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Purpose of this Primer 
This primer explains how Pennsylvania funds its public school system, with emphasis on state and

local financing, since federal funds account for only a small portion of the overall total.

It is designed to help policymakers (such as members of the General Assembly and local school
boards) and potential policymakers understand this complex $16.5 billion enterprise so they can 
better address some critical issues discussed at the end of the primer. It is designed as well for parents
and other citizens to empower them to participate in decision-making on these issues.

The primer provides historical background and some fundamental principles underlying our sys-
tem of school finance and describes each of the major sources of funding briefly - providing enough
information for informed discussion of issues. It does not pretend to be an exhaustive treatise, 
however, so readers should understand that much more could be said about any of the topics 
covered here.

The 2003-04 Budget Process
The process of adopting the 2003-04 state budget was the most protracted and perhaps most

peculiar in memory and resulted in school districts waiting several months for their basic education
subsidies and, among other things, the delay of this annual primer.

As required by the state Constitution, Governor Rendell proposed the first budget of his term -
for the fiscal year beginning July 1, 2003 - in early March 2003. He had run for office the prior year
on an ambitious education and tax reform platform and asked the General Assembly to give him a
few more weeks to present his reform ideas in full. Instead, the General Assembly promptly enacted
the Governor’s original bare-bones budget that did not include any of his new policy proposals; he
then line-item vetoed $4 billion in basic education subsidy funding in an effort to ensure the General
Assembly would negotiate with him. 

By the end of March, the Governor proposed the details of his “Plan for a New Pennsylvania”.
The Governor’s reform plan included first year funding of $687 million to begin phasing in high
quality prekindergarten programs and to support full-day kindergarten and class size reduction in
kindergarten through third grade. Another $456 million would have supported coaches for math and
reading teachers, teacher professional development, hiring incentives for math and science teachers
to work in rural districts, tutoring for struggling students, and family resource centers in poor com-
munities. An additional $71 million would have supported rewards for schools exceeding perform-
ance targets and grants for implementing improvement plans in schools failing to meet targets. It
also would have established a corps of expert educators to work with struggling districts. In addition,
the Governor proposed an average 30 percent school property tax reduction.

The property tax reduction, the education program enhancements, and an economic develop-
ment package were to have been supported by an increase in the state personal income tax from 2.8
percent to 3.75 percent and by licensing slot machines at the state’s racetracks.
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Throughout the spring, summer, and fall, debate raged about all these proposals, and no resolu-
tion was reached until Christmas week. When the dust settled, the Governor’s $1.214 billion in new
education funding was reduced to $25 million for tutoring and $175 million for 2004-05 to be dis-
tributed to all districts as a block grant to be spent on any of the Governor’s proposed programs and
any others deemed by the local school board to improve student achievement. The income tax was
increased to 3.07 percent, and debate continued about swapping gaming revenues for property tax
cuts. The Governor urged the General Assembly to enact the tax swap by the end of February 2004
(and EPLC decided to wait until then to prepare this primer). As of the date this primer went to
press, legislators were still considering several competing proposals to fund property tax reduction. 

A Brief History
The first hint of free public education in Pennsylvania is Article VII, Section 1 of the Constitution

of 1790: “The legislature shall, as soon as conveniently may be, provide, by law, for the establish-
ment of schools throughout the State, in such manner that the poor may be taught gratis.” However,
it was not “convenient” to provide any real system of such schools for more than 40 years. In 1831,
the Common School Fund was established, effectively making $100,000 a year of state revenue
available to support public schools. Three years later, the Free School Act required each municipality
to establish an elected school board and offered state financial support to any district that agreed to
accept the act’s provisions and teach all children in the district. Every dollar of state support had to
be matched by a county school tax of at least two dollars. State support initially was distributed on
the basis of the number of taxable inhabitants, without regard to the number of students or local
wealth. Half the state’s municipalities accepted the act immediately; about three-fourths did so with-
in three years. The 1838 Constitution, adopted in this period of the initial growth of public educa-
tion, retained the education provisions of the 1790 Constitution.

The 1874 Constitution was a precursor to compulsory attendance and established a floor for state
funding: “The General Assembly shall provide for the maintenance and support of a thorough and
efficient system of public schools, wherein all the children of this Commonwealth above the age of six
years may be educated, and shall appropriate at least one million dollars each year for that purpose.”

In 1895, the state’s first compulsory attendance law was passed, and two years later the state
funding system was changed to incorporate the number of children between 6 and 16 as well as the
number of taxable inhabitants. The state’s first minimum teacher salary ($35 per month) was enact-
ed in 1903, and the subsidy system was tied to classes of teaching certificates in 1919. The first effort
to equalize state aid, by paying poor districts more and wealthy districts less, was enacted in 1923. 

Beginning in 1968, state aid was paid on the basis of “weighted” pupils (secondary school students
weighted more than elementary) and local wealth. Since the early 1990s, the General Assembly has
adopted a number of ad hoc methods to distribute increases in the annual appropriations.

The current state Constitution, adopted in 1968, states: “The General Assembly shall provide for
the maintenance and support of a thorough and efficient system of public education to serve the
needs of the Commonwealth.”
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Basic Principles 
The history of education and school finance in Pennsylvania is based on some fundamental prin-

ciples. First, education is a state responsibility, embedded in the Constitution. Second, this responsi-
bility is exercised through a partnership of the state and local school boards. Third, financial respon-
sibility for the system is shared between the General Assembly and the school boards. In the earliest
days, the state’s share was about 20%. It increased considerably in response to the inability of school
districts to collect property taxes during the Depression - from 18% in 1930 to 30% in 1940 and
40% in 1950. A statutory goal that the state pay 50% of district instructional costs was in effect, but
rarely met, between 1965 and its repeal in 1983. In 2001-02 (the latest year of audited data), the
state share of school district general fund spending was 36.4%; the local share was 56.7%; federal
funds accounted for 3.7%; and 3.2% came from other sources (see Figure 1).

During the past decade, the federal share of revenues supporting elementary and secondary edu-
cation has remained small and relatively constant. Although state funds have increased during the
decade, they now constitute a smaller share of revenues than they did a decade ago (see Figure 2).
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State Funding 
Overview

The largest item of education funding is the subsidy for basic education, which pays the state’s
share of instructional costs. Public schools receive many other state subsidies, including those for
special education, vocational education, transportation, school construction costs, and others. In
addition, the state supports some costs associated with nonpublic schools. These are displayed in
Figure 3.
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Between 1992-93 and 2001-02, state revenues per pupil increased from $2,446 to $3,382, an
increase of about 38 percent (see Figure 4).
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Basic Education ($4,210.623 million in 2003-04)
The current subsidy is based on one that evolved in the early- to mid-1970s. It was designed to dis-

tribute state funds to ensure that all districts could spend as much per pupil as the district in the mid-
dle of the distribution of high-to-low spending. At the time, state aid accounted for about 55% of
school district spending, compared to about 36% today. Under that system, each district was paid a
subsidy calculated by multiplying the number of students by the state’s median instructional expendi-
ture per pupil and by the district’s aid ratio (a measure of its local wealth relative to other districts).
This resulted in each district receiving from the state some percentage of the actual cost of instruction
per pupil - with low wealth districts receiving a larger share. This basic subsidy has been supplemented
at various times with payments for large concentrations of low income students, for small districts, for
rapidly growing districts, for local tax effort, and for sparsity and density of the general population.

As a result, discrepancies in per pupil spending widened greatly among districts during the 1980s.
In 1993-94, the General Assembly established a foundation amount
per pupil, below which spending in any district would not fall. The
idea was to use additional state funding beyond the usual formula to
guarantee every student in every district at least a foundation level
of funding to support his or her education. This foundation figure
was adjusted upward in 1994-95 and more districts became eligible
for the extraordinary state support. While the districts that received
foundation funding from the state in those two years have had the
extra state funding maintained as a part of their annual base, the
foundation funding guarantee concept was abandoned as a way to
promote equity or adequacy among the state’s 501 school districts
after only two years.

In the early 1990s, nearly half the state’s school districts sued the
state for not meeting its constitutional obligation to fund them ade-
quately. On October 1, 1999, the State Supreme Court held that the
matter was not for the courts - but rather the General Assembly - to
decide. 

The 1991-92 base was the Equalized Subsidy for Basic Education
(ESBE), which distributed $2.961 billion on the basis of a dollar
amount determined annually by the General Assembly for each
weighted pupil (1.36 for secondary, 1.0 for elementary, and 0.5 for
half-day kindergarten) adjusted by a district’s aid ratio (based upon
personal income and market value wealth). Districts with less wealth
(a higher aid ratio) received more state aid per pupil; those with
greater wealth received less. Since 1991-92, each district’s subsidy
from the prior year has been its base, and annual increases in the
state appropriation have been distributed through various ad hoc
supplements. 
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Equalized Subsidy for Basic Education
(ESBE): The major state subsidy to
school districts until 1991-92. ESBE
reimbursed districts for part of their
instructional costs, with wealthier
districts receiving less per pupil than
poorer districts. The basic formula was a
per pupil dollar amount set annually by
the General Assembly (originally the
median district’s instructional costs per
pupil) multiplied by the number of
weighted pupils (as described here in the
text) and the district’s aid ratio (poorer
districts have higher aid ratios).

Average Daily Membership (ADM): This
is essentially the number of pupils on the
school district’s rolls on an average school
day. It is not a measure of attendance.

Aid Ratio: the measure of district
wealth: Poorer districts have higher aid
ratios. It is a fractional value that com-
pares each district’s market value per
pupil (60% of the aid ratio) and personal
income per pupil (40% of the aid ratio)
with the statewide market value and per-
sonal income per pupil. There is a statu-
tory minimum aid ratio of 0.1500; the
highest calculated aid ratio for 2001-02
was 0.8337. 
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For 2003-04, all districts receive what they did in 2002-03 plus any of the following six supple-
ments for which they qualify. (1) All districts earn a base supplement, which is a pro rata share of
$50 million, distributed on the basis of average daily membership (ADM) and local wealth (aid
ratio). (2) A district with an aid ratio of at least .6500 and personal income per ADM of $103,571
or less receives a poverty supplement, which is a pro rata share of $30 million based upon the ADM
of qualifying districts. (3) A district with a local tax effort of at least 20.6 equalized mills receives a
tax effort supplement, which is a pro rata share of $15 million based upon the ADM of qualifying
districts. (4) A district with an increase in ADM from 2001-02 to 2002-03 earns a growth supple-
ment. It is a pro rata share of $10 million based upon the increase in ADM multiplied by the aid
ratios of qualifying districts. (5) A district with no more than 1,500 students earns small district
assistance; it is $75 per ADM. (6) Once these supplements are calculated, all districts are guaran-
teed at least a 2% increase over the 2002-03 subsidy.

In addition, $4.600 million was appropriated to reimburse districts for costs of borrowing necessi-
tated by the protracted budget deliberations.

Until 1983, there was a statutory goal that the basic education subsidy, in the aggregate, would
equal 50% of school district actual instructional expenditures the year before. The last time that
goal was achieved was 1975-76 (49.9%). The high point (55.0%) was reached the previous year.
The state share of instructional spending has been on a steep decline for over a quarter century,
reaching 35.5% last year (see Figure 5).
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Figure 5
Basic Education State Subsidy as Percentage of Prior Year School District Actual 
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Special Education ($1,109.916 million in 2003-04)
Public school K-12 programs ($904.606 million in 2003-04): Prior to 1991-92, the

state essentially paid the full “excess costs” of special education - that is, the costs over and above
those for educating students not receiving special education. Since then, the state has used a formu-
la that distributes funds for special education without regard to pupils served or actual costs. As a
result, the state share of special education costs has declined from nearly 100% to 52% in the first
year of formula funding and to 47% in 2001-02 (see Figure 6). The initial formula provided a dollar
amount determined annually by the General Assembly for 15% of a district’s ADM (presumed to
have mild disabilities or to be gifted) and a higher amount for 1% of a district’s ADM (presumed to
have severe disabilities). In 2003-04, every district will receive its 2002-03 subsidy plus a pro rata
share of $36.150 million in new funds based upon 16% of its ADM multiplied by its aid ratio. In addi-
tion, 5% of this appropriation is paid to the state’s intermediate units to support core special educa-
tion services, and 1% (a reduction from 2%) is reserved by the Secretary of Education to pay districts
for extraordinary special education costs.

Early intervention ($113.111 million in 2003-04): The state supports early intervention
programs for children from 3 years of age to kindergarten entry age who have disabilities or develop-
mental delays. These programs are operated primarily by intermediate units, but some school 
districts and other agencies operate programs through contracts with PDE, which has the state 
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statutory obligation to provide services. In addition, younger children receive services provided
through the Department of Public Welfare (an additional $73.342 million in 2003-04).

Approved private schools ($65.450 million in 2003-04): The state pays a portion of
the special education costs of children educated in approved private schools that are designed to
serve primarily those with the most severe disabilities.

Charter schools for deaf and blind ($65.749 million in 2003-04): The state charters
four schools in Philadelphia, Pittsburgh, and Scranton for children who are deaf or blind and pays a
portion of the special education costs of their students.

Vocational Education ($56.762 million in 2003-04)
The state pays each district an amount calculated by multiplying its ADM in vocational pro-

grams by 17% and by the district’s actual instructional expense (or a lesser base earned for reim-
bursement that considers a district’s relative tax effort and relative actual instructional expendi-
tures). The subsidy for area vocational-technical schools (AVTSs) is calculated the same way,
except the ADM is multiplied by 21%. The appropriation also covers adult vocational programs,
practical nurse training, personnel development, workforce development, curriculum development,
apprenticeships, and economic development programs.

Retirement ($167.647 million in 2003-04) and Social Security ($426.403 million in 2003-04)
For employees hired prior to July 1, 1994, the state pays half the employer cost of contributions to

the Public School Employees Retirement System and Social Security. For employees hired since July
1, 1994, the state share is the employer cost of contributions multiplied by the greater of 50% or the
district’s aid ratio. The retirement appropriation is 277% more than in 2002-03 and represents the
beginning of higher payments to cover significant pension increases enacted in recent years.

Pupil Transportation ($454.951 million in 2003-04)
The subsidy for pupil transportation is one of the most complex. It calculates an

approved reimbursable costs (ARC) factor based on vehicle capacity, mileage trav-
eled, utilized passenger capacity, and excess driver hours in congested areas, and is
adjusted by the Consumer Price Index. The state pays the lesser of this ARC or the
actual costs of transportation multiplied by an aid ratio based solely upon relative
market value. Some believe the formula does not adequately account for time, and
others contend it favors districts that contract for rather than operate transporta-
tion services directly. However, if a district’s approved reimbursable costs exceed
one-half mill of property taxes, the state reimburses the difference.

School Construction ($294.483 million in 2003-04)
The state subsidizes the costs of construction, renovation, or purchase of school facilities based

on a maximum reimbursable amount and a district’s relative wealth (either the market value aid
ratio or CARF — the fiscal capacity factor in effect in 1955-56 based on market value per teaching
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unit of 30 elementary or 22 secondary pupils). The maximum per-pupil reimbursable amounts are
$3,900 for an elementary building, $5,100 for a secondary building, and $6,300 for a vocational
building. The last change in reimbursable rates for school construction was enacted in 1987. The
state share of school building costs can range from as little as 1% in wealthy districts with low reim-
bursement ratios to 60-65% in poorer districts with higher reimbursement ratios. To qualify for state
subsidies, a district must complete a multi-step approval process by PDE (known as PLANCON).

School Improvement (Education Empowerment) ($24.314 million in 2003-04)
The General Assembly adopted the Education Empowerment Act in 2000. The act targets dis-

tricts in which at least half the students scored in the lowest group on state reading and math tests
(the Pennsylvania System of School Assessment or PSSA) for two consecutive years. Twelve districts
qualified; four were removed from the list for 2003-04 due to improved performance. Empowerment
districts must adopt a multi-year plan to improve academic performance, and failure to meet the
plan’s goals will result in the district being taken over by a state-appointed Board of Control. The act
also provides special funding to support implementation of the plans adopted by these districts.
Empowerment districts receive a base grant of $450,000 plus $75 per student. Those districts
removed from empowerment status in 2003-04 will receive half their empowerment grants as part of
their basic education subsidy base. Under Act 48 of 2003, no additional districts can be declared
empowerment districts in the future.

Technology ($1.290 million in 2003-04)
In previous years, the Ridge Administration’s Link-to-Learn program supported school district

acquisition of hardware, software, networking, Internet connectivity, and the provision of profession-
al development. Funding also helped districts apply technology to helping students achieve state aca-
demic standards. The appropriation was reduced 81% in 2002-03 and another 76% in 2003-04 and
will provide only state matching funds for a private foundation grant to support technology training
for principals and school board members.

Charter Schools ($53.940 million in 2003-04)
This is the second year the state is paying a portion of all school districts' charter school costs.

Originally enacted as a 30% state share, the appropriation — $52.940 million — is not sufficient to
maintain that rate, so districts are receiving a pro rata share of the 30%.  The state also makes plan-
ning and start-up grants to new charter schools, for which $1.000 million is available in 2003-04.
Most of the funding for charter schools is provided directly by school districts transferring the operat-
ing costs per student to the charter schools for students residing in their districts.

Safe and Alternative Schools ($23.326 million in 2003-04)
This is a state grant program to school districts, consortia of districts, and intermediate units to

provide alternative education programs to students who pose serious threats of disruption or violence
in school. Programs serve students in grades 7-12 and can serve no more than 2% of a district’s stu-
dent population.
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Intermediate Units ($6.311 million in 2003-04)
The state's 29 intermediate units provide various services to school districts on a regional basis,

including special education, professional development, technology and business services, nonpublic
school service administration, and others. This state appropriation provides some funding to sup-
port intermediate unit administration and facilities.  Most intermediate unit funding, however,
comes from member districts, grants, or providing services on a fee-for-service basis.

Nonpublic Schools ($170.763 million in 2003-04)
Transportation ($74.064 million in 2003-04): School districts that transport public

school students also are required to transport nonpublic and charter school students to schools up
to ten miles outside the school district boundaries. This subsidy assists districts in covering the costs
of such transportation.

Services ($74.052 million in 2003-04): Intermediate units administer a variety of servic-
es to students in nonpublic schools. These include guidance, counseling, testing, and psychological
services, speech, hearing, and vision services, and others.

Textbooks and instructional materials ($22.647 million in 2003-04): Intermediate
units purchase and then loan textbooks, instructional materials, and equipment to students in non-
public schools.

Tutoring Programs ($34.000 million in 2003-04)
The one aspect of Governor Rendell’s proposed education reforms that was funded in 2003-04

was an Educational Assistance Program that will provide grants to districts that have schools in need
of improvement under the federal No Child Left Behind standards. The appropriation for 2003-04 is
$25.000 million that will be distributed to 80 school districts based on their pro rata shares of students
scoring below proficient on the prior year’s PSSA reading and math tests. In addition, the General
Assembly continued the Education Support Services Program (“Classroom Plus”) established in 2001.
It provides for grants to parents of students in grades 3-6 who score poorly on state exams. The
grants, limited to $500, are for the purchase of tutoring and similar education support services from
approved providers, including school districts, institutions of higher education, and non-profit and
for-profit organizations approved by PDE. Providers must offer reading and math instruction at times
other than normal school hours. The appropriation for 2003-04 is $9.000 million.

Other State Funds
The state appropriates numerous other funds to support public education. A list of these with

the 2003-04 appropriation levels follows:

• Teacher professional development ($3.867 million)

• Homebound instruction ($0.850 million)

• Tuition for orphans ($47.288 million)
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• Payments in lieu of taxes ($0.180 million)

• Education of migrant laborer children ($0.759 million)

• School food services ($26.542 million)

• Education of indigent children ($0.100 million)

• School district demonstration projects ($13.000 million)

• Science education program ($2.000 million)

• New Choices/New Options program ($2.000 million)

• Teen pregnancy and parenting ($1.725 million)

• Comprehensive reading ($0.300 million)

• Education mentoring ($1.200 million)

• Ethnic heritage studies ($0.165 million)

• Governor’s schools of excellence ($2.492 million)

• Alternative education demonstration grants ($7.200 million)

• Independent schools ($0.500 million)

• Philadelphia School District ($25.000 million)

Programs Eliminated
Several programs funded during the prior administration received no funds in the 2003-04 state

budget, including school performance incentives ($25 million in 2002-03), Read to Succeed ($15
million in 2002-03), and technology for nonpublic schools ($8 million in 2002-03).

Local Funding  
Overview

Although education is a state function embedded in the Commonwealth’s Constitution, the state
has a long tradition of significant local control of schools. Throughout most of the state’s history,
local revenues have been the major source of funding for public education. 

The General Assembly created local school boards to oversee much of the governance of educa-
tion and granted those boards specific authority to levy taxes. The Public School Code of 1949 pro-
vides authority to levy a property tax and a per capita tax. Act 511 of 1965 provides authority to
levy a variety of other taxes, including earned income, occupation, occupational privilege, per capita,
business, amusement, and other taxes. The Philadelphia and Pittsburgh School Districts have been
granted some unique taxing authority, and, in the case of Philadelphia, the district must rely upon
City Council to levy its taxes because it does not have an elected school board.
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Act 50 of 1998 authorizes school districts to make significant changes in their local tax struc-
tures and to give voters an opportunity through referenda to vote on whether or not the changes
should be implemented and on future tax rate increases. Act 24 of 2001 allows school districts to
replace the occupation tax with increased earned income taxes if voters approve the change in a 
referendum.

Each of these elements of local funding is discussed in the following section. Major local revenue
sources are displayed in Figure 7.

Between 1992-93 and 2001-02, local revenues per pupil increased from $3,634 to $5,480, an
increase of about 51 percent (see Figure 8). During that same time period, state revenues increased
38 percent.
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Major Local Revenue Sources 
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Property Taxes
Under state law, counties are responsible for assessing the value of real estate, and school boards

levy a millage rate on that assessed value (1 mill yields $1 of tax per $1,000 of assessed value). For
example, if a county assesses property at 25% of market value, an $80,000 home would be assessed
at $20,000, and if a school board levied a 100 mill real estate tax, the property owner would pay a
tax of $2,000 per year.

There are several problems with the real estate tax. First, all 67 counties set their own assessment
standards, resulting in inconsistent and often unfair assessments of individual properties relative to
one another. This creates a perception among many taxpayers that the property tax itself is inherent-
ly unfair. Second, the property tax burden has been growing in recent years, as school districts have
used the tax to make up for a declining state share of education costs. Third, the lack of other
broad-based local taxes to generate substantial revenues has led to significant reliance on the proper-
ty tax, which generates 79.8% of local tax revenues and 43.0% of all school district revenues.

In 2001-02, all 501 school districts levied the tax and collected a total of $7,198.658 million.

Other Local Taxes
Earned income tax: Act 511 of 1965 empowers school boards to levy an earned income tax

(excluding interest, dividends, rents, and pensions from the tax base) of up to 1% on district resi-
dents. However, it also enables municipalities to claim half the earned income tax. Many school dis-
tricts surrounding Philadelphia find it impractical to levy this tax, since their residents who commute
to work in the city also are subject to Philadelphia’s nonresident income tax. In 2001-02, 457 school
districts levied the tax and collected a total of $726.796 million.
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Figure 8
Revenues Per-Pupil from Local Sources  1992-93 through 2001-02
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Per capita taxes: School districts may levy two separate per capita taxes on all adult residents.
Under Section 679 of the School Code, school boards may levy a $5 per capita tax, and under Act
511, they may levy an additional $10 tax; the latter must be split with municipalities that choose to
levy it. In 2001-02, 340 school districts levied the Section 679 tax and collected a total of $15.383 mil-
lion. In 2001-02, 339 school districts levied the Act 511 tax and collected a total of $16.669 million.

Occupation tax: The occupation tax levied under Act 511 actually is a form of “property”
tax. County commissioners develop classifications of occupations and assess each a certain amount.
For example, a county might assess doctors at $500, lawyers at $400, accountants at $300, etc. The
school board then levies a millage or percentage tax on the occupation assessment. Both school dis-
tricts and municipalities may tax occupations. Because the occupation assessments are at best mar-
ginally related to actual income (a lawyer making $500,000 pays the same tax as a lawyer making
$50,000), many taxpayers believe this tax is very unfair. In 2001-02, 192 school districts levied the
tax and collected a total of $125.607 million.

Occupational privilege taxes: Act 511 empowers school boards to levy an occupational
privilege tax on both residents and nonresidents who work within the district’s boundaries. The
maximum rate is $10 and is subject to municipal sharing. In 2001-02, 252 school districts levied the
tax and collected a total of $15.208 million.

Realty transfer tax: Act 511 and the state Tax Reform Code authorize school districts to
levy a 1% tax on the sale of real estate, subject to municipal sharing. (The state separately taxes
real estate transfers at an additional 1%). In 2001-02, 486 school districts levied the tax and col-
lected a total of $158.007 million.

Pittsburgh and Philadelphia Taxes
The special taxes described in this section are in addition to property taxes that support the

Pittsburgh and Philadelphia school districts.

In 1975, the General Assembly replaced Pittsburgh’s appointed school board with an elected one
through an amendment to the School Code. At the same time, it transferred the district’s taxing
authority to the elected board. Under these special tax provisions, Pittsburgh levies a 2% earned income
tax, a mercantile tax, and a real estate transfer tax that yielded a total of $95.515 million in 2001-02.

Philadelphia levies a business use and occupancy tax, a liquor sales tax, and a non-business
income tax that yielded a total of $125.797 million in 2001-02.
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Tax Reform (Act 50 of 1998 and Act 24 of 2001)
Act 50 of 1998 allows school districts to establish an alternative local tax structure, beginning

with appointment of a local tax study commission to recommend specific changes, and the proposed
tax structure is then subject to voter approval in a referendum. The alternative structure must
include implementation of a homestead exemption authorized by a 1997 Constitutional amendment.
Under that provision, a school board may exempt from property taxation up to 50% of the assessed
value of primary residences and farms. Since the homestead exemption would reduce local revenue,
Act 50 permits districts adopting the alternative structure to levy an earned income tax (not subject
to municipal sharing) of 1%, 1.25%, or 1.5%. Additional revenues from the higher earned income
tax would be used to eliminate most Act 511 taxes, replace the lost revenues from the homestead
exemption, and then reduce property tax millage, so that the alternative tax scheme is revenue neu-
tral. For districts that establish this alternative tax structure, Act 50 limits year-to-year increases in
local tax revenues to the statewide average weekly wage increase, unless residents approve a larger
increase in a referendum.

While Act 50 permits districts to shift some of the burden of taxation from homeowners to
income earners, only four districts have taken advantage of it. The major concerns of school direc-
tors include transferring their obligation to establish the tax structure and tax rates to referendum
and the likelihood that future tax revenues will not keep pace with the need for local funds, unless
voters approve property tax increases.

Act 24 of 2001 permits school districts to eliminate the occupation tax under Act 511 and
replace it with an increase in the rate of earned income tax under Act 511. The higher earned
income tax rate is limited to the amount needed to replace lost revenues from repealing the occupa-
tion tax. To date, 52 districts have adopted Act 24 through local referenda.
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Federal Funding
The federal government provides only 3.7% of school district general fund revenues in

Pennsylvania but has become involved in increasing numbers of program areas. The two largest
continue to be compensatory education for educationally and economically disadvantaged students
and special education for students with disabilities.

Despite the relatively small financial contributions, federal rules establish much of the policy
direction at state and local levels, especially in special education and vocational education. The
2001 No Child Left Behind law is beginning to have significant effects on state and local standards,
assessments, accountability and reporting systems, and teacher preparation, employment, and
deployment.

Between 1992-93 and 2001-02, federal revenues per pupil increased from $250 to $363, an
increase of about 45 percent (see Figure 9).
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Figure 9
Revenues Per-Pupil from Federal Sources 1992-93 through 2001-02
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Policy Issues
Overview

This description of how public education is financed in Pennsylvania raises a number of issues for
the consideration of policymakers, primarily in the General Assembly, but to some degree in local
school districts as well.

Equity
Largely as a result of the declining state share of school spending and the concomitant increase in

reliance on local property taxes, the gap in per pupil spending among school districts is continuing to
increase. Districts with considerable local wealth can spend more than those with less wealth, despite
the fact that state aid still favors poorer districts. In 2001-02, instructional spending per pupil ranged
from $4,225 to $12,691. This means, in an average classroom of 25 students, the state’s lowest-spend-
ing district has $105,625 available, while the highest-spending district has $317,275. This results in
an astonishing gap of $211,650 between the lowest and highest-spending districts in the state.

This inequity in resources needs to be addressed as a simple matter of fairness. Children in low
wealth districts have less opportunity than children in high wealth districts, even when taxpayers in
both pay the same level of local taxes. This inequity in resources also needs to be addressed if the
state hopes to ensure all students a real opportunity to achieve the state’s academic standards and
the NCLB requirement of 100% proficiency by 2014.

Adequacy — Funding Student Achievement
Since the state has embarked on a policy agenda of academic standards, assessments tied to the

standards, and accountability for results, there is a need to connect the state funding system to this
policy agenda in order to ensure that the system provides adequate funding to enable all students to
achieve the state’s standards. Today, there is no direct relationship between any state subsidy and the
costs associated with providing all schools and districts the tools and conditions necessary to ensure
that students have a genuine opportunity to achieve the state’s standards. For the first time, the stan-
dards-based policies provide a framework for determining how much money is needed to provide an
adequate education - that is, one that allows all students to achieve the standards. While this suggests
a new approach to school finance in the Commonwealth, the state has not attempted to determine
the costs of meeting its own standards or of implementing the No Child Left Behind statute.

This is a moral imperative as suggested above - a matter of fundamental fairness to students,
whose futures should not be determined by whether or not they are lucky enough to be born in
wealthy communities. It also is a potential legal imperative. Beginning in 2003, students are no longer
able to graduate from high school unless they can demonstrate proficiency on the state’s eleventh
grade reading and math tests or on local assessments correlated to the state standards. In addition,
under the Education Empowerment Act and eventually under NCLB, the state can now intervene 
in and eventually take control of districts that show persistently low performance on state tests. 
The state could be vulnerable to legal attacks if its funding system does not ensure adequate financial
support and is therefore seen as a contributing cause of inadequate performance.
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The state has developed some targeted funding programs (e.g., $24.314 million for empow-
erment districts, $34.000 million for tutoring programs, and $3.867 million for professional
development) to address this issue. The General Assembly needs to determine the efficacy of
targeted funding as part of a system in which the general state aid formula does not ensure an
adequate education for all students. 

Special Education
The state’s special education subsidy has been criticized since its inception because it

reflects neither the number of students served by special education programs nor the cost of
those programs. The General Assembly has enacted a number of modest supplements to the
formula over the years to address the needs of districts with especially large numbers of special
education students or disproportionately high expenditures on their behalf. Other proposals the
General Assembly has considered but not approved include guaranteeing that the state pays at
least 50% of every district’s special education costs and that the state pays the costs of educat-
ing students with severe disabilities in excess of 1% of the district’s students. Since all the sup-
plemental payments adopted by the state have been enacted for only one or two years, it is like-
ly that the issue of special education funding will continue to be debated.

Act 50
Very few districts have taken advantage of the tax reform options in Act 50 of 1998, prima-

rily because the resultant tax structure provides no certainty of meeting the fiscal needs, espe-
cially of districts that are growing (as many are). In addition, few school boards are willing to
transfer their taxing authority to the public through referenda, as required by Act 50.  

Tax Reform or Education Funding Reform
As noted previously, the General Assembly is considering various approaches to raising

additional state funding for school districts in an effort to reduce school property taxes. These
proposals almost all include two things in common. First, the proposals are revenue neutral,
meaning that districts would have to enact property tax cuts that match state revenue
enhancements dollar-for-dollar. Second, future local tax increases above some threshold (yet to
be determined) would require voter approval in a referendum. The result surely would be an
increase in the state share of total school district spending, but the dollar-for-dollar reduction
requirement would not permit low-spending districts to increase the adequacy of their offerings,
nor would it close the gap between low- and high-spending districts. Thus, the increase in state
share could translate into no real improvement in either equity or adequacy. Finally, if the
funding source (e.g., gaming revenue) is unreliable over time, and if voters in wealthier commu-
nities are more likely than those in poor districts to vote to raise their own taxes, the overall
effect could well be a further decline in equity over time.   
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The Education Policy and Leadership Center is an independent, non-partisan and 

not-for-profit organization established in 1998 and based in Harrisburg, Pennsylvania. 

The mission of The Education Policy and Leadership Center is to encourage and support the

use of more effective state-level education policies to improve student learning in grades 

K-12, increase the effective operation of schools, and enhance educational opportunities for

citizens of all ages.

The Education Policy and Leadership Center has developed and implements three discrete

but complementary core strategies to support its mission. These strategies are to:

• Link relevant and reliable research and other information to state-level 

education policymakers and others and to provide assistance with policy 

analysis and policy development.

• Develop awareness and capacity among policymakers, educators and 

community leaders to serve as advocates and champions for significant 

education policy issues.

• Promote a public climate that expects and rewards policymakers to act to 

improve education policy. 

The Education Policy and Leadership Center is funded by generous annual grants from 
The Grable Foundation, The Heinz Endowments, The Pittsburgh Foundation, 
the Benedum Foundation, and the Buhl Foundation.

The William Penn Foundation provides support for EPLC's EDUCATION FINANCE 
PROJECT, including this PRIMER.
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