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Good morning, Senators:

If I may introduce myself, I am Joe Lazzaro, Senior Vice President of Law and
Communications with Keystone Collections Group. Keystone serves as the Act 32 Earned Income
Tax Officer for all the communities and school districts of Bucks County, along with Chester
County, Delaware County, Northampton County and 15 other county-wide tax collection districts
across Pennsylvania. We are pleased to serve as a resource to you today on this important issue.

As you know, the Sterling Act has been around since the Great Depression era, originally
characterized as a temporary measure to help the City rebound from the economic problems that
emanated from the depression.

Today, some 90 years later, the Sterling Act is still impacting the suburban communities
and school districts surrounding Philadelphia, reallocating earned income tax (the “tax”) revenue
that would otherwise fund their own police, education and public services by directing those
municipal tax dollars directly to Philadelphia.

The way the Sterling Act currently operates, when a Bucks County resident works in
Philadelphia, he or she is taxed (usually withheld), at a rate nearly 3% times that resident’s home
tax rate. By law, that resident then receives a full credit for the tax to apply against any tax that
would otherwise be due to the resident’s home municipality and school district. The Philadelphia
tax, by law, takes priority over the hometown and home school district tax. Thus, the Philadelphia
commuter never pays the tax that his or her neighbors pay to fund the home-based Bucks County
school district and local government where he or she lives.
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By receiving a full credit on the high-rate Philly commuter tax, a Bucks County resident
need only work in Philadelphia for a small portion of the year and the Philly tax will wipe out the
hometown Bucks County tax. That is, the rate is so high in Philadelphia that working only a few
months there will fully credit the rest of the entire years’ worth of income earned outside the City,
as in Bucks County.

To help paint the picture clearly, I see that I am joined today by Bensalem Township’s
Mayor and by Northampton Township’s Manager. So, to illustrate the reallocation of the local
tax, you will see that we’ve calculated for you, Senators, the known, minimum tax losses that each
of these municipal governments suffer when their tax revenue is reallocated to Philadelphia.

On the Municipal Impact Report, Bensalem loses a minimum of its tax revenue to the
tune of about $2.5 Million per year. Northampton Township likewise loses well over $1 Million
per year, and in addition, its school district, the Council Rock School District, is hit with a loss of
over $1.75 Million.

In Bensalem, so many residents commute to Philadelphia each day to work, that over $200
Million in earnings is excluded from the local Bensalem earned income tax because the Sterling
Act gives Philadelphia immediate priority to that revenue. In addition, another $43+ Million
cannot be taxed as it normally would be by Bensalem on income that isn’t earned in Philadelphia.
The Sterling Act provides special tax credits to commuters beyond what they earn in Philadelphia
because the Philadelphia tax rate is so excessively high. Indeed, it is the highest commuter tax in
the nation.

Similarly, well over $180 Million in income is excluded from Northampton Township’s
local earned income tax and another $40 Million is credited away under Philadelphia’s taxation
priority over its neighbors.

When we look at all of the Bucks County communities, and this is just the communities—
not the school districts yet, we’re looking at a minimum tax loss of nearly $10 Million, as the City
of Philadelphia absorbs its commuter tax revenue.

You’ve heard me repeatedly say this morning “minimum” tax loss. We actually know that
the losses to Bensalem and Northampton and to all of the communities in Bucks County, and
Delaware County and Chester County and Northampton County are in reality greater than we can
show you in these reports.

The truth is, we can only measure in these reports the income figures and Philadelphia
wage tax credits for those residents who file their Final Annual Local Tax Returns.

You see, after years of never owing any local tax whatsoever, by applying their
Philadelphia tax credits against their Bucks County tax returns, most commuter taxpayers have
stopped filing local returns in their home communities.
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They already know they will not actually owe any tax, because they haven’t had to pay a
dime of their hometown taxes for years...ever since they started working in Philadelphia.

Filling out an extra tax form when there is never any tax due becomes an exercise in futility,
and most residents cease filing them.

What that tells us is that the $10 Million reported loss we see in Bucks County every year
is actually less than the real amount Philadelphia is pulling from these local towns and schools.

You will also notice that I’ve reported the commuter tax impact on school districts
differently for you than the way I reported its impact on the municipalities. There is a reason for
that. And that is because schools are actually treated differently by the State than the local
communities.

At the end of every year, the suburban school districts are invited to report their known
Sterling Act tax losses to the PA Department of Education. The Department then provides a
reimbursement allocation to that school districts to make up for a portion of the Philly wage tax
impact losses. There is currently no such reimbursement for the suburban townships,
municipalities and boroughs.

Thank you again, Senators, for having me today.

I believe my job here is to present the hard numbers—the facts. At Keystone, we serve
only as administrators of the tax law and of the policies that our elected officials must determine.

I hope that the information I’ve provided for you, and for the local government leaders of
Bucks County, is helpful to you in that process, as you determine the best policy going forward
for Pennsylvania and our local region. I thank you.
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