refinancing of a bond
issue.

Note: Act 25 of 2011 added section 333(0) to darify “final payment of interest and
principal” for lously-approved emic or Nonacademic sc byildin jects to
not indude a school district’s payment of debt as a result of refunding or refinancing the
debt. However, previousiy-approved Grandfathered Debt (Indebtedness incurred prior
to tha effective date) and Electoral Debt referendum exceptions must still be rescinded
according to the language in the Taxpavyer Relief Act — following elther the last scheduled
payment of & bond issue or the refinancing of a bond issue, If indebtedness was
refinanced, school distrcts may request appraval of a referendum exception for the
refinanced Indebtedness but only In the fiscal year immediately following rescission of
the originally-approved tax rate increase related to the refinanced principal.

{A) Indebtedness inturred prior to effective date

1. Costs associated with paying principal and Interest on the Indebtedness, incurred
under the Local Govarnment Unit Debt Act prior to the effective date, qualify for an
exception.

2, A referendum exception may be requested If the total Budgeted payments—far
principal and Interest on indebtedness incurred under 53 Pa. C.S. Pt. VII, Subpart B,
which Is supported by recurring revenues—Increase dueto an increase In the local
share {debt service payments net of state reimbursement) or a decrease In
nonrecurring reverues. The school district will be eligible for an exception for the

“amount of the increase In recurring revenue needed for the budgeted payments.

3. Llquidity, remarketing and other fees on a variable rate bond issue are not principa!
or interest on indebtedness. Therefore, If taxes must be Increased by more than the
amount allowable by its index and any approved referendum exceptions in order to
meet these costs, a school distrlct must seek voter approval.

4. Swap payments will guallfy for the referendum exception If a school district:

Referendum Exception Guidelines December 24, 2012
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a) makes swap payments to an authority (State Public School Bullding Authority or
a municipal autherity) on a swap agreement entered into by the authority on
the schoot district's behalf, and

b) the swap payment Is a component of the Interest charge the school district
makes to the authority on Indebtednass, and

c) the dabi (undertying that swap agreemant) was incurred prior to the effective
date, and

d) the proposed tax increase will be used to make those swap payments.

5. If a school district makes swap payments to a swap counterparty (i.e,, not through
an authotity as described above), those payments will not qualify for a referendum
exception. Therefore, a school district will need to seek voter approval if taxes must
be increased by more than the amount allowable by Its Index and any approved
referandurm exceptions to maet these costs.

6. For example:

2012-2013 iccal share of debt service paymetts $1,000,000
Nonrecurring revenues applied to debt service -

2012-2013 {ocal share from recurring revenue $ 500,000
2013-2014 local share of debt service payments $1,100,000
Nonrecurring revenues applied to debt service - % 200,000
2013-2014 local share from recurring revenue $ 900,000
2012-2013 local share from recurring revenue -

Referendum exception available ' $ 400,000
2013-2014 jocal share of debt service payments $1,100,000
Nonrecurring revenues applied to debt service - 0]
2013-2014 local share from recurring revenue $1,100,000
2012-2013 local share from recurring revenue - %
Referendum exception avallable % 200,000

7. Any tax rate increase to pay thesa costs must be rescinded following the final
paymant of principal and Interest. See page 7 for additlonal information,

(B3} Electoral deaist

1. Costs assoclated with paying principal and interest on any voter-approved debt,
incurred under the Local Government Unit Debt Act, qualify for an gxception, Voter
approval must have occurred prior to requesting a referendum exception,

2. A referendum exception may be requested if the total budgeted payments—for
principal and interest on indebtedness incurred under 53 Pa. C.S. Pt. VII, Subpart B,
which Is supported by recurring ravenuas—Increase due to an [ncrease in the focal
share (debt service payments net of state reimbursement]) or a decrease in
nonrecurring revenues. The aschool district will be eligible for an exception for the
amount of the increase in recurring revenue needed for the budgeted payments.

Note: For aach issue/note/loan with budgeted payments in 2012-2013 or 201.3-2014,
provide a copy of the certification of electoral approval to Issue honds or notes.

o Special Fducation Expendifures (Section 333(A(2)(v})

Referendum Exception Guidelines December 24, 201.2
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If costs for special education programs and services for students with disabllities increased
by more than the school district’s index between 2010-2011 and 2011-2012, the school
district Is eligibie for an exceptlon equal to the increase in the schoof district’s share of
expenditures (I.e. costs In each year not offset by state Special Education Funding and
Contingency Funds) that exceed its index.

"Special education program’ expenditures are defined as total special education
expenditures (function 1200) minus gifted support expenditures (function 1243),

‘Speclal education services’ expenditures are defined as the portlon of the support services
expenditures for costs described In the Individualized Education Program (IEP) for students
with disabilitles from the following expenditure accounts: - 2120 Guidance Services, 2140
Psychological Services, 2150 Speech Pathology and Audiclogy Services, 2160 Soclal Work
Services, 2260 Instruction and Curriculum Development Services {expenditures for the
Blractor of ‘Special Education only), 2350 Legal Services, 2420 Medical Services, 2440
Nursing Services and 2700 Student Transportation Services.

Example;
School district 2013-2014 index is 1.7%

2011-2012 special education expenditures: $1,703,437
2011-2012 Special Educaticn Funding and Centingency Funds: $1,250,000
2011-2012 net special education expenditures $ 453,437
2010~2011 spaclal education expenditures: $1,412,689
2010-2011 Speciat Education Funding and Contingency Funds: $1,250,000
2010-2011 net special education expenditures $ 162,689
1.7% of 2010-2011 net special education expendituras; $2,766
201i~2012 minus 2010-2011 special education expenditures; $290,748

Allowable referendum exception: $290,748 -  $2,766 = $287,982

Retiremant contributions (Section 333(n))

If the antlclpatad Increase In the school disttlct’s ([.e. local) share of payments to the Public
School Employees’ Retlrement System between 2012-2013 and 2013-2014 is greater than
the school district’s Index, the school district will be eligibla for an exception squal to the
partion of the estimated payment increase that exceeds Its index. The amount of state
ravenue reported for function 7820 must be at least 50% of the expenditures fisted for olyject
code 230.

The school district will be required to use the most up-to-date PSERS contribution rates for
2012-2013 and 2013-2014. The salary base for 2012-2013 and beyond will be capped at: the
2011-2012 level, :

Refergndum Exceptlon Gukdellines Pecember 24, 2012
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Example:

School district 2013-2014 index Is 1.7%

201.3-2014 estimated SD share of payments to PSERS (at 16.75%): $670,000
2012-2013 estimated SD share of payments to PSERS {at 12,36%); $494,4Q[J
1.7% of 2012-2013 estimated SD share of payments to PSERS: $ 8,405

2013-2014 minus 2012-2013 estimated SD share of payments to PSERS:  $175,600
Allowable referendum exception: ‘$1‘75,600 - $8,405 = $167,195

Department approval/disapproval (Section 333()))

PDE shall approve the referandum exception request if a review of the data demonstrates that the
school district qualifies for one or more of the exceptlons, -

If the request for an exception is approved, PDE shall determine the dollar amount of the
expenditure for which the exception Is sought and the tax rate Increase required to fund the
exception. If PDE denies the request, the school district must (1) reduce the tax rate increase to
no more than its index or (2) submit a referendum guestion for voter approval in the primary
election (for scheol districts with a July 1 through June 30 fiscal year). '

Referendum Exception Fuldelines December 24, 2012
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The Taxpayer Relief Act
Special Session Act 1 of 2006

Frequently Asked Questions for Taxpayers

The following pages contain questions and answers on flve Speclal Session Act 1 topics:

General In‘r‘orma‘clon About Special Session Act 1 of 2006............ ........ o Page 1
Homestead and Farmstead Exclusions...... eirreer et rvrerrreerrer e, . |
Local Income TaX .vvvovvvininnn, e L K e ket ae Cerrrarrstrrrarrsaisensins &
Referendum Requirement for Tax Increases...... . . v B
Distribution of State Property Tax Reduction Funding ....voevvveiiinens v i 7

GENERAL INFORMATIQN ABOUT SPECIAL SESSION ACT 1 OF 2006

1. How does the Taxpayer Relief Act banefit taxpayers?

The Taxpayer Relief Act, also known as 8S Act 1, fulfills Governor Rendell’s promise to
deliver property tax rellef to every Pennsylvanla homeowner. Benefits to taxpayers
include the following:

o S8 Act 1 guarantess that homeowners In every school district can henefit from
state-funded property tax rellef. (Exception: In Philadelphia, the funding will be
used to reduce tha wage tax.)

o It protects taxpayers in every school district from extraordinary tax Increases in
the future by Implemeanting voter controls through a fair referendum requirement
that gives voters control over the most severe tax increases while protecting
school districts” ability to ralse the funds they need,

o It provides extra property tax relief to senior citizens - who are the hardest hit by
rlsing property taxes - through a major expansion of the state Property Tax and
Rent Rebate Program.

o Act 1 gives local communities new options to choose the right mix of local taxes
to fund their schools,

o It requires ali school districts, except for Philadelphia and Pittsburgh, to adopt a
resojution by June 30, 2007, auLhOI izing the collection and payment of school
district property l.axes In installments for homeowners.
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2. What new powers does the Taxpayer Relief Act give to voters in each school
district?

» May 2007 (primary) election - Every school district, except Philadelphia, Plttsburgh
and Scranton, will glve voters the opportunity to approve local property tax relief by
Increasing the local Income tax.

» November 2002 election and every municipal election after - Every school
district except Philadelphia will have the optlon of asking voters to approve an
additional inceme tax increase In ardar to fund greater local property tax relief.

+ Choosing whether to receive state-funded property tax relief - If a school board
rejects state funding for property tax rellef through gaming, then the final decision
goss to the voters. In a referendum question, voters can overrule thelr school board
and decide to accept slate-funded property tax relief,

« Power over extraordinary tax increases - Voters in every school distrct will have
the final say on extraordinary tax increases, School hoards will still be able to ralse
property taxes each year to keep up with Inflatlon, and they can recelve referendum
exceptions for emargencles and educational necessities. Bui after that, tax Increases
will require voter approval,

3. What is the source of funds for property tax relief?
An estimated $1 blllion from expanded gaming will be used to reduce local school property

taxes. In additlon, voters can choose to further reduce their property taxes by shifting to

a local Income tax,

4. How will the Senior Citizens Property Tax and Rent Rebate program be expanded?

S5 Act 1 expands the income thresholds for qualification for property tax and rent rebates,
The program only requires senior cltizens to count 50% of Soclal Securlty payments
towards their Incame,

o Before Governer Rendell signed this law, senier citizens who earned up to
$15,000 could recelve a property tax or rent rebate up to $500. 1In 2004, the
average particlpating homeownar recelved a $375 rebate from the Property Tax
and Rent Rebate program.

o Beginning with their 2006 tax bills, homeowners will be eligible to receive the

followling:
Househeld Income Rebhate
$0 to $8,000 $650
$8,001 to $15,000 $500
$15,001 to $18,0C0 $300
$18,001 to $35,000 $250

In addition, the {aw gives even more property tax relief to the senior citizens with
the highest need, -beginning in the first vear that statewlide property tax relief
occurs for homeowners in all schocl districts:

» Because school districts In ¢ltles with high wage taxes will he unlikely to
ever make a shift to increase thelr wage taxes to fund property tax relief,
senior citizens in Phitadelphla, Pittsburgh and Scranton who eain up to
$30,000 a year will have thelr property tax rebate increase by an
additional 50%. .
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= Senior citizens who earn up to $30,000 a year and pay more than 15% of
their Income In property taxes (and who do not live in Philadelphia,
Plttsburgh or Scrapton) will aiso have thelr property tax rebate Increase
by an additicnal 50%.

o Renters will ba eligible to receive the following:

Household Tncome Rebate
$0 to $8,0C0 $650
$8,001 to 415,000 $500

The Senlor Cillzens Property Tax and Rant Rebate Assistance Program s adminlstered by
the Department of Revenue. The applicatlon and information for filing a claim can be
found at www.revenue,state,pa.us. Click on Forms and Publications; then click on
Property Tax/Rent Rebate,

. HOMESTEAD AND FARMSTEAD EXCLUSIONS

5. What are homestead and farmstead exclusions?

A homestead exclusion lowers property taxes by reducing the assessed value of the homa,
For example, If & home Is assessed at $50,000 and the homestead exclusion is $5,000,
then the homeowner only pays taxes on an assessed value of $45,000.

A homestead must be a Pennsylvanian’'s permanent primary residence on which property
taxes are paid. Included with the term “homestead exclusion” Is “farmstead exclusion.”

A Tarmstead exclusion provides property tax relief to farmers. A farmstead applies to
buildings used for agricultural purposes on a farm that Iz at least 10 contiguous acres.
The farmstead must also be the primary residence of Its owner, Farmeérs can be ellglble
for both a homestead exclusion and a farmstead exclusion since each covers a different
part of the property.

How does a taxpayer becoms eligibla to receive a homestead or farmstead
- axclusion?

To receive a homestead or farmstead exclusicn, a Pannsylvania resident must submit an
application to the county assesser. .

School districts are required to send an application to all owners of residential property in
the school district by December 31 each year; however, annual notification may be fimited
to owners of resldaentlal property not currently approved as a homastead or whose
approval Is due to explre,

FHomestead exclusion applications are due by March 1. Homeowners cannot be required to
resubmit their application more than once every three years, Residents that acquire
property in the school district after the March 1 deadilne must walt until the following year
to qualify for a homestead or farmstead excluslon.

The county assessor must notify the property owner of the approval or denfal of the
homestead or farmstead exclusion no later than 30 days after recelpt of the application.
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8.

9.

Are taxpayers that were approved for homestead or farmstead exclusions under
Act 72 required fo resubmit an exclusion form under 85 Act 1?7

No. Homestead and farmstead exclugions that were approved under Act 72 remaln valld
under 8S Act 1. However, taxpayers may stlll be required to reapply for an exclusion
every three years,

Will every property owner receive property tax relief?

SS Act 1 only applies to residentlal property owners, Pennsylvanians In 66 counties will
receive property tax rellef through homestead and farmstead exclusions.

In Philadelphla, the state funding for tax rellef will be used to reduce wage taxes instead
of property taxes. Wage taxes will be reducad for both resident and commuter wage
taxpayers. Scranten School District has the option of using up to 50% of Its property tax
‘reduction allocation to reduce the rate of its earned income and net profits tax.

To what extent will property taxes be reduced?

The extent of property tax relief in a particular school district wil depend on whether the
taxpayers in the school dlstrict approve a local income tax Increase and whether the
schoal district accepts Its state allocation of revenue from expanded gaming.

10. will every homeowner in the state get the same amount of property tax relief?

The amount of property tax rellef will vary from one school district to another, The
property tax rellef formula 1s designed to take equity Irito account - sending the most
state resources to the communitles with the greatest tax burden and [east local wealth.

LOCAL INCOME TAX

11. When can school districts raise their income tax in order to fund property tax

relief?

All school districts, except Philadelphla, Pittsburgh and Scranton, must give voters the

opportunity to raise the [ocal Ezimed Income arl Net Profits Tax (EIT) or switch to a

Personal Income Tax {PIT) at the May 2007 primary election in order to raise revenue o

fund local property tax rellef. The school board will decide which kind of income tax

votars will get to decide on, and at what rate. At least 98% of the additlonal revenue

must be used for local property tax relief; up to 2% can be used for the school district’s
_operatlons.

If approved, the additional EIT or the naw PIT will take effect on July 1, 2007,

School districts do not have to Increase or establish a local income tax In order to qualify
for state-funded property tax rellef,
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12. What is the difference between the Earned Income and Net Profits Tax (EIT) and
the Personal Income Tax (PIT)?

There are several types of income - ranging from the hourly wage that a worker earns to
the dividends on an Iinvestor's stocks. The EIT and PIT include different types of income,

The EIT Is a tax on compensatlon and net profits, including:

Salarles
Wages ‘
Commissions, bonuses, stock optlons and Incentive payments
Fees .
Tips

o Net profits from the operation of a business, profession or farm
The PIT taxes compensation, net profits and other kinds of Income:

Compensation and net proflts (everything that Is taxed by the EIT)
Interest

Dividends

Net gains or income from the dispositions of property

Net galns or incoms from rents; royalties, patents and copyrights
Income derlved threugh estates or trusts

Gambling and lottery winnings

Nelther the EIT nor the PIT taxes Social Security or retirement pensions,

O O o o o©

c o o o 0 0 O

13. What is a Local Tax Study Comimission?

Before giving voters tha choice to generate property tax relief by increasing a local income
tax to replace a portion of property taxes, a school board must form a Local Tax Study
Commission to evaluate the school district’s existing tax structure and the impact of
levylng a new earned Income and net profits tax (EIT) or personal income tax (PIT),

The school board can appoint a 5-, 7- or 9-member commilsslon, Only one of the
members can be a school board member; the rest must be residenis or taxpayers of the
scheol district, Membership should reflect the socloecanamic, age and occupational
diversity of the communtty.

14. what are the respensibilities of the Local Tax Study Commission?

The Local Tax Study Commission s responsible for studying the district’s current taxing
structure and making a recommendation to the school board within 90 days on the Impact
of levying a new EIT or PIT to provide praperty tax relief. The comm[ssion must consider;

o historic, present and projected tax rates and collections,

o the proportion of taxes that come from each source, and

o the characteristics of the tax base,

The commlsslon’s recommendation is not binding, but the school board must vote to
either accept or reject it,
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15. How much will the income tax increase?

Local income taxes will Increase only If voters apgrove an increase, The school board will
declde whether residents of the schogl district vote on an Earned Income Tax or a
Parsonal Income Tax, and the school board will set the proposed Income tax rate based an
the level of property tax reilef that it decldes to offer voters:

The maximum leve! of property tax relief that a school district can offer voters in the May
2007 referendum Is a homestead exclusion equal to 50% of the medlan assessed vatus in
the school district - the most allowed by law.

At a minimum, the proposed increase to an income tax must reduce property taxes by
what is known as *50% of the maximum homestead exclusion.” If achiaving the minimum
requires an Increase in the income tax rate greater than 1%, a school district is not
required to propose a rate greater than an increase of 1% for voter approval (In additlon
to the school district’s existing Earned Income Tax rate).

REFERENDUM REQUIREMENT FOR TAX INCREASES

16. will school districts need voter approval in order to raise school taxes?

The law requires & voter referendum if a school district proposes to raise Its property tax
rate ~ or the rate for other school taxes — faster than its Inflation index after accounting
for approved referendum exceptions. '

The Department of Education provides each school district with Its index annually by
September 30, The Index ranges from 2.4% to 5.5% for the 2007-2008 school year,

Further information about the index 1s avallable at www.pde.state.pa.us/proptax.

A school district may also quallfy for one or more referendum exceptions; these
exceptions allow a school distrct to raisa tax rates beyond Tts index for specific purposes
without voter approval.

17. What are the referendum exceptions in the Taxpayer Relief Act?

- 85 Act 1 Includes senslble and flexible referendum requirements that protect homeownears
whlle ensuring that school districts can afford to adequately fund thelr schools. A school
beoard will need voter approval before enacting extraordinary tax increases,

In order to Increase property taxes beyond the inflation Index without seeking voter
approval, a school board must recelve a referendum exception for specific costs. The 10
referentum exceptlons cover:

Fmergencies and disasters
Court orders
Condltions that pose an immediate threat of serious harm or injury

Ensuring that district revenus from four major sources together keeps pace with
the Index -~ local property taxes, local earned Income and net profits taxes and
personal Income faxes, state Basic Education Funding and state Speclal Education
Funding
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o Ensuring that spending per student keeps pace with the Index - elther by:

» For school districts where enroliment has increased by more than 7.5%
over three years - ensuring that total local tax revenue per student keeps
" pace with the school district’s index; or

»  For all other districts = ensuring that actual instruction expense per
student keeps pace with the school district’s index
Na Child Left Behind school improvement plans
For school construction, Including:
«  Debt on an exlsting school construction projects

» Construction for academic purposes up to a cost-per-sguare-foot threshold
» Up to $250,000 of construction costs for non-academic censtruction

Speclal education costs that 'ncrease by more than the index

Health care beneflts that rise faster than the index in contracts in effect on
January 1, 2006

o Increases in retirement payments that rse faster than the Index

DISTRIBUTION OF STATE PROPERTY TAX REDUCTION FUNDING

- 18. When will school districts receive state-funded property tax relief?

The Commonwealth will use a portion of the tax revenue from expanded gaming to
provide state funding for property tax relief, School districts will receive an allocation
when there [s $400 mililon available in the Property Tax Rellef Fund and $100 milllon in
the Property Tax Rellef Reserve Fund.

19. can a school district reject its property tax reduction allocation?

School boards are given a limited oppottunity to “opt cut” of receiving state property tax
reduction allocations, Aftar the Department of Education notifles each school district of its
property tax reduction allocation (no later than May 1 for the July-to-June fiscal year that
starts that July 1), a schocl beard can pass a resclution within one month refusing its
property tax reduction allocation.

If a school hoard votes not to accept Its state property tax recuction allocation, voters get
the final say, In the subsequent election, voters will be asked to decide whether the
school district should accept state funds to reduce property taxes. If the majority of
voters approve, then the district will recelve state-funded property tax relief beginning
with the next flscal year.
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