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Act 72: A Priner for Taxpayers

Overview of Act 72

Act 72 of 2004, the Honmeowners Tax Relief Act, was signed into

| aw by Governor Rendell on July 5 and took effect on Sept. 3. It
is the Pennsyl vania General Assenbly's latest attenpt to provide
relief fromrising school property taxes to the state's
homeowner s.

Act 72 differs fromthe previous version of statew de property
tax relief, including Act 50 of 1998, in a nunber of inportant
ways. Most inportantly, it uses state revenues, in the form of
proceeds froma 34%tax on profits from expanded gam ng, as well
as local revenues, in the formof a mandatory 0.1% earned i ncone
tax, to reduce school property taxes.

The act also allows school districts to increase their 0.1%
earned inconme tax and use the revenues froma tax increase to
further reduce property taxes. Any increases in this tax nust
first be approved by a school district's voters through what is
called a “front-end” referendum These questions wll be
proposed to voters at the fall election, alnpbst always at a
muni ci pal election, in other words, in an odd-nunbered year.

One of the act's nore controversial features is that it allows
voters to approve any tax increase proposed by their school
board that is over and above an inflationary “index” that is set
each year. This vote is what is known as a “back-end”
referendum These questions will be proposed in the spring

el ection and potentially could be on the ballot every year.
Reduci ng your property taxes — how Act 72 works

It is inportant for all taxpayers to know that the property tax
relief offered by Act 72 of 2004 wll be neither inmmedi ate nor
automatic. There are three things that nust happen before an
individual will see a reduction in his or her school property
tax bill.

First, the state nust confirmthat there is enough noney from
gam ng revenues to nake an allocation to school districts. At
the state level, a Property Tax Relief Fund, out of which wll
cone paynents to school districts for property tax relief and a
Property Tax Relief Reserve Fund to ensure that there is always
a m ni nrum anount of funding on hand, have been created. However,
before any state gam ng al |l ocations can be nade to school



districts, a conbined total of $900 million nmust be in the two
funds, $500 million in the relief fund and $400 nmillion in the
reserve fund. The big unknown in Act 72 is how soon the required
anount of revenue will be available in the two funds and how
much that will be. It is anticipated, but not guaranteed that
the initial pay out to school districts will be in 2006. The
inportant thing to know is that no property tax relief wll be
avai l able until a paynent of ganbling revenues can be made to
school districts.

The second thing that has to happen is that each school district
(except Phil adel phia) nust take action to nmake itself eligible
to receive ganbling revenues. Mst school districts will do this
by enacting, by board resolution, a 0.1%tax on earned incone by
May 30, 2005. This tax is called the district's qualifying
contribution and is the only one allowed by Act 72 that is not
subj ect to voter approval. Even though the tax will be enacted
next year, it will not be levied on voters until the state makes
paynments of ganbling revenues to school districts.

The district's qualifying contribution not only nakes it
eligible to receive state gam ng allocations, but it also allows
themto put referendum questions on the ballot in the fall of
any odd-nunbered year thereafter to ask voters if they want to
increase the 0.1%tax (a front-end referendumy. By naking this
qualifying contribution, the district will also be subject to
the act's back-end referendumrequirenents and nust adopt its
prelimnary budget nuch earlier than it does now. Both the back-
end referendum requirenent and the requirenent for the early
adoption of its prelimnary budget will begin in 2006.

School districts that do not currently |levy an earned incone tax
can nmake thenselves eligible for state gam ng allocations in a
manner that is different than the one descri bed previously.
These districts, in lieu of adopting a 0.1% earned incone tax,
can approve a resolution that sinply says that the district wll
propose a front-end referendum question in the Novenber 2007
election that allows for a mninmum | evel of property tax relief.
This action qualifies the district to receive state gam ng

al l ocations and subjects themto early prelimnary budget
adoption and back-end referendum requirenents.

The third thing that nust happen in order for an individual to
get the property tax relief offered by Act 72 is that they nust
qualify their property to be eligible for the relief. This is
done by conpl eting a honestead/farnstead application form and
sending it in to the county assessor. These application forns
must be mailed to you twi ce during 2004 by your school district.



The first mailing will go out in md-Cctober and the second by
the end of the year. Along with the application, the mailing
must contain instructions for conpleting the application, a
description of the honestead/farnstead program and the due date
for returning the application (March 1, 2005).

As noted, these applications nust be returned to the county
assessor, who will neke a determ nati on on whether or not your
property qualifies. If atinely application is made, it is
likely that your property will qualify if you own the house and
use it as your primary dwelling. If your house is divided up
into m xed uses, you can still qualify for a honestead excl usion
on the portion of the house in which you |ive.

The farnstead exclusion is for buildings |ocated on a farmthat
are used in commercial agricultural production. For exanple,
buil ding that hold |ivestock, grain, or nmachinery that are used
for comercial farm ng can receive the farnstead exclusion. An
owner - occupi ed residence on a farm coul d becone eligible to
recei ve a honestead exclusion, while the farm buil dings coul d
becone eligible to receive a farnstead excl usion.

So what does this exclusion nean to a property owner? Eligible
properties will have a portion of their assessed val ue excl uded
fromtaxation, therefore lowering the property owner's tax bill.
This is how you wll receive property tax relief under Act 72.
The adjustnments wll be nade on an eligible individual's
property tax bill. No rebate check or credit wll be received
separate fromthis process.

The anobunt of property tax relief you receive will depend on the
anmount of noney your school district receives fromthe state in
the formof ganbling revenues, the anount of revenue generated
by the 0.1% earned i ncone tax, any increases to that tax that
have been approved by the voters of a school district and the
nunmber of “eligible” properties. Your school board will be
responsi ble for setting the anount of the honestead/farnstead
excl usi on, however they cannot set any exclusion rate until the
state nmakes paynents of ganbling revenues to school districts.
The front-end referendum

As nentioned previously, once a school district has made their
qualifying contribution it can put a referendum question on the
ballot in the fall of an odd-nunbered year. This “front-end”

ref erendum asks voters if they want to increase the district's
earned inconme tax and use the additional revenues to further
reduce its property tax. This “tax shifting” el enent has been a
part of every major tax reform proposal in recent years,

i ncluding Act 50 of 1998. It is inportant to note, however, that



| ocal tax shifting is only required in a very |imted sense by
Act 72 because the primary funding to reduce property taxes
cones fromthe state in the formof state gam ng allocati ons.
QG her than the required 0.1% earned i ncone tax, no other tax
shifting will occur unless it has received voter approval.

A front-end referendum can take place as early as the Novenber
2005 election. Wth one exception, there are no requirenents on
school districts for placing a specific rate of tax on a front-
end referendum The exception to the rule on tax rates cones in
Novenber 2007. Any district that has made a qualifying
contribution or that has approved a resolution saying that it
W Il propose a front-end referendumat this tine nust place a
question on the ballot in order to maintain its eligibility to
collect state gam ng allocations. The increase or the rate
requested nust be such that it will generate enough revenue for
the school district to provide its eligible property owners with
at | east 50% of the maxinmum all owable tax relief.

For districts that adopted the resolution |evying a 0.1% ear ned
incone tax, failure to place the required question on the ball ot
i n Novenber 2007 renoves a their eligibility to receive state
gam ng allocations. That eligibility is restored when the
district proposes the question at a subsequent general or
muni ci pal fall election.

| f the Novenber 2007 referendumfails those districts that do

not currently levy an earned incone tax and sinply adopted a
resolution to hold a referendumat this tinme nust adopt the 0.1%
earned incone tax in order to continue their eligibility to
recei ve state ganbling allocations.

In either case, if the Novenber 2007 referendumis turned down
by voters, school districts nust continue to provide property
tax relief using their state gam ng allocations and revenues
fromthe 0.1% earned incone tax and any ot her revenues for which
the district would be eligible under the act.

The back-end referendum

The back-end referendum provi sions of Act 72 apply to all school
districts that nmake thenselves eligible to receive state
property tax allocations. Very sinply, it requires voter
approval for any proposed school tax rate increases that exceed
an inflationary index. This index is sinply an average of two
percent ages. These percentages neasure the increase in the

St at ewi de Aver age Weekly Wage and the Enpl oynent Cost | ndex
(ECl) for elenentary and secondary schools. The ECI sinply
measures the increases in costs of maintaining school enployees



nationwmde. It is likely that index the will fall in the 2.5%to
4% r ange.

Districts can apply for exceptions to the back-end referendumif
one of their qualifying expenditures increases fromyear to
year. The qualifying expenditures include special education,
health care for enpl oyees, school enployee retirenent
contributions and other costs over which districts exercise
little control. However, the school district nust receive
approval froma judge or the Departnent of Education in order to
use one of these exceptions. The Act's back-end referendum

provi sions apply to districts' 2006-2007 budgets, which will be
devel oped beginning in | ate 2005.

In order to help districts determ ne whether or not they wll
need to go to a back-end referendum Act 72 requires that al
districts that are eligible to receive property tax relief adopt
their prelimnary budgets in February, beginning in 2006. This
prelimnary budget will go on display in |late January for the
public to inspect, and then nust be approved by the school
board. It is likely that this budget will change before it is
finally adopted by the school board each June.
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