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Act 72 of 2004 Timeline
Oct. 2004-Nov. 2007
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10/16/04
• Deadline for district to post mark

and deliver Homestead!
Farmstead (H/F) applications to
all owners of residential property
parcels

12/01/04
• PDE must provide school districts

that do not currently levy an Eli
with information from the
Department of Revenue

12115/04
• Deadline for board to certify the

amount of “qualifying contribu-
tion” to PDE, ihe “qualifying
contribution” is the amount of
revenue generated from a 0.1%
Eli levy

• Deadline for board to certify to
PDE the total amount of tax
credits due pursuant to the
Sterling Act provisions

12/31/04
• 60 days prior to H/F application

filing deadline
• Deadline for district to mail second

H/F notice

Color Key
Red -~ Annual occurrence, same date
Blue — Annual occurrence, varying date
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01/15/05
• Deadline for PDE to submit

“qualifying contribution” amounts
to the Secretary of the Budget

03/01/05
• H/F applications filing deadline

04/15/05
• Sec. of Budget certifies amount

of funds available in the property
tax relief fund

05/01/05
• Deadline for PDE to notify dis-

tricts of the amount of Property
iax Reduction Allocation (PiRA)
they will receive (if applicable)

• Deadline for county assessor to
submit report to school district

05/30/05
• Deadline for school boards to approve

resolution authorizing 0.1% Eli levy, if
they wish to be eligible for state gaming
revenues (PiRAs)

• Deadline for school boards that do not
currently levy an Eli to approve a reso-
lution mandating a November 2007 ref-
erendum question, if they wish to be
eligible for state gaming revenues
(PTRAs)

• Appropriate time for school board to
indicate, if desired, intention to hold a
November 2005 referendum — no formal
action necessary
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06/30/05
• Budget Deadline for 2005-06

fiscal year
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07/01/05
• Start of 2005-06 fiscal year
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AUG. 1st week
• Appropriate time to begin adver-

tising procedures pursuant to the
Local iax Enabling Act, if district
is holding a November 2005
referendum

• 60 days prior to general election
• Deadline for board to submit

optional November 2005
referendum question to county
election officials

09/01/05
• Deadline for PDE to publish the

“index” in the Pennsylvania
Bulletin

09/09/05

08/15/05
• Deadline for PDE to calculate the “index”

09/30/05
• Deadline for PDE to inform districts of

the “index” and preliminary budget
adoption compliance deadline dates
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11/08/05
• GENERAL ELECiION DAY

12/15/05
• Deadline for board to certify to

PDE the total amount of tax
credits due pursuant to the
Sterling Act provisions

12/27/05
• 30 days prior to deadline for

preliminary budget display
• Deadline for PDE to inform

school districts of the year from
which data will be used in deter-
mining whether exceptions to
back-end referendum are
approved

12/31/05
• 60 prior to H/F application filing

deadline
• Deadline for district to mail H/F notice
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01/26/06
• 110 days to primary election
• Deadline for preliminary 2006-07

school budgets to go on display
(Only applicable to districts that
will receive state gaming revenue
(PiRAs)

02/07/06
• Governor’s budget address

02/15/06
• 90 days to primary election
• Deadline for board to adopt

preliminary 2006-07 budget

02/20/06
• 85 days to primary election
• Deadline for board to submit any

proposed tax increase to PDE

03/01/06
• H/F applications filing deadline

03/02/06
• 75 days to primary election
• Deadline for PDE to inform districts

if proposed tax increase complies
with or exceeds the index

• Deadline to submit exception
filings to court or PDE

03/17/06
• 60 days to primary election
• Deadline for board to submit ref-

erendum question to county
election officials

04/15/06
• Sec. of Budget certifies amount

of funds available in the property
tax relief fund

05/01/06
• Deadline to notify districts of the

amount of Property Tax
Reduction Allocation (PTRA) they
will receive (Probable first year
of PTRA allocations)

• Deadline for county assessor to
submit report to school district

02/23/06
• One week prior to deadline to file for

exception
• Deadline to advertise that school board is

seeking an exception from the back-end
referendum (applies to any exception)

03/22/06
• 55 days to primary election
• Deadline for court/PDE to rule and

inform districts if exceptions have
been granted or denied

03/27/06
• 50 days to primary election
• Deadline for board to submit referen-

dum question to county officials if
exception is denied.

04/20/06
• Sec. of Budget notifies PDE if allocations

will be distributed to districts (Probable
first year of PiRA allocations)

05/16/06
• PRIMARY ELECTION DAY
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06/30/06
• Budget Deadline for 2006-07

fiscal year
• Deadline to set H/F exemption amounts (if PTRA

available)

07/01/06
• Start of 2005-06 fiscal year
• 0.1% Eli levy becomes effective if PTRA are available

(Probable first year of PTRA allocations)

08/15/06
• Deadline for PDE to calculate the “index”

08/24/06
• First half of PTRA is distributed to districts
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09/01/06
• Deadline for PDE to publish the “index” in the

Pennsylvania Bulletin

09/30/06
• Deadline for PDE to inform districts of the “index” and

preliminary budget adoption compliance deadline
dates

10/26/06
• Second half of PTRA is distributed to districts

December2006
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12/26/06
• 30 days prior to deadline for preliminary budget display
• Deadline for PDE to inform school districts of the year

from which data will be used in determining whether
exceptions to back-end referendum are approved

12/31/06
• 60 prior to H/F application filing deadline
• Deadline for district to mail H/F notice
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01/25/07
• 110 days to primary election
• Deadline for preliminary 2006-07

school budgets to go on display
(Only applicable to districts that
will receive state gaming revenue
(PTRAs))

02/06/07
• Governor’s Budget Address (if

current gov. is re-elected)
02/14/07

• 90 days to primary election
• Deadline for board to adopt

preliminary 2007-08 budget

03/01/07
• H/F application filing deadline
• 75 days to primary election
• Deadline for PDE to inform districts

if proposed tax increase complies
with or exceeds the index

• Deadline to submit exception fil-
ings to court or PDE

03/06/07
• Governor’s budget address (if

new gov. is elected)

02/19/07
• 85 days to primary election
• Deadline to submit any proposed tax

increase to PDE

02/22/07
• One week prior to deadline to file for

an exception
• Deadline to advertise that school board is

seeking an exception from the back-end
referendum (applies to any exception)

03/16/07
• 60 days to primary election
• Deadline for board to submit referendum

question to county election officials

03/21/07
• 55 days to primary election
• Deadline for courtlPDE to rule and inform

districts if exceptions have been granted
or denied

03/26/07
0

0

50 days to primary election
Deadline for board to submit referendum
question to county officials if exception
is denied

April 2007
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04/15/07
• Sec. of Budget certifies amount

of funds available in the property
tax relief fund

04/20/07
• Sec. of Budget notifies PDE if

allocations will be distributed to
districts
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05/01/07
• Deadline for PDE to notify districts

of the amount of Property Tax
Reduction Allocation (PTRA) they
will receive

• Deadline for county assessor to
submit report to school district

__________ • •4~
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06/30/07
• Budget deadline for 2007-08 fiscal year
• Deadline for board to set H/F exemption

amounts (if PTRA available)

08/15/07
• Deadline for PDE calculate the “index”

08/23/07
• First half of PTRA is distributed to districts
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09/01/07
• Deadline for PDE to publish the “index” in the Pennsylvania

Bulletin

09/07/07
• 60 days prior to general election
• Deadline for board to submit required* November 2007

referendum question to county election officials
*Only districts that receive state money and are not providing at

least 1/2 of the maximum allowable H/F exemption would be
required to submit to the ‘07 referendum. Districts that are
required to, but do not hold the referendum, would lose state
gaming revenues (PTRAs) until a referendum was held

• Second half of PTRA is distributed
to districts

10/25/07
11/06/07

• GENERAL ELECTION DAY
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Option 1

Schoolboardadoptsresolutionimplementing
a 0.1 % EIT increaseby May 30, 2005

1~
Eligible for stategaming revenues

/
November2005 referendum(optional)
askingvoters if they wish
to increasetheEIT further or
convertto a PIT for additional
propertytax reduction

Subjectto early budgetadoptionand
back-endreferendum

I
November2007referendumto increase

local incometax to providefor no lessthan50%
of themaximumallowableHIF exemption.If districtalreadyprovidesthis level

of tax reduction,no referendumis required.If this level of exemptionis not
providedand no referendumis held,thedistrict losesits eligibility to collectstate

gamingrevenuesuntil suchareferendumis proposed.

Jr

Futurereferendumsto increaselocal incometax further for purposes
of propertytax reduction.In no instancemaya district provide

morethanthemaximumallowableHJF exemption.
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Option 2

Schoolboarddoesnot adoptresolutionimplementing
a0.1%EIT increaseby May 30, 2005

Jr

Schoolboardopts to placeaNovember2005referendum
on theballot askingvoters if they wish to increaseor levy an EIT

for thepurposeof reducingpropertytaxes

/
Pass Fail
EIT goesinto effect
at level proposedin
referendum 0.1%

Schoolboardmustincrease
or implementEIT levy of

/
Eligible for stategaming revenues;
subjectto early budgetadoptionand

back-endreferendum

I
November2007 referendumto increaselocal incometax to providefor no less

than 50% of the maximumallowableH/F exemption.If district alreadyprovides
this level of tax reduction,no referendumis required.If this level of exemption
is not yet providedandno referendumis held,the district losesits eligibility to

collectstategamingrevenuesuntil sucha referendumis proposed.

Jr
Futurereferendumsto increaselocal incometax further for purposesof
additional propertytax reduction. In no instancemay adistrict provide

morethan themaximumallowableHIF exemption.
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Option 3

The schooldistrict doesnot levy an EIT and theschoolboarddoesnot pass
a resolutionimplementinga 0.1%EIT by May 30, 2005

Jr
Theschoolboardadoptsa resolutionby May 30, 2005,

promisingto hold aNovember2007referendum

I
Eligible for stategaming revenues;
subjectto earlybudgetadoptionand

back-endreferendum

Jr
November2007 referendumto increaselocal incometax to

providefor no less than50%
of themaximumallowableH/F exemption

/
Pass Fail
Implementnew tax andcontinueto
remaineligible to receive
stategaming funds

Must enacta 0.1%EIT to
remaineligible to receive
stategamingfunds

/
Futurereferendumsto increaselocal incometax further for purposesof additional

propertytax reduction.In no instancemay a district providemorethan the
maximumallowableH/F exemption.
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Option 4

Schoolboarddoesnot adoptresolutionimplementing
a 0.1%EIT increaseby May30,2005

I
School boarddoesnot opt to placea November2005 referendumon theballot

askingvoters if theywish to increaseor levy an Eff for thepurposeof reducing
propertytaxes

Jr
School boardnevercancollect staterevenuesor offer propertytax reduction

pursuantto Act 72

Option 4-a (Alternate Interpretation)

Schoolboarddoesnot adoptresolution implementing
a 0.1 % EIT increaseby May 30, 2005

I
Schoolboarddoesnot opt to placea November2005 referendumon theballot

askingvoters if they wish to increaseor levy an EIT for thepurposeof reducing
propertytaxes

I
Schoolboardmayoffer a referendumin 2007 or beyondto increase

or institute a local EIT to provide for no less than 50%
of themaximumallowableH/F exemption
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SchoolDistrict Options for Tax Relief Pursuant to Act 72 of 2004

Act 72 of 2004providesschooldirectorswith threeoptions that would maketheirschooldis-
tricts eligible to receivestategamingfunds.The optionsareasfollows:

I. To adopta resolutionno later thanMay 30, 2005, that increasesits EIT by 0.1%or to implement
a new EIT at that rate.This representsthe most direct pathto stategaming funds.Accordingly,
theseschooldistricts would be subjectto theback-endreferendumand relatedbudgetadoption
provisionsof theactcommencingwith thecraftingof their2006-07schoolbudgets.

2. To hold a referendumin theNovember2005 electionaskingthevotersof thedistrict if they wish
to increasetheirEIT that would be usedto reducepropertytaxes.If this referendumpasses,then
the district is deemedeligible to receivestategaming funds. If this referendumfails, theschool
district then would be mandatedto institutethe0.1 % EIT increaseand also would receivestate
gamingfunds.Accordingly, theseschooldistrictswould be subjectto the back-endreferendum
and relatedbudgetadoptionprovisionsof theactcommencingwith thecraftingof their2006-07
schoolbudgets.

3. For theapproximately38 school districts that do not currently levy an EIT, theycould foregothe
initial 0.1%EIT levy, if in its placethedistrict adopteda resolutionby May 30, 2005, stating that
the district will hold a November2007referendum.Voters would be askedif they wish to levy an
EIT or convertthat tax to aPIT that, alongwith stategamingfunds,would be usedto reduceprop-
erty taxesby an amountequalto no lessthan 50%of themaximumallowablehomestead/farmstead
exemption.Notwithstanding,if the2007 referendumfails, thedistrict would be requiredto institute
a 0. 1% EIT andalsowould receivestategamingfunds. Accordingly, theseschooldistrictswould be
subjectto the back-endreferendumandrelatedbudgetadoptionprovisionsof the actcommencing
with the craftingof their 2006-07schoolbudgets.

If noneof thesethreeavenuesis pursued,thereis no future recoursefor a district to becomeeligi-
ble for stategaming funds.Therefore,it is essentialthat schoolboardsweigh the impactsof these
optionsandmakea final determinationprior to theMay 30, 2005, deadline.Schooldistricts that do opt
for stategamingfundswould be requiredto hold a November2007 referendumaskingvotersif they
wish to increasetheirEIT or institute a local PIT that, along with stategaming funds,would be usedto
reducepropertytaxesby an amountequalto no lessthan 50% of themaximumallowable
homesteadlfarmsteadexemption.Districts that fail to proposethis question,if theyarenot alreadyat
therequisitehomesteadlfarmsteadamount,no longerwould be eligible to receivestategamingfunds
until sucha referendumis proposedin future municipal elections.Furthermore,districts that receive
stategamingfunds would be freeto raiseincometax ratesin thefutureto increasetax reductionfur-
ther,as long asapprovalis receivedfrom voters through a referendumandthe maximumallowable
homesteadlfarmsteadexemptionis not exceeded.

ForegoingStateFunds

Districtsthat do not opt for stategaming funds may havelimited options to reducepropertytaxes
througha homesteadlfarmsteadexemptionin futureyears.Currently,therearetwo divergentinterpreta-
tionsof the actregardingfuturetax reduction.They areasfollows:
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1. Thesedistrictswould havetheoption,beginningin 2007and beyond,to placea referendumon
theballot at futuremunicipal or generalelections.While schooldistricts would not be requiredto
do so, if the option were exercised,certainguidelineswould govern theballot question.
Specifically, boardswould be requiredto askvotersof thedistrict if theywish to increasetheir
EIT that would reducepropertytaxesby an amountequalto no lessthan50%of themaximum
allowablehomesteadlfarmsteadexemption.By no meanswould theadoptionof sucha referen-
dum makethe district eligible for stategamingfunds.Accordingly,theseschooldistricts would
not be subjectto the back-endreferendumandrelatedbudgetadoptionprovisionsof theact.

2. Thesedistricts would haveno authorityor ability to placereferendumquestionson theballot
askingthevotersif theywish to increaseincometaxesin orderto reducepropertytaxes.Again,
theseschooldistricts would not be subjectto theback-endreferendumandrelatedbudgetadop-
tion provisionsof theact.

PSBAcontinuesto analyzetheprovisionsof theactand will keepyou updatedof changesin the
interpretationof the law.



Front-end Referendum Procedures

Act 72 authorizesschooldistricts that acceptstategamingfunds (PropertyTax Reduction
Allocations) to augmentthosefundsby increasingtheirearnedincometaxor convertingtheir
earnedincometax to apersonalincometax. Such increases,however,first mustbeapprovedby the
district’s votersthroughwhat is known as a “front-end” referendum.Typically, thesereferendumelec-
tions areheldat thegeneralmunicipal elections,which takeplacein thefall of every odd-numbered
year.

Theactcontainsspecificprovisionson how suchelectionsmustbe held and, in someinstances,
what thereferendumquestionsmust state.This handoutexplainsthe necessaryproceduresthat mustbe
undertakento conductfront-endreferendumelectionsthat arein compliancewith Act 72.

TheAct is clearthat a district that takesthe appropriatestepsto becomeeligible to receivestate
gamingallocationsmay,at a municipal election,put a front-endreferendumquestionon theballot ask-
ing theirvotersto approveincreasesto the schoolearnedincometax (EIT) or to converttheirEIT to a
personalincometax (PIT). With someexceptionsthat arediscussedelsewherein this handout,all rev-
enuegeneratedfrom a tax approvedby votersthrough a front-endreferendummustbe usedto reduce
schoolpropertytaxesthrough a homesteador farmsteadexemption.

Beginning with the fall of 2005, districtscan placeafront-endreferendumquestionon the ballot.
Thosedistricts that approved,by May 30, 2005, a resolutionto levy a 0.1%earnedincometax canask
voters to increasethat tax or to convertthat tax andan amountplacedon thequestionto a personal
incometax. Districts that did not approvea resolutionin May for the0. 1% EIT only can askvotersto
approvean increasein theearnedincometax, andusetherevenuesto reducepropertytaxesandcannot
convertto aPIT at this time.

Regardlessof which stepsthedistrict takesin making itselfeligible to receivestategaming funds
(PTRAs), it must placea front-endreferendumquestionon theballot at theNovember2007 election
that allows for at least50%of themaximumallowablepropertytax reduction.Unlike the2005 front-
end referendum,this electionis a requirementin orderto remaineligible for stategaming allocations.
Furthermore,districts mustproposehomesteadlfarmsteadexclusionsto homeownersthat are at least
half of themaximumallowed.3In otherwords,thereis a requiredminimumtax ratefor the2007 front-
end referendum.As mentionedpreviously,districtsthat do not placeaquestionon theballot at the
November2007 electionlose their eligibility for stategamingallocationsuntil a front-endquestionthat
providesthe requisiteamountof propertytax relief is proposedat a subsequentgeneralor municipal
election.4

There is an alternateinterpretationof the act’sprovisionsthat holds that any schooldistrict is allowedto put a front-end
referendumquestionon the ballot, regardlessof whetheror not the district acceptsstategaming allocations.However, it
appearsthat this wasnot the intention of the GeneralAssemblyand schooldistricts taking this routeshouldbe awarethat
therecould be prospectivelegislativeor court action that would renderthis interpretationillegal.
2 Act 72 requiresa “qualifying contribution” of any schooldistrict that intendsto acceptstategamingallocations.Districts
cannotconvertto a PIT until it hasmade this contribution.For purposesof Act 72, this requirementis met oncea district
approvesa resolutionincreasingor establishingan EIT by 0.1%or aftera fall, 2005 front-endreferendumis approved.
The maximumallowablehomestead/farmsteadexemptionis 50% of themedianassessedvalueof eligible propertyin each

schooldistrict. The 2007 referendummust provide tax relief that is equal to 1/2 this amount.This minimum requirement
doesnot apply to districts that alreadyprovide propertytax relief at 1/2 themaximumallowablelevel.
Note that this is the one exceptionto the rule that all front-endreferendumquestionscanonly be held at municipal elec-

tions.
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Therules areslightly different for thoseschooldistricts that currentlydo not levy an EIT. Thereare
38 suchdistricts in Pennsylvania,locatedmostly in thePoconoMountainareaand in thePhiladelphia
suburbs.Thesedistrictscanbecomeeligible to receivestategaming allocationsby adoptingaresolu-
tion to implementa 0.1%EIT by May 30, 2005.In the alternative,thesedistricts canbecomeeligible
by simply approvinga resolution,by thesamedeadline,statingthat theywill hold a referendumin
November2007. Pleasenoteif theNovember2007referendumfails, thesedistricts would be required
to adoptthe 0. 1% EIT to retain their eligibility to receivestategaming allocations.Thesameminimum
proscribedtax relief amountsapply in this instance.

Prior to placing a front-endreferendumquestionon theballot, theboardmustgive public notice of
intent,adopta resolutionstatingits intentionsand conductat leastonepublic hearingon theresolution.
Currentguidelinesfor public notice apply to theseprovisions.Referendumquestionsmustbesubmitted
to theelectionofficials in eachcounty no laterthan 60 daysprior to theelection.

Front-endreferendumquestionsmust statethe rateof theproposedearnedincometax or personal
incometax to be levied, thereasonfor thetax, theestimatedperhomesteadtax reduction,and the cur-
rent rateof earnedincomeorpersonalincometax levied by theschooldistrict.

Thequestionmust be clearandin languagethat is readily understandableby a layperson,and must
be framedas follows:

Do you favor imposingan additional X% (insertnameof tax)?Therevenuegeneratedfrom the
increasedtax ratewill be usedto reducetaxeson qualifiedresidentialpropertyby an estimatedamount
of $Y. Thecurrent(insert nameof tax) for the schooldistrict is Z%.

A district that hasmadeits qualifying contributionalsocanconvertits existingearnedincometax
to a personalincometax. Thepersonalincometax is levied on a largernumberof incomesourcesthan
the EIT. It includesearningsfrom stockdividends,interestandothersourcesthat arenot taxableunder
an EIT.

Theconversionto a PIT mustbe madein arevenue-neutralmanner.In otherwords,therateof a
PIT must be set sothat it producesdollar-for-dollarthe samerevenueasthedistrict’s EIT. Districts
intendingto convertto a PIT shouldbe awareof the following: 1) thedistrict mustconvertany EIT that
it imposesunderthe authorityof any statuteand2) oncetheconversionis approvedby voters,the dis-
trict no longercanimposean EIT underany statute.Consequently,districts that converttheirEIT to a
PIT cannot,in a subsequentyear, implementtheprovisionsof Act 24.~

A district that wantsto covert its earnedincometax must askthefront-endreferendumquestionin
this manner:

Do you favor convertingthe schooldistrict’s currentearnedincomeand netprofits tax into a per-
sonal incometax at X%?Therevenuegeneratedfrom thepersonalincometax will be usedto reduce
taxeson qualifiedresidentialpropertyby an estimatedamountof $Y, andto replacethe revenuefrom
thecurrentschooldistrict’s earnedincomeandnetprofits tax, which is leviednow at Z%.

Regardlessof type, any tax approvedthroughthefront-endreferendumprocessbecomeseffective
on thefirst day of the fiscal yearfollowing its approval.

Revenuefrom an earnedincometax approved’throughthefront-endreferendumprocessmust be
usedto reducepropertytaxesexceptthat, in theyearof its implementationor ayearin which it is
increased,an amountequalto 2% of therevenuegeneratedcanbe retainedby thedistrict for its use.In
subsequentyears,districtsmustcontinueto maintainthesameamountspenton propertytax reduction
asthat establishedin the yearof its implementationor increase.Thedistrict can retainrevenuethat
exceedsthat amount.

Act 24 of 2001 allows schooldistricts to eliminate their occupationalprivilege tax andto increasetheir earnedincom~tax
to replacethe lost revenue.



Revenuefrom a personalincometax approvedthrough thefront-endreferendumprocessmustbe
usedin thefollowing manner:

In the year of its implementation or an increase,all revenuereceivedby the schooldistrict because
of the conversion of the 0.1 % EIT and any additional PIT approved by the voters must be usedfor
propertytax relief. In subsequentyears,revenuereceivedthat is attributableto theconversionof the
0.1 % EIT or a PIT approvedby thevotersmustbe usedto maintainthesameamountspenton property
tax relief establishedin the yearof implementationor increase.Thedistrict can retain revenuethat
exceedsthat amount.

All revenuegeneratedby the0. 1 % qualifying contributionmustbe usedto reducepropertytaxesin
theyearof implementation.In subsequentyears,the district must continueto maintain thesame
amountthat wasspenton propertytax reductionasthat establishedin theyearof implementation.The
district can retain revenuethat exceedsthat amount.

Front-end referendum: Questionsand Answers

1. What is thedifferencebetweena front-endreferendumquestionand a back-endreferendumques-
tion?

A front-endreferendumquestiontypically is posedto votersin thefall and askswhetherornot
voterswill approvean increasein income-basedtaxesto be usedto augmentstategamingalloca-
tions in reducingpropertytaxes.A back-endreferendumquestiontypically is posedto votersin
thespring and asksvoters to approvetax increasesproposedby the school board.

2. Which districtscanproposea front-endreferendumquestion?

It is clearfrom theprovisionsof Act 72 that any district that takesaction to makeitself eligible
to receivestategamingallocationscanposea front-endreferendumquestion.Thereis an alterna-
tive interpretationof the act’sprovisionsthat all districts,regardlessof whetheror not they
becomeeligible to acceptstategamingallocations,canposefront-endreferendumquestions.
However,PSBA believesthat this is not the prevailing interpretation, and districts that adhere to
it are susceptibleto further legislativeamendmentsto theactand court interpretationsto thecon-
trary.

3. How sooncandistrictsproposea front-endreferendumquestion?

Theearliestthat Act 72 contemplatesdistrictsaskingafront-endreferendumquestionis
November2005.This is not a requirementhowever;but, dependingon how thedistrict frames
thequestion,it allows themto let the votersdecidewhetheror not to acceptstategaming funds
or to decidewhetheror not to augmentthesefunds with amoresubstantiallocal contribution.

4. What tax ratesmust be proposedat thefront-endreferendum?

Thereareno specific requirementsfor the rateat theNovember2005referendum;however,asa
practicalmatter,the minimumthat evercan be placedon theballot i~,0.l%and themaximumis
theratethat would provide districtswith sufficient revenuesthat — whenaddedto its stategam-
ing allocationsand the0. 1% EIT or otherqualifying local contribution— allows thedistrict to
provide themaximumallowablelevel of propertytax relief. It is importantto notethat the rateof
an increasedtax mustbecalculatedso that, whencombinedwith the qualifying contributionand
the stategaming allocation, it producesthe desiredlevel of propertytax relief.



If adistrict proposesa front-endreferendumquestionin November2007 or in asubsequentyear,
it mustproposea tax ratethat, whencombinedwith its stategamingallocationand its 0.1%EIT
or otherqualifying local contribution,mustallow thedistrict to provide50% of the allowable
maximumtax relief.

5. Are districts requiredto proposeafront-endreferendumquestionin November2007?

No, howeverif this questionis not proposedin November2007,districts losetheireligibility to
receivestategaming allocationsuntil a question,using theproscribedratesis proposed.Note that
if a district choosesto askthis questionin a yearsubsequentto 2007, it may be proposedat a
generalor municipalelection.

6. Whencanaschool districtconvertits earnedincometax to a personalincometax and what
would be theadvantagesof doing so?

A district canproposeconverting its EIT to a PIT asearlyas November2005, but only if it
alreadyhasmadeits qualifying local contribution.In otherwords only if thedistrict alreadyhas
approveda resolutionimplementingan EIT of 0.1%.(NOTE: This mustbe doneby 5/30/05).
Districts that havenot adoptedthis resolutionmustwait until November2007to convert.

Themost notableadvantageto convertingto a PIT is that it appliesto a largerbase.In other
words, it can be leviedon moretypesof incomethan an earnedincometax, which typically is
levied only on wagesand salaries.This advantagewould not be realizeduntil a few yearsafter
thetax hasbeenconverted,becauseall conversionsmustbe donein a revenue-neutralfashion

Onebig disadvantageis that districts that convertto a PIT no longerareeligible to enactAct 24,
which allows districts to repealtheir occupationaltaxesandreplacetherevenuewith fundsgar-
neredby an increasein theearnedincometax.
Furthermore,districts that convertto a PIT no longercan implementan Eff underany statute.

7. How doesa schooldistrict go aboutconvertingto aPIT?
Any conversionproposedby the schooldistrict mustbe approvedby the voters;therefore,con-
versionscanoccuronly throughthe referendumprocess,in this casethefront-endprocess.The
form that aconversionquestionmusttake,is foundon pages2 and 3 of theattachedhandout,as
well asotherapplicableprovisions.As statedpreviously,districts that converttheirEIT canno
longerimplementtheprovisionsof Act 24 of 2001.



Act 72 Back-end Referendum
and Preliminary Budget Adoption Provisions

Thoseschooldistricts that receivestategaming fundspursuantto Act 72 of 2004 will be subject
to back-endreferendum.Undertheback-endreferendumprovisions,schooldirectorsonly would be
permittedto raisetax ratesby a set amount,governedby certaininflationarymeasures.Any tax
increaseoverthis “index” would be subjectto voterapprovalby thedistrict’s residents.In limited cir-
cumstances,schoolboardswould be ableto seek“exceptions”to thetax ratecap with theapprovalof
eitherthecourtsor theDepartmentof Education.Boardsthat takestategamingfunds will haveto com-
ply with the back-endreferendumprovisions,which includenewbudgetadoptionprocedures,begin-
fling with thecraftingof their districts’ 2006-07fiscal yearbudget.Boardsthat opt not to takestate
gamingfundsfor tax reductionwill not be subjectto theseprovisions.

Thedeterminingfactor in whetheror not participatingschoolboardswill be requiredto submittax
rate increasesto thevoting public is the “index.” Boardswill bepermittedto increasetheir tax rates
only by a percentagecommensuratewith this number.Specifically, the index is theaverageof the per-
centageincreasein theStatewideAverageWeekly Wage(SAWW), andtheEmploymentCost Index for
Elementaryand SecondarySchools(Ed). For example,if theSAWW were5% andthe ECI were 3%,
then the index would be 4%. However,school districtswith an aid ratio that is greaterthan 0.400 will
receivea specific index adjustmentuniqueto theirdistrict. To determinethe index for a qualifying dis-
trict, 0.75 would be addedto thedistrict’s aid ratio. This sum would be multiplied by the index, result-
ing in thedistrict’s adjustedindex.Example:

Index 3
SD w/ aid ratio = 0.500
0.500+0.75 = 1.25
1.25 x 3 (index) = 3.75

This district’s adjustedindex would be 3.75%.Eachyear,beginningin 2005, PDEis requiredto
calculatethe index no later thanAug. 15. Theofficial indexmust thenbe publishedin thePenns~,’lvania
Bulletin no later than Sept. I of eachyearand PDEwill provide districts with the figure by Sept.30.
Finally, the index will applyseparatelyto eachcountyin which theschooldistrict is located.

Boardsof schooldirectorsand school administratorswill be subjectto strict time framedeadlines
regardingtheadoptionof a district’s preliminarybudget.Typically, districtsmust adopta preliminary
budgetby theend of May and thefinal budgetmustbe adoptedno later thanJune30, the lastday of
thefiscal year(therearelimited exceptionsto this rule providedfor by Act 48 of 2004). However,Act
72 requiresthat boardscompletecertaintasksbasedon thedateof theprimary election.The prelimi-
nary budgetfor thedistrict must go on public displayno later than 110 daysprior to the primaryelec-
tion. This budgetmustcontainestimatedexpendituresand revenues,as well asthe proposedtaxrates.
Thepreliminarybudgetmustbe on display for no less than20 days,andthe boardmustgive public
noticeof its intent to adoptno less than 10 daysprior to avote.Accordingly, thedeadlineto adoptthe
preliminarybudgetis 90 daysprior to the primaryelection.No public hearingis requiredprior to the
adoptionof thepreliminarybudget.

Schooldistricts with preliminarybudgetsthat containany tax increasewould be requiredto submit
theproposedincreaseto PDE no later than 85 daysprior to theprimary el~tion.Within 10 daysof
receivingthe information,PDEmustinform thedistrict if thetax increaseis in compliancewith the
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index. Boardsthat haveproposeda tax increasethat exceedsthe index havetwo options.They either
mayseektheapprovalof an exceptionto thereferendumrequirementor submitthe tax increaseto the
voters.Again, strict compliancetime framesmust be adheredto in eithercase.

Therearealimited numberof instancesin which aschoolboardcan seekrelief from theindex-
imposedtax caps.Thesearereferredto asexceptions.Dependingon thenatureof theexception,a
boardmustapply to eitherthe local courtof commonpleasor PDEin orderto receiveapproval.In
theseinstances,thedistrict must advertiseits intent to seekan exceptionin a newspaperat leastone
weekprior to eitherfiling a petition with thecourtormakinga requestto the department.The deadline
to submitto both thecourtsand PDEis no later than 75 daysprior to theelection.Again, both the
courtsand PDEmustdeterminewhethertheexceptionwill begrantedandinform thedistrict no later
than 55 daysprior to theelection.If thecourtsapprovethe exception,their ruling must includethedol-
lar amountof theexception,thetax increasenecessaryto fund theexceptionand thedurationof the tax
increase.In caseswherePDEapprovestheexception,it will inform thedistrict of thedollaramountof
theexceptionandthetax increasenecessaryto coverthis cost. If theexceptionis not granted,theboard
would haveuntil 50 daysprior to the electionto submit a referendumquestionto theappropriatecoun-
ty officials. Pleasenote: Thisis an exceptionto the rule mentionedin thefollowing paragraph.

Schoolboardsthat wish to seekvoterapprovalmust submit thereferendumquestionto the boardof
electionsin eachcounty in which thedistrict is situatedno later than 60 daysprior to theprimaryelec-
tion. The questionmust statethe specificrateof thetax increase,however,Act 72 doesnot propose
boilerplatelanguagefor back-endreferendumquestions.In accordancewith theElectionCode, the
boardof electionsshall, in consultationwith theschooldistrict, draft a non legal interpretativestate-
ment to accompanythe referendumquestion.This statementmust include informationstating why the
increaseis necessaryandwhat the revenuewill be expendedfor, aswell astheconsequencesof theref-
erendumbeing disapproved.A simple majority of voters is neededto approvethereferendum.If the
questionfails, theboardstill would be permittedto increasetax ratesup to the index.

The actdoesset forth certainprohibitions specific to theconductof referendumcampaigns.
Specifically,no public fundsmay be usedto urge individualsto votefor or againsta referendum,nor
canthey be appropriatedfor political or campaignpurposes.Theact definespublic fundsasany money
appropriatedby the GeneralAssemblyor by apolitical subdivision.Notwithstanding,the law doesper-
mit public funds to be usedfor thedisseminationof factual informationrelative to a referendum.

ImportantDates
DaysPrior Deadlinefor PreliminaryBudget/ReferendumAction
to Primary
110 days Deadlinefor preliminarybudgets,completewith expectedrevenuesandexpendi-

tures, to go on display for public.
90 days Deadlinefor schooldistrict to adoptpreliminarybudget.
85 days Deadlinefor schooldistrict, if proposingany tax rate increase,to submitbudgetto

PDE.
75 days Deadlinefor PDEto inform district if tax increasecomplieswith index,or if referen-

dum questionmustbe placedon theballot, or if departmentor courtapprovalis
required.

75 days Deadlinefor district to file in court for an exceptionto referendum.Must bepubli-
cized atleastone weekprior (Feb.24).

60 days Deadlinefor referendumquestionto be submittedto county electionofficials to be
placedon the ballot.

55 days Deadlinefor courtor PDEto rule on district’s eligibility to useexception.Thecourt
will set thetax rateand thedurationof the increasefor thedistrict.

50 days Deadlineto submitreferendumquestionto countyofficials to beplacedon the ballot
if courtor PDEdisapprovesexception.



Back-End Referendum Exceptions

Act 72 enumerates10 specific instancesin which schoolboardscanseek“exceptions”from
obtainingvoterapprovalfor tax rate increasesin excessof the index.Eachof theseexceptions
requiresapprovalfrom eitherthe local courtof commonpleasor theDepartmentof Education(PDE).

Thefollowing exceptionsrequirecourtapproval.Thecourtof jurisdictionis governedby theloca-
tion of a schooldistrict’s administrationoffices.Theseexceptionsincludethe following:

• Costsincurredin respondingto or recoveringfrom an emergencyor disasterdeclaredpursuantto
35 Pa.C.S.§ 7301 (relating to generalauthority of governor),or 75 Pa.C.S.§ 6108 (relatingto
powerof governorduring emergency).

• Coststo implementacourtorderor an administrativeorderfrom afederal or stateagency,aslong
asthetax increaseis rescindedfollowing fulfillment of thecourt orderor administrativeorder.

• Coststo respondto conditionsthat posean immediatethreatof seriousphysicalharmorinjury to
thestudents,staffor residentsof theschooldistrict, but only until theconditionscausingthe
threathavebeenfully resolved.

When seekingcourt approvalfor one of thesestatedexceptions,a schoolboardmust abideby
mandatorydeadlinesestablishedin theact.First, a boardmustpetitionthecourt no later than 75 days
prior to theelection immediatelyprecedingthe beginningof theschooldistrict’s fiscal yearin orderto
imposea tax increasefor theseexceptions.In almosteveryboard’scase,this meansprior to thepri-
maryelection.At leastone weekprior to petitioning the court,the boardmustpublish in anewspaper
of generalcirculation andon thedistrict’s Website, if applicable,a noticeof its intentto file. Whena
hearingdatehasbeenestablishedby thecourt, the district must notify its residentsof thedate,time and
placeof the hearing.Notification must be doneas soonas possible,again,by using thenewspaperand
districtWeb site, if applicable.A personresidingor payingtaxeswithin thedistrict mayfile a written
objectionswith thecourton thedistrict’s petition.

It is theduty of theboardseekingtheexceptionto proveby clearand convincingevidenceboth
that it qualifies for theexceptionand theanticipateddollar amountof the expenditureis for each
exceptionsought.No later than 55 daysprior to theelection,thecourtmust handdowna ruling on the
petition andinform thedistrict of its decision.If thecourt approvesthepetition, it also will determine
thedollaramountof the expenditure,thetax rateincreasenecessaryto fund it andthe durationof the
increase.In caseswherethecourtdeniesadistrict’s petition,thedistrict would havethe ability to sub-
mit thereferendumquestionfor voterapproval.In suchcases,thereferendumquestionmust besubmit-
tedto theelectionofficials no later than 50 daysprior to thedateof electionimmediatelyprecedingthe
beginningof thedistrict’s fiscal year.

Theremainderof theexceptionsrequirePDEapproval.They includethefollowing:
• Costsrelatedto debtin thefollowing instances:

• To pay interestandprincipal on any indebtednessincurredunder53 Pa.C.S.Pt. VII Subpt.B
(relating to indebtednessandborrowing)prior to theeffectivedateof this section.In no case
may theschooldistrict incur additional debtunderthis clauseexceptfor therefinancingof
expensesrelatedto suchrefinancingandtheestablishmentof fundingof appropriatedebtserv-
ice reserves.An increaseunderthis clauseshall be rescindedfollowing thefinal paymentof
interestandprincipal.
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• To pay interestandprincipal on any electoraldebtincurredunder53 Pa.C.S.pt. VII Subpt.B.
• To pay interestandprincipal on indebtednessfor up to 60% of theconstructioncostaverage

on a square-footbasisif all of thefollowing apply:
• The indebtednessis for a schoolconstructionprojectunder22 Pa. CodeCh. 21 (relat-

ing to schoolbuildings).
• The indebtednessto fund appropriatedebtservicereservesfor theprojectis incurred

afterthe effectivedateof theact.
• The increasesoughtunderthis clauseis rescindedfollowing final paymentof interest

and principal.
• The indebtednessis incurredonly afterexisting fundbalancesfor schoolconstruction

andany undesignatedfundbalanceshavebeenfully committedto fundtheproject.
• The indebtednessis for an academicelementaryor academicsecondaryschoolbuild-

ing. For purposesof the act,thefollowing shall not be consideredto be an academic
elementaryor academicsecondaryschoolbuilding: natatorium,stadiumbleachers,ath-
letic field, athletic field lighting equipment,and apparatususedto promoteandconduct
interscholasticathletics.

• The projecthasbeenapprovedby thedepartmentundersection731 of the actof
March 10, 1949(p. 1.30, no.14),known asthePublic SchoolCodeof 1949.

• To pay interestand principal on indebtednessfor up to $250,000of theconstruction
costof a nonacademicschoolconstructionproject, asadjustedannuallyby thepercent-
ageincreasein the averageof thestatewideaverageweekly wageandtheemployment
cost index.

• Costsincurredin providingspecialeducationprogramsandservicesto studentswith disabilitiesif
the increasein expenditureson specialeducationprogramsand serviceswasgreaterthan 10%.
Thedollar amountof this exceptionshallbe equalto theportion of the increasethat exceeds10%.

• Costsincurredin the implementationof a school improvementplanrequiredundersection
1116(b)of the Elementaryand SecondaryEducationAct of 1965 (Public Law 89-10,20 U.S.C. §
63 16(b)) andthat arenot offset by a stateallocation.

• Costsnecessaryto maintainthe following:
• Per-studentlocal tax revenue,adjustedby the index, if thepercentagegrowth in averagedaily

membershipbetweenthe schoolyearfor which Annual Financial Reportshavebeenreceived
andthe third schoolyearprecedingthethat yearexceeds7.5%.

• Actual instructionexpenseper averagedaily membership,adjustedby the index,if the
increasein actual instructionexpenseper averagedaily membershipbetweentheschoolyear
for which Annual FinancialReportshavebeenreceivedand theprecedingschoolyear is less
than theindex.

• To maintain revenuesderivedfrom realpropertytaxes,earnedincomeand netprofits taxes,
personalincometaxes— basiceducationfundingallocationsarid specialeducationfunding
allocations— adjustedby the index,for a schooldistrict wherethe percentageincreasein rev-
enuesderivedfrom real propertytaxes,earnedincomeand netprofits taxes,personalincome
taxes,basiceducationfundingallocationsand specialeducationfunding allocationsbetween
the schoolyear for which Annual FinancialReportshavebeenreceivedandthepreceding
schoolyear is lessthan the index.

• Costsincurredfor providinghealthcarerelatedbenefitswhich are,directlyattributableto a
collectivebargainingagreementin effect on the effectivedateof this sectionbetweenthe
school district andits employeesorganization,if the anticipatedincreasein thecostof health
carerelatedbenefitsbetweenthecurrentyearand theupcomingyear is greaterthantheindex.
Thedollaramountof this exceptionshall be equalto theportion of the increasethat exceeds



the index. This subparagraphshall not apply to a collectivebargainingagreementrenewed,
extendedorenteredinto aftertheeffectivedateof theact.

• Costsnecessaryto covera schooldistrict’s shareof paymentsto thepublic schoolemployees’
retirementsystemasrequiredunder24 Pa.C.S.§ 8327 (relatingto paymentsby employers)if
theactualdollaramountof paymentsbetweenthecurrentyearandtheUpcomingyearis
greaterthan7.5%. -

WhenseekingPDE approvalfor one of thesestatedexceptions,aschoolboardmustabideby
mandatorydeadlinesestablishedin theact. First, a boardmustsubmitan applicationto PDE no later
than 75 daysprior to theelectionimmediatelyprecedingthebeginningof the schooldistrict’s fiscal
yearin orderto imposea tax increasefor theseexceptions.In almosteveryboard’scase,this means
prior to theprimary election.At leastoneweekprior to submittingtheapplication,theboardmustpub-
lish in a newspaperof generalcirculation andon thedistrict’s Website, if applicable,anoticeof its
intent to file. If a hearingdateis set by PDE,thedistrict mustnotify its residentsof thedate,time and
placeof thehearing.Notification must be doneas soonas possible,again,by using thenewspaperand
district Website, if applicable.

In orderto determinea district’s eligibility to receivean exception,PDE will usedatafrom themost
recentschoolyear for which theyhavereceivedan AFR from every schooldistrict. No laterthan 55
daysprior to theelection,PDEmust inform thedistrict if it hasdeniedor grantedtheexception.If PDE
approvesthe application,it also will determinethedollar amountof theexpenditureandthe tax rate
increasenecessaryto fund it. In caseswherePDEdeniesa district’s application,the district would have
theability to submitthereferendumquestionfor voterapproval.In suchcases,thereferendumquestion
mustbe submittedto theelectionofficials no laterthan 50 daysprior to thedateof electionimmediate-
ly precedingthebeginningof thedistrict’s fiscal year.



How doesthe Act 72 exceptionfor schoolconstruction work?

Sincetheenactmentof Act 72, severalquestionshavebeenaskedabouttheact’sback-
endreferendumexceptionfor schoolconstruction.Theactallows anexceptionfor costs”
to pay interestandprincipalon indebtednessfor up to 60%ofthe constructioncost
averageon asquarefoot basisif all of thefollowing apply....”Act 72 definestheterm
“constructioncostaverageon a square-footbasis”as$128/squarefoot for an elementary
schooland$133/squarefoot for asecondaryschool.

Theactmentionssix criteriathatmustbemet beforetheaboveexceptionis granted.
Thesedealwith acceptanceof theprojectby PDE,thetiming ofthe indebtednessandits
retirementand thenatureof theproject.

Assumingthat all six criteriahavebeenmet, what thenarethecoststhat areeligible for
an exceptionto back-endreferendum?

By wayof example,let’s assumethat District X wantsto build a 75,000squarefoot
elementaryschool.Undertheexceptionlisted above,you would needto first multiply
$128 times60% andthenmultiply that amountby 75,000:

$128x 60%= $77 (roundedto thenearestwhole dollar)
$77 x 75,000= $5,775,000

Usingthis example,District X canapply for an exceptionfor an increasein taxesthat
wouldgenerateenoughrevenueto makepaymenton $5,775,000worthof indebtedness.

In anotherexample,District Y wantsto build a 110,000squarefoot high school.The
calculationsareasfollows:

$133x 60%= $80 (roundedto thenearestwholedollar)
$80 x 110,000= $8,800,000

In this example,District Y canapply for an exceptionfor an increasein taxesthatwould
generateenoughrevenueto makepaymenton $8,800,000worth of indebtedness.

Forschoolbuildings that combineelementaryandsecondarygrades,thecalculation
would be doneon a pro-ratabasisbetweenthe two rates.



Act 72 Glossary of Terms

Act 24 - Act 24 of 2001, a law that authorizesschooldistricts to eliminatetheir occupational
assessmenttax andreplacethelost revenuewith proceedsfrom an increasedearnedincometax.

Act 50 - Act 50 of 1998,a law that authorizesschool districts to enactan earnedincometax rateof
1%, 1.5% or 2%. Revenuesfrom this tax are usedto reduceschoolpropertytaxes,usinga
homesteadlfarmsteadexclusion.

Act 511 - Act 511 of 1965, otherwiseknown as theLocal Tax EnablingAct, this law containsthe
authorizationfor manyof the local taxesthat schooldistrictsnow levy, including theearnedincome
tax, all occupationtaxes,amusementtaxesand apercapitatax. (TheSchoolCodealsocontainsauthor-
ization for schooldistricts to levy aper capitatax.)

EarnedIncomeTax - Commonly referredto astheEIT, its real nameis the EarnedIncomeandNet
Profits tax. This is a tax usedby all but 38 schooldistricts in the state.It commonly is levied against
wages,salariesandthe netprofits of SubchapterS corporations.Pensions,social security,and interest
or dividend incomeare not taxableunderan earnedincometax.

Farmstead- Building and structureslocatedon a farm that is at least 10 contiguousacresin sizeand
usedin commercialagriculturalproduction.A homelocatedon a farmsteadis considereda homestead.

Farmsteadexclusion- The exclusionfrom taxationof a portionof the assessedvalueof the building
andstructureson afarm that areusedin commercialagriculturalproduction.

Farrnsteadproperty- Propertythat is at least10 contiguousacresin size, containsbuildings and
structuresusedin commercialagricultural production,and for which an applicationfor a propertytax
exclusionhasbeen submittedand approved.

Front-endreferendum- A questionplacedon theballot, typically in a municipalelection (odd-num-
beredyears),that asksvotersto approvean increasein theearnedincometax rateor personaltax rate.
Revenuesfrom thesetaxesmust be usedfor propertytax relief usinga homestead/farmsteadexclusion.

Homesteadexclusion- Theexemptionfrom taxationof a portionof theassessedvalueof an individ-
ual’s primary residenceandthe lot on which it is situated.

Homestead- A dwelling, including theparcel of land on which it is locatedand other improvements,
for which any of the following apply:

• Thedwelling is usedprimarily asthedomicile of the owner.
• Thedwelling is a unit in acondominiumusedasthedomicile of theowner
• A portionof thedwelling is usedasthedomicile of theowner
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Homesteadproperty - Propertythat containstheprimary residenceof theowner,and for which an
applicationfor apropertytax exclusionhasbeensubmittedand approved.

Maximum allowable exemption - An amountequalto 50% of themedianassessedvalueof home-
stead/farmsteadpropertylocatedin a school district.

Median assessedvalue - The valuethat is themiddle point in thesequentialdistribution of assessed
valuesaboveandbelow which existan equalnumberof assessedvalues.For example,3 is the median
numberin theseries1, 2, 3,4,5.

Qualifyingcontribution- A contributionmadeby thetaxpayersof a schooldistrict for propertytax
relief. Thequalifying contributionmakesa schooldistrict eligible to receivestategamingallocationsto
be usedsolely to reducetheschool propertytax. By makinga qualifying contribution,a schooldistrict
subjectsitself to theprovisionsfor back-endreferendumandearly adoptionof thepreliminarybudget.

Personal Income Tax - A tax levied on individuals,estatesandtruststhat relatesto personalincome,
including wagesandsalaries,dividends,interest,lottery/gamblingwinningsand othernon wage
income.Pensionsand social securityincomearenot taxableby a personalincometax. As authorizedin
Act 72, this tax would be levied on the sameclassof incomeasthestatepersonalincometax.


