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H A R R I S B U R G  

November 27, 1970 

THE SPEAKER'S COMfv'\i\iTTEE ON TAX REFORM 
Pennsylvania House of Representatives 

Dear i e i i o w  Member of the House: 

There i s  transmitted herewith the report of the Speaker's Committee on Tax Reform which 
was establislied on Marcli 7, 1970. 

The purpose of such cornrniti.ee was-to conduct wi th in the l imited time available to i t ,  a 
c o ~ ~ ~ ~ y l G ~ l G l ~ s i v e  study of the entire Siote  UllL local tax structure of the C ~ m t , , ~ , ~ Y ~ e a l t h  o f  
Pennsylvnnia and present to the House of R~presentatives recommendafions which would 
not oniy constitute tax reform, but  would, i f enacted in to law, provide a more sound, 
progressive and equitable State and local tax structure for our Commonwealth. 

 he committee desires to make i t  clear that its function was not to examine present or 
futiire budgetary requirements for any level of government. And whi le  the committee, 
wherever possible, did examine the revenue estimates involving various tax measure 
revisions or additions, i t  d id  so mainly for tne purpose of evaluating the State and local 
tax irnoact which might occur as a result of  formulating broad tax reform guidelines and 

-1 
not tc, p~esent a balanced expenditure-reverrue budget for the fiscal year. I lie enact- 
ment of a balanced operating budget for such year i s  a matter solely wi th in the purview 
of the Administration and General Assembly. 

N o  tax study committee can properly function without the aid o f  staff who are experts 
in the complex f ie ld  of State and local taxation. Therefore, the committee gratefully 
acknowledges the wealth of tax information and advice given i t  by staff who sat with 
the committee throughout its meetings, wi th a special commendation to Dr. Paul Bruton 

for -perf advice and knowledge i n  +ha income tax f ield. 
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The committee also expresses its special appreciation to Mr.  John W. Ingram, Director, 
State Division; Mr .  Robert S. Lewis, Assistant Cirector, State Division; and Charles G. 
Passmore, Senior Research Analyst; a i l  from the Pennsylvania Economy League, Inc., who 
continuously sat with the committee and presented to i t  v i t a l  tax information and in-depth 
research assistance. The committee also i s  gratefui to the Pennsylvania Economy League 
for i t s  k ind cooperation and consideration i n  making available the research talents of such 
men. 

The Speaker's Comrnitte 

Y L  
Herbert Fineman, Chairman 



SUMMARY OF RECOMMENDATIONS (-3 - 
Revenue Gains (Mi l  lions) 

Loss (Per 1 %) 
1.  SALES AND USE TAX 

1 .  TAX RELIEF PROVlSIONS 

A. The general tax rate be reduced from 6% to 4% and that the tax base be 
broadened i n  order to offset a l l  or part o f  the revenue loss resulting rrorn 
this reduction. -166.0 

0 .  Restaurant meals under 2 6 ~  be exempt from tax. , - 1.3 

2. TAX ADDITIONS AND REFORM PROVISIONS 

A. A l l  of  the production exemptions be elizinated. 

0 .  The Committee recotnmends eliminatiorl o f  the following exemptions and 
exclusions: 

1. '[he exclusion for delivery, insta1;uiion or application charges whcr, 
separately stated. - 

2, rl;rnination of the trade-in allowance. 
3. Elimination of the "demonstrator" exemption. 
4. E!Iminafion of the "isolated transaction" exemption. 

rl' 5. ,,;mi nation of the braodcusting and  television exemptions. 
6. Elimination of  the ship repair exemption, and so much of the ship's 

stores and supplies exemption as applied to the purchase of such 
rtvperty for the equipping o f  a nn\lr chip. 

7. Elimination of the exemption for mail order catalogues and direcf 
mcl l advertising materials. 

8. Elimination of the exemption for rai i transportation equipment. 
9 .  t l imination of the fee fishing e x e l l ~ ~ i  ion. 

10. ti imination of the exemption on r~rugazines and periodicals except 
newspapers. 

11 . Elimination of the exemption on restaurant meals sold by hospitals. 
12. Elimination of the alternate imposition provisions. 
13, Elimination of the interstate commerce exemptions o f  Section 2 (n) and 

2 (h) of the Act, except insofar as said exemptions are mandated by the 
Federal Constitution. 

1 
c-j - I /  - 

N o  reliable estimates were immediately available for the noted recommendations above; 1.1owever 

the Committee believes that i f  the Legislature w i l l  adopt these recommendations, the over-all 
gain i n  revenues per 1% rate w i l l  be substantial and wi II offset part, i f  not al I, of the revenue 
loss occurring as a result of reducing the sales tax rate. 



Revenue Gains (Mi l lions) 
Loss (Per 1%) 

C. The following recommendations for other changes in the Act 
were agreed to: 

1 . The tax on alcoholic beverages shall be computed upon a 
retail basis, rather than upon the wholesale price. 2.6 

2. T h e  tax shall be imposed upon candy, chewing gum, and I 
I 

similar confections; 1 * "  

3. Specific language be added to the Act authorizing the 
Commonwealth to enter into compacts with other states 
for the collection of sales and use taxes of those states 
on a reciprocal basis. 

4. The tax be imposed upon charges for moving household goods 
and furnishings and business e q u i p ~ o n t  and supplies in the 1 

2/  process of relocatiori from one permanent location to another. - 
5. The use tax reporting and col lectiuit provisions be strengthened 

in the following manner: 3/ - 
a .  A provision be added that tl-G l.;sale exemption is merely 

presumptive unless and yntil the person claiming t!le 
exemption reporh the actual resale to the Department of 
Revenue. 

C .  Evasion of the use tax should be ~unishable  by more 
stringent criminal and civil y n a l t i e s  and more use of h ~ e  
bonding provisions of the Act should be made. 

c. The "arms length transaction" provisions of the Act be 
amended to establish a pres*:my+ion with respect to 
subsidiary or control led corporations which sell to 
affiliates or parents. 

11. PERSONAL INCOME TAX !'.:venue Gain 
Per 1% 

A. The Committee recommends that there be e:lacted a personal income 
tax to be levied at a uniform rate upon taxable income as defined for 
federal tax purposes. $233.7 mil lion 

I - 
See Note I/ ,  Page "A". -1 6 ,  - 

a/ C Al though  1 1 , ~  immediate revenue effect of t h v ~  improved reporting and collection methods cannot 
be ascertained with certainty, it is felt that their adoption wi l l substantially increase revenues. 



1. A single comprehensive act  should incorporate the provisions necessary to deal 
f_i consistently with partnerships, estates, trusts, beneficiaries and decedents, as 

well as individuals. 
2. The tux be imposed a t  a uniform rate upon taxable income as defined for federal 

tax purposes. 
3. That a vanishing tax credit be allowed against the State income tax liabiliiy in 

order to offset the regressivity of a flat tax rate on low and moderate income 
families, (described in report) 

4, That a Constitutional amendment be adopted to remove the present restriction 
upon an income tax with graduated rates, so that future Legislatures may adopt 
such a tax i f  they see fit to do so. 

l I I .  LOCAL GOVERNMENT TAXATION 

A. That the Local Tax Enabling Act be atnanded to the end that the income base of 
all local income taxes corresponds to the income base of the state income tax. 

B. The school districts, other than Philadelphia and Pittsburgh, be authorized to levy 
income taxes (on the state base) witlwu; limit as to rate, but applicable on ly  to 
residents of the district. 

C. That all municipalities (but not C O U I ~ ~ ; ~ S )  except for the City of Philadel?hia, be 
authorized to levy an income tax (on the sfate tax Sasc) \vIfhout limit as to rate 
on 0 1 1  the earned and unearned income of persons residing within the murlIcipality, 
but subject to rate limitation on income earned within the municipality by non- 
resid=nts. A taxpayer would be credited, againsf tax liability In his rr.v~!cipalit)r 
of r;;:dence with the tax p i d  on his earned income in his municipaliiy of employment, 

D. That municipal and school district income taxes be collected by the Commonwealth, 
to3G;:,er with the state income tax, nnrl allocated to the taxing jljrisdictions to which 
they are due. 

E. That the following faxes be abolished: 

1 . *I he occupation tax 
2. The occupational privilege tax 
3. The per capita tax 
4. The Mercantile Tax 

F. That the personal property tax as levied by counties and by the City of Pittsburgh 
be abolished. (This recommendation docs not include the Pittsburgh school district 
which has special taxing authority.) 

) 
Thaf the real estate transfer tax be allocated entirely to county governments. 

& 

H. Thnt the t ~ x i n g  authority of the Cify of Philadelphia remain as now set forth in the 
law, subject to the following modifications: 



1 
f!, 

1 ,  That the City allow a credit against ifs earned income tax 
k..: equal to 50% o f  the tax paid by a c i ty  resident to another 

municipality where employed. 
2. ' That the City allow a credit against i t s  earned income tax 

equal to 50% of  the tax paid by a non-resident worker to 
his or her municipality o f  residence. 

3. That the Common\~ealth, from the proceeds OF the 
recommended state income tax, reimburse the City for the 
tax revenue lost due to the above credits. 

9 . That the implementation date for these recommendations be established 

i n  the law as the beginning of a fiscal year for each class of local 
government at least one year following the effective date for collection 
o f  i lie proposed state income tax. 

IV. BUSINESS TAXES Revenue Gain 
or Loss 

A. T l i r  C~rporate N e t  Income Tax rate should be reduced from 12% 
to 1 0 % ~  provided that the present tax Lase i s  expanded i n  order 
to offset at least part, i f  not all, of  the general fund revenue 
ioss occurr i~ig as a result o f  such reduption. -43.0 (per 1 %) 

B. The destination point concept should be used i n  l ieu of the 
office concept us a basis For the allocation of gross receipts 
in both the Corporate Net  Income and Franchise taxes, 5.0 

C. I f  f.!:: Uniform Act  i s  not enacted, the wages and salaries 
fraction of the apportionment formula for the Corporate Net  
lncome Tax and the Franchise Tax should be amended to 
e!;,,,:,;ate the language "connected \~ f i t h " .  

C. The sF~rtutory language permitting a corporation to allocate 
sltuuld be reformed to make i t  uniform and l imit allocation to 
tbn cederal Constitution requiremen; . 

E. The dividends received deduction available to corporations under 

the Corporate Net  lncome Tax should be changed to conform to 
the federal tax treatment of  dividends. 

F. The Corporate Ne t  lncome Tax should be amended to make a 
corporation liable for gains realized from the sale of properfy 
after fhe corporation has ceased to do business within the 
Commonweal tho 

"'1 41 c :  - 
N o  reliable revenue estimate available, but i t  i s  believed that this reform w i l l  produce a material 
increase i n  revenues. 



The Capital Stock Tax Aci. should be amended to prevent real 
estate companies from utilizing the manufacturing exempi-ion 
when the lessor company did not operate the manufacturing 
p l a ~ ~ t .  

The Domestic and Foreign Excise Taxes should be repealed. 

Revenue Gain 
or Loss 

1.  The Corporate Loans Tax should be repealed. 1-2.9 

The taxation of commerciai banks and mutual thrift institutions 
sho!:!d be placed on a uniform and equal basis and on as 
coinparable a basis as possible with the taxable income of other 
corporations. 

The Shares Tax on commercial banl;; ~ n d  title insurance companies 
s lw~l i l  be replaced with an excise usi!:~ the same income base and rate 
as is applied to thrift institutions. In addition, the deduction for 
ferler~tl income tax paid should be restored to the income tax base. 

L. The Gross Premilrrns Tux shou!d be imposed on all 
insurance companies (inc Iudin; non-profit) without. 
regard fo whether the company is foreign or 
domestic, stock or mutual. 

Excluding non-profit 9.3 
Non-profit 10.00 

TOTAL 19.3 

M. Tilt: Corporate Net lncome Tax and fhc: Capital Stock Tax 
(wherever possible) should be imposed oii all insurance 
C W I ~ I ~ U ~ I ~ S .  5/ - 

N. All insurance companies which are subiect to and pay the 
Corporate Net lncome Tax and/or the Capital Stock Tax should 
be allowed a credit to be applied against their gross premiums 6/ 
tax for the payment of these taxes. -3.0- 

5/ No r e ~ ~ n h i e  estimate is immediately avai i&le on revenue gain under CNI ;.;i Capital Stock. - 
However, whatever the gain, a corresponding amount must be deducted from the Gross Premiums 

) . Tax as o result of the tax credit to be granted. 
e" " 
' ' 6 Based on presently levied Corporate Net lncome and Capital Stock Taxes. 



Revenue Gain 
or Loss 

CAPITAL STOCK-FRANCHISE TAX 

I .  The base of the tax be changed and made more certain by the 
use of a fixed-formula method of compuiafion en~pioying capital, 
surplus, and undivided profib. 

2. A one m i l l  increase from seven to eight mi I Is on a temporary basis 
to assure stability to yield in revenue as a result of basic change 
recornmended in Q 1 above. 

3.  The apportionment factors employzd in the "Uniform Divisic.? of 
Income for f ax  Purposes Act" be adopted for the Capital Stock- 
Franchise Tax wit17 the exception of Section 16 (b) relating to 
the state of origin under- certain circumstances in the allocation 
of sales of tangibie property. 

4. The manufacfuring, processing, and research and development 
exemption be continued for the preyent, but its suspension be 
considered as a revenue source if  needed. If exemption is 
suspended, a $50.0 m i l  lion revenue gain will be realized. 

5. All corporations be required to pay a minimum unnual tax of 
One Hundred Dollars in order to help offset the rapidly 
;,,creasing costs of administraf-I,.. . 

R. TkAATION OF INTERSTATE BUSINESS 

1. The Committee recommends that the Legislature enact the A4ulti-State 
Tax Compacf-. 

2. l h e  Committee recommends the enactment of the "Uniform Division of 
Income for l'ax Purposes Act" to replace the "headquarters" concept with 
the "destination" concept. 

3. The Comn-iiti.ee recomrnends that the Corporate Income Tax and Capital 
Si-ock and Franchise Taxes be anlcttded to conform to the Corporate :<st 
Income Tax as contained in the previous recommendations. 

S .  TAX RELIEF FOR SENIOR CITIZENS 

1 . The Committee recommends immediate enactment of legislai-ion similar to House Bill 
103 of the 1969-7970 Session, to provide interim relief for senior citizens. 

7/ and 8/ 

1 change fc a "net worth" base brings simplicity and certainty of taxation. However, the Committee 
: is not certain whefher such change will bring a revenue loss or gain, and, therefore, recommends 
C . a temporary ? m i l l  increase. The 18.5 mi llior. increase has been estimated on eri:!ing base. 
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2, The Committee further recommends continuing study o f  this matter by the proposed c*i Permanent Tax Reform Advisory Comini ttee. 

T. PERMANENT PAX REFORM ADVISORY COMMITTEE 

The Committee recommends the creation of  a permanent joint House and Senate Tax 
Refoi-m Advisory Corntilittee to study the fax structure of the Commonwealth on a 
continuing basis. 



' . S[JM,VIS/\AKY OF REVENLIE GAINS iS, LOSSES 

Sales tax reduced 2 % ..................... .332.0 
Resfaurani- meaEs under 2 6 ~  (4%), ............. 5.2 

TOTAL LOSS 337.2  

Gains (4% rate) 
Eliminate production exemption. ............. 60.0 
Trade-in. .............. .. ........ .. . . . .  24,8 
Magazines & periodicals. ................... 7.2 
Liquor mark-up.. .......................... 10.4 
Candy, chewing gum.. ................... :., 6.4 

108.8 

Other elimination (Est.). ................... 29.0 .---- 
TOTAL EST. GAlN 137.8 

Business Taxec 

Losses 

........................ CNI-12% to iu%*, .66*0 
Domestic & forcign repealed. ................ 8.0 
Corporate losses repealed.. ............-...... 2.9 
CN! 8, CS Lz:: ::edit.. ...................... 3.0 

GROSS LOSS 99.0 

137,8 
NET LOSS -f99.4 

Gains - 
Destination basis (Est ....................... 5.0 
Dividends ( E c t .  ........................... 15.0 
Ins premiums (including non-profits). ........ 19.3 

............ CS & Fra12cli;ii (I m i l l  increase). (8.5 
Eiirninafz mfg. exemption CS.. ............. 50.0 
(Esi-irna're;' on present base) 

GROSS GAIN ln7.8 107.8 
NETGAIN 

NET RESULTS SALES TAX & BUSINESS 



T H E  NEED FOR TAX REFORM 

On March 7, 1970, the Speaker of the Pennsylvania H.,use of Representatives 

established a Special House Committee on Tax Reform. 

The purpose of the Conlrnittee was to conduct a comprehensive study of tlie 

entire Stute and local tax structure of the Commonwealth of Pennsylvunia which would seek 

to achieve the following objectives: 

1 .  Reform -- based on on  quita able distribution of the tax burden. 

2. Fiscal Stability =- based upon a tax system responsive to economic growth 
,..pble of providing governinei-it M.:!!: f!ie revenue . 

necessary to enable it to meet its obligations to its 
citircns. 

3. Simplicity -- based upon uniformity of taxation, elimination of multiplicity 
of taxation and ease of administration. 

The Committee's function wus not to examine present or future budgetary require- 

ments for any levef of government nor did i t  endeavor to style or tailor any tcx prcposals to 

accommodate the existing fiscal crisis. A determination as to the amount of reveclue needed in 

any fiscal period is solely the prerogative of the Legislature. While the Committee was not 

insensitive to !lie current fiscal crisis, the ~ r i n c i ~ a l  goal of the Committee was to propose a 

tax structure which incorporated the above-stated aims. The Committee, wherever possible, 

did examine revenue estimates involving proposed tax measures, but it did so principally for 

the purpose of evaluating the impact which might ensue as the consequence of formulating 
) .  

broad tax reform guidelines and not for fhe purpose of presenting a balanced expenditure- 

revenbe budget for any fisca! year. 



Taxes are, indeed, the price we pay for c iv i l izat ion.  But surely c iv i l ized men 

and women can devise a tax system based on concepts o f  fairness to those required to pay them, 

with due consideration for those whose physical or economic condition may make taxation an 

onerous burden. 

Criticism of Pennsylvania's State and local tax systems for luck of  equity i s  

nothing new. Tax study groups have made repeated recommendations for the ecsing of con- 

stitutional bans to permit a p~-ogressively graded tax according to the income levels of 

taxpuyers. Much has been said; l i t t le  has been done in  this direction. As a result, tax 

inequity has become cumulative with each new piece-meal enactment of lax legislation in  

lieu at systematic tax reform. Enactment ot these measures has created a growing public 

" 

awareness that much i s  wrong with the way revenues are raised in the Commonwealfh. 

In the main iwo factors i.lave historically inhibited tax reform in 

Pennsylvania - first, State constitutional limitations as interpreted by the State Supreme 

Court and, second, the'bntimely and panic response"to pressures of new revenue needs, which 

has tended to preclude careful attention to what k ind of system was developing. The pressure 

for ilew revenue continues unabated. The current crisis of  the Commonv\lealth - the latest in 

a lotly beries of fiscal crises - tlireater~s to uggravate the now obvious iax iniusrices into which 

the Commonwealth has drifted. Someone once said that, "Nothing i s  so powerful as an idea 

whose time has come." The time for tax reform, long gathering, has now come in Pennsylvania. 

The first-mentioned obstacle to modern tax reform in  Pennsylvania has diminished, 

substaniially so, with the adoption of  new c:onstitutional provisions in 1968. 

LEGAL HISTC'3Y 

Prior to 1968, the oft-mentioned "uniformity clause" - "A l l  taxes shall be 

uniform, upon the same class of subjects, within the territorial limits of  the authority levying -- 



the tax," - appeured in  Article IX, Section 1 of the Pennsylvania Constitution. This section 

also set forth various exemptions which the Legislature was permitted to grant from property 
1 

taxes, for example, places of religious worship, institutions of public charity, e tc .    he next 

section, Section 2 of Article IX, provjded: "All laws exempting properi-)r from taxation, other 

than ;he property above enumera:ed shall bz  void." (This is now Section 5 of Article Vlll). -- 
The Pennsylvania Supreme Court has long held that the "uniformit; clause" 

prohibited the Legislafure from enacting a graduafed income tax, that is, a law in which 

higher tax rates are progressively applied io higher income brackets in contrast :o lower income 

levels. The court has also held that these provisions bar the Legislature from creating any 

t a r  ex~rnpt  classifications based upon quantitative equitable standards such as the amount of 

'/ - 
income and number of dependents of the taxpayer. In fact, as late as 1964 the court invalidated 

local occupational privilege taxes containing exemptions for personswhose earnings did not 

2,' - 
e~i,:;' six hundred do1 lars ($600) a year. 

In contrast, the courts during these years have sustained preferential tax 

"exclusions" for certain industries from boih State and local taxes. For examp!e, the specialized 

si~uctures of manufacturers and p b l i c  utility compcnies are held to be almost totally immune 

3/ - 
from iocal real estate taxes. 

As a consequence of the precedents thus established, similar tax relief was 

granted to such firms from the sales and use tax (the "Tax for Education"). The nature of such 

provisions in the tax structure and, more importantly, the almost total absence of equitable 

considerations of family income and dependency in individual taxes substantially contributes 

to Penrrsylvania having one of the least equitable local and State tax systems. This has been 

true because of the heavy reliance upon realty and sales taxes to meet local and sch001 district 

needs. 



Uniquely enough, Pennsylvania I s  not regarded as a "high tax State" according 

to  commonly used criteria in  making state comparisons. It i s  true, for example, that when the 

sum of State a1-d local taxes collected i n  Pennsylvania i s  divided by populafion, the resulting 

tax per person i s  less than the overall average for the States. It i s  also true that total taxes 

i n  Per~nsylvania i n  relatiop fo total income i n  the State places Pennsylvania in  a favorable 

nationwide position. But, neither of  these commonly-mentioned criteria for making tax 

co~~nr iso i - rs  furnishes any idea as to ho\v our total tax burden i s  shared among v r r  taxpayers 

nor disc1ose.s whether equitable standards based on personal income levels and family dependency 

are being followed. In Pennsylvania, i+ i s  apparent that because of the preponderance of local 

wase taxes, property tax and State salc; :ax, low to middle ir~come fami I ies ;;zy a substr,~.~~irr! Iy 

larger proportion of their income in  taxes than do families with higher incomes. This i s  the 

reverse of equitable, progl~essive,taxation. 

RECENT CONSTITUTIONAL AMENDMENTS 

The first successful effort +o introduce a personal exemption hnced on income level 

i n  Pennsylvania occurred i n  1965, whey Art icle IX, Section 1 of the State Constitution was 

amended by adding the following provisi2n: 

"Any taxing authority may exempt from occupation ~ r i v i l e g e  taxes, persons 

deriving less than one :!,;rrsand dollars per year from such oc,,~ation." - - -- -- 

The new Constitution of 1968, while omitting the 1965 provision now commendably 

permits the Legislature to  enact tax measures containing special provisions giving weight to personal 

exemptions, taxpayer's income arid family dependents among others. In the new Constitution, 

the fax provisions appear in  Art icle VIII. The "uniformity clause" appears in  Section 1 of this 

crsticlc in the sanle language as the former Constitution, but Section 2 provides i n  part as follows: 



"Section 2. . . 
(b) The General Assembly may, by law: . - . .(ii) Establish as a class or 

classes of subjects of taxation the property or privileges of persons who, - 

because of age, disability, infirmity or poverty are determined to be in 

need of tax exempi-ion or of special tax provisions, and for any such class - 
or classes, uniform sfcndcrds and qualifications. . . " (emphasis added). 

Although taxes on income are not expressly mentioned in this p:-ovision, the 

Supreme Court has held that taxes on income are fo be regarded as property taxes. In view 

of this specific cons~itui.ional avthorizarion to  classify and exempt on the bc;is of "need," - 

there are no legal impediments to the Legislature's valid enactment of unirurrll measures 

r ,v;. - ! x u !  and State taxafion of income v~i th  special provisions for taxpayers' income levels, 

age, condition and pov3rty. 

In the Coml-nittee's view, this recent liberalization of our traditionall y rigid 

'~ur~iformity" requirenient in Pennsylvcr.:a tax law is the most significant qin"1': factor und 

promising tool for fax reform along equitable lines. The methods for accomy!ishing ihis phase 

of tax reform are detailed in other seciions of this Report dealing with a grc-,:sed personal 

income tax and witli recommended revisioas of our haphazard local tax structure. 

B U S I I ~ E S S  TAX REFORM 

Of equal importance in tax reform is the necessity For providing a more equitable 

distribution of taxes paid by the business community. 

Pennsylvania's economic climate should be such as to attract both firms considering 

new business locations and also to encourage the retention and expansion of Pennsylvania-baseci 

industry. 

Alfhough the Committee is aware of the fact that there are other important factors 

which influence plant location and expansion, our primary concern has been with !he development 

of a healthy tax climate for business in Pennsylvania. 



We are satisfied that the tax reforms we are recommending w i l l  serve both to 

strengthen rather than impair the "tax clirnate" and improve the image of  Pennsylvania and 
I 

its communities from the viewpoint of possible business location. These recommendations leave 

intact the freedom of business concerns from local property taxes on their tangibje personal 

property (movable machinery and equipment and business inventories). These advantages and 

incc-;;tives, coupled with the recommended adjustments o f  other taxes should materially contribtite 

to keeping Pennsylvania's tax climate favorable. 

Taxes are but one of fl?c costs that modern indust~y faces. Where public services 

are ~ o o d  and a skilled work force i s  av~; lub le ,  business taxes are offset and become a secondary 

consideration. Most modern business i s  w i i l ing to pay its fair share of taxes, i n  the knowledge 

that i t  gets what i t  pays for i n  services aftecting its growth and prosperity. 

The elements of a healthy economy l ie in  upgraded educational opportuniiy, 

i r r h n ~  renewal, housing, transportation, water supply, clean air, resource conser-vation and 

the develop~nent of rccreational areas. I t  takes these things to develop the skilled work force 

vti!!lng to remain in  Pennsylvonia, and w l ~ i c h  i s  the prime need of modern industry. Modern 

industry goes where modern public facilit ies and services are available to meet its needs. 

Pennsylvania ml~st devc!~;: a modern, equitable tax structure I+ i t  i s  to provide 

the wherewithal1 for balanced economic development. This tax structure must neither soak 

business nor grant special favors. I t  must be broadly based and progessive. I t  cannot. be a 

tax structure which soaks those least able to pay while permitting those most able to pay to 

ovoid their just share of the costs of government. 

This report does not address itself to the problem of whether any stated ratio 

of  consumer taxes to business taxes i s  economically or socially preferable. A l l  such dib~ussion 



heretofore and the findings predicated thereon have taken info account only those taxes paid 

a t  the State level without considering the ratio of tax doflais paid to local governnienf by 

consumers vis-a-vis those paid locally by business firms. Moreover, mcrny taxes paid by 

business firms u!timately become consumer burdens so that in any recllistic analysis of tax 

burdens they do not all belong in the business portion of such ratios. Similarly, it may be 

noted that  business f i rms  pay a portion of the saies fax, commonly regarded as a pure consumer 

tax. Thus, any attempt at  definitive deiineation of tax burdens is ai best a speculative venture 

and one that poses a task of great difficulty. 



R E P O R T  A N D  R E C O M M E N  D A ' T I O N S  Ob! REFORM OF 

S A L E S  A N D  USE T A X E S  

INTRODUCTION 

One of the major areas OF consider.ation to which the Speaker's Committee on 

Tax Refor~ri I-ras devoted its attention i s  that of sales and use taxation i n  Pennsylv~nia. Aside 

from any consideration dealing w i th  the production of added revenue, i t  has become increasingly 

evident over the years that Pennsylvania's sales and use tax structure i s  i n  dire need of  reform. 

'The Con~mittee, after carefully studying the tax structure and considering the views o f  a number 

of  experts in  the f ie ld  (including the work of previous commissions), has generaiiy concluded 

that: 

1 .) The tax rate i s  too hish. A t  6%, Pennsylvania has the h;ghest sales 
1 - -  

tax rate i n  the nation,-and even though the total  tax impact upon the consumer i s  somewhat 

2/ - 
alleviatL,l L7 other factors discussed hereir,, :he psychologicai impact o f  PC;:;-.c;-lvania's 

65% rote i s  ur.questionab1y a signif icant factor in  creating pub1 i c  disccrntent . 
2 . )  The tax i s  regressive. A l l  sales taxes are regressive, ctnd i t  has been 

frequently demonstrated that the smaller wage earner i n  Pennsylvania pays a disproportionate 

3/ - 
share o f  sales taxes. .The higher the rate, the more inequitable the tax i s  despite the 

exemptions for food, clothing and entertainment. 

3 . )  I t  i s  inequitable. The exemption pattern which has developed over 

4 1  - 
1 the years unfalrly favors certain privi leged groups at the cost o f  others not so favored. 

C', %-. 



4.) I t  is expensive and di f f icu l t  t o  administer, both for the State and for 

business, The sales and use fax laws are riddled with highly technical distinctions and 

bookkeeping requiremenfs which make the accounting for, reporting cnd auditiLg of 
I 
I 

sales and use faxes a nightmare for both businessmen and administrators. i 
In arriving at the foregoing general conclusions, the Committee and its 

staff govc careful consideration to detailed comprehensive sfudies of the Pennsvlvar~ia 

law and ~ h a t ' o f  our sister states. The Pennsylvanicl Economy League supplied a number 
I 

I 

of deiaiied sfatistical and comparative si-udies which the Committee carefully perused. 

Several of these studies have been noted above and are attached hereto. The overall, 

generui cunclusion at which the Coinmittcc Iias arrived i s  that basic reform of the Sc;les 

Tax Act w i l l  require o far-reaching-revision of the tau base, the elirninatioi, of numerous 

tax avoidance provisions, a tightening of i're accounting and colleciion procedures 

(especially i n  the area of use taxation), and a general reduction in  the tax rcrfe. 

The specific recommendcrtions which follow do not, of course, represent the 

only posbible direction in  which sales and use tax reform can go. Some of thc alternatives 

considGld by the Committee, and the r\-~,,,is for their rejection, w i l l  be dtc:.~ssed below. 

It was felt, however, that i f  the report of the Committee i s  to be meaningful, i t  must represent 

a single, unified and comprehensive proposal, rather than ci serie; of separabie alternatives. 



I.* ' i t  i s  the feeling of the Committee that the total "sales and use tax package" offered by this 

report represents such a comprehensive and consistent approach. tt i s  an effort at  tax reform 

i t 1  the f ield of sales and use taxction \vhich w i l l ,  we believe, reduce the infirmities of the 

existing tax struc~ure, to the exfent that any sales tux :s capable of reform. 

Recommendation No .  1 . : Tax Rate and Base 

The first recomme~~dation of the Committee i s  that the general tax rate be reduced 

from 6% to 4%, and ihat  the tax base be broadei~ed in  ordzr to  offset a l l  or part of  the revenue .- - - 

loss resuliing from this I-educfion, The Commiftee has concluded that a reduction such as that -- 
recommended will both al leviate the regressive nature of the tax, and more equitably spread 

the financic! burden. Further, the Committee has noted that of the 44 states which have a 

5/ - 
sales tax levy, 41 have rates of less than 5% (2% t o  4,9%j. 

Of course, a reduction i.n the rate such as that contemplated must be accompanied 

by  a thorouuh-going revision of the entire exemption sf-rucj-ure, and adoption o f  the other 

measures discussed below. 

Recommendation No.  2. : Production Exemptions 

Except as l imited by the "resale exemption" further discussed below, i t  i s  recom- 

6/ 
mended that a l l  of the "producfion" exemptions be eliminates. This means thai the existing .-. 

exemption upon capital investment i n  machinery, equipment, foundations, etc., prchased by 

persons engcged i n  production activities, which purchases are now general l y exempt, would be 

subject to the tax. Persons engaged in  such businesses would continue to have a tax exemption 

w i th  respect to  propelty which i s  used or consumed i n  the production process, the general test 

being that the exemption would apply to properiy which i s  either resold i n  i t s  or;yinal or altered 

i 
1 form, or expensed for federal fax purposes within one year of the date of acquisition. c;, 



.. ,' 
f i 
a,r The adoption o f  this recommendation wolj ld have the effect of el iminating a major 

inequity i n  the present law.  By combining a subsi-antial reduction i n  rate wi th the elimination 

of these "special pr iv i lege" exemptions, business people who invest i n  capital equipment would 

no longer be dliscriminated against because they have chosen to invest i n  one type of business 

over another, 

Under the present law, a businessman who invests capital i n  a retai l  business, or 

i n  a service business, i s  penalized by the imposition o f  a 6% tax upon his capital invesfment, 

whi le  the businessmarl who choses to put his capital investment info a "production" business i s  

free of t h i s  tax burden. Tlie Committee sees no reason 4.0 continue this ineclrlitable tax pattern 

in Pennsylvania. The concept o f  granting special tax exemptions to manufacibi.ers, uti l i t ies, 

etc., i s  an o ld  one i n  Pennsylvania and ii llas led to a veritable f lood of 1;tigation over the yec;rs. 

- 
The unremitting efforts of special interest groups, each advocating its sliure of the pie, 

have led to the perennial parade of lobbyists wlio have written ou; tgx l a c  by bits and'pieces 

over the years. The history o f  the sales tax law, i n  purticular, i s  a case study i n  suck special 

7/ - 
pr iv i  ley ! sbbying . 

Advantages of complete elimination of the so-called prodirctioii exemptions, as 

compcrnd to the mere piecemeal omendm,;,: thereof, become apparent when +he alternatives 

8/ - 
are considered. Those alternatives are: 

A.) Elimination of the so-calted "foundations" exemption f ~ ;  properf-y incor- 

porated into real estate used as a foundation for production, operation, machinery or equipment. 

This exemption was placed i n  the law Apr i l  15, 1959, primarily for the benefit of contrclcf-ors 

) 
(although, incidentally, also to the benefit of the purchaser of the contract). 

B.) Redefinition of the term "manufocf.urer": The present technical def ini t ion 

of "manufacturer" combined w i th  the so-called "direct use" and "predominate use" tests, have 

led to  a great deal of l i t igaf ion and uncertainty i n  the courts. The sales tax definit ion of manu- 



7 
i 
t- . facturing differs markedly from the tradit ional common law definit ion, and i t  i s  far beyond 

what the courts have t~,adi t ional ly  determined to be manufactr~ring under other tax laws of 

the Commonwealtli and under the repealed consumer sales tax law o f  1953. A change i n  this ' 

definit ion would narrow the tax base by  restricting fhe number of  persons ent i t led to the exemption, 

i .e., there would be fewer "manufacturers" than there are today, but those privileg;d few would 
I 

continue to he entit led to the exemption. This  result would intensify the inequity i n  the present 

exemption pott~r-n, whicl i  favors certain specified types o f  investment capital  over others. 

C.) The third alternative considered by the Committee was a return to the 
I 

def ini t ion of :.lie Cmsumel- S-~lesTax law of 19511, which provided for an exemption only_for 

.property which was an ingredient or component purt of the product or which was c~;:sumed i n  

the product:si? ;;:ocess. T h i s  alternati\re has $con substantially adopted by i-he Committee, 

except thaf the informal ruling which governed tl ie question: What property i s  consumed in  

the p r o d u c i i u ~ ~  process?, has been udopkd as c; p x t  of the recommendation i n  c h i ~ f ,  

D.) If we do not adopt the "production" approach, there are several alternatives 

dealing wi th the public ut i l i t ies exemption which would present tliemselves. Thought would have 

to  be carefully given to  the question o f  whether fhe doctrine of the McHugh case would be 

9/ 
repccled .- T!-.zt case eliminated, by  its dec;c;nn; the so-called "exclusive use theoryH, under 

which exempt.ions i n  the sales tax law could be applied only for the benefit o f  the immediate user, 

and not for the benefit of  a construction con t ra~ io r  or other intermediary. I t  would also be 
I 

necessary to review the scope of the ui-i l i t ies exemption wi th respect to  whether its application 

to  common carriers should be restricted, whether motor vehicles ut i l ized by nontransportation 

ut i l i t ies should be exempted, etc. 

The same sort of deliberafions would govern the approach to each and a l l  ot the 

l isted "production activities", such as research, the several processing operations, agriculture, 



1 c +! mining and sliipbuilding. The Committee determined that this sort of  piecemeal approach, 

ledning itself as i t  does to the k ind of lobbying pressures which are d i f f i cu l t  t o  resist, should 

be avoided. As the matter was under consideration by the Committee, i t  became more und 

more evident thut a consistent approach, dealing impart ial ly with a l l  investment capital, i s  

vastly preferable to clrl attempt to wliacl< up each of these exemptions on its own terms. The 

effect of el imii iating these exemptions has been considered and i t  i s  projeci-ed that 

el iminat ior thereof would produce $15 mi l l ion i n  additional revenue per year per percent of 
1 o/ -- 

tax. In other words, at a 4% rate, '60 mi l l ion i n  addit ional revenue would be produced. 

Recornmendation N o .  3.: E l  in-i;rlcti ion o f  Other Exemptions and Exc!vslons 

Iti addit ion to the et irnination of tlie "production exemption", ihe  Committee 

recornmellds elimination o f  tlie fol lowing c;rc,nptions and exclusions: 

- 
1 .) The exclusion for delivery, installation or application chc>iges when 

separateiy stated. 

2.) Elimination o f  the i-rude-in allowance. 

3.) Elimination o f  the "demonstrator" exemption. 

4.) Elimination of the "iso!cted transaction" exemption. 

5.) Elimination cf  the bi-;z;':crsting and television exempticll-c. 

6.) Elimination of the ship repair exemption, and so much of the ship's stores 

and supplies exemption as applied to the purchase o f  such property for the equipping of a new 

ship. 

7.) Elimination o f  the exemption for mail order catalogues and direct mail 

advertising matel-ials. 
*) 

8.) Elimination of the exemption for ra i l  transportation equipment. 



9.) Elimination o f  the fee fishing exemption. 

10.) Elimination of the exemption on magazines and periodicals except news- 

papers. 

11 .) Elimination of the exemption on restaurant meals sold by hospitals. 

12 ,) E l  irnination of the alternate imposition provlsions. 

13.) Elimination of the interstaf.e commerce exemptions of Section 2 (n) and 

1 3/ -. 
2 (h) of "IIL Act, excepf insofar as said exem~tions are mandated by flie Federal Constitution. 

The foregoing recornrnendations are based upon the following factors: 

1 .) Under the present Act, charges mcde for the dellvei.y, ; i i s ta l Ia t io~~ or 

application o f  personal property are deductible from the tax base, when such ciiarges are 

- 1  
separateiy stated (Act, Section 2 (f) [ I ] ) .  ~ r ~ i s ,  I~owever, i s  i n  conf l ict  wit!; thz provisions 

* 

dealing with repairs. The Act  taxes the performatice of seivices sucli as printing, cleaning, 

repairin,o, altering, etc., whether or not the value of the ~ersona l  properly so itansferred i s  

separately stated from charges for the services. It i s  the judgment of the Committee 

that thI t  I:-.:onsistency should be e l i m i n a t ~ J  nrld that the proper means of el iminating i t  i s  to 

tax a l l  chc~ges for services performed in  conjunction with the sale o f  merch~i-dise. 

2.) The Pennsylvania law mifs a deduct io~i from :he pvrc.! ,u;: price on account 

of the value of property faken by i-he seller i n  l ieu of cash as a "trade-in". The value of "trade- 

in" property should be deemed a part of the purchase price, and i n  fact, the allowance o f  the 

"trade-in" i s  i n  conf l ict  wi th the general definii-ion of the general term purchase price. That 

definit ion generally includes "tlie total value of anything paid or delivered, or promised to be 

paid or delivered, whether i t  be money or of-herwise . . ." Act, Section 2 (0 [ I ] .  I t  might be 
.----- P 

,' 

p noted that, of the three leading sales tax states, California, I l l inois and Michigan, only I l l inois 
,- 

has a trade-in allowance. Both California and Michigan tax the trade-in. Further, i t  might 



i 
L*. 

be nointed oui !-hat the reduction i n  raie from 6% to 4% effectively offsets the trade-in 

allowance. Thus, the purchaser of a new car who trades i n  an old car valued at approx- 

imately half the retail price of the new car will pay little additional tax over that which 
I 

he would pay i~nder the presenf 6% rate with the allowance. 
I 

3.) The "demonstrator" exemption is a specicdl exemption siven to dealers for 

property used by them as a "demonstr~tor" in the course of their bvsiness. We have been 

able to find no other state which allows such cxrl exemption. 

4.) The "isolated transaction" exemption exempts the sale of items (except auto- 

mobiles) with respect to which the seller is :?of. a regular dealer, Initially, the proposal 

was made that this exemption be eliminated a t  least so far as the articles sold are "regis- 

tered" or "licensed" or are otherwise subject to sur\feillance and control by fhc Con1mo11- 
- 

wealtlr. ; ;,lvever, it was felt that better r---+ice would be to eliminate the exemption 

completeiy, i-hus rendering all such sales fhco:etically subject to the tax. It i s  not fair to 

retailers to have to compete with unlicensed and unregistered sellers who fail to collect 

the sales tax, especially with the buyer Fret: uf any obligation to declare and ;-;/ use tax, 

as under the existing law. 

5.; The broadcasting and tele\~isicr rxempfions grant a unique privilec~t, to 

persons engaged in the business of broadcasting and television. They are exempted under 

existing law, upon a1 l personal property directly used i n  broadcasting, an exemption even 

broadar than fhe usual "production activities" exemption i n  that it includes office equip- 

- ment, fFr I he Committee sees no reason why this area should confinr~e to be 

) carved out of the sales tax law. 



6.) Shipbuilding and ship repair has been a privi leged act iv i ty  i n  the Common- 

wealth since the Seleciive Sales and UseTax k t  was enacted. The Committee can.find no economic 

or other iustif ication for the confinuance of this special exemption. Persons engaged i n  the 

business of manufacturing s h i p s  should be given the same exemption status as other manufacturers; 

i .e., ingredients incorporated into the ship, including sh ip 's  stores and supplies which are furnished 

for a new ship, would be exempi-. Th is  i s  the law in  /vtaryland. Wii-h respect t o  fuel, provisioiis, 

ship's stores and supplies, such items should be exempt if purchased for predominant use i n  inter- 

state or foreign commerce; however, we should fol low tlie sales tax provisions of New York and 

N e w  Jersey which tax such i terns when they al.e not purchased for use outside Pennsylvania 
11,' 

waters. 

7.) The special exemption for mail order cai-alogues and direct mail advertising 

materials i s  anothci such exemption which has given persons in  this bvsiness a status comparable - 
t o  that enjoyed by charii-able institutions. I he Committee feels that t l ie exemprion should be 

eliminated. Parentheiically, the Cornmiftee has given careful thought to the imposition of the 

sales and use tax upon the furnishing of advertising services, but has determined that i t  \ ~ o u l d  

be d i f f icu l t  :o administer and enforce such a tc::. -.. 

8,) TIie exemption for ra i l  :,-ansportation equipment i s  most ~ecu l i a r ;  i t  applies 

nnt only to rmilroad companies but to  a l l  o w n ~ r ~  of ra i l  transportation equipment,  rid exempts 

such equipment regardless of any other tax status of the owner. This i s  a glaring example of 

a special privi lege exemption, and i t  should be eliminated. 

9.) The fee fishing exemption, although a minor one, represents the over- 

I '  turning o f  i c , ,  years o f  Department o f  Revet,", .,,~cy. The theory upon which ~ l . : ~  exemption 

j was granted i s  that fish caught a t  a fee fishing lake are "foodll equivalent to  fish purchased at 

C o grocery store. Clearly, this i s  not the case, and the exemption should be stricken. 



10.) The Committee feels that the exemption on magazines and periodica!s, 

except on newspapers, should be eliminated. Elimination of this exemption will create $1.8 

mi l l  ion in revenue for each percent of tax, or, at  4.9'0, $7.2 mi l l  ion. 

1 1  .) The Committee felt that restaurant meals sold by hospitals should be taxable, 

I rnue. but that the exemption FOI- such meals sold by schools and churches sflot~ld conL' 

12 .) The "at fernate imposition provisions'[ provide that where property is purchased 

outside Pen:~sylvania for use outside this Commonwealth, and is subsequently brought into Pennsyl- 

vania for c! period not to exceed six months, the tax may he paid upon a special tax base, equal 

to 6% of t!;c fair rental vulue for the actual period of use, not i-o exceed six n;cnths. This pro- 

vision gives out-of-state contractors a competitive advantage over Pennsylvania contractors who 

are required to pay the :ax on their equipment upon the fu l l  purchase price. This is an example - 
of an inequity created by special exemptior, provisions i n  the Act, uiid it she,!.! Le eliminated. 

1 2/ 
13.) The interstate con7mesce exemptions- have to do with the: uzquisitio~7 of 

property fcr the purposes of transparting i t  outside the Commonwealth in its original form, or as 

an'ingredieni of other property which wil l sclh,sequently be transferred outside rhe  Commot~weal tli . 
- 
I his exclusior~~, which is broader than any found i n  any other state saies tax act, constitutes a sub- 

stanticl !:zPhole. It enables corporations to use Pennsylvania as a s: orage oi vvarehousing state, witho 

subjecting themselves to an inventory or personal property tax, and vjithout kaving to pay a sales 

tax. Theoretically, any porfion of any property originally acquired for transportation to other 

states which is taken out of the shipment and used in Pennsylvania is subject to a use tax. But, 

as a p r a ~ i ; ~ o I  matter, this tax cannot be ccfi-cted except on volunfcrry declarcrtions oi- audit. 

) The Committee's recommendation is thui ihe language i n  Sections 2 (h) and 2 (n) excluding 
e'S 
---; property in interstate and foreign commerce Aould be eliminated, and replac:? by a ~ i n ? ~ l e  stai-e- 

merit to the effect that: "The tax shall not appiy to psoperty in interstate or foreign commerce. " 



> 
C : This i s  ihe approacli which most of the other states use, and would mean thaj the exemption 

would be.l imited to the narrow, but \yell defined, f i e l d  o f  exc l~ ls ion established by  case law. 

Recommendution No. 4 

In addit ion to tlie foregoing, the fol lowing recommendations for other cliangcs 

in the Ac t  were agreed to: i 
I 

1 .) The tax on a1 co!iol i c  beverages shall be computed upon a retai l  basis, 

rather than upon the wholesale price. 

2.) The tax shalt be imposed upon candy, chewing gum, and similar confections; 

however, there shall be a 2 5 ~  exemption on such confections and on restaurant meals. I 

1 

3.) Specific language be added to the Ac t  authorizing the Commonwealth to 

enter into compacts w i th  otl7er states for t l ic col lect ion of sales and use taxes of those stotes 

on a reciprocal basis, - 
4.). The tax be imposed upon charges for moving Iiousehold goods and furnishings 

and business equipment and supplies i n  i-he y c e s s  o f  relocation from one perinanent location to 

another. 

5.) The use tax reporting and col lect ion provisions be strengthsned in the 

. following manner: 

A * )  A provision be  added iiiat. the resale exemption i s  merely yesumpfive unless 

and unt-i! the person claiming the exemption reports i-he actual resale fo the Department of Revenue. 

B.) Evasion of the use fax should be punishable by more stringent criminal and 

c i v i l  penalties and more use o f  the bonding provisions of the Aef should be made. 

C.) The "arms length transaction" provisions o f  t l ie Ac t  be ~t,i,nded to establish 

/ 

a presum t ion w i th  respect to subsidiary or controlled corporations which sell to  aff i l iates or c:, - f4/ 
parents . 



The foregoing recommendations are based upon the following consideraiions: 

1 ,) A t  the present time, the tax upon alcohol ic beverages i s  collected by 

the State l iquor stores from licensees who purchase tlie same for use i n  licensed establis1irnentsr 

and the tax i s  based upon the wholesale price to  the licensee. I t  has been proposed that sales 

of alcoholic beverages across the bar, by ihe drink, ought to  be made subject to  the tax, but 

this proposal k~as be2n considered inappropriate by tlie Committee, for several reasons, chief 

among them being the additional cost of administering and enforcing the requirement. However, 

i t  would be easy to compute the fax on alcoholic beverages upon a retai l  basis, and for thestate 

l iquor store to col lect i t  from tlie licensees cr. that basis. T h i s  i s  the seco~-nmendution which the 

Committee adopted, and which i t  now recommends. 

2.) A t  the present time, c ! l  food items are exempt from tl ie tax, and there i s  

no exemption from tlie tax on restaul.al-;l. meals (except for the basic 1 0 ~  exempfion). The 

Committee determined that i t  would 17ot be G I;rrdship on h ie consumer t:, impose fhe tax on 

candy, chewing gum and similar confections, providing that a 25e exemption 017 sucli con- 

fection5 and upon restaurant meols be added. 

3.) It i s  proposed that specific language be added to the Act n l~thor iz ing the 

Common~::zlth to  enter in to ccmpncts w i th  n+I-er states for actual col lect ion of tlie sales and 

use taxes of those states on a reciprocal basis. Although there i s  general compact language 

i n  the Act, i n  the opinion o f  the Committee i t  does not extend to t l ie acf-ucsl cullection of the 

taxes o f  other states 017 a I-eciprocal basis. There is a proposal before the Multi-StateTax 

Commission which would, i f  f ina l ly  enacted, create a federal interstate sales and use tax 

col lecf ion system under the terms o f  which merchandise sold i n  interstate commerce would be 

,I 

C': taxed by the state of destination, but the actual col!ection of the tax would be made by the 

state of origin. Should such a provision be enacted, i t  would resolve the problem, but vile 
I 



C_; 
would still need enabling language i n  our Act. In adopting sucl~ language, however, we should 

not restrict ourselves to any specific tux coliection plan. If might 12e noted that such language 

would help to alleviate the doubts which may exist with respect to the equity of strict enforce- 

nient of the interstate comi~~erce exclusion. 

4.) The Committee recommends that tile tax be imposed upon ciiarges made for 

moving Iiouse1io1d goods and business properiy for relocation from one permaner~t- place to anothel-. 

The  addit i~nu! revenue realized by this added tax will help to offset some of the revenue loss 

occasioned by other tax reform measures recommended. It is fclt iliat this noti-recurring expense 

is not regrc::ive i n  nafure, and will not impose an undue tax burden upon persons who cannot 

afford to pay it.. 

5.) The present use tux reporting and collection procedures are, i n  the judgmeni 
e 

of the Committee, !nodequate. Althovgh a nutnber of efforts have been made lu si-renytlien the 

use tax provisions of the Acf, one of the major economic problems wliIch thc use fax creates 

is the competitive disadvantage whicli Pennsylvania merchants must suffer at  ilie hands of mer- 

c1.1anf.s in  suiiounding states who sell goods to Pennsylvania customers without collecting sales 

tax, and witilout adequate provision for collection of the use tax. Of coursc, reduction of the 

overcll rzf.2 to84% will alleviate the problew to a considerable extent, but it I S  none the less 

proposed that the following additional enfoi-cement measures be incorporated into the law: 

A.) A requirement that the resale exemption be merely presumptive unless and 

until the per-son claiming the exemption reports the actual resale to the Department of Revenue. 

With r e s p e ~ ~  to retail sales, it \vouId be sufT:,:ent to require the seller claim:*-; the resale 

] exemption to identify thc purchaser as a iicensed Pennsylvania retailer. l i  is our idea that 

(3 
-- this could help plr~g a substantial use fax loophole. 

B .) The penalties, both civil and criminal, for evasion of tile use tax, ought 

tn b~ stiffenc<d. includins a provision that property upon whicli t l ~c  use tax has been evaded 



i. ' /  
may be determined contraband and subject to coi.fiscation. In addition, the banding provisions 

under the existing law should be used more sfringenfly. 

C.) In order to avoid the use of a tax evasion device involving affiliate or 

subsidiary corporations, the Committee recommends that the "arms lengtli ironsaction" provisions 
I 
I 

of the Act be amended to establish a presumption with respect to subsidiary or conitrolled cor- 

porations whicli sell toparents or ofFiliaies. Such transactions ought to  be presumed ta):able, 

and the burden of establishing a legitimate business purpose should b e  placed upon the taxpayer. 



FOOTNOTES - 

1. Table 1, attached. 

2. Tables 2 and 3, attached. 

3. Table 4, attached. 

4, Memorandum, "The Sales Tax Exemption Pattern", attached. 

5. Table 1; see also, 'Table 5, attached. 

6. The following act iv i t ies are included wij-hin the phrase "production activities": 

A,) Manufacturing, inc1udl::g paclcaging . 
B.) Publishing and printing. 

C .) Mining, refining, qur!-rylrg and processing natural resources, 

D .) Building, repairiGy a ~ l d  r e b ~ ~ i i d i n g  cornrnercial ships. 

E .) Research. 

F.) Processing, which includes: 

I .) Commercial food preparation (canning, freezing, efc,). 

2.) Preparation o f  fibzrs and fabrics. 

3 .) Coating processPC nnJ heat treating. 

4.) Rolling, drawing or extruding metals. 

5.) Meta l  fabricatio17. 

6.) Preparing animal food. 

7.)  Bottling. 

8.) Lumber m i l l  operations. 

9.) Grain mi l l ing.  

10.) Slaugliterhouse operations. 

1 1 .) Processing used lubricating o i l .  



G.) Agriculture. 

H.) Public utilities service, including producing, delivering or rendering 
same and constructing, reconstructing, remodeling, repairing and 
maintaining facilities used for such service, including real estate other 
than buildings. 

7. Memorandum, "The Sales Tax Exemption Pattern". 

8. Memorandum, "Sales Tax Regulations", attached, 

9. Commorlwealth v. Charles McHugli, 406 Pa. 566. 

10. Table 6, attached. 

11 . Memorcandum, "Shipping and Interstate Commerce Exemptions", attached. 

12. Memorut-~dum, "Shipping and Interstate Corriinerce Exemptions". 

13. In studying tlie economic impact of the removal of these exemptions and exclusions, tlie 
Committee was, in  certain instances, unable to arrive at reliable and definite cost figures. 
However, it is our judgment ihat substantial revenue increases may be anticipated as a 
result of ~hese  changes. Such increases a!-e especially likely wif h regard to tlie elimination 
of tlic &:ivery, application and irlstallc::,.~ exclusions and the changes i:: !-':: interstate 
commerce exemptions. 

14. It i s  ant1 cipated that improved enforcemerlr efficiency resulting from ti.rese L:lilnges wi l I 
produce a substantial but indeterminable amount of addi tiorial revenue. 



T a b l e  1 i 
S t a t e  S a l t s  Tax Rst,es ( ~ e r c ~ . n t  ) 

Fennsy1v:inia and 43 Other  Sales T l x  S t a t e s ,  
F i s c a l  Year Tnding i n  1969 

P e n n s y l v a n i a :  S a l e s  Tax Rate  ( ~ e r c e n i )  6 ;4 
Hank. ( h i g h  t o  lov) Pmoi~g h4  S t a t e s  1st 

44  S t a t e  Sumnary 

2% t o  2.975 R a t e  
3 t o  3.9 
4 t o  4.9 
$ t o  3 . y  
6 t o 6 . 9  

Piutn'ber 
o f  S t a t e s  

% to 
T o t  a1 -- 

Source :  U.S. Bureau of t h e  Census ,  Governmental  F i n a n c e s  i n  1969 

Flay 27. 1070 



Table 2 
Estimated S t a t e  Sa les  Tax Base$ A s  Percent  of Personal  Income 

Pennsylvania and 43 Other Sa les  Tax S t a t e s  
F i s c a l  Year Ending i n  1969 

Pennsylvailia: E s t .  :a les  Tax Base As ? of Personal  Income 
Rank (h igh t o  low) b o i i q  44 S t a t e s  

Number 
44 S t a t e  Summary --- of S t a t e s  

25% t o  4&.9$ 
45 t o  64.9 
65 t o  64.9 
85 and over 

% t o  
Tot a 1  
P 

a/ E s i i ~ d t e d  s a l e s  t a x  base : t a x  col?. s c t i o n s  c a p i t a l i z e d  a t  p r e v a i l i n g  t ax  r a t e s .  - 

Source: U.S. Bwenu of t h e  Census, Governmental Finances i n  1969 



Table 3 
Taxable S t a t u s  of Se l ec t ed  C o a ~ o d i t i e s  and Se rv ices  

Pennsylvania  and Three Leadin2 S a l e s  Tax S t a t e s  
A s  of A p r i l  28, 1970 

Symbols: T - Taxable; X - Zxernpt 

C a l i f .  .- 
PENNA . - I l l .  -- 

' roper ty  Used o r  Consumed 
i n  P roduc t ion  
Machinery, t o o l s  and squipment 

Fuel  

Pood - 
Consumed off-premises  where s o l d  

3 ther  Commodities 
P r e s c r i p t i o n  medicines 

Farm products  

Alcoho1i.c bever  cqzs 

C i g a r e t t e s  

U t i l i t y  Se rv i ces  
Water -. domestic 

T ranspor t a t ion  

Telephone and t e i e q r  aph 

Gas and electricity 

Other  Se rv i ces  
Adnlissions 

Newspapers 

Beauty and Barber 

1/ Except f o r  admission f e e  on c losed  c i r c u i t  t e l e c a s t s  of boxing and w r e s t l i n g  matches. - 
2 /  Except p rope r ty  s o l d  i n  connect ion wi t : ,  the  s e r v i c e  i s  t a x a b l e  under  s e r v i c e  -. 

occupat ion  s a l e s  and use  t a x .  
k /  r f  used " d i r e c t l y "  i n  n~anufac tu r ing  , p r ~ c e s s i n p ,  , e t  c  . 
.&/ only  t o  50 percent  of t h e  amount charged f o r  recorded drug p r e s c r i p t i o n s .  F u l l  
, ~ x e ~ p t i o n  a p p l i e s  t o  a r t i f i c i a l  l imbs and eyes .  
51 Tax p a i d  on a l l  s o l e s  at l i q u o r  s t o r e s  and bee r  d i s t r i b u t o r s .  S a l e s  a t  b a r s  a r e  -- 

exempt. 

Source: Comerce Clear ing  House, Inc .  



"I Table  4 
kS: Impact and Z f f e c t i v e  Tax Rate  of Pennsylvania  S t a t e  

S a l e s  Tax on Indivic7,usl Income Clas ses  

Adjusted 
Gross 

Income Class  
Total  

$ 2,000 under $3,000 
3,000 under 4,000 
4,000 under 5,000 
5,000 under 6,000 
6,000 under 7,000 
7,000 under 8,000 
8,000 under 9,000 
9,000 ~ inde r  10,000 

Tot.:!l 
3 f Returns, -- 

loo. 00; 
1!.>. 2 1  
10.20 

g . 61. 
9.25  

10 .26  
10.36 
3.92 
7 . m  

Adj. Gross 
~ n c o m e d  - 

10,00q under 15,000 1 6  .'13 23 .'73 
15,000 under 29,000 3.77 'j' .6l+ 

20,000 under 50,000 2.90 

50,000 under 100,000 .40 

100,000 under 20C, 000 .08 
- 

200,000 o r  more - 0 2  

c' 
;9 o f  P s t .  

S a l e s  
Tax ~ield"sh1 

100.00::r 
I+ . 1.7 ' 

5.55 
6.41 
7.17 
9.06 

10.26  
9 .91  
0.62 

E f f e c t  j.ve 
Tax 

Hote:  Excludes s a l e s  t a x  pa id  on t h e  purchase of an automobile .  

a/ Nith a q j u s t e d  g r o s s  income of  $2,000 and ove r .  Excludes a d j u s t e d  g ros s  income $2,000 - 
and under ,  s e e  21 below. Of the t o t a l  r e t u r n s ,  20 pe rcen t  had a d j u s t e d  g ros s  income 
of l e s s  t h a l l  <;2,000, and accounted f o r  oL,  t h r e e  pe rcen t  of t o t a l  adju31ed g ros s  
income. 

b/ Estimated on b a s i s  of number of t a x  r e t u r n s  and f e d e r a l  c p t i o n a l  s t a t e  s a l e s  t a x  - 
t a b l e  f o r  Pc- rsy lvania  fami ly  of 4 or u n k -  D e t a i l  not  a v a i l a b l e  f o r  income c l a s s e s  
under $3,000,  t a b l e  shows f l a t  amount f o r  b3,000 and under .  

c /  S a l e s  t a x  y i e l d  as pe rcen t  of ad jus t ed  g ros s  income. - 

Source :  Forn? 1040 I n s t r u c t i o n s ,  I n t e r n a l  Revenue Se rv i ce  1969; S t a t i s t i c s  of Income 
1967,  I n d i v i d u a l  Incoae Tax Returns ,  I n t e r n a l  Revenue Se rv i ce .  

May 27, 1970 



Table 5 
S t a t e  and Local Sales Taxes, January 1, 1970 

Local 
State Rate 
Rate - (Max. ) 

. (Bercer~tage   ate) 

Alabama 
klaslca 
Arizona 
A;.li;ansas 
Ca l i fo rn ia  
Colorado 
Connecticut 
Floi-ida 
Georgia 
H a w a i i  
Id. R?IO 

I l l i n o i s  
Lndi ana 
I c?.% 
Kansas 
I:e iitucky 
Louiciana 
k i n e  
Maryland 
laausuckusetts 
M i  chigan 
N.itl:~esota 
MLbsPssippi 
Misso~ir i  
Nejraska 
? J e v ~ d a  
Nev Jersey 
New Mexico 
New Yosk 
North Carolina 
E x t h  Dakota 
Ohio 
Oklahoma 
O r  cgon 
PEMNSY LVAI?IA 
Rhode I s l and  
South Cm-olf na 
So=-C,h Dakota 
Tennessee 
m .   exa as 
V" LS 
Vemont 
Vi rg in ia  
\dashington 
h e s t  Virginia 
\?iscons i n  
\Jyoming 
D i s t r i c t  of Cobun?bi& 



Footnotes  and Sourct: - 
Table  5 

* Unirorm S t a t e - c o l l e c t i o n  of l o c a l  sales tnxcc .  

a/ Loc:illy c o i l e c t e d  i n  some j u r i s d i c t i o n s ,  St,?, c o l l e c t e d  i n  o t h e r s .  - 
b/ I n  Fa i rbanks ,  t,hc conbilied c i t y  - borough r::tp i s  rise percent. .  - 
c /  A l l  li .cal t axes  s e l f - admin i s t e r ed .  - 

d/  Local governmii.!.~ impose S t a t e - c o l l e c t t  3 :;lr i-..rcer.t taxes .  - 
e l  Local t a x  au t l io r i  zed,  b u t  none p r e s e n t l y  in;)-rseti. - 
f /  A one pe rcen t  county tax i s  mandatory. - 
/ Iaposed i n  idecklenburg Courrty on ly .  

S t a t e - c o l l e c t e d  county s a l e s  t a x e s  n u t h o r i z e l  

Sour r e :  Advisory Conimission on I ; ;Zergovermental  Fielntions,  An I n foma t i t  
Repor t ,  S t a t e  and Local F i n a n c e s ,  Sirnificnnt FenLures 1967 t o  
1970, November, 1969. 



MEMORANDUM 

SUBJECT: THE SALES TAX EXEMPTION PATTERN- 
A Study in Privilege Legislation 

TO: The Honorable Herbert Fineman I 

I 

Speaker of the I-louse 1 
I 

FROM: Gerald H. Goldberg 
Assistant Chief Counsel 

I 
I 

INTRODUCTION 

The evolufion of Pennsylvaniu's Sales Tax Law, from the old 1% Consumers Sales 

I 2 Tax of 19.5'3 to the present Tax Act  of 1963 for Educafion, demonstrates a clear pattern 

in the development of ~ r i v i l e ~ e  legislation. As w i l l  be shown i n  this memo, legislatures 

under evciy Governor from George Leader iu  ihe present, have steadily eroded i&e 

* 

fax base in  those special areas such as manufacturing, railroading, mining, the public 

ut i l i t ies and others-while at the same time increasing the general rate of the tax and 

broadening the tax base with regard to the general consumer public. ~ r e ~ u ' e n t l ~ ,  the 

very sat:? --wdment or set of amendments u'!:I~h significantly broadened the c::cn?ptions given 

to the p r i v i i ~ g e d  areas of the business community at the same time raised the tax rate or 

br.oadent;u' i l le tax base for the consumer. 

It must also be mentioned, i n  general that administrative personnel made a conscientious 

effort to col lect the tax from the big industrial concerns of the Commonwealth. Large 

sums of money and great investments in man hours were devoted to cases before the Common- 

wealth Court, defending the tax base against inroads. These efforts were, i n  large part, 

successful i n  the courts (with a few notable exceptions) but, as w i l l  be shown, as soon as 

/' 
""; the Court would sustain a "tough" position on the part of the administrators, the iegisIature c, 

"corrected" the situation by promptly undoing the decision legislatlivel y . 



Finally, i t  shouid be noted ihat the most numel-ous bilsiness groups i n  Pennsylvania - 
? 

Cdd./le retailers - have not received special privilege treatment. On  the cc~.,trary, this group (which 

comprises most of the small businessmen who are the subject of so many crocodile tears) - 

has been discriminated against, penalized, and generally made the subject of tough sales tax 

treatment ova  the years. 

THE STRUCTURE OF THE EXEt\r\PTlOr\l PATTERN -. 

So that you may understand the evolution of the exempi-ion pattern, i t  must first be realized that 

the law was in i t ia l ly  structured in  such a way as to make the granting of speciul privilege exemptions 

both easy and inobvious. The "selective" language of the tax made i t  easy to exclude the items of 

property simply by fail ing to include i t  i n  the definition of "tangible ~ersonal property. " A good example 

of this sort of treafrnent i s  found i n  the Rohm & Mac; ;ase13 in  which the Court held !!:ct railroad tonL 

cars were not "tangible personal property"4 because they were not designated as such, a l t l ~ o u ~ h  other 

transportation equipment was so designated. -The definitions of the terms "sale at retail"5 and 

furnished a second area for exemption treatment, as di  d the definition of the term " r e ~ a l c . " ~  Finally, 

the Act confaineJ rrnother exemption section which -9rved out certain types of businccc~s and activities 

for exemption .8 For example, a l l  of the communication media \yere exempted from th3 beginning - 

radio, television,? newspaper and magazine advertising media,ll even iho motion picture 

business.'* Thus, i t  may be seen that the patterrl of the Act was such that exemption and exclusion 

language could bc scattered throughout, and coulc' C.3 carefully tailored to meet the r leds of the 

business seeking the exemption. In some cases, notably, the ship building and repairing business - the 

recipients of the privilege treatment were so conscientious as to use more than one of these exemption 

section. Like the well-known conservative who wore both a belt and suspenders, the Sun Ship people 

insisted ihat theii exemption be written into the "lliuiiufacturing" exemption,'3 "the A e  at retail" 

Jemp+ion;14 the fluserf exemption 15 and also the separate exemption section.16 The representatives of 
. , 

c a t  industry thus employed every possible means of i;xuring that under no circumslancc: would any 

taxing agent have the temerity to show himself i n  or near any of Sun Ship's facilities, 



- THE MANUFACTURING EXEMPTION 

I' 
1 So that you may understand i n  greater detail how the exemption pattern worked, I shall 

\:* 

detail the deve1opmel;t of ilie so-called manufacturing exemption from i t s  inception. 

. The concept of granting'an cxemption from tax to manufacturers is  not new i n  Pennsylvania. 

The Capital Stock Tax granted an exemption to manuf.actui~ers as early as 1885, for reasons which 

the court explained i n  Comrnonwcalih vs. Northern Electrical Light and Power --- Co.,  145 Pa. 105 

"When the P,zt of 1885 was passed, lav:s had been made in adjoining 
states which gave encocrragement to the esfablishment of factories by exempting 
them from certain forms of taxation. The mischicf to be remedied was the 
danger that such legislation might lead to the removal of capital and labor 
from this state to othei-s, to the detriment of the business and pi-osperily of 

our- own. The remedy providcd was the removal of the tax imposed 
by the Act of 1879 so as to remove fhe inducerncnt io leave the Sfale.  - - ... Since 1836 i t  hacl h e n  the policy of the Siate to encourage . . . 
manufacturing coiporatio~is . . . ". 

The I952 C.lnsurners Salcs Tax Act did nu:, howcver, contain a broad mal-t":acturc~.s' 

cxcmpiion. I t  excmpled sales of piopcrly io bc used i n  fabricriiing, compounding or rrlanv- 

facturing tangiblc personal property, which becomes an ingredient or component part of the 

17 
product, or is consumed i r ~  the prodtiction process. By regulafion, the Depnrtmeni of Revenue 

broadened the excrnption to cover machinery, equipment and supplies which were totally expenwd 

i n  the prorJllr+;on process within one year cf t1.p acquisition date, on i he t h e c y  +Lit illesc: i term 

18 were, in effect, "consunied". Even so, the exemption applied only to "mcr,~,fnctu~-e' '  as that 

19 term had traditionally been defined by flie Courts. The 1953 Capital Sales Tax Act contained 

no separate definition of the term, nor did tlie Capital Stock and Franchise Tax Act define {he 

term "manufccture". However, there is a long line of well developed case law i ; ~  Pennsylvania 

which has defined tlie 'term "manufacturing" i n  f u l l  detail. M'i thout here reviewing all of the 

cases, suffice i t  to say that in general, the Cot~rts have held that a thing is a manufacfured 

article when the product is a new and different article with a distinctive name: character or use; 

and {hat manufacturing is tlie application of labor or skill to materials whereby the original 
j :. c-. articles are changed to a new, different and useful article, provided the process is of a kind 

k-, 

popularly regarded as manufactured or the produce of such process. 2 0 



The Selective Sales ond Use Tax Act  o f  March 6fh, 1956 P. L. (1955) 1228, i n i t ia l l y  continued 
,\ 

1 
the status oT the "manufacturing" exemption, as i t  was i n  the 1953 Act, but  this was changed retro- C , 
act ively only a few months later by the Aci of  Iv\ay 24, 1956, P, L. (1955) 1707 wh ich  placed a 

def ini t ion of  the term "munufaciuring" i n  the law for the first time. The def in i t ion was not broad, 

and i n  the judgement of tlie administrators of the law, coincided w i t h  the judicial  def ini t ion of 

the exemption i n  Pennsylvania: 
I 

, 

I 
"The performance of rnonulacturing, fabricating, compounding, pro- 

cessing or other opercrtions, engaged i t i  as a business which place any 
personal property i n  a form, composition or cliarocter different From that 
i n  which i t  was acquired." 

By 1957, however, the legislature was ready to redefine "manufacture" so as to broaden the 

2 1 
exempfion base. I t  specified that ihe term was now to include pacl:aging operations, publishing 

I 

I 

and printinc, research and ihe performance o f  work for use by  the manufacturer. None of 

these areas i s  wi th in  the scope o f  the "manufacturing" exernpfion under the tradi t icnal judicial  

def ini t ion. Fiirthermore, the scope of the exernptio1-i was broadened to cover nof I,lerely property 

vthich was consumed i n  the manufac.turing process, or transferred i o  i h e  buyer as an ingredient 

or component, but also to machinery and equipment and parts atid supplies used to perform 

manufac turi no operafions, whether "consumed" o i  not. T h i s  consti tutcd i scmendous broudetii ng 

of the exemption base, since i t  enabled manufacturers to c la im the exempf.ion upon a l l  of the 

tools of  producl~on. I t  should be noted that no 5uLl-1 treatment has been given fo r c t l i  1ct-s 

up011 !heir purcL3se of ihe "tools of their  t rade' - i .e. ,  a store owner who p u r c h ~ ~ c d  showcases, 

cash regisitr~s, ~ i c ,  i s  requ i~ed i o  pay the tax :;:c? these acquisitions. 

. The exemption was subsequently broadened even further by adding "foundations" for 

22 
machinery to the exempt list, specif ical ly e x r i l ~ d i n g  from tax the purchase o f  property which 

would be incorporated in to  the construction thereof - even though, under tlie general theory 

of sales ta>:qtion, a person incorporating property in to  real estate had always been deemed to 

be the taxu l ie  user thereof. I n  1961, the exer;..;:ion was again broadened by the ~ J d i t i o n  of a 

) def in i t ion o f  which made certain business acj iv i t ies which the Courts had specif ically 

2 3 c;: declared to be non-manufacturing activit ies, ent i t lcd to the exemption. These busine5res - 
including food processing, dying and finishing o f  fabrics, treatment of metals, preparation of 

animal feed, brewing, bott l ing soft drinks, mi l l ing and planing, meat packing, and others - 



investment of time and nioncy, sales tax admi nisirators had sl~ccecded i n  fencling of f  efforis 

) t o  erode ihe traditional judicial def ini t ion of manufacturing. I n  each care, the Court had 

L' declaied thai there aciivit ies vierc not ent i i icd to the excmpfion. In  oddi i ion to adding file 

"processing" exemption i n  August o f  1961, the exemption was made retroactive fo M o r c f ~  6th, 

1956'. I t  might be noted that utIder the law, the refund pel iod was only eighteen momths, so thai 

taxpayers who had con~pl ied wi th the law as i t  then was written, and had paid the tax, were 

only ent i t led to a refund for the eighteen month period irnnledioiely prior to the application, 

but taxpayers v:ho had defied the law and refused fo pay were given ihe bont~s of an exemption -.--- - -- 
from t11e tax from the beginning! 

At the pi-csent tirn-1, the manufacturing exemplion under the Sales 'Tax Act  i s  broarkr than 

that under the Capital Siock and Franchise Tax Acts. Although tlie "processing" exemption was 

added to the C ~ p i t u l  Stock Tax and Franchise Ta;: Acts i n  1961, those acts st i l l  do not contain a 

statutory definit ion of the word "munufaciure"; fhus, the broadened def ini t ion of the term for 

. sales tax purpdses, wh ic f~  includes packaging, ;-c;earch, and similar anci l iary ac<i...ities, does 

not clpply i o  tlie Capital Stock Tax and FCanchisc Tax. The disfinction, however, i s  nof as 

important as i t  may appear, since the exernpiion for tlie purposes of Capital Stock Tax and Franchisc 

Taxes i s  no: LLJred upon specific operations, tv: .ather upbn the churacler o f  the :zrpoiation as a whole. 

THE PUBLIC UTILITIES EXENIPT~ON 

,-,,Ic way The Corrurncrs Sa!es Tux Act o f  1953 ireoieu' public ut i l i t ies i n  cxuct ly t h ~  * ? -  

as manufcrctul.ing, simply granting on exernpiion ~ p o r t  {I-12 sale of propet;y to be used i n  p~.o:lucing 

publ ic u t i l i i y  services and to be made an ingl-cc' ici~t or componeni part of the pul7iic u t i l i t y  

product 01- i o  be ccrnsumcd i n  thc process of producing or during public u i i  l i l y  ser-vice. 
24 . 

As i n  the ccisc of the rnunufociuring exemption, ihe or-iginal Sales and Use Tax Act of 1956 

cont i r~ued thir relatively narrow cxemp:ion, Lui i l ~ e  Act was promptly arnenclec! ,., as f o  grant 

25 
) the u i i l i t i cs  a much bronder exemption. First, the exemption was extended to t!ie construction, 
,-", 

re-construciion, remodeling, repoiring or rncintenance of public u t i l i i y  faci l i f ies - inclclding 

, real estate except buildings. This means ihat i n  tlie case of public ut-ilities, the exemption 

included trackage, wiring, eic. The Act was also extended l o  give to the ut i l i t ies a special 



2 6 
exemption for rnotor vehicles, for property used i n  maintcrmnce of publ ic  ut i  l i i y  real eslate. 

2 7 

\) Thus, the ut i l i t ies exemption covered everything uscd b y  a publ ic ut i  I i iy including "foundations" c,. 
and other real estate, except off ice eqilipment and "buildings". i n  addition, a special exempi-ion 

was granted to the railroads u~?dei- Sec. 203, the exclusions secfion, upon the sale at I-ci-ail or 

use of  a l l  rai I transportation equipment used i n  the movemet~t of pcrsonuliy. 
28 

The uf i l i t ies exemption has been the subject of  careful legislative a t te t~ i i on  from the beginning 

of {he act, and judicial  decisions \vhich weakened the exemption position o f  ut i l i t ies were 

promptly overruled by the legislcrture. Ho\vever, those which eroded the tax base i n  favor of 

uf i l i f ies were usually permitted i o  stand, An excel lent example i s  Con~mor~wealth vs. Chas. A. 

29 
McHugh. T h i s  decision held that an independent contractor hired by a publ ic u t i l i t y  may --. 

"borrow" the exempt status of tlie ui i l i i -y and c ia im the exernption upon the contractors purchase -- 
of properly v!h;ch w i l l  be incorporated by him in fo  faci l i t ies which the u t i l i t y  w i i i  subseiueni-ly 

use. This decision dealt a body-blow to the so-cal led "exclusive use theory1' which adrninistratcrs 

of the Sales Tax law had been following from the beginning, and opened ihe door t o  a tremenc!ous - 
b r o o c l e ~ i i n ~  tAe original ly-intended exempt::: patfern. I t  i s  interesiir.~g to I,";, ,  however, that 

the newly-created exemption covered only work done by contractors for uti l i t ies, r.;rrnufacturers, 

processors, publishers, shipbuilders and miners - that is,  those operations listed i n  Sec. 2(i) of 

the Ac i  as exempt from ihe def ini t ion "sale at reta i l "  - but  i t  did not cover the "second echelon" 

o f  exemptions - charities, broadcasting stations, governmental agcncics, etc. - hose listed by 

Sec. 203 of :he Act, thus producing another example of the effect of l 'selectivity' l .  

The u:il;:;c; exennptior, follows the same poi izrn as that of tlle manuiacturers: exemption. 

The administrators of the tax sought to  establish the right'.of the Commonwcaltl~ to tclx borderline 

operations and property not "direct ly" used i n  u t i l i t y  work, (e.g., meters used by gas companies 

to  register the amount of gas delivered for b i l l i ng  purposes) - and the C~rnmonweal th '~  

attorneys were usually successful in  court -- but iiivariably, these judicial  de~ l= ;? ! .~  were 

nu l l i f ied  by amendments, usually refroactive i n  effect. 

1 ;. 



> T H E  SUN SI-II P EXEMPT! O N S  ----- 
f., The Consumer Sales Tax Act of 1953 contained no exemptiori for shipbuilding, although 

the Courts of Pennsylvania huve alvrays heid that I he constn~ct ion and re -const ruction of ships 

is manufacl uring under Con~mcnv:eaIfh iav,!, i ~ ~ c l u d i n ~  the altering ancl repairing of inachinery. 
30 

(Commonwealih vs. D c l u ~ ~ a r e  River -- l r o n w b u i  -- Iding and Engine Viorki, 2 Dauphin 232 (1893); 

Commonwealth vs. '\Vrm Cramp & Sons, I Duuphi n 95 (1893); Comrnon~~eaItli vs. Philadelphia - 
I 
I 

Ship Rcpair C o . ,  21 Dauphin 44 (1918).) Thus, even v,/ithout a separale definition, shipbuilding, 

repairing, rebuilding, e t c .  has always been considered manufacturing. However, when the 1956 

Aci was passed, the lobbyists for Sun Ship descended in force, Thc following speciul exempiion 

provisions \*<ere placed in the Act: 

1 .  The t e ~ m  "manufucture" was defined so as to include "building, 
rebuilding, repairing and making udiustments lo, or replocements 
in or upon vesscls designed for commercial use of registered tonnuge 

,, of 50 tons 01- more when ptoduced upon special order of tlle purchaser 
or when rebuilt, repaired or enlarnpd or when replacements are 
mclde ~1p0t-1 or for ihr: clccount of owner". - 
r )  . Section 203, the excl~: ion :cc1i=17, cxcluded f ~ o m  the tax, "Scllp 
at letail or use of vessels designed for comrrr~icial use of registered 
ts::nage of 50 tons or more when prndoced by the builders thereof by 
rn-,uest of the purchaser. 

3. Sale crt reiail of tangible personal property or services used or 
cot;slrrned in building, rebuilding, repail-ing or making additions to or 
replacemnnts in or upon \!essels deqigned for commercial use of 
registered tonnage of 50 ions or more upon special order of purchaser 
01 when repaired, ~ e p l a c e d  or- enlatgsd or wi~en  rcplacemenis are n;adc 
upon order of or for ihe account of the owner; 

4. The sale at. retail or use of tucly;ble  property or servicc; 
to be i~sed  or consumed for ship cleaning or maintenance, or as fuel, 
supplies, ships eciuipment, ship stores or sea stores on vessels to be 
operated principally outside 1i:nifs of this Commonv~ealih. 

01 FIEP, EXEMPT! ONS 

Without zoing into their history in detai i f  the following additional business cyerations 
\ 

) have been singled ouf for specia\ exemption treatment: 

Cl - I. Publisliing, originally includi : ;~ the publishing of rnuil order 

caiulogs and dilect rrlui l advcr tising I i  terature, but later expanded to 

covci- all publishing. 
3 1 



2 .  Min ing ,  o r ig ino l l y  cicfirlecl as minir lg ond qucrr~;.incl o f  r i o t~ l r o l  
i 

f :  rcsodrccs, but lo!c,r c r  pondcd to i l l c ludc  rc i in in3,  ond tl lc ex t~c rc t iny  
t.. ,7 

o f  woste m a t c ~ i c ~ l s  f ~o r t l  stocl: piles or bonks, inc lud ing  I ~ l os t  f v rnoc t  

slog. 
3 2 

3. Rcscorch, mode o port o f  the n>o~iufoctur ing c x c ~ n p t i o n  (inclucli rig 

a l l  rescorcll cxccpt  rna~kc t  rcscorch or od,r i in istro~ive rcsccrcl1). 
33 

4 .  Dcmonstrc!o~s, v;i!I~ spcc ic l  rcfcrcncc to  motor vcl l ic!cs usctl by 

dealers os d ~ n ~ o n s ~ r c l ~ o r  vch ic lcs .  
3 4 

5 .  Wrapping ond p c k o g i  ng supplies, inc lud ing rion-re~urnclble con-  

tainers os w e l l  os returnoblcs. 
35 

6. F i s h  roiscd i n  comrnerciol hatchcaries sold to fcc f ishing lal:cs. 
36 

CONCLUSION 

Thcrc arc nunierous other spec:iol trcotrr.ent provisicns i n  the lov.1, inc lud ing spcciol  tax 

rates for businc.sscs nisving i n t o  the S ~ a t c  and for contractors, but !he foregoing s l~ou ld  I ~ c  
- 

suff ic icnr to demonst~otc thc pottcrr i  wh i ch  110s ~ ~ e v o i l c d  ovcr thc years. While thc cxcn:p l io~I  

siatus of s P c ~ i o l  intcrcst groups v~os  c o t ~ s t o n t ! ~  being improved, os notcd, the: to>: rote ~ , o s  rising 

frorn 1% undcr 111~. 1953 Capi to l  Stock Tax t o  2:: onclcr tlle 1956 Act,  to  3-1/79; i n  /';-:I of 1959, 

4% i n  August, 1959, 5% i n  1963 and 6% i n  1967. Furthernlsrc, v t l ~ i l c  thc ra tc  was bc ing 

incrcoscd, odclit ionol scrviccs v:crc being toxcd - laundry scrviccs, out0 inspections, cur wash- 

i n g  and c l ca r~ i ng ,  dry cleaning, toi!o:ing, e fc .  4ttcmp:s V / C I C  evcn  maclc on occos i o l ~  l o  tax 

bcc r  and !;;;or sold by thc gloss (although t l l ; ~  r l lmr t ivc  tux v:as swept owoy by  a scefhir1g tide 

of publ ic  react ion).  Every incrcosc i n  the tax rote wos occonlponied by pious assert~ons t f ~ o t  thc 

increased tc~x rate vlos nccdcd i n  order to  producc income for v i t a l  Commoni.~colth serviccs, 

w h i l e  at t l lc sonic timc, thc exemptions grontcci f o  the privilccJcd few werc bc i ng  ever brc~crc!cncd. 

Even now, tllerc ore i n  t l lc hopper a numbcr o f  bills vthich wou ld  broodcn tilt inclvstriol and 

cornmcrciol tax cxcmpt ior~s.  It i s  qu i tc  evident that unlcss thc: soles fox paf tern wh ich  hcls 

pcrsistcd ovcr thc ycors i s  d r o s t i c c ~ I I ~  cl~onyccl ,  v,c shall col l t inue t o  scc the steady broodcning of 

1 the spccicil foLorccJ t icotmcn: g ivcn  t o  the privileged i c w .  at  the expcnse o f  a stcody i n c r c o ; ~  i n  
. ?  

C-j thc tox burdcn l a i d  upon tf lc gcncro l  ~ u b l i c .  :!,~s, o fox rull ich i s  inhcrcnt Iy  rctrog-essivc to  begin 

w i t h ,  and  wh ich  i s  thc most c <pcnsivc typc o f  tax to  odministcr, w i l l  cont inue to bccorn? e v c r  

morc rc t rog~css ivc and  burclcnson~e. 
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September 22, I970 

sueJec-r, Sales 'Tax Regu!ations 

TO: Al l  Members of Tax Reform Commiti.ee 

Donald W.  Fox, Chairman, Sales Tax Subcornmiltee 
FROM: by: Gerald H e  Goldberg, Esquire 

T h i s  memorandum supplements the memorandum of August 24, 1970, regarding 
which certain questions have been raised by members of the Com~nittee. 

e 

C t i O O S I N G  f. C3NSIS'TENT AFPKOACI-I: TI-!: :I-I-ECT OF T I i E  AVAILABLE OPT!r'h!S 

in dealing w i th  the several diffe~.erl; kinds of "pl.oduction" exernptioi-1s dnder 
the Sales Tax Luw, i t  i s  obviously desirable -- illdeed, essential -- to take a C O I ? S ~ ~ I L ' I I ~  aPProacli. 
This approach, generally speaking, i s  dictated by the treai-ment given the manufacturing exemption. 
To illustrate the point, le t  us briefly consider the logical effect of three approaches to the manu- 
facturing exernpri on: 

1. j Elimination of exempi-ion. i f  wc are to  eliminate the rnunufaciuring exemption 

altogether, exempting only that prope~fy v,lhich becomes on ingredient or component of the pro- 
duct, or which :; entirely consumed in  !he p r o d ~ c : : ~ n  process, then this approach v::,!d result 
i n  the same treatment for the u t i l i t y  exempi-io~i, ihe mining exemption, the publishing exemption, 
the shipbuilding exemption, etc. The processing exemption would be total ly eliminated. The 

mining exemption woi)ld be total ly eliminated excc.?t for those iools which are ''used up" or 
"worn out" and rendered valueless i n  ihe production process. The public ut i l i t ies exempi-ion 
would be v i r tuul ly  eliminated, since for the most part there are no components which go into 
the product. The "product" of a u t i l i t y  service is, for the most part, intangible and the charges 
mude by the u t i l i t y  are primarily charges for ihe delivery of a service to the consumer. A1 though 
water, gas und ~ l e c t r i c i i y  can be measured on a volumetric basis, most other utili i-ieq cannot. 

2.) Redefining the man~rfacturing exemption, so as to apply the traditicmal court 
def ini t ion of manufacluring . This would ncarrovl the exemption buse to make i t  clear that only 
hose actually r93aged in  the production of a neiAf nnd difrerent product would be e ~ t i t l e d  to the 

t., 
exemption. T h i s  k ind of u change would narrow the number of people who qualify for the exemption, 
but, presumabiy, the scope of the exemption which they would bc permitted v~lould remain {he 



same. This Itind of a change wovld have cr mininicil effect Gpon the of-her tax exemptions 
mentioned. The production ond delivery of publ ic u t i l i f y  services would not be cltered i n  
definition, and the scope of the exen-tption \~ iould probably nof be chcr!iged. I t  would 
probclb!y involve a restriction of: the mining e>:emption of actual mining (eliminating the 
refining and reclaiming exei~~~' i ions) ,  bui without exception, the effect would be slight. 

3.) Keeping { l ie  bonrd cicfinition of the act iv i ty,  but narrowit?g ihe exemption 
allowed. This, i n  other war-ds, would st i l l  a l low a great number of businesses to have the 

exemption -- businesses wll ich petforni ope;a{ions which the courts have not tradif ionally 
included within ihe narrow definition, i~ ic lud ing  processing, refining, etc. -- bui- it would 
l l ( ; l l~~t 'J the scope of thc exernpiion allowed to each of tliose busiriesses. 'Tha: is, the exemption 
w o ~ l l d  be res!~.ic! ed to producl ion rnachi~?esy and equipment. I t  would not apply to foundations, 
nor t o  publ ic u i i  I i t y  nieiers, nor fo pacl:ag.ing machinery and equipment, As a matter of policy, 
if you were tc 30 down ihis rc~crcl, the effect wobld be to give a large number o f  pccple a 
fair1 y l imited exemption. 

The foregoing i s  intended to il lusi-rate the consequences which niiglst fol low 
From a choice of exemption patterns. You covicl, i n  brief, take one of three bosic approaches: 

A.) Restrict boil l  the activit ies exe~iiptioi i  and the property exemption within 
each activity; 

B.) Restrici the uctivity_exer~ipted, but give t l iat exenipi- act iv i ty  a broad 
exemption on the property which i t  uses; or 

C .) ApI~ Iy  the exemption to o lnrge number o f  activities, but narrow its effect 
on the prop:*." affected. 

Any of these three approaches would be producf-ive of Inore tax revenue than 
the pt-ese~it ;::tern, which applies both i-o a lz:-,2 number of activit ies and to c .:=:-;* broad 
property exemption pattern within each act iv i ty.  

THE ADViT\PiZING EXEld\P'rION 

If \ye were to tax advertising services, the question has been asked whether the 
tax would apply to services performed outside the State (for instance by a Ne\v York Ad Agency), 
and v,lhe{her i t  would apply to udvertisi~ig media i n  the State. 

1 .) If a Pennsylvania advertiser went to New York and paid an agency to prepare 
television, ne;Lcspaper and magazine campcrigns, the sesulf would be ike  same as if: I:e ordered a 
sei of architectural drav~ings from an arclii icct, a work or art, or what have you. I'lieorefically, 
a use fa>: wclr~ld be col lect ible when the componv brings i-he "product" in to P e n ~ ~ > ~ i v a n i a .  Un- 
fortunately, the contracis for actually placing the ads i n  the media would probably be executed 
i n  N e w  Yorl: cnd i n  the example I am considering, the cicfual publishing, broadcasiing, etc., 
would jake place in  New Vorlc. As a matter of lav~,  we \vouId have no iursidicr-ioiial base to 
touch this sort of transaction. I \vould be hard put fo f ind u legal basis for the imposition o f  cny 

Ititid of a tax i n  this situui ion. 



2.) If the advertising mafcriais were brought into Pennsylvanicr i n  some tangible 
form -- that is, i n  printed brochures, magazine ads, advertising novelties, catalogues, etc., -- 
we would be able to tax the user i n  at the Full rate, which would include the entire cost OF the 
contract. This i s  what the c03iis have recognized { o  {he effect thaf alihough you can't  tax 
the thinking \'l/hich goes into a legal docurncnt, a work of art, or what have you; you can fax 
the tangible propelty which results. Furthermore, you can tax the fu l l  charge, even though 

mosi of i l lat  charge may represent somebody':, fee for developing the idea. I 

INTERIM STORAGE TAX 

A number of states have a tax upon charges made for the interim storage of 
tangible personal property. The Pennsylvalliw Consumer Sales, Use and Storage Tax Act of 
1951 had sucli a provision. I t  imposed a tax upon charges made by commercial warehouses, 
movers, ef-c , , for the storage of merchandise. 

I t  d id not tax merchandise i n  inter-state con~merce which was stored i n  Pennsyl- 
vania To'- GI-I i n te r i~n  period, but w i ~ l i o u t  f inu l ly  coming to rest, Th is  i s  a legal concept whicl i  
the Supreme Court of the United States clar i f ied years and years ago. The doctrine i s  thaf a 
state may not impose a {-ax upon a "bule" which i s  i n  isansii i n  the state, unless and un i i l  i t  
f inal ly rnme? to rest. tvlere interim storcgc --. +hat is, a temporary stop-over \J- ' le the prcpcrty 
i s  i n  transit to anolher state -- does not give the state tax jurisdiction. TI-lerefore, a company 
which lice: c \vurehouse for redistribution of mcrchondise to branch sl-ores may no: Se tax& upon 
the slorag: sf that merchandise i f  the proper : /  ;s ultimately redistributed to braitdies outside 
Pennsylvania. As for {hat property wli ich i s  trunsferred to a brunch i n  Pennsylvania, the tax 
may be imposed. However, i t  must be pointed out t h ~ t  such a tax would duplicate the sales 
tax COII~L:,.~ b y  the retailer from the ~ l t i m ~ ; ~  ~onsumer since the cost of such ;rrit=rini storage 

must be deemed to be part of the cost of doing business. The other stcrtcs which have gone {his 
r a f e  hcve vl-iformly l imited the tax to  privcitz cforage by warehouses and storage companies and 
movers arid have not attempted to apply ii iu interim storage i n  other areas. 

T I iE  EFFECT ON THE UTILITY EXEMPTION OF LIMITING TAX EXEMPTIONS TO PROPERTY 
USED O N L Y  II\I "PRODUCTION". 

When the CST was originally enacted, the ut i l i t ies were given thc same exemption 
as the manufacturers were. They were exempted only on property which was used or consumed 
i n  the production of the u t i l i t y  service. Subsequently, the terms "delivery or rendition" were 
added so that the exemption was expanded to cover propel-fy which was consumed In  the "pro- 
duction, dc!ivery or rendition of u t i l i t y  senliccs". 

1 .  
,/ Thesz changes were made because, as indicated above, there are n u m e r ~ ~  u f i l i t y  

services whicl i  are not "produced". Transportation services, for example, can scarcely be said C_: 
to  be "produced" i n  the sense that one produces a product. Even a \voter or gas company does not 
"produce" the water or na~ura l  gas which i t  pipes to the consumer -- its service consists i n  piping 

or delivering i he u t i i i t y  service. Although electr ic i ty i s  "pi.oduced", i t  can F.E:::=LEI~ Ise argued 
that the mere production of elecir ic i ty would be valueless without the delivery thereof to  the 

.-- - 



I 

e Lrr W- > Accordingly, I feel that it is amply clear thcf i n  dealing with the utilities, 
it may well be argued ihat the terms delivery or rendition are essentially to cover the intended 
scope of the exempiion. There are i-wo areas which are controversial, which ihe committee 
mighi consider: 

1 .) The exeniption for meters. Initially, the sales tax exemption was not applied 
to meters, the Bureau took the position that these were mere bookkeeping or measuring devices 
not directly used in  the pi-oductioti, delivery 01- rendering of the set-vice. The argument to the 
contrary is that the rate-mal<ing process is an inherent part of the production of a uf i  l ity service 
and ihat a mei-cr is just as essential as any other part of ihe utilities' property. 

2.) The contractor's exemption. Under the hicHugh decision, i-he court held 
that the exemption granted to utilities For property used dircctly in  utilify services may be 
extended to ihe purchase by  a contractor of ~;i-cperty which the coniract-or will  use i n  building 
uti 1 i t y  faci I ities. This exemption was su bsequenfl y extended even further to cover all property 
purchased by a contracfor which, i f  purchused hy the ultimate user, ~ilould be excxpi-ed. Tlius, 
the "lV~cHugh'l exemption became a secondcry zxemption, a sort of "laying on of hands" in 
which the exemption status of ihe consumer is c::umed by the contractor. We h a ~ e  suggested 
that this exemption would be yenel-ally removed. 
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~ O t 4 b s O N W ~ A L . T H  OF  PENNSYLVANIA.  

October 13, 1970 

SUBJECT:  Shipping and Interstate Commerce Exemption - Sales Tax Law 

TO: Al l Members of the Tax Reform Committee 

FROM: Donald W. Fox, Chairman 
Sales Tax Subcommittee 

BY: Gerald t-l. Goldberg 
Assistant Legal Counsel 

6,: ;ur last meeting, the staff pl-eser?+:d its suggestions regarding the ship bui lding 
exeti~ption, and the Committee discussed the sales and use tax exemptions regarding property 
acquired for shipment outside the Commonweulth or for incorporafion into othel properly to be 
shipped ,,:,:de the Commonwealth. T h i s  KZ--;.randurn sets forth the provisicnc -;reed to wi th 
respect to ship building, and staff's recornmendations regarding the interstate commerce exemp- 
1. . ;on. 

f i  Ship Building. Ii was agreed ihat the ship building exe l i~p t i o ,~  uuyht to be made 
consisienr w i th  the exemptio17 granted by nevrby states which compete \ v i l l i  I'GIIItsylvania i n  
this market. 

The Maryland sales tax law exempts the sale of new or used vessels where (1) 
an excise tax otherwise provided i n  Maryland law has been paid, or (2) the vessel has been 
t i t led  i n  another state. There are 1-10 specific exemptions for the building, rebuilding, repair 
or maintenance of ships. However, under IAuiy land law, ingredients incorporuted into man- 
ufactured articles ~vou ld  be exempt. Our proposal i s  to fol low this pattern. 

With respect to fuel, provisions, sh ip ' s  stores and supplies, i t  i s  proposed to ex- 

) empt these items i f  they are purchased for piec'ominnnt use i n  iniersiate or foreign colnmerce; 

e however, we would fol low the sales tax provisions of N e w  York and N e w  Jersey, which would 
tax ihese items when they are purchased for the cquipiny of a new ship, and go fo the owner 
as part o f  the "package. " 



Al l  Members o f  the Tax Reform Committee cj Oc jobe r l3 ,  1970 
Page I1 

B. Richard ti. Wagner lead a discussion regar-ding Sections 2 N and 2 H o f  the 

Sales Tax Act, which exempts from the def ini t ion o f  "sale at reta i l "  atid "use" property which 
i s  acquired for the purpose of transporting i t  outside the Commonwealtl-1 as is, or as an ingredient 
o f  other property which wi I I be transported outside the Commonv\lealth. 

I 

i 
This exc!usion, which i s  broader than ihat  found i n  any other state sales tax 

act that we have examined, constitutss a subsiantial loophole. I t  enables corporations to use 

Pennsylvania as a storage or warehousing state, wit l lout s u b j e c t i ~ ~ g  themselves to the inventory 
or persona! property tax, and without having to pay a sales tax. Theoretically, urly portion of 

property or iginal ly acquired for shipment to other states which i s  taken out of  the shipment and 
used i n  Pennsylvania would become subject to a use tax. However, i t  was pointed out that I 

this tax ccnnot be collected except upon voluntary declaration or audit. 

Mr .  Wagner and I have conc!;;'ed that the several involved i n  this 

area, including the problem of use tax involverncnt, tax avoidance devices and relationships 
w i th  other stctes, can best he resolved i n  the fol lowing manner: 

1. Eliminate the language Irr Sections 2 1-1 and 2 N excluding property i n  
interstate and foreign commerce, and leave ,:,b matter of such exclusion to the "ci lent" exclusion 
of the Fedcrc! Consitution. I t  might be wise to simply say, "The tax shall not apply to properfy 

i n  interstaie or foreign commerce." This i s  the approach which the o ld  CST uscd, and which 
most o f  the other states use. This would mean rhat the exemption would be lim;:,d to the we1 l 
defined buf narrow f ie ld of exclusion established by case law. We might point out thai fhere 

need be no ambiguity or d i f f icu l ty  wi th this proposal, since the scope o f  the interstate comrnerce 
exemptio:; I .  one of the clearest and best detrned areas i n  the law. 

2. We propose that specific language be added to the act au:!iorizing the 

D e p a r t p ~ n t  nf Revenue (the Commonwealth) toenter into compacts w i t l i  other states for the 
collection of sales and use taxes of those sfclie:, on a reciprocal basis. Although there is  general 

compact language in the present aci, i n  our judgment i t  does not extend to the actual collection 
o f  the taxes o f  other states on a reciprocal basis. There i s  a proposal before the Multi-State 
Tax Comn.i;ssion which wou!d, i f  f inal ly enactnd, create a federal interstate sales and use tax 
col lect ion system whereby tlie state o f  origin would, in  every case, co l lect  the tax, and re- 
distribute i t  to  the state o f  destination i n  due course. Whether such a compact i s  ever enacted 
or not, we ought to have enabling language. But we ought not to restrict ourselves to any 
specific tax collection plan. I t  might be noted that such language w i l l  help to al leviate the 

qualm; ;~, ; . t  persons may have regarding iht. nossible Inequities which may be created by the 
str ict  enforcement of the interstate commerce exclusion. Of course, even i n  i ! l c ,  absence of 

,) . such a compact we already have reciprocal tax credit provisions which would ac- 
. ' complish substantially tlie same result. 
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3.  In addition to the foregoing, Mr. Wagner and I feel that the use tax 
reporting and collection provisions can and should be strengthened. It is our feeling thot much 
more can be done i n  the area of enforcing the use tax provisions of the law. Specifically, we 
would like to see: 

a> A requiremeni that the resale exemptior, be merely presumptive 
unless and l~ntil the person claiming said exemption repork the actval resale to the Cornmonvvealth. 
Of course, such a requirement vilill have to be tailored to situations in  which srnaf! ticket items 
are sold in huge amounts at  retail. Perhaps it might be sufficient, wifh respect to retail sales, 
to simply rcquire the seller claiming the resale exemption to report a sale to a Pennsylvania 
retailor. We think thot this sort of reporting requirement could help plug up one use fax loop- 
hole. 

b) We ought to give some thought to requiring stiffer criminal and 
civil penu!:ies for evasion OF the use tax, including a provision t h u t  pxpcrty upon which 
the use tax has not been paid rncry be deemed contraband subject io confiscation. Furfher, we 
ought to make more use of the bonding pro\!isions under the Sales Tax Act with respeci i-o businesses 
which have been found, by audit, to be evo,';,ig or atiemptiny to evocle, use tax lic~bilities. 
Any business which has been cavgl.~t evading tise tax liabilities ought. to be routinely bonded, 
and the bond ought to be a substarif-ial one. 

c We ought to write some language into the "arms length transaction" 
provisioo~ 01: the Act, establishing a presumption with respect to subsidiary or controlled corpora- 
tions whicf, sell to parent or affiliated corporations, Such fransactions ought t z  5e presumed 
subiect to ;-he arms length rule, and we ought to place the burden of establishing a legitimate 
business purpose upon the taxpayer. 

GHG: jkd 





PERSONAL INCOME TAX 

The Committee rccommerlds ihat there be enacted a personal income tax to be 

levied at a uniform !-ate upon net taxable incon?e (gross incorne less deductions and exemptions) 

as defined for federal tax purposes wi th a vanishing tax credit. 
I 
i 

I 

I 
Since 1950, S fate and local expenditures for essential governmental I 

services have been accelerating a t  an annual rate of 8 to 9% which has been much i n  

excess of the rate of growth of State and local government revenues. The funds needed 

to finance these services have for the !nost pul i  been provided in the past by reliance 

upon regressive general retail sales and property taxes w i th  a l l  o f  the attendant hardships 

inherent i n  such taxes on the f ixed low and il-,cderate income families. This existing tax 

structure hrms not only been ine-qvi table- i n  terms of the distribution of i ts impact, but has 

hi led to !tee? pace wi th the rising costs of necessary governmentul functions. Revenues 

from the general retail sales and property tc,,:; have increased a t  only about 7/'2 the rate 

of growth of government spending a t  ihe State and local governmental level and roughly i n  

proportion to the gross national product. 

The Commi t tee therefore recog:li zes that prevai l ing considera ii ons of  fax 

equity and fairness and the inadequacy of the existing revenue structure news3; fates 

the adop:;on i n  the Commonwealth of Pennsvlvcnia of a state personal income tax. 

Almost every other State i n  the Nat ion has similarly responded to the ca l l  for change i n  

regressive imposts and which do not generate adequate income to a l low gover~ment  to 

administer to the imperative needs of its peop!e. As of the date of this report 41 other 

states have enacted Siafe income tax laws. 



\ Many other addl tional considerations were the subiect o f  the Commif fee's 

L 8 ' delibere tion and which motivated the Cornmi tfcc t~ make this recommendation. One 

such consideration i s  the revenue responsiveness o f  an inconie tax system to economic 

prosperity, commonly referred to as gross tiationat product e!asticity. When the economic 

cl imate i s  good and the economy i s  growing, cullections from income taxes, unl ike those 

from most other consunler taxes, increase a t  a faster rate than does the gross national 

product. This occurs because when persona! inconie increases, previeusly non-taxable 

p r i o n s  are shifted in to taxable categories adding to the col lect ive growth o f  revenue 

income, Recent experiences i n  other States demonstrate !hat a 10% increase i n  economic 

ac t iv i ty  ~ u t o m a t i c c s l l ~  increases State incomr tax co l lec~ ions  b y  15 to 18%. ' l i i i s  obviutes 

the need for acce leraiing t ~ x  rate increases and nevertheless provides addi t-iona l revenue 

to meet expanding demands for essential services upon State government. 
- 

Although the Pennsylvania C+n+n Sonsti tution w i  t l i  i ts existing proscription 

against u cjiaduated tax precludes a fu l l  im;3!crnenta tion of a tax system that s e ~ k s  to impose 

taxes i n  accordance wi th ab i l i t y  to pay, the Stale personal income tax nevertheless would 

a l low for rhe introduction of substantial ~utl>;derations that w i l l  help revers: ::.: trend of 

regression ihat presently exist. Such corlsidc;ations include the relctlng o f  tax ! iab i l i t y  

not  only ; v  the taxpayers' income, but alzc to family size, costs incurred i n  ncquiring business 

income, and those other personal demands on income including, but not l imited to, tax and 

interest payments, charitable contributions, medical expenses, etc.  

In addition, an income tax system usuully results i n  a more equal treatment o f  

indiviciv-1. and households w i th  equal income, a consideration which grows i n  importance 



1 
as the marsin between pcop!efs incomes and their consurner expenditures widen. The 

g *--~r. 3 
personal income tax also provides tho most effective way to give tax relief to the dis- 

advantaged members of our society -- the impoverished. The Committee believes that 

the universality and dominance of the Federal income tax law has prompted most income 

tax states fo conform {-heir own State income tax laws to the Federal Internal Revenue 

Code i n  the interest of minimizing taxpayer inconvenience and administrative costs. 

The administration of a State personal income tax i s  simplified and i ts collectibili ty enhanced 

by coniorming its base to thot reported on Federal tax returns and by utilizins the withholding 

and estlmnted payment procedures similar to those required for Federal taxes. It is estimated 

that the annual yield from such a tax based upon estimated 1970 tuxalsle income figvres 

would cpproxima te $233,700,000.00 for each 1% of tax. 

The definition of tnxable income derived from the Federal Internal Revenue - 
Code lends itself ul-iiquely to Federal - Slute income tax conformi t ) ~ .  Rncnrlse this aspect . 

of Fe.r'ora1 tax law is  already quite expl ic i t ,  the reliance upon a separclte d ~ f i n i  tion of 

taxable income wou Id inevitably result i n  taxpayer inconvenience and cdrni nistra tive 

I . I  r difficui ty . The Cornmi ttee therefore rec~mrnends thot the Commonwea 1 . # .  ,. Pennsylvania 

adspi the Federal definition o f  taxable incornr as the most equiiuble tax br:o upon which 

to predicate its own income tax system. 

Aside from the special treatment of income from Federal obligations 

required by the doctrine of intergovernmental tax immunities and the interest received by 

a taxpuyer from any obligation of a State other than Pennsylvania, the taxable income 

portic;n of most taxpayers for the inco;;;c tax returns could be completed by reference to 

a single figure on the taxpayer's federal income fax return. 
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To facilitate the adopt ion of a State income tax law conforming in all essential 

respects to appropriate Federal Internal Reverrcre Code provisions, this Committee recon~mends 

that the !egislation incorporate i n  one comprehensive ac t  the provisions necessary to deal 

consistent1 y with partnerships, estates, :rusts, beneficiaries and decedents, as we1 l as 

individuals. It should also contain a provision for ciediiii~g residents of the State for 
. i 

I payrnent of income taxes to oiher Staies on income earned i n  such other States. This is a 

practice now followed by 2/3 of the income tax states i n  the interest of consistency with tax 

col lection a t the source and the avoidance of double taxa tion of the same income. 

In making the above recommzndation For fhe imposition of a State personal 

income tax, t l ie  Committee has carefully considered and was sensitive to consti tutio:ml 

limitations and judicial precedenis relating to ihe inposition of a progressive form of 

income tar; ir! Pennsy(vania. l i  is ihe considered opinion of rile Zon~rniriec, aithoug'h by 

n o  mecns rezarded as a legal certainty, {hat  a flat rate type of income tax predicated 

upon taxable income as reported to and ascertai~;:cl by the Federal government most nearly 

meets the Pennsylvania Constitutional sfandard of unifor~ni t~  and minimizes inscfcr as 

possible the chcnce of a successful court attack directed towards the constitufionaliiy of 

such c tax. The judicial history of court decisions interpreting the constitution's uniformity 

clause as applied to various income tax proposals was reviewed. Such decisioc;s hc.;e not 

established any court precedent on the issue of whether the uniformity requi rements preclude 

the imposition of a State flat rate income tax on Federal taxable income. P,lthough not 

compcrrable i n  all respects, the State's corporate net income tax which is levied a t  G uniform 

rate on Federal taxable corporate income, has been upheld by the Pennsylvania Skrpreme 
i 

'.*. Court as not being violative of our constitutional requirer~~ent of uniformify. It should also i: 
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be noted that other slates having ident ical  constitutional uniformity restrictions have 
(-> " 

legal ly imposed personal net income taxes on taxable net income and sclch levies have 

been upheld by the courts of such states. 

Hence ihe Commi~ fee recomtnends {hat the tax be imposed a t  a uniform rate 

upon taxable income as defined for Federal tax put-poses and as reported on l ine 50 of page 2 

the '1970 Federal Income Tax Form 1040. This w i l l  include taxable income from u l l  sources 

including unincorporated businesses and professions adjusted to exclude any income which the 

stafes cannot tax under Federal laws (e .g., interest on Federal securities) and permitting 

the same persons1 exemptions and itemized dediictions from adjusted gross Income iz 

determining taxable income as are now allowed by  Federal law. 

Thc Committee has a!so cal-efully c~nsidered the recent constitutional 

amendment i n  rnal:ing its recommendations tor poverty deduclions and exemptions. 

When the Consi; iutional Convention of 1767 corlsio'ered the matter o f  taxaiion, i t  uo'cied 

new provlsicns to the Constitution. The Convention adopted Ar t ic le  VIII, Section 2 (b) ( i i )  

which provided, i n  part, as follows: "Establish as a class or classes of subjects of taxation 

the property or privileges of persons w h ~ ,  because of age, disabi l i  ty, infirrni ty  or poverty 

are defermined f; be i n  need of tax exemption c:- C? special tax provisions, and for 2;-.;, such 

class or classes, uniform standards and The Commonwealth, or any other 

taxing authority, may adopt or employ such class or classes and standards and qualifications, 

and except as herein provided may impose taxes, grant exemptions, or maice special tax 

provisions i n  accordance therewith . N o  exempfion or special provision shall be made under 

this clause w i th  respect to taxes upon the sale or use o f  personal property, and no exemption 
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from any tax upon real property shall be granted by the General Assembly under this 

clause unless the General Assembly shall provide for the reimbursement of local taxing 

authorities by or through the Commonwealth for revenue losses occasioned by such exemption. " 

This new constitutional amendment has modified the rigidity of the uniformity 

clause with respect to the taxation of individuals i n  corinection with the matter of age, 

disability, i n f i r m i t y  or poverty. The Committee believes that the language of the 

consl-i tutional amendment para l Iels the Federal definitions for determining exemptions and 

is aware that the Internal Revenue Code allows additional exempiions boi-h f o ~ .  blind persons 

and persons 65 years of age oi older. 

The Committee carefully considered the feasibility of a {ax crec?;: system which 

would provide fax relief for low ar~d-moderate income persow nrl the basis of C J ~ ,  d l ~ c b l ! I f ~ ,  

infirmity or poverty. 

The Committee concluded that tnx credits can be employed insf--2 of deductions 

or additional exemptions to adjust the tax burden for an individual i n  order to alleviate 

the regressive aspects of a flat rate income tax system. A system of tax credits is a more 

effective and meaningful method of introducing equity into Pennsylvania's :ax structure 

fhan is u bystem predicated upon deductions from gross income. The credit i s  a straight 

subtraction from tax liability; the deduction merely reduces the amount to which the tax 

rate is to be applied. 

The Committee studied the varioas poverty levels of income as presently 

established and gave serious consideration fn the follo\ving information relativ: to 

j poverty arrd near poverty levels of existence: 



V . . ',4'eIfare Reform B i l l  (Id , R e  9631 T - pages 28 - 25)) wltick disclosed a poverty level . 

.sf $3,728 For a nonfarm family of four persons. 
I 

2. Poverty i n  the U . S . , pub1 ished by the U . S . Census based poverty levels on the 
1 
1 

Department of Agricuiiure's emergency food budget cnd established a poverty le,'vel For a 

nonfarm foiniIy of four as being $3,553. 

3. Social Security Administration defined near poverty as being opproximately one-third 

higher thcfn the poverty Ievef. 1 
I 

4. .Ecorlainic Report of the President, Jar ,~ary,  9869, was interpreted to shew a poverty 

level of $3,728 and a near poverty level of $4,857. 

5 ,  Bureau of Labor Statistics has developed a low sample budget before taxes for an urban 

family "f rvur which for the spring of 176'7 ,,:,s $6,567. The following are t h n  ~?.stimates 

for three Fennsylvcania cities: Philadelphia $5,628; Pitfsburgh $6,487; and Lazcaster $6,445. 

After thorough consideration of the data presented regarding poverty and near 

poverty levels, the Com~ni ttee concluded In iight of existing revenue needs iI~e Common- 

weal tb of Fennsylvania that the poverty level Tor a family of four i n  the Coriiinsn\vealth of 

Pennsylvu~~ia should be established at cnpp;.~;,imatel~ $5,600. This would eq~lcte toa net 

taxable income level as established for federal tax purposes a t  $2,500. 

This level further reflects the delineation of those incomes that fall w i t h i n  a 

characterization of near poverty level. The Committee also decided that tax credits should 

be avc:!zb!z on a diminishing h s i s  10 c! fnmyly  of four, For the faxable Federal net income 

1 .  level ranges between $2,500 and $5,000. Any family of four having a federal net taxable 

C: income UT $5,000 which would roughly ap;rzximafe $8,300 i n  gross income, would ihus not 

have the benefit of any tax credit. A t  this point the tax credit would vanish. The Committee 



)ecornmends that the above-described vcnishing tax credit be allowed against t!ie State income 

t .; 
tax l iab i l i t y  i n  order to offset tlie regressivity of a f la t  tax rate on low and moderate inconie 

fami I ies. 

A schedule showing the vanishing State tax credit available to low and near 

poverty level tuxpayers is included i n  the report as Exhibit A, An analysis of t l ie schedule 

shows that the amount of the tax credit i s  simply based on two variable factors; viz., exemptions 

and taxable incotne. 

For exumple, assuming a tux rate of two percent (2%) of federal taxable income, 

a person who h a s  a taxable income of $3,400 and Five exemptions would tentatively owe 

sixty-eight (68) dollars i n  tax before the applicatinn of the tax credit of fifty-sever) and one- 

hal f  (57.50) dollars which, wlien subfracted would result i n  his actual state tax l iab i l i t y  of 

ten and one-half (10.50) dcl lars, 
< 

I he Committee also considered several plans relating to  tax rel ief  rut >mio r  

citizens wi th f ixed low incomes, The Committee decided tha t the  plans which were discussed 

lacited the basic equity and rel ief  which was desired i n  this area. Consequently, the 

Commil-fee has ~i iade no f inal  recommendation resardlng this problem other than the crdoption 

of House B i l l  No .  103 of +he 7969 Session. Further, the Commitfee strongly urges that 

additional rescrrcl-, and study be conducted i n  order to  develop a feasible plan which would 

include equitable tax rel ief  for a l l  senior citizens of l imited income. 

The Committee, Iiowever, does recognize that our senior citizens are, at least, 

receiving partial rel ief  from the recommended state incotne tax because additional exemptions 

for persons six;)--five years of: age or older a:@ ?-.:'~cted from Federal gross income in 

)determining net taxable income and, i n  addition, the vanisliing tax credit takes in to consideration 

(I;' the number of exeniptions, including exemptions Ldsed on age and blindness, i n  determining 

the amount of the credit. 



While we have taken note of the patterri o f  progressive income tcxation i n  the 

other states wi th respect t o  both earried and unearned income, and although court decisions 

from other states approved PI-ogressive graduated income taxes which were challenged under 

State constib'tional "uniformi ty clauses" identical wi fh thaf i n  the Pen~ is~ l va i i i  a Constitution, 

this Committee recommends at this time adoption of a single rate income fax w i th  equitable 

exemptions based on income level and dependency. We have taken this course because, i n  

our opinion, such tax can best withstand leycil assault. However, we recommend that the 

Legislature act without delay to remove any legal impediment to the enactment of a graduated 

income tax by placing before the electorate o proposed amendment to the C~n:t:fution. 

If, i n  the wisdon~ of any future legislative body, a graduated tax system besf serves the cause 

o f  equituble taxation, that legislative body should be free to  enact legislafion to effectuate 

the sarne. 
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EXHIBIT A 
VANISHING TAX CREDIT 

----- -- . --- 
Nun ber ofxempt;ors 

Net  Tax 
axable a t  1 2 3 4 5 6 7 8 9 10 . 11 72 

Line indicates point a t  which fhere is no tax liability. A 3 .  
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LOCAL GOVERNMZIdT TAXATION 

* 

I .  Avai labi l i ty  and  Use Lr-al Taxes \ 

I I .  Findings 

I 1  I .  Recomtnendations 



T h i s  p o r t i o n  of t h e  r e p o r t  of t h e  Speakers  Cornl i t tee  on T a x ' R e f o m  

t h a t  concerns  l o c a l  t a x a t i o n  d e a l s  on ly  w i t h  "non-real  e s t a t e "  t a r e s .  Rea l  

e s t a t e  t a x e s  have been s t u d i e d  s e p a r a t e l y  by a  S p e c i a l  House Conrmittee on Local  

R e a l t y  Tax Admin i s t r a t i on  and Exemptions. 

In a d d r e s s i n g  i t s e l f  t o  l o c a l  t a x a t i o n ,  t h e  Committee i s  aware of 

numerous problems and compla in t s ,  on t h e  p a r t  bo th  of l o c a l  t axpaye r s  a n d t a x i n g  

j u r i s d i c t i o n s .  These inc lude  t h e  fo l lowing :  

- The i n a b i l i t y  of some l o c a l  governments t o  meet t h e i r  f i s c a l  

r equ i r emen t s  . 
- The r e g r e s s i v e  c h a r a c t e r i s i i c  of l o c a l  t a x  s t r u c t u r e s  p n e ~ a l l y ~  

- The numerous l o c a l  non-property t a x e s  r e f e r r e d  t o  a s  " x i s a n c e "  

t a x e s  . - 
- Fragmented and i n e f f i c i e n t  t a x  c o l l e c t i o n  o r g a n i z a t i o n s  and 

During t h e  c o u r s e  of i t s  d e l i b e r a t i o n s  t h e  Committee h a s  Ciscussed 

, t a x  problzms w i t h  r e p r e s e n t a t i v e s  of r o c a l  governments and had t t 2  - s e  of a  

Pennsyl-vanla Economy League s t u d y  "Non-Real E s t a t e  Taxest1 Septembe- 1969, from 

which r:c-.2 a b s t r a c t e d  t h e  s t a t i s t i c a l  Gats conta ined  i n  t h i s  repfire  



1. 1. LOCAL Ti% SOURCES MlTD TIIEIR USE 

C. - s  
Far- reaching  t a x  e n a b l i n g  l z g i s l a t i o n  a p p l i c a b l e  t o  a lmos t  a l l  

p o l i t i c a l  s u b d i v i s i o n s  lin Pennsylvania  has g iven  t h e  l o c a l  governments ( o t h e r  

t han  c o u n t i e s )  and t h e  schoo l  d i s t r i c t s  i n  t h e  Conrcon~~eal th  a broad r ange  of 

non-rea l  e s t a t e  t a x  s o u r c e s  - g r e a t e r  l o c a l  t a x i n g  a u t h o r i t y  t h a n  i s  g ran ted  

i n  most o t h e r  s t a t e s .  The only  s i g n i f i c a n t  l o c a l  revenue  producer  found i n  

I 
some o t h e r  s t a t e s  b u t  n o t  i n  Pennsylvania  i s  t h e  s a l e s  t a x .  The t a x e s  most 

c o m c n l y  i n  u se  a r c  l i s t e d  below: 

Earned income o r  wage P e r s o n a l  p r o p e r t y  
Per  c a p i t a  Real  e s r a ~ e  t r a n s f e r  
Occupation Amusement 
Occupat iona l  p r i v i l e g e  Mechanical  d e v i c e s  
; i e r c a n t i l e  o r  g r o s s  r e c e i p t s  

Tile s t a t u t o r y  sou rces  of l o c a l  i a x i n g  poiJer a r e  of f o u r  s i g n i f i c a n t  

k i n d s .  The f i r s t  i s  t h e  r e s p e c t i v e  codes of law a p p l i c a b l e  t o  c o u n t i e s ,  t o  

-. -----  m u n i c i p a i i ~ i e s  anfi L O  s c n o o i  d i s t r i r ~ s .  'i'ae scczc$ sm.1rr.e i s  s e p a r a t e  l e g l s l z t i n -  

e s t a b l i s h i n g  t h e  p e r s o n a l  p r o p e r t y  t a x  i n  c o u n t i e s .  

The l a s t  two sou rces  of t a x i n g  a u t h o r i t y  a r e  t h e  g e n e r a l  ts;; enab l ing  

a c t s .  The S t e r l i n g  Ac t ,  enac ted  i n  1932, i s  a p p l i c a b l e  t o  t h e  c i t y  of P h i l a -  

d e l p h i a .  A c t  511 of 1965 i s  a p p l i c a b l e  L V  o t h e r  c l a s s e s  of p o l i t i c a i  s u b d i v i s i o n s  

i n  ;he Cor;xonr:ealth excep t  c o u n t l e s  and excep t  t h e  P h i l a d e l p h i a  and Yi t t sbu rgh  

s c h o o l  d i s ~ ~ i c t s ,  and i s  a d i r e c t  s u c c e ~ ~ ~ i  t o  t h e  p i o n e e r  of such acr; ,  Act 

481 of 1347.  The k i n d s  of t a x e s  a v a i l a b l e  t o  a l l  l o c a l  s u b d i v i s i o n s  and t h e  

e n a b l i n g  a c t s  a r e  d i s c u s s e d  i n  more d e t a l l  i n  succeeding  pa rag raphs .  

Taxes Authorized by Local  Codes o r  Other  Laws 

Pe r  Cap5 t a  Taxes 

A per  c a p i t a  t a x  i s  a  f l a t  r a t e  t a x  l e v i e d  upon each a d u l t  w i t h i n  t h e  

1 
C ) t a x i n g  d i s t r i c t .  The t a x  h a s  no connect ion  w i t h  employment, i n c o e e ,  v o t i n g  
--. 

r i g h t s  o r  any o t h e r  f a c t o r  excep t  r e s i d e n c e  w i t h i n  t h e  co&uni ty .  The t a x  i s  



1 a u t h o r i z e d  i n  t h e  codes  of l a w  f o r  second th rough  f o u r t h  c l a s s  s c h o o l  d i s t r i c t s ,  

QL. ' 
; 

f o r  t h i r d  c l a s s  c i t i e s  ( r e f e r r e d  t o  a s  a  r e s i d e n c e  t a x j ,  and f o r  f o u r t h  t o  

e igh th  c l a s s  c o u n t i e s  a s  a n  a l t e r n a t i v e  t o  t h e  occupa t ion  tax; a l l  of t h e  

fo rego ing  a t  a  maximum r a t e  of $5 . .  P i t t s b u r g h  i s  a u t h o r i z e d  t o  l e v y  a $1 p o l l  

t a x  which,  however, a l s o  h a s  no r e f e r e n c e  t o  v o t i n g  r i g h t s .  Those p o l i t i c a l  

s u b d i v i s i o n s  under t h e  a u t h o r i t y  of  Act 511, the  l o c a l  Tax Enabl ing  Act ,  may 

l e v y  a n  a d d i t i o n a l  pe r  c a p i t a  t a x  a t  a maximum r a t e  of $10. Where a coterminous 

m u n i c i p a l i t y  and s c h o o l  d i s t r i c t  wish t o  l e v y  t h e  same t a x ,  t h e  maximum r a t e  

must b e  shared  between them, a s  i s  t h e  c a s e  w i t h  o t h e r  Act 511 t a x e s ,  

Occupat ion Taxes 

The occupa t ion  t a x  most cornmonly i s  l e v i e d  a t  a  m i l l a g e  r a t e  a p p l i e d  

t o  a n  a s s e s s e d  v a l u e  p l a c e d  on t h e  occupa t ions  of pe r sons ,  i n c l u d i n g  housewives.  

The assessing of t h e  v a l u e  of occcpe t ions  i s  done by ccunty  a s s e s s i n g  a u t h o r i t i e s .  

T h i s  C ~ i r  >,as 2 lccz h i ~ t ~ i - y :  f-zr p r e d a t i n g  :hat .jf the  i~lcomd tax .  E i i s t o s i c a i i y  

t h e  t a x  had t h e  o b j e c t i v e  of ex t end ing  t h e  t a x  burden t o  non-farmers whether  o r  

not  th,> owned l a n d ,  a s  w e l l  a s  of r c l a t i n g  t h e  tax t o  t h e  e a r n i n g  power of t h e  

i n d i v i d u a l .  Eowever, a t  t h e  p r e s e n t  t ime ,  a l t hough  t h e r e  i s  a r ange  i n  t h e  

occupatLon assessments  i n t ended  t o  r e f l e c t  t o  some e x t e n t  t h e  d i f f e r e n t i a l  i n  

e a r n i n g  power among d i f f e r e n t  t y r e s  and l e v e l s  of occupa i ion ,  t h e  - ~ a l u a t i o n s  

themse2v.e~ bea r  no r e l a t i o n s h i p  t c  t h e  p o t e n t i a l  e a r n i n g  power of: k n d i v i d u a l s  

Pn t h e s e  occupa t ions  and i n  some c o u n t i e s  t h e r e  i s  a  f l a t  r a t e  a s se s smen t .  

The occupa t ion  t a x  i s  a u t h o r i z e d  i n  t h e  codes of l a w s ' l o r  f o u r t h  t o  

e ighth c l a s s  c o u n t i e s ,  f o r  c i t i e s ,  boroughs,  and f o r  f i r s t  and second c l a s s  

townships.  The maximum r a t e  i s  t h e  same a s  t h a t  f o r  t h e  r e a l  e s t a t e  t ax  and 

i n  some c a s e s  t h e  i n d i v i d u a l  t a x  orGinance must s t a t e  t h e  same r a t e  f o r  bo th  
\ 
i taxes. Act 511 makes i t  p o s s l b l e  t o  impose t h e  occupat ion  t a x  wi thou t  any 

f-. = 

t..-,j l i m i t s  on t h e  m i l l a g e  r a t e .  It may a l s o  b e  imposed a s  a  f l a t  r a t e  t a x  i n  

w h i c h . c a s e  t h e r e  i s  a $10 l i m i t .  Th i s  a u t h o r i t y  h a s  been used ,  p a r t i c u l a r l y  by 
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school. d i s t r i c t s ,  to impose t a x e s  with ra tes  set exr remely  h i g h  i n  o r d e r  t o  
, . 

\ 
\ conpensa te  f o r  low v a l u a t i o n s  ancl t o  produce s i g n i f i c a n t  t a x  y i e l d s .  There 

f; 
are tax r a t e s  on r e c o r d  a s  h igh a s  11 hundred m i l l s  (110 p e r c e n t ) .  School 

districts have sough t  t o  do t h e i r  own a s s e s s i n g  f o r  t h i s  t a x  b e t  have been 

r u l e d  by the. c o u r t s  t o  be  w i t h o u t  s t a t v t o r y  a u t h o r i t y .  

~ e r c a n t i l e  or  Gross Rece ip t s  Taxes 

M e r c a n t i l e  t a x e s  a r e  inposed on t h e  g r o s s  r e c e i p t s  of  who lesa l e  and 

retail b u s i n e s s e s .  A g r o s s  r e c e i p t s  o r  b u s i n e s s  p r i v i l e g e  t a x  i s  s i m i l a r  bu t  

b roade r  i n  a p p l i c a t i o n  i n  t h a t  i t  i s  l e v i e d  a g a i n s t  t h e  g r o s s  r ~ c e i p t s  of a l l  

who do b u s i n e s s  w i t h i n  t h e  t a x i n g  j u r i s d i c t i o n .  
. 

The two b i g  c i t y  s c h o o l  d i s t r i c t s  a r e  a u t h o r i z e d  by t h e  schoo l  code 

. t o  Ict-y such t a x e s .  I n  t h e  P h i l a d e l p h i a  s c h o o l  d i s t r i c t  i t  i s  a g r o s s  r e c e i p t s  

t ax  s u b j e c t  t o  a  l i m i t  of two m i l l s  (+he taxpayer may elect  to pay at ci rate 

cf. two percelyr on net  income). In the Pittsburgh scl?ool district it i s  a - 
mer r -p i l e  t a x  bu t  a l s o  i n c l u d e s  ,~~,asernent and r e c r e a t i o n  businesses and i s  

s u b j e c t  t o  a  r a t e  l i m i t  of k m i l l  23 wholesa le  b u s i n e s s  and  on^ m i l l  on r e t a i l  

b u s i n e s s .  P i e rcan t i l e  t a x e s  may b e  imposed under t h e  a u t h o r i t y  of Act 511 

s u b j e c t  t o  a l i m i t  of one m i l l  wholesa le  and 1% m i l l s  r e t a i l  c::c=?t i n  t h e  c i t y  

of P i t t s b u r g h  where t h e  l i m i t s  r e s p e c t i v e l y  a r e  one m i l l  and t \ iG  m i l l s .  Gross 

r e c e i p t s  o r  b u s i n e s s  p r i v i l e g e  t a x e s  may a l s o  b e  imposed under Art 511 and a r e  

n o t  s & j e c t  t o  any r a t e  l i m i t s  where a p p l i e d  t o  non-mercantile b u s i n e s s e s .  

P h i l a d e l p h i a  may l e v y  a  m e r c a n t i l e   license^ t a x  under t h e  a u t h o r i t y  of t h e  

S t e r l i n g  Act and i s  s u b j e c t  t o  no r a t e  f i n i t s .  

P e r s o n a l  Proper ty  Tax 

Count ies  i n  Pennsylvania  and c i t i e s  coterminous w i t h  z c u n t i e s  

(Ph i l ade lph ia )  a r e  a u t h o r i z e d  t o  levy  a t a x  on in tGng ib le  p e r s o n a l  p rope r ty  
\ 
j .  ---. ' - -0 a t  a s t a t u t o r y  r a t e  of fou r  m i l l s ,  The t a x  a p p l i e s  t o  mortgages;  o t h e r  i n t e r e s t  

b e a r i n g  o b l i g a t i o n s  and accoun t s ;  p u b l i c  l o a n s  excep t  t hose  of t h e  United S t a t e s ,  
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c.,( the c o r p o r a t e  l o a n s  t a x ;  s h a r e s  of s t o c k  o t h e r  t h a n  t h o s e  s u b j e c t  t o  t h e  

c a p i t a l  s t o c k  o r  t h e  bank s h a r e s  t a x e s .  The P i t t s b u r g h  School  D i s t r i c t  

l e v i e s  a p e r s o n a l  p r o p e r t y  t a x  a t  t h e  same r a t e  under  a u t h o r i t y  g r a n t e d  i t  

by t h e  s c h o o l  code.  The P h i l a d e l p h i a  School  D i s t r i c t  l e v i e s  a  t a x  on unearned 
I 

income. The c i t y  of P i t t s b u r g h  has  s p e c i a l  a u t h o r i t y  under  Act 511 t o  l evy  
I 

i 
a personal .  p r o p e r t y  t a x  w i t h o u t  any d e s i g n a t e d  r a t e  l i m i t .  The r a t e  ; c u r r e n t l y  

is f o u r  ~ l i l l s .  

Other  Taxes 

Second and t h i r d  c l a s s  c i t i e s  a r e  a u t h o r i z e d  i n  t h e i r  r e s p e c t i v e  
I 

codes t o  i e v y  s o - c a l l e d  l i c e n s e  t axes .  I n  t h e  c a s e  of P i t t s b u r g h  t h e r e  i s  no 

l i m i t  on t h e  t a x  r a t e  o r  amount, bu t  tliirci c l a s s  c i t i e s  a r e  s u b j e c t  t o  a l i m i t  

o f  $100. 

m, ~ n e  P h i l z d e l p h i ~  Schoo-1 D i s t r i c t ,  und;r s p e i L a l  L e g i s i a t i o n ,  i s  a51e 

t o  impose a  t a x  of two p e r c e n t  on t h e  proceeds  from pa r imu tue l  wagering.  T h i s  

t a x  a p p l i e s  t o  h a r n e s s  and f l a t  t r a c k  r a c i n g  operating w i t h i n  t h e  c i t y  limits. 

A 1963 Act (P.L. 640) ves t ed  i n  t h e  P h i l a d e l p h i a  C i t y  Counci l  t he  

a u t h o r i t y  t o  a u t h o r i z e  t h e  c i t y  s chov l  G i s t r i c t  t o  impose t a x e s  o-=. "persons ,  

t r a n s a c t i c a s ,  o c c u p a t i o n s ,  p r i v i l e g e s ,  s u b j e c t s  and r e a l  and p e r s o n a l  p rope r ty"  

t h a t  a r e  eaxab le  by t h e  c i t y  b u t  vi;!-. t5e s p e c i f i c  e s c l u s i o n  of 2vp t a x e s  on 

t h e  income of non - r e s iden t s .  

Act 244  of 1967 f u r t h e r  pe rmi t t ed  t h e  P h i l a d e l p h i a  C i t y  Counci l  

t o  a u t h o r i z e  t h e  c i t y  s c h o o l  d i s t r i c t  t o  t a x  t h e  income from "ownership,  l e a s e ,  

s a l e  o r  o t h e r  d i s p o s i t i o n  of t a n g i b l e  and i n t a n g i b l e  r e a l  and p e r s o n a l  p rope r ty"  

of school  d i s t r i c t  r e s i d e n t s  a t  a r a ~ r  n o t  t o  exceed t h a t  of t h e  city earned  

1 income t a x  ( t h e n  2 % ) .  Excluded from such t a x  would b e  i n t e r e s t  from government 

o b l i g a t i u n s  and from bank or  bui ldin:  a n d  l o a n  d e p o s i t s ,  and c a p i t a l  g a i n s  from 

s a l e  of  p r o p e r t y  owned f o r  more than s i x  months. 



'l 
. A c t  16 of 1969 a u t h o r i z e d  t h e  P h i l a d e l p h i a  C i t y  Council  t o  pe rmi t  

, 
\ . r e  s c h o o l  d i s t r i c t  t o  impose a cosrporatc net: income a t  a t h r e e  p e r c e n t  r a t e  

which could  b e  i n c r e a s e d  t o  4% p e r c e n t  J u l y  1, 1972. I f  t h e  t a x  remains  i n  

e f f e c t  a f t e r  t h a t  d a t e  i t  must r e p l a c e  t h e  p r e s e n t  g e n e r a l  b u s i n e s s  g r o s s  

r e c e i p t s  t a x .  

The S t e r l i n g  Act 

By f a r  t h e  most e x t e n s i v e  g r a n t  of t a x i n g  power t o  any p o l i t i c a l  

s u b d i v i s i o n  i n  t h e  Commonwealth, and t h e  e a r l i e s t  o f  t h i s  t ype ,  i s  t h a t  

conveyed t o  t h e  c i t y  of P h i l a d e l p h i a  by t h e  S t e r l i n g  Act of 1932 (53 P.S. 

15971), Thi s  a c t  g i v e s  a  f i r s t  c l a s s  c i t y  t h e  a u t h o r i t y  " t o  l e v y ,  a s s e s s  and 

c o ~ l e c t . . , s u c h  t a x e s  on pe r sons ,  t r a n s a c t i o n s ,  occupa t ions ,  p r i v i l e g e s ,  

s u b j e c t s  and p e r s o n a l  p r o p e r t y .  . . a s  i t  s h a l l  detekmine..  ." w i t h  t h e  l i m i t a t i o n  

t h a t  the c i t y  may n o t  l e v y  o r  c o l l e c t  a  t a x  on any p r i v i l e g e ,  t r a n s a c t i o n ,  
- 

s u b j e c t ,  e t c .  -7hi.ch i s  n o t  o r  may h e r e a f t e r  become s u b j e c t  t o  a  s t a t e  tax r;r 

l i c e n s e  f e e .  Sub jec t  on ly  t o  t h e  fo rego ing ,  t h e r e  a r e  no l i m i t s  on t h e  Binds 

of taxes  v~h ich  P h i l a d e l p h i a  may impose, on t h e  r a t e s  a t  which t h o s e  t a x e s  may 
- - 

be  c o l l e c t e d  nor  on t h e  z g g r e g a t e  amount t h a t  may t h u s  be r a i s e d .  .. . .. . 

Under t h e  broad a u t h o r i t y  of t h e  S t e r l i n g  Act ,  P h i l a d e l p h i a  may 

e n a c t  t a x e s  011 such i t ems  a s  wages, e a r n i n g s  and n e t  p r o f i t s ,  m e r c a n t i l e  

l i c e n s e s ,  arnusdrents,  r e a l  e s t a t e  t r a n s f e r s ,  pa rk ing  l o t s ,  c o i n  Operated 

machines,  bowling a l l e y s ,  and a u c t i o n e e r s .  The income t a x  imposed by t h e  c i t y  

under  t h i s  a c t  a p p l i e s  n o t  on ly  t o  r e s i d e n t s  of t h e  c i t y  wherever t hey  may work, 

but  a l s o  t o  non- re s iden t s  of t h e  c i t y  who r e c e i v e  s a l a r i e s ,  wages o r  o t h e r  com- 

p e n s a t i o n  i n  t h e  c i t y  o r  who conduct  p r o f e s s i o n s  o r  un incorpora ted  b u s i n e s s  i n  

. the c i t y .  
1 



( 1  The "Tax imy th lng  Law 

h3 Comprehensive t a x i n g  a u t h o r i t y  e q u i v a l e n t  t o  t h a t  of t h e  S t e r l i n g  

Act was extended t o  o t h e r  p o l i t i c a L  s u b d i v i s i o n s  i n  t h e  Commonwealth by 

Act 481 of 1947.  As o r i g i n a l l y  enac ted  i t  a p p l i e d  t o  a l l  s choo l  d i s t r i c t s  

except  t h o s e  i n  P h i l a d e l p h i a  and P i t t s b u r g h ,  t o  a l l  c i t i e s  except  P h i l a d e l p h i a ,  

and t o  a l l  boroughs and f i r s t  c l a s s  t omsh i .p s .  Excluded were a l l  c o u n t i e s  and 
I 

all. second c l a s s  townships.  The l a t t e r  were b rough t  under  t h e  a c t  i n  s t a g e s  

s e v e r a l  y e a r s  l a t e r .  The o r i g i n a l  a c t  exclu.ded from l o c a l  t a x i n g  power s u b j e c t s  

OK o b j e c t s  of t a x a t i o n  t h a t  a l r e a d y  were o r  might  become s u b j e c t  t o  t a x a t i o n  

by t h e  s t a t e ,  b u t  other.i,?ise had few e x c l u s i o n s ,  It con ta ined  no l imirs  on t h e  
I 
/ 

r a t e s  cf s p e c i f i c  t a x e s  b u t  l i m i t e d  t h e  o v e r a l l  y i e l d  t o  t h e  e q u i v a l e n t  of 

: t h e  u~a~imum p e r m i s s i b l e  r e a l  e s t a t e  t a x  y i e l d  f o r  t h e  class of s u b d i v i s i o n .  

During succeeding  y e a r s  l i m i t a t i o n s  were imposed on t h e  k i n d s  of t a x e s  t h a t  

might b e  l e v i e d  2116 31sr_\ t ; 5 ~  r n ~ x j m ~ l i l  r a t e s  f c?r ~zraissi!>!c taxes.  \ t ? h ~ ~ 2  - 
maximum r a t e  l i m i t s  a r e  imposed on I n d i v i d u a l  t a x e s ,  t h e  limit lllu3t be shared  

e q u a l l y  by a  s choo l  d i s t r i c t  and any m u n i c i p a l i t y  w i t h i n  i t s  boczda r i e s  l evy ing  

t h e  t a x  u n l e s s  a  d i f f e r e n t  s h a r i n g  i s  mutua l ly  a g r e e a b l e ,  The c i t y  of P i t t s b u r g h  

is a u i e  t o  l e v y  and c o l l e c t  t h e  x,::Lzum r a t e  on any Act 511 taxes  i t  uses  

because  t h e  s c h o o l  d i s t r i c t ,  w i t h  s z p a r a t e  t a x t n g  a u t h o r i t y ,  does n o t  come under 

t h ~  A,:. The a c t  was e x t e n s i v e l y  r ~ c n c i t t e n  i n  1965 and emerged a s  a new ~ c t  511 

of t h a t  y e a r ,  

The p e r  c a p i t a ,  occupatiorl  and m e r c a n t i l e  t a x e s  t h a t  may be  l e v i e d  

b o t h  under t h e  a u t h o r i t y  of Act 511 and under o t h e r  laws have a l r e a d y  been d i s -  

cussed .  Fol lowing  a r e  o t h e r  t a x e s  t h a t  a r e  l e v i e d  pu r suan t  t o  t h i s  a c t  

toge ther  w i t h  l i m i t s  on maximum r r z s  i f  t h e r e  a r e  such.  I n  a d d i t i o n  t o  t h e  

1 :. t a x e s  . d e a l t  w i t h  h e r e ,  t h e  a c t  c o n t a i n s  a l i m i t  of two p e r c e n t  on s a l e s  t a x e s  

on t ~ a n s f e r  of t a n g i b l e  p e r s o n a l  y r o p e r t y .  Nowhere e l s e  i n  t h e  a c t  i s  t h e r e  
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s p e c i f i c  a u t h o r i t y  t o  Levy a s a l e s  tax and such a l o c a l  t a x  would appear  t o  . 

2 $ 
k-*z 

be s u b j e c t  t o  t h e  p r o h i b i t i o n  a g a i n s t  a t a x  "on a privilege, t r a n s a c t i o n ,  s u b j e c t ,  

occupat ion  o r  p e r s o n a l  p r o p e r t y  vh ich  i s  now or does  h e r e a f t e r  become s u b j e c t  

t o  a s t a t e  t a x  o r  l i c e n s e  f e e , "  En any case ,  no such t a x e s  a r e  l e v i e d  f o c a l l y .  

Earned Income Tax 

Thfs t a x  i s  l e v i e d  upon t h e  wages, s a l a r i e s ,  commissions, n e t  p r o f i t s ,  

or  o ther  compensation of t h o s e  who e a r n  incoae w i t h i n  t h e  t-axing j u r i s d i c t i o n .  

I e  i s  a p p l i c a b l e  t o  employed i n d i v i d u a l s ,  un incorpora ted  b u s i n e s s e s ,  p a r t n e r -  

s h i p s  and p r o f e s s i o n a l  pe r sons .  P o l i t i c a l  s u b d i v i s i o n s  imposing t h i s  t a x  a r e  

s u b j e c t  t o  uniform p r o v i s i o n s ,  conta ined  i n  Act 511, governing t h e  scope  of t h e  

* tax and t h e  procedures  f o r  i t s  c o l l e c t i o n .  So-cal led "unearned income" from 

r e n t a l s  fir inves tments  i s  n o t  i nc luded .  School d i s t r i c t s  may n o t  lcvy t h e  t a x  

upon non- re s iden t s  . For c i t i e s ,  boroughs and townships,  any such t a x  pa id  i n  - 
the caxlng c i i s ~ r i c c  of r e s i d e n c e  b e c o ~ e s  a creciLt agal:i--.~ d Ldn i i ~ v i l l t j ;  ii~ 

a t a x i n g  d i s t r i c t  of employment. Furrsnermore, any t a x  paj-d i n  Phi?.acielphia 

under t h e  S t e r l i n g  Act becomes a  c r e d i t  a g a i n s t  an  income t a x  l i a b i l i t y  under 

t h i s  ac t  511 a  d i s t r i c t  of r e s idencc  I z  a suburb:- A s  a  r e s u l t ,  t k r r -  a r e  f e w  

Income Laxes i n  t h e  P h i l a d e l ~ h i a  subiirban a r e a .  

This t a x  i s  s u b j e c t  t o  a m-:mum r a t e  of one p e r c e n t  w F i r h  must be  

sha red  between t h e  schoo l  d i s t r i c t  and t h e  m u n i c i p a l i t y  i f  b o t h  impose t h e  

t a x .  'h excep t ion  i s  t h e  c i t y  of Scranton  which, by amendment, has  s p e c i a l  

a u t h o r i t y  i n  t h e  a c t  t o  impose a  one pe rcen t  t a x  r e g a r d l e s s  of t h e  schoo l  

d i s t r i c t  t ax .  P o l i t i c a l  s u b d i v i s i o n s  Fay r e q u i r e  t h e  wi thho ld ing  of wage 

t a x e s  L, m p l o y e r s  w i t h i n  t h e i r  j n r L z ? l c t t o n  i f  t h e  t a x  is l i s t e d  I n  a  

\ r e g i s t e r  publ i shed  annua l ly  by t h e  Department of Community A f f a i r s .  



Occupat i o n a l  P r j v i l  - egc  Taxes - 

[ 'i 
1 These t a x e s  a r e  l e v i e d  upon ind iv id i aa l s  f o r  t h e  privilege of 

k,-o' 

employment within t h e  t a x  juri .scti .ction. This is t h e  one t a x  which a 

p o l i t i c a l  s u b d i v i s i o n  may c o l . l e c t  f r o n  non- re s iden t s  working w i t h i n  i t s  

b o r d e r s  r e g a r d l e s s  of what o t h e r  t a x e s  they  pay where they  l i v e .  The maximun! 

r a t e  is $10. Each person  s u b j e c t  t o  an  o c c u p a t i o n a l  p r i v i l e g e  t a x  may be 

r e q u i r e d  t o  pay i t  on ly  once d u r i n g  t h e  y e a r  r e g a r d l e s s  of t h e  nrmber of j u r i s -  

d i c t i o n s  i n  which he  i s  employed d u r i n g  t h a t  p e r i o d .  The o r d e r  of p r i o r i t y  f o r  

t h e  r i g h t  of t a x i n g  j u r i s d i c t i o n s  t o  c o l l e c t  i s  s p e c i f i e d  f o r  t h o s e  c a s e s  where 

a person  r e s i d e s  i n  one and i s  empioyed i n  one o r  more o t h e r  j u r i s d i c t i o n s .  

A 19bS ~ o n s t ~ t u t i o n a l  amendment authorizecl  l o c a l  t a x i n g  j u r i s d i c t i o n s  

to exempt from o c c u p a t i o n a l  p r i v i l e g e  t a x e s  ! 'persons deri.vi.ng l e s s  t h a n  $ i , 0 0 0  

p e r  y e a r  from such occupat ion ."  (Ar t .  IX, Sec. 1 ) -  The 1968 const i tu1: ional  

r e v i s i o n s  d e i e t e d  t h i s  s c e c i f i c  exemption a u t h o r i t y ,  a l though t h e  e f f e c t i v e  - 
d a t e  i s  n o t  c,,,;i-ely c l e a r ,  a t  t h e  same tiiLlL g i v i n g  t h e  l e g i s i a r b r e  

to prov ide  f o r  tax exemptions on a  broader  b z s i s  t h a n  t h i s .  

Rea l  E s t a t e  T r a n s f e r - T a x  

The r c z l  e s t a t e  t r a n s f e r  t a x  may be imposed a t  a  maximum r a t c  c h n e  

p e r c e n t  upon t h e  t r a n s f e r  p r i c e  of r e a l  p r o p e r t y .  The county r e c o r d e r  of deeds 

usual1.y i s  t h c  :gent of t h e  t 2 x i n g  j u r i s d i c t i o n  f o r  t h e  c o l l e c t i o n  of :t: t a x  

a l t h o u g h  n o t  n e c e s s a r i l y  s o .  Act 511 c o n t a i n s  r e s t r i c t i o n s  on t h e  impos i t i on  

of t h i s  t a x  on t h e  t r a n s f e r  of p r o p e r t y  w i t h i n  f a m i l i e s  o r  i n  e s t a t e  c a s e s  o r  

o t h e r  c i r cums tances  o t h e r  t han  o r d i n a r y  s a l e .  

T h i s  Lax provided t h e  f i r s t  example of w11at may happen when t h e  

Common~cealth imposes a  t a x  t h a t  a l r e a d y  2s LII u s e  by p o l i t i c a l  subd iv i s io r i s  

.hder  t h c  terms of t h i s  a c t .  Under Act of 1951 (P .2 .  1 7 4 2 ) ,  a s  amended, t h e  
lC- ' \ 
C .' Commonwealth a l s o  imposed a  r e a l  e s t a t e  t r a n s f e r  t a x  zt a r a t e  of one p e r c e n t .  
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[ "A 
-\.. . p s i m f l a r  t a x e s  t h e n  o r  subsequen t ly  imposed by l o c a l  gover rmcnts  unde r  terms of 

e x i s t i n g  l e g i s l a t i o n .  

Other  Taxcs --- 

An a d c s s i o n s  t a x  nay b e  enac t ed  a p p l i c a b l e  t o  " p l a c e s  of amuiement, 

a t h l e t i c  e v e n t s  and t h e  l i k e . "  The maximum r a t e  i s  10 p e r c e n t .  Under a  1965 
I 

I 
ame~ldrne~lt t o  t h e  o l d  Act 481 and con t inued  i n  Act 511, a l l  p o l i t i c a l  s u b d i v i s i o n s  

e x c e p m t h e  c i t y  P i t t s b u r g h  were p r o h i b i t e d  from l e v y i n g  t h i s  t a x  on ooti .on 

p i c t u r e  t h e a t e r s  e f f e c t i v e  January  1, 196G. 

A t ax  may be  l e v i e d  on mechanica l  d e v i c e s  s u c h  a s  p i n b a l i  x c ! l i n e s ,  

vending machi-.es, j uke  boxes ,  o r  poo l  t a b l e s .  The law c o n t a i n s  no 1ii;lit on t h e  

maximum r a t e  of such  a  t a x  and i t  i s  found t o  be  imposed e i t h e r  a t  a f l a t  d o l l a r  

r a t e  o r  a s  a  pe rcen tage  of t h e  r e c e i p t s  of: t h e  mac?line o r  d e v i c e .  

R e s t r i c t i o n s  on T a s i n ~  A u t h o r i t y  

A c t  511 conta i r l s  a  number of r e s t r i c t i o n s  on t h e  t a x i n g  a u r ~ u r i t y  g ran t ed  

l o c a l  s u b d i v i s i o n s ,  most of which were enac t ed  a t  an  e a r l y  d a t e  i n  t3e h i s t o r y  

- of o l d  A c t  461  and most of which r e p r e s e ~ ~ ~ ~ d  r e a c t i o n s  t o  c e r t a i n  tiz::c t h a t  

had Leen h p c s e d  by one o r  more ~ c l i t i c a i  s u b d i v i s i o n s .  These r e s t r l c t i o n s  

i n c l u d e  p l o i ~ i l i t i o n s  of l o c a l  t a x a t i o n  v 5  z a t u r a l  r e s o u r c e s ,  manufz;:.-rsd 

p r o d u c t s ,  farm p roduc t s  o r  t h e  p r e p a r a t i o n  and p r o c e s s i n g  t h e r e o f ,  t r a n s p o r t a t i o n ,  

l o a d i n g ,  ur , loading,  dumping o r  s t o r a g e ;  cchool  d i s t r i c t  t a x a t i o n  of t h e  income 

of non-residents; t a x e s  on p e r s o n a l  p r o p e r t y  s u b j e c t  t o  t h e  f o u r  m i l l  county  t a x  

( P i t t s b u r g h  c i t y  i s  n o t  s u b j e c t  t o  t h i s  p r o h i b i t i o n ) ;  g r o s s  r e c e i p t s ,  s e r v i c e s ,  

p r i v i l c ~ e s  and  t r a n s a c t i o n s  connec ted  w i ~ ; ~  t h e  r e n d e r i n g  of p u b l i c  u r l l i t y  

) s e r v i c e s .  Taxes may n o t  be  l e v i e d  on mobi le  homes o r  house t r a i l e r s  t h a t  a r e  

cl' s u b j e c t  t o  i e a l  e s t a t e  t a x e s  u n l e s s  t h e  same t a x  i s  l e v i e d  on a l l  o t h e r  r e a l  



proper ty  i n  t h e  s u b d i v i s i o n .  

The a g g r e g a t e  of all l o c a l  t a x e s  l e v i e d  by a p o l i ~ i c a f  subdivision 

tmder t h e  p r o v i s i o n s  of Act 511 may n o t  exceed t h e  e q u i v a l e n t  of I 2  i-i.11~ on 

the market  val-ue of t a x a b l e  r e a l  e s t a t e .  

Non-Property Taxes - T h e i r  Use --- & Yie ld  

Pennsy lvan ia ' s  l o c a l  governments r a i s e d  over  $1!5 biS-l ion i n  t a x  
revenues  I n  1967 ( schoo l  d i s t r i c t s  - 1967-68). Ttro-thirds of t h i s  came from 
real e s t a t e  t axes  and the '  remaining t h i r d  from o t h e r  t a x e s .  

D e t a i l s  concern ing  t a x  y i e l d s  and u s e s  a r e  shown i n  Tab le s  I ,  2 and 
3 on pages t h a t  fo l low.  

Over a q u a r t e r  of a b i l l i c n  d o l l a r s  was r a i s e d  f rc r t  t h e  earned  income 
tax (Table  1)  and, i n  l i g h t  of P h i l a d e l p h i a ' s  subsequent  i n c r e a s e  i n  r a t e  p l u s  
normal growth, i t  i s  l i k e l y  t h a t  t h e  t ax  i s  b r i n g i n g  i n  abour  $400 m i l l i o n  du r ing  t h e  
current .  y e a r .  

For c o u n t i e s ,  i n  to ta l . ,  t b ~  ~ e r s o n a l  p r o p e r t y  t a x  r u n s  second t o  t h e  
r e a l  esLaLe i n  imporLance (Table 2 ) .  For a l l  o t h e r  c l a s s e s  of j u r i . ; d i c t i o n s  
t h e  income t a x  r e t u r n s  t h c  second h i g h e s t  percentage  of t o t 2 1  t a x e s .  The 
perccnl-?ges s k s : ~  '::ere 0k~,:r2 t>n, f e e t ,  rzveslz:! ir. T - 5 1 ~  3 ,  ';I:'?: <zx?lvi?zzl  
t a x e s  a r e  ievlcd. by only  a  p o r r l o n  u; L I I ~  yurisd;ct;~::s e i l c ~ ! ~ l c _  + + ^  u s e  t l l e m  

b u t  t h e t ,  on t h e  o t h e r  hand, every t a x  shown i s  an  impor t an t  revenue s o u r c e  f o r  
c e r t a i n  p o l i t i c a l  s u b d i v i s i o n s .  

The non-rea l  e s t a t e  tex  most commonly l e v i e d  i s  t h e  p e r  capi ta  f a x  
(Table 3 j  imposed by 2 , 0 7 5  j u r i s d i c t l a n s  under Act 511 and Sy 709 under  t h e  
v a r l o u r  -cdes (obvious ly ,  many of r h ~ s e  overlapJ-.. The nex t  z o s t  f r e q u e n t l y  
imposed t ax  i s  t h e  earned income tax  -- t h e  l a r g e s t  revenue n roduce r ,  The 
mercantile t a x  i s  used most In t ens i l ?e ly  by c i t i e s ,  t h e  occu~ ; . a t i on  t a x  by 
boroughs and second c l a s s  townships.  
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p/ I r l c ludes  Second Cl?ss k C i t y  - S c r n n t o n  C i t y  

n /  T o t n l  i n c l u d e s  delinquent t a x c s  8nd rayz-'cnts i n  l i e l ~  of  t n x c -  ns tnllors: - 

P h i l a d e l p h i a  Schcc-l 3 i r ; t r i c t  
. . 

P i t t s b n r ~ h  S c h s 3 i  - : s t r i c t  
Second C l n s s  Sc! ) r s i  2 I s t r i c t s  
' l l ~ l  r d  C l o s s  Sc!:x1 C i s t r i  c t s  
F o u r t h  C l o s s  S c k c o l  > i s t r i c t s  

l i e u  o r  triYc; 
.25$ 





6 /  Phi lad-c lphia  C i t y  ~ o v e r m e n t  - in r e a l i t y  a c o n s o l i d a t e d  c i t y - c o w t y  - 
govcrnmc~it .  Taxes ,  s i n i l e r  t o  "ACC 511" t axes ,  w e  le-vied under a u t h o r i t y  
of t h e  S t e r l i n g  Act .  

b/ P h i l a d e l p h i r ~  City School D i s t r i c t  taxes a r e  au t i l o r i zed  Ly ordiriance of t h e  
6 

P h i l c d e l p h i c  C i t y  Counci l .  

C/ P i t t s b i ~ r g i l  C i t y  School C i s t r i c t  t w e s  are s p e c i f i c a l l y  au tho r i zed  by t h e  - 
. State Legislature. 

d/  Philadelphia C i t y  School  District Uneerned Incone Taw. - 
e/ Pitts.burp,h City Per sona l  Proper ty  TEX is iimposed under  Act 511. - 
i/ P h i l n 8 e l p h i a  C i t y  Schocl  D i s t r i c t  Geneleal Bus iness  Tax. - 
&/ Phi l adc lp l l i n  City School D i s p i c t  a l s o  l e v i e s  e Pari-l:utl;el B e t t i n g  Tcx. 

- - h l   TI^ r t l l i i t i nn ,  PF4:tz>:;;I City imposes a Zusiness  f i l v l l ege  Taw, e f f ec t i ve  . J 

Febxzzwy 1, 1369. 

P i t t s L d r g h  City School D i s t r i c t  l i lercant i le  L icense  Tax. 

/ Excluries Philadel-phis County. County governrn,ent i n  P h i l a d e l p h i a  i s  no t  
s e p a r ~ t ~  from t h e  c i t y  goverraerrb. 

k/ Tax i c  imposed by a r e l a t i v e l y  s m a l l  number of scl iool  Ziis'cric.is. & a c t  - 
number i s  n o t  known. 

I./ Inclu, i -e  2nd c l a s s  A c i t y  - S c r a n t ~ ~  City - 
Note: Thc real e s t a t e  tax is  l e v i e d  by a l l  t a x i n g  J u r i s d i c t i o n s  exc~pt one 

borough olld f i v e  second c l a s s  to:mshias.  



The C o m : i t t c e  f i n d s  c h a t ,  i n  g e n e r a l ,  t h e  t a x  s t r u c t u r e s  of 

P e n n s y l v a n i a ' s  c o u n t i e s ,  n u n i c i p a l i t i e s  a n d  s c h o o l  d i s t r i c t s  h a v e  numerous 

b u i l t - i n  i n e q u i t i e s ,  a r c  r e l a t i v e l y  r e g r e s s i v e ,  and i n c l u d e  a number o f  

n u i s a n c e  t a x c s .  The r e g r e s s i v e  n a t u r e  -of t h e  r e a l  e s t a t e  t a x  and  o f  c e r -  

t a i n  f l a t  r a t e  p e r s o n a ?  t a x e s  a r e  n o t  compensn:cd by a n y  p r o g r e s s i v e  

c h a r n c e e r  i s t i c s  o f  p r c s c i i t  l o c n l  t a x c s  on  e a r n e d  i n c o x x .  Tlie b r o a d  pro-  

v i s i o n s  o f  t h c  L o c a l  'Tax E n a b l i n g  Act ( A c t  511 of  1965)  p c r n i t  t a s c s  wl i i c l~  

d u p l i c a t e  c e r t a i n  t;l::cs a u t h o r i z e d  u n d e r  t h e  r c s p c c t i v e  1 . 0 ~ 2 1  govcrn::cIl t 

c o d e s  a n d  t h u s  l c a d  t o  ovilr lappin;:  o r  d u p l i c . n t c  t a x c s  l e v i c d  upon t h e  sa::;c 

s u b j e c t s .  D c s p i t c  t l lc  ; ~ v a i l a l ) i l i t y  t o  m u n i c j p a l i ~ i c s  and s c h o o l  distr icts of n u m e r o u s  

t y p e s  of  noii-property ta : i e s ,  t h e  l i n i L s  ic:poscci on t h e  r a t e s  and  t h c  z i ~ n c r  

of  a l l o c a t i n ; ;  ~J:.;cs 3s b e t ~ e e n  t a x i n g  j u r i s d i c t i o ; i s  o f  i.:::i)ly:::cn~ and ~ i l o s c  

of  r c s i d c n c e  linvc r e s t r i c t e d  t l ic  p r o d u c t i v i t y  o f  non-l>ro;;~:1-t:: tn:; s o u r c e s  

i n .  t h c  l ~ r b a n  c e n t e r s  and r c s u l t r d  i n  uiiduc p r c s s u r c  o n  tllcl r c a l  e s t a t e  tc~s. 

-.--. ;.. 7?!c~cc 2r.d c:!?2r .?r,n:.c:r, 2 f  &I- , ,rt. . . . ,LL t . ~ ? '  s f i 2 d i i . z ; : ~  L ~ C  CG:..;.L.~ILC" L J ~ I  ; I ‘  

more d e t a i l  b;.ldw. 

Earned Inco~.::c Tns_ 

The Committee f i n d s  t11;lt t i?c  cal-ncd inco : . ;~  Lax, a!Ll!~11r,'i :he 

mos t  p r o J u c t i v c  of l o c a l  non-ren J t .s tntc La:.:cs, h a s  s c v c r a l  s;':cr::::;in:;s. 

F i r s t ,  t l ie  t a x  i s  n o t  p ro ; r c s s i \*c  i n  i t s  ic :pzct  upon t!:c t a x -  

p a y e r .  S i n c e  t h e  t n s  n u s t  b e  I ~ v i c c l  a t  a  f l a t  r n t c  upon c a r n c d  I I I L ~ , , , ~ ~ ,  

w l t h o u t  any  e s c m p t i o c s  o r  dcc~uc t ! ' nns ,  t h e  ic:pact of  t l ic  :ax 3 t  LLai c a n  b e  

o n l y  p r o p o r t i o n a t e  - t h a t  i s  t h e  s a n e  p e r c c n t a L c  a t  a l l  l e v e l s  of e a r n e d  

Second ,  t h e  t a x  i s  l i a i t e d  t o  r a r n c d  i n c o n c ,  i n c l u d i n g  n c t  

p r o i i t s  of u n i n c o r p o r a t e d  businesses, p r o p r i c t o r s h i p s  and p r o f e s s i o n s ,  and 

2,,s n o t  i n c l u d e  o t h e r  f o r ~ n s  o f  IllLonIe such  as  r e n t s ,  r o y a l t j c s ,  i q t c r c s t  

o r  d i v i t l c n d s .  T h i s ,  of c o u r s e ,  n a r r o u s  t h e  t a x  b a s e  and t h u s  r e d u c e s  t h e  

y i e l d  f rom a n y  p a r t i c u l a r  t a x  r a t e .  It a l s o  may have t h e  e f f e c t  o f  making 

t h e  t a x  r c g r e s s 5 v e  i n  c e r t a i n  c a s e s  i f  i t  is  assumed t h a t  p e r s o n s  i n  I ~ i g h e r  



f 
I.. - 

income braclc.ets a r e  l i k e l y  t o  Izave g r e a t e r  p r o p o r t i o n s  of income f r o n  

inves tment  s o u r c e s .  'ihus, a f l a t  rate t a x  on earned  income may hecome a 

decreasi.nl; pe rcen tage  of t o t a l  income a t  h i g h e r  s a l a r y  l e v e l s .  

Thfrd.,  t h e  c -x i s t i ng  s t a t u t o r y  l i m i t  on t a x  r a t e s  h a s  proven too  
I 

r e s t r i c t i v e  t o  meet t f ie  needs of many l o c a l  governments.  Ou t s ide  of 
I 

Phil-adelphia ,  P i t f s b u r g h  and Scranton ,  the maximum r a t e  l i m i t  of t h e  t a x  

'most conmoni-y i s  shared  between t h e  munic ipa l j - ty  and t h e  ca te rminous  o r  

overlappi-ng schoo l  d i s t r i c t .  Thus, t h e  nominal one p e r c e n t  r a t e  limit 

, beconles one-half of one pe rcen t  f o r  each t a x i n g  body, A s  2 r c su l . t ,  i n  

the l a r g e r  urban  c e n t e r s  ( c i t i e s  and a few boroughs) w i t h  t h e  earned 

income t a x  be ing  co l - l ec t ed  from r e s i d e n t  ~ ~ o r l ~ e s s  O I I . ~ ~ ,  t o t a l  revenue needs 

a r e  l i k e l y  t o  r e q u i r e  impos i t i on  of r e a l  e s t a t e  t a x e s  r~hi-ch a r c  s n b s t a ~ ~ -  . 
? ' _ ?  Ly h ighe r  t han  thosc: i n  11'-- l.L zxrrounding suburban a r e a s .  School 

. .. 
c i i ~ t r i c . t s ,  most of ~~li lo~n ievy Lhe earneci i11cu111tl cax a t  t'rlc? i~i;;;:esi: r a i e  

a v a i l a b l e  t o  them, n e v e r t h e l e s s  f i n d  i t  neces sa ry  t o  impose r e a l  e s t a t e  

t a x e s  f a r  h ighe r  t han  t h e  nominal s t a t u t o r y  r a t e  l i m i t s ,  1~7hich can  be  

exceeded i n  o r d e r  t o  pay such c o s t s  a s  mancfated t eache r  s a l a r i e s ,  d e b t  

s e r v i c e  and a u t h o r i t y  r e n t a l s .  

Four th ,  t h e  c o l l e c t i o n  of t a x  i s  t o o  fragmented t o  be  econom- 

i c a l  and f u l l y  e f f e c t i v e .  Although t h e r e  a r e  a number of j o i n t  c e n t r a l i z e d  

wage t a x  c o l l e c t i n g  bureaus ,  most of t h e  l o c a l  t a x i n g  j u r i s d i c t i o n s  i n  t h e  

Comonscealth c o l l e c t  t h e  tax i n d i v i d u a l l y .  Conp l i ca t ions  are created, both 

f o r  t h e  taxpayer  and f o r  t h e  emnloyer who must wi thhold ,  by + h e  mu i t i -  

p l j - c i t y  of t a x i n g  u n i t s  and by t h e  over lapping  of s choo l  d i s t r i c t s  on 

m u n f c i p a l i t i e s  w i t h  whom they  niay o r  may n o t  s h a r e  t h e  t a x .  Srnall t a x i n g  

j u r i s d i c t i o n s  l a c k  t h e  r e s o u r c e s  f o r  s t r o n g  enforcen~cnt  and t h e  size t o  3~rrni.t 

economical c o l l c c t i o n ' p r o c e d u r c s .  



f '  
"-2 The Occupatioll Tax -- 

The occupat io i l  t a x ,  d a t i n g  baclc t o  t h e  las t  c e n t u r y ,  apparent1.y 

was in tended  o r i g i n a l l y  t o  bea r  some e q u i t a b l e  r e l a t i o n s h i p  t o  a t ax -  

p y e r ' s  a b i l i t y  t o  pay, through a system of graded v a l u a t i o n s  based upon 

t h e  presulned e a r n i n g  p o t e n t i a l  of h i s  occupa t ion .  I n  a c t u a l  p r a c t i c e ,  

and p a r t i c u l a r l y  i n  t h e  modern e r a ,  ' t h e  tAx h a s  hccome h i g h l y  inequi tzable  

because  of w ide ly  v a r y i n g  s t a n d a r d s  and p rocedures  and because  of i n a c c u r a t e  

a s se s smen t s .  With t h e  advent  of t h e  l o c a l  earned  income t a x ,  t h e  occupa- 

t i o n  t a x  h a s  l o s t  any v a l i d i t y  i t  might have had a s  a  t a x  r e l a t c d  t o  the 

a b i l i t y  t o  pay of t h e  t axpaye r .  

l a e r e  t h e  t a x  i s  imposed a t  r a t e s  comparable  t o  t h o s e  of' l o c a l  

real  e s t a t e  t a x e s ,  under  v a r i o u s  of t h e  l o c a l  government codes ,  t h e  y i e l d  
- 

i s  r e l a t j - v e r y  i n s i g n i f i c a ~ l t  and sometimes s o  lo\.? a s  b a r e l y  t o  o f f s e t  t l ~ c  

c o s t  of  ac in i i~ is te r j .ng  and c o i i e c r - i n g  tlle Lax. ln such c i r cums tances  l r  

c an  t r u  be d e s i g n a t e d  a nu i sance  t a x ,  

Where t h e  t a x  i s  imposed, a s  i t  now is ,  by a  number of s choo l  

d i s t r i c t s ,  under  t h e  a u t h o r i t y  of  Act 511  and a t  u n l i m i t e d  and ex t remely  

h i g h  m i l l a g e  r a t e s ,  t h e  b a s i c  inequities of t h e  t a x  a r e  magni f ied  f o ~  t h e  

t a x p a y e r s  f r  t hose  j u r i s d i c t i o n s .  

The occupa t ion  t a x  a l s o  may be  l e v i e d  a t  a f l a t  r a t e  s u b j e c t  t o  

a l i m i t  of $10.00. Such a  t a x  i s  on ly  a pe r  c a p i t a  t a x  under  ano the r  name. 

The o c c u p a t i o n a l  p r i v i l e g e  t a x ,  imposed a t  a  f l a t  r a t e  w i t h  a  $10.00 l i m i t  

upon a l l  who a r e  employed w i t h i n  t h e  t a x i n g  j u r i s d i c t i o n ,  w i l l  be con- 

s i d e r e d  i n  t h e  d i s c u s s i o n  of non - r e s iden t  t a x a t i o n .  
\ 
/) 

The Per  C a p i t a  Tax c-'? 
The Committee b e l i e v e s  t h a t  t h e  p e r  c a p i t a  t a x ,  a s  p r e s e n t l y  

imposed i n  Pennsy lvan ia ,  i s  n o t  a d e s i r a b l e  t a x  f o r  s e v e r a l  r ea sons .  F i r s t  



1 
f -. its f l a t  r a t e  d c e s  i t  r e g r e s s i v e  i n  n a t u r e .  Seco~ld ,  because  of P t s  

.- >" 

b p o s i t i o n  under  t h e  authority of b o t h  Act 511 and t he  s e v e r a l  l o c a l  govern- 

ment codes ,  t h e  taxpayer i s  s u b j c c t  n o t  t o  one, b u t  t o  s e v e r a l  p e r  c a p i t a  

taxes (as many as f i v e  i n  a t h i r d  c l a s s  c i t y ) .  T h i r d ,  because  the f l a t  

ra te  makes i t  n e c e s s a r y  t o  m a i n t a i n  a r e l a t i v e l y  low rate l i r n i t ,  and 

because  of poor  enforceinent ,  t h e  y i e l d  from an i n d i v i d u a l  t a x  i s  r a t h e r  

modest,  

Taxa t ion  of Son--Resident Ti\Torl:ers - -- 

The c e n t e r s  of 'employment i n  t h e  Conmon.i<ealth, t o  which thousands 
I 

of workers  commute each day ,  r e t u r n i n g  t o  t h e i r  homes a t  n i g h t ,  o f t e n  have 

inadequa te  t a x  r e s o u r c e s  t o  mzet t h e  c o s t s  of governmental s ~ r l ~ i c e s  pro- 

v ided  f o r  t h e s e  workers .  

With t h e  s o l e  excep t ion  of t h e  C i ty  of P h i l a d e l p h i a ,  a  n u n i c i -  

p a l i t y  l e v y i n g  an income t a x  must a l l ow f u l l  c r e d i t  t o  non-res ident  i ~ o r k e r s  

fo r  t a x e s  they  pay t o  t h e i r  mun ic .~ .pa l i t i e s  of r e s i d e n c e .  A s  a r e s u l - t ,  t h e  

i m p o s i t i o n  of a n  income t a x  by a n  urban  employment c e n t e r  i n v a r i a b l y  h a s  
\ 

' -  
been fol.loved by a  " r ipp le"  e f f e c t  i n  t h e  adop t ion  of income t a x e s  by t h e  (;I ' B 

su r round ing  suburban j u r i s d i c t i o n s .  The s o l e  a v a i l a b l e  t a x  t h a t  i s  d i r e c t l y  



\ related t o  employment is t h e  occupaLiona1 p r i v i l e g e  tax which i s  i~nposed  

cd ((mostly by m u i ~ i c i p a l i t i e s  -- only  a  h a n d f u l  of s c h o o l  d i s t r i c t d  a t  a f l a t  

r a t e  s u b j e c t  t o  a $lO,OO l i m i t .  Th is  tax s u f f e r s  from t h e  i n e q u i t y  and 

r e g r e s s i v e n e s s  of a f l a t  r a r e  t a x ,  and t h e  l i~odest  y i e l d  p o t e n t i a l  imposed 

by t h e  $10.00 l i m i t .  (The r e g r e s s i v e n e s s  of t h e  o c c u p a t i o n a l  p r i v i l e g e  t a x  

has been l e s sened  by t h e  a u t h o r i t y  g ran ted  l o c a l  governi.ng boclles t o  exempt 

t h o s e  i n d i v i d u a l s  e a r n i n g  l e s s  than  $ l , 0 0 0  a n n u a l l y  from t h e  occupa t ion  

which a u t h o r i t y ,  hovrever, i s  i n  doubt s i n c e  adop t ion  of t h e  1368 Cons t i t u -  

' t i o n a l  amendments.) 

The r i g i d  l i m i t a t i o n s  upon t h e  a b i l i t y  of mun ic ipa l  governiients 

i n  urban  co i l te rs  t o  i h p o s e  and c o l l e c t  t a x  revenues from t h e i r  non " r e s i d e n t  

workers  undoubtedly i s  a l s o  a f a c t o r  i n  t h e  r e l a t i v e l y  h igh  l e v e l  of t h e i r  

r e a l  e s t z i e  t axes  compared w i t h  the  sbburban a r e a s .  

, The ?erscnrl Frcnzrt- :  Tzx 
- 

--e 

The Cornnittee n o t e s  t h a t  t h e  r a x  on i n t a n g i b l e  p e r s o n a l  p r o p e r t y  

l e v i e d  by c o u n t i e s  (p lus  Yi t t sbusgh  C i ~ y  and schoo l  d i s t r i c t )  a t  p l c s e n t  

prod.uces t a x  revenues  from otmers of v a r i o u s  k inds  of s e c u r i t i e s  znci i n v e s t -  

ments.who a r e  n o t  s u b j e c t  t o  any l o c a l  o r  s t a t e  t a x  on t h e  income from 

t h o s e  inves tments .  

Although t h e  y i e l d  from t h e  Lax i s  h igh  i n  a few c o u n t i e s .  i t s  

c o l l e c t i o n  and enforcement admi t t ed ly  are poor i n  the m a j o r i t y  of t h e  c o u n t i e s .  

I n t a n g i b l e  pe r sona l  p rope r ty  cannot  b e  i d e n t i f i e d  a s  e a s i l y  a s  can  r e a l  

e s t a t e ,  and t h e  t a x  i s  s e l f  a s se s sed .  Most c o u n t i e s  do n o t  s e t  up t h e  s t a f f ,  

i n c u r  the expense, no r  make t r u l y  d i l i g e n t  e f f o r t s  t o  i d e n t i f y  p o t e n t i a l  tax- 

paye r s .  The enforcement t o o l s  a v a i l a b l e  t o  t h e  c o u n t i e s  were augmented a  

'I 
few y e a r s  ago w i t h  t h e  a v a i l a b i l i t y ,  through t h e  s t a t e  Department of Revenue, 

*-5C< 

-\ 
'*' of f e d e r a l  IXS t a p e s  w i th  s u f f i c i e n t  i n fo rma t ion  t o  i d e n t i f y  t h o s e  t axpaye r s  

r e c e i v i n g  income from inves'cments. 



A probleill of 1-ack of e q c i t y  e x i s t s  ' ~ ~ i t h  r e g a r d  t o  t h e  p e r s o n a l  

p r o p e r t y  t a x  i n  t h a t  t h e  t a x  i s  imposed upon t h e  v a l u e  of t h e  i n v c s  e n t s  

b u t  w i t h o u t  r e g a r d  t o  t h e  income r e t u r n e d  by t h o s e  i nves tmen t s .  The t a x  

i s  due  whether incone  i s  r e c e i v e d  o r  n o t .  For  a n  example,  on i nves tmen t s  

y i e l d i n g  s i x  p e r c e n t ,  the f o u r  m i l l  t a x  beconies e q u a l  t o  a t a x  of 6 213 

p e r c e n t  on t h e  i n c ~ m e  fro:n t h e  i nves tmen t .  A t a x  of 1 2  m i l l s  ( t h e  agg rega t e  

c o l l e c t e d  i n  P i t t s b u r g h )  becomes e q u i v a l e n t  t o  a  tax of 20 p e r c e n t  upon 

t h e  inccme. The i n e q u i t y  of t h e  p e r s o n a l  p r o p e r t y  t a x  w i l l  becone more 

s i g n i f i c a n t  when a s t a t e  income t a x  i s  imposed ~ h i c h  a l s o  a p p l i e s  t o  

t h e  incorlle from inves tmen t s ,  and t h e  l o c a l  income t a x  b a s e  i s  a d j u s t e d  

a c c o r d i n g l y .  

The ana logy  o f t e n  i s  nade  t h a t  t a x e s  a l s o  a r e  pa id  on r c a l  e s t a t e  

whether  o r  n o t  t h a t  p r o p e r t y  y i e l d s  income. llowever, r e a l  e s t a t e  i s  used 

zn& prs -c ldes  e i ? h e r  a r e s i d e n c e  o r  a b a s e  f o r  b ~ ~ s l n p s s  o?c ra t i onq  For c i e  

t axpaye r .  The v a l u e  of r e a l  e s t a t e  i s  d i r e c t l y  r e l a t e d  t o  bene;LLs pro- 

v ided  by t h e  q u a n t i t y  and q u a l i t y  of l o c a l  government s e r v i c e s ,  p a r t i c u l a r l y  

mun ic ipa l  s e r v i c e s ,  b u t  n o t  exc lud ing  t h e  q u a i i t y  of p u b l i c  educdlio?! nor  

t h e  s c r v i c c s  of county  government. The same i s  n o t  t r u e  w i t h ,  r e g a r d  t o  

i n t a n ~ i h l c  p e r s o n a l  p r o p e r t y  t h e  v a l u e  of which i s  l i l i e l y  t o   bed^ no 

r e l a t i o n s h i p  a t  a l l  t o  t h e  l o c a l  governxicnt s e r v i c e s  i n  t h e  t a x i n g  j u r i s -  

d i c t i o n  of t h e  owner. 

t 

Ph i l ad  el  ph in  

The Committee f i n d s  a s e r i o u s  f i s c a l  problem e x i s t i n g  i n  t h z  C i t y  

of P h i l a d e l p h i a  w i t h  s p e c i f i c  r e s p e c t  t o  i t s  revenue  r e s o u r c e s .  The ex t remely  

1 -. broad t a x i n g  a u t h o r i t y  g r a n t e d  by t h e  S t e r l i n g  Act ,  i n c l u d i n g  t h e  power t o  4- ; 
a,, 

r e t a i n  carncd income t a x e s  c o l i e c t e d  from non- re s iden t  workers ,  s imply  i s  

n o t  s u i f i c i - e n t  t o  mcet t h e  burgconing requiremer;ts of i i iunicipal government 1.n 

rr 0.i t - t r  ~ h n t -  i c 2  t h ~  l : ~ r ( ~ ~ q t -  i n  Prnnsvlvania  and t h e  f o u r t h  l a r f i e s t  i n  n a t i o n .  



e" 
*\u The city's economic b a s e  g e n e r a l l y  and r e a l  e s t a t e  t sx  b a s e  

have been  d e t e r i o r a t i n g .  I n d u s t r i a l . ,  c ~ h o l e s a l e  and r e t a i l  

e n t e r p r i s e s  a r e  n~oving  a c r o s s  t h e  c i t y  l i n e  a s  a r e  h i g h e r  income taspaycmrs- 

The c i t y ' s  p o p u l a t i o n  i n c r e a s i n g l y  i s  conposed of t h e  low-income under- ' 

pr iv i leged  who c r e a t e  need f o r  more l o c a l  government s e r v i c e s  and spending .  

F u r t h e r  i n c r e a s e s  i n  t a x e s  a t  a t i n e  wlscn r e a l  .estate t a x e s  a r e  h i g h  and 

the earned  incoine t a x  r a t e  i s  t h r e e  tililes hi-ghcr t han  i n  t h e  rest of  t h e  

s t a t e ,  c an  only encourage  t h e  exodus of b u s i n e s s  and t a x p a y e r s .  
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collection and a savj.i~gs i n  the c o s t .  The re  a l s o  r;ol;?d be nuch l e s s  iuori: s ~ r d  

\ 
r e s u l t i n g  i r r i t a t i o n  f o r  t h c  t axpaye r  who would b e  i b l e  t o  b a s e  a l l  h i s  tax 

i 

r e t u r n s  on the same c a l c u l a t i o n s .  

2 * nlRt SciloOl ? i s t r i c ~ s ,  o t h e r  t h sn  ?: i l ladel  pi1i.a and F i t t s b u r ~ h ,  --.- - -- 

be auChorized i:o l e w  i n c o ~ e  t a x e s  (on t h e  s t ~ ? ~  b;se) v i t i ~ o c t  l i m i t  a~  t o  

r a t e ,  b u t  app l j - cab le  on l~7  t o  r e s i d e i ~ t s  -- of t h e  d i s t r ? & .  

The removal of t h e  limit on income t a x  r z t e s  i..c'uld p r o v i d e  schoo l  

d i s t r i c t s  w i t h  a  s i g n i f i c a n t  enlargement  of t h e i r  revenue  r a i s i n g  power t o  Lie 

used as  they  f i n d  neces sa ry .  The l i i l i t v t i c n  of t h i s  t a x  t o  r e s i d e n t s  of t h e  

. d i s t r i c t  corresponds t o  p r e s e n t  law and i s ,  t h e  c c x i t t e e  b e l i e v e s ,  £111-1-y 

j u s t i f i e d  i n  t h a t  the b e n e f i t s  of s e i : ~ i c e s  of s c h o o l  d i s t r i c t s  g e n e r a l l y  do n o t  

Tnat  a1.l m u n i c i p a l i t i e s  ( b u t  no t  co i .n t ies )  cxcept  f o r  t h e  c i t y  3 .  - ,-- 

of Phi l -ade lah ia .  be aautiiorized t o  l e y  an incn-TP 7 (nn tlle s t a t - ~  a- - --- i 

wi thou t  ~ l m i t  a s  t o  r a t e  on 1 th- c~q>-ned and urezr i led i n c o , ~ ~ ?  of persons  r e s i -  

- 
-- ----- 

d i n g  wi.l-iiii~ t h e  n u n a a l i t \ ~ ,  b u t  s u b j e c t  t o  r a t e  l i m i t a t i o n  on irrrnr?e earned - 
w i t h i n  t h e  m u n i c i n a l i t v  bv non- re s iden t s .  A t axnzyer  wou1.d b e  c l L < i t e d ,  g p a i ~ s t  -- 

t a x  i t  i n  h i s  m u n i c i o u l i t y  qf r e s i d e n c e  vit?: t h e  t a r  p a i d  cn h i s  c a r n g  - 
incone_gn h i s  mu i l i c ipz l i t y  of e m p l o p f n t .  

For t axpaye r s  l i v i n g  i n  u11e munic i .pa l i ty  and working i n  i no t l l e r ,  t h e  

a l l o c a t i o n  of t h e  t a x  on earned  i i l ~ u u . 2  would be  s h i f t e d  from t h e  v l a c c  of 

r e s i d e n c e  t o  t h e  p l a c e  of enp loymen t  That  p o r t i o n  of t h e  t a x  newly t o  be based 

on unearned income, however, would be  c o l l e c t e d  by  t h e  m u n i c i p a l i t y  of r e s i d e n c e .  

(Allowable exemptions could  b e  appor t ioned  be tveen  earned and unearned income 

a c c o r i l z g  t o  t h e  r a t i o  t h a t  each b c n r s  t o  t o t a l  income.) , 

1 Tile r e t e n t i b n  of t h e  earned  income t a x  by t h e  m u n i c i p a l i t y  of employ: 
/ 

\ * c ment voill:! p r o v i d e  a sou rce  of revenue from non-res ident  rgorkers, r e l a t e d  t o  

the  amount of t h e i r  i n c o ~ ~ e  and more generous i n  y i e l d  than  t h e  p r e s e n t  occupa- 



t i o n d  p r i v i l e g e  t a x .  A limit.:itinn url the i ra te  of t h e  t a  t o  b e  r e t a i n e d  would, 

'l 

ftowcver, p r o t e c t  t h o s e  who have  no v o i c e  i n  t h e  t a x  impos i t io i l .  6 ;$ 
'L*, 

This recoi :~~i?endat ion r:lo~ild a f f e c t  t h e  tcw, } ~ i e I d s  of i n d j v i d u a l  munici- 

p a l f ~ i c s  i n  d i f f e r e n t  ways which t h e  Committee f inds  i t  i m p o s s i b l e  t o  caPcuEate 

 fro^ & v a i l n b l e  d a t a .  Those rnun ic ipa lF t i e s  xh ich  a r e  c e n t e r s  of employme~~t  ~.rould 

s t a n d  t o  g a i n  s u b s t a n t i a l  revenue.  C e r t a i n  suburban o r  r u r a l  local .  gcvern-ments 

which have  r e l a t i v e l y  l i t t l e  employment n i g h t  s t a n d  t o  l o s e  revenue  under on 

e x i s t i n g  t 2 x  r a t e ,  s u b j e c t  t o  a  p o t e n t i a l  o f f s e t  - s i g n i f i c a n t  i n  a f f l u e n t  com- 

m u n i t i e s  - by r e t e n t i o n  of t h e  e n t i r e  p o r t i o n  of t h e  t a x  on  unearned income, 

However, i n  l i g h t  oL t h e  p r e s e n t  day d i s p e r s i o n  of commerciaL and i n d u s t r i a l  

Potations , t h e r e  a r e  hundreds of s n a i l  m u n i c i p a l i t i e s  and suburb hi^ j u r i s d i c t i o l ~ s  

where t;his change would have a  "g ive  and tal;el' e f f e c t  011 l o c a l  r c J c n u c s ,  

The e l i m i n a t i o n  of any r a t e  l i m i t  on t h e  incone  t a x  a s  i t  a p p l i e s  t o  

r e s i d e n t s  vculd  zfCcrd ~unicipal governments t h e  s p p s r t z z i t y  t o  nzkc such . . r .n  wL,L. - 
of ti1i3 L ~ X  sou rce  as they  f i n d  nec;.,;ary e i t h e r  t o  meet new 2 . r ~ ~  ~ J d i t i o n a l  revenue 

needs ,  ts r e l i e v e  a n  overburdened r e 2 1  e s t a t e  t a x  o r ,  insome c a s e s ,  t o  compensate 

f o r  t a x e s  l o s t  due t o  r e s i d e n t s  working o u t s i d e  - the  rnun ic i ?a i i t y .  Tlt i s  

possj-1\1 P .  i n  t h o s e  m u n i c i p a l i t i e s  t h a t  a r e  empl.oymer~t c e n t e r s ,  t h a t  t h e  y2el.d 

froni t h e  income t a x  might permi t  r e d u c t i o n  i n  t h e  l e v e l  of t h e  r e a l  e s t a t e  t a x ,  

t h u s  e i t h e r  r educ ing  t h e  d i s p a r i t y  between t h e  c e n t e r  c i t y  and s u b u r h a ~ ~  r e a l  

e s t a t e  t a x  l e v e l s ,  o r  making i t  p o s s i b l e  f o r  t h e  urban  s c h o o l  c i i s ~ r i c t  t o  malce 

g r e a t e r  u s e  of t h e  r e a l  e s t a t e  t a x .  F i n a l l y ,  greater reliance on the real 

e s t a t e  t ax  l i k e l y  would occur  i n  t h e  suburbs where v a l u e s  a r e  s t a b l e  and a r e  

most l i k e l y  t o  grow. 

4 .  ' f l ~ a t  m u ~ l i c i p a l  and schoo l  d j s t r i c t  income t a x e s  be  collected - 

) .  by t h e  C o ~ ~ ~ o n w e a l t h ,  t o g e t h e r  w i th  t h e  s t a t e  income t a x ,  and a l l o c a t e d  -- t o  
, ' - 

the  t a x i n g  - ---- j u r i s d i c t i o ~ l s  t o  which -- they arc  due. - 

The a l l o c a t i o n  of t a x  revenues t o  l o c a l  tax?-ng u r i s d i c t i o n s  would 



be 011 t h e  t>cisis o::tli.ned i n  recoi'rincndations lfos, 2 i?i.id 3. School. d i . : ; t r i c t  t a x e s  

ts?ould go t o  che d i s t r i c . ~ ~  of r e s i d e n c e .  1,iunici.pnl eaxcs  on earned  riltcomc, would 
1 

c <: go t o  t he  n ~ u n i c i p a l i ~ y  of empl .opent  and t h o s e  on unearned incone  would go t o  

the  m u n i c i p a l i t y  of  rcs ider ice .  

T h e  i m p o s i t i o n  of bo th  s t a t e  and l o c a l  i n c o a e  t a x e s  on t h e  same 

base  would pe rmi t  a  u n i f i e d  c o l l e c t t o n  sys tem t h a t  would o f f e r  advantages  t o  
I 
1 

bo th  l e v e l s  of govesnn:cnt and t o  t l ie taxpayer i n c l u d i n g  t h e  fo l lowing :  , 
1 .  

a) Vi thho ld ing  of s a l a r i e s  and .c,rages would be  on a s i n g l e  r e t u r n ,  

b) The t axpaye r  w ~ l d  have  t o  f i l l  o u t  on ly  one s e t  of forms.  

C) The sav ings  r e s u l t i n g  from a l a r g e  s c a l e  c o l l e c t i o n  s p e r a t i o n  

would become p o s s i b l e ,  

d) S ta te -ad in in is tc red  c o l l e c t i o n  and enforcement  machinery r*.ould 

be t h e  most e f f e c t i - v c .  

e) The !,o.cv.er t o  impose l o c a l  t axes  and t o  determi-nc r a t e s  would 

remain vester i  i l l  m u n i c i p a l i t i e s  and schoo l  d i s t r i  c t s .  

5 ,  That  t:he f o l l o ~ ; . i n g  t n s e s  b e  abol.is1ied: 

The occupat ion  t a x  

The o c c u ~ a t i o n s l  a r i v i l e o e  t cs  

The p e r  capiLa t a x  

The l l e r c a n t i l e  Tax ----- 

iis s t a t e d  i n  i ts  f ind i i i g s ,  t!,: Camnittee b e l i e v e s  t h a t  t h e  zccupat ion  

t a x  i s  a  "nuisance t ax"  i n  t h e  worst  s e n s e  of t h e  word and t h a t ,  w i t h  t h e  

i n c r e a s e d  a v a i l a b i l i t y  and p o t e n t i a l  r e l i a n c e  on t h e  inco~ne  t a x ,  t h e r e  i s  no 

r e a s o n  f o r  i t s  cont inued  e x i s t e n c e .  The a l l o c a t i o n  of t h e  mun ic ipa l  income t a x  

t o  t h e  p l a c e  of employnent e l i m i n a t e s  any need f o r  t l ie o c c u p a t i o n a l  p r i v i l e g e  

t a x  and f u r t h . e m o r e  r e p l a c e s  i t  w i t h  a  much h i g h e r  revenue y i e l d .  

\ 

,J The Cormi t t ee  f u r t h e r  b e l i e v e s  t h a t  t h e  f l a t  r a t e ,  r e g r e s s i v e  per  

, c a p i t a  t ax  should  y i e l d  t o  i nc reased  r c l i n n c e  on a newly broadened iccomc t a x  



\;rf~ic'ir locr?.% governmeue::; w i l l  have f u l l  a u t h o r i t y  t o  u s e  as t l iey f i n d  n e c e s s a r y ,  

Xu l i g h t  of t h e  i m p o s i t i o n  of  b o t h  s t a t e  and Loca l  p e r s o n a l  income 

') 
f d  faxes which a l s o  apply  t o  propr ic i :o rsh ips  and u n i n c o r p o r a t e d  b u s i n e s s ,  and t h e  

e x i s t e n c e  of s t a t e  c o r p o r a t e  t a x e s ,  t h e r e  no  Longer i s  any j u s t i f i c a t i o n  f o r  

f o c a l  n l e r c a n t i l e  g r o s s  r e c e i p t s  o r  b u s i n c s s  p r i v i l e g e  t a x e s .  

6 ,  Tha t  the p e r s o n a l  p r g 3 e r t v  t a x ' a . s  icv-ied by c o u n t i e s  and by t h e  

City of P i - t t s b u r ~ h  bi? a b o l i s l ~ e d .  ( T h j s  rccomicndat ion  d o c s  n o t  j-ncl-ude t h e  -- --- 

P i t t s b u r o h  schoo l  2 i s t r i c . t  : ~ h i c h  has  s p e c i a l  t a x i n g  aut1:ority.)  -CL--- 

\ ? i t h  t h e  i n p o s i t i o n  of a s t a t e  t a x  t h a t  w i l l  i n c l u d e  unearned income 

and t h e  a l t e r a t L o n  of t h e  b a s e s  f o r  l o c a l  t a x e s  t o  cor respond t o  t h e  s t a t e  base ,  

t h e  income froin i nves tmen t s  w i l l  now be s u b j e c t  t o  t a x .  The former j u s t i f i c a t i o n  

f o r  t h e  p e r s o n a l  p r o p e r t y  t a x  - t h a t  i t  taxed  persons  whose h o l d i n t s  were n o t  

o t h e ~ - \ r i s e  s u b j e c t  t o  s t a t e  o r  l o c a l  t a x a t i o n  - w i l l  no l o n g e r  e x i s f ,  

m- Lhe Comrnj-ttee 113s a l r e a d y  stat:nd t h e  1:eesorrs ??hy it b e l i e ~ c e s  t h i s  t~ 

7 .  - That t h e  r e a l  e s t a t e  t r a n s f e r  t a x  b e  a l l o c a ~ e d  c n t i r c l y  t o  countv 

governmr_nts. -- 
. . 

The Conunittee i n t e n d s  t h i s  t o  coapensa t e  c o u n t i e s  f o r  t h e  l o s s  of t h e  

, p e r s o n a l  p r u p e r t y ,  occupa t ion ,  and per  c a p i t a  t a x e s  a s  revenue s o u r c e s .  The 

l a t t e r  two tzxes  produce i n s i g n i f i c a n t  p o r t i o n s  of revenue  i n  a l l  b u t  a very  few 

c o u n t i e s .  The r e a l t y  t r a n s f e r  ta-u, i n  t!le a g g r e g a t e ,  p roduces  aboutl L O  pe rcen t  

g r e a t e r  revenue  than  does  t h e  county p e r s o n a l  p r o p e r t y  t a x ,  a l t h o u g h  t h e  r e s u l t  

i n  i n d i v i d u ~ l  c o u n t i e s  has  n o t  been e s t i m a t e d .  This  t a x  would b e  r e l a t i v e l y  ezsy 

f o r  c o u n t i e s  t o  a d m i n i s t e r  s ince  i t  r a t h e r  c o m o n l p  i s  c o l l e c t e d  f o r  n u n i c i p a l i t i e s  

or s c h o o l  d i s t r i c t s  by t h e  r e c o r d e r  of deeds .  

'i'bp l o s s  of t h i s  t a x  sou rce  by u ~ u n i c i p a l i t i e s  and s c h o o l  d i s t r i c t s  

\ shou ld  c r e a t e  no d i f f i c u l t y  i n  l i g h t  of  t::c expcas ipn  of o t h e r  s o u r c e s .  
i 
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8. --the c a ~ i n _ ~ ~ u t h o r i f y  of t h e  Ci:2  o f  P ' r i i ladeipl i in  -- remain-as- 
\ 

) mow set f o r t h  ----- i n  t h e  l aw,  s u b  j t c t  t o  t h e  --.- f o l l ~ v i n z  - :od i£ ica t ions :  -- 

That  t h e  C i t y  a l l o w  :t c r e d i t  a g z 3 z s t  i t s  z n e d  income A.3 -- 

tax e q u a l  t o  50 p e r c e n t  of t h e  t:2:.: p a i d  by a  c i t y  

r e s i d e n t  t o  a n o t h e r  n u n i c i c a l i  t;? -.:here e ~ ~ p l o y e d . .  

b. T h a t  t h e  - .  Ci ts a l l o w  a c r e d i t  a g a i z s t  i t s  e a r n e d  income 

tax  e q u a l  t o  50 p e r c e n t  of t h e  t ~ x  p a i d  by a noln- 

r e s i d e n t  .c;lnrker t o  h i s  o r ,  h e r  m u ~ ~ i c i p a l i t y  of r e s i d e n c e .  --- 
c .  - 'Il-~at t h e  Cornionwealth, fro: t h e  i - roceeds  - of t h e  

recomn?ended s t a t e  i n c c ~ e  tz..:.:, re i - .Surse  t h e  C i t y  f o r  t h e  ---- - 

t ax  revenue.  l o s t  d u e  t o  t h e  above c r e d i t s .  

T h i s  reco inn~enda t ion  p r o v i d e r  no a d d i t i o n a i  r evenue  f o r  t.he C i t y  of 

P h i l a d e l p h i a .  It w i l l .  p e r m i t  s u b u r b a n  munic ipa l - i  t ies t o  u s e  t h e  income t a x  

while a v c i d i n g  B E  l ~ t ~ l c r a b i e  Surdcn  on  t h e  ih:.;paj*er rllio e i t h e r  l i v e s  o r  laorics . 
- 

i n  Phi!- 'niphia buc  n o t  -- b o t h .  T h i s  n o r t i o n  of t h e  c o s t  of P h i l a d e l p h i a ' s  

p a r t i . c u l a r  f i s c a l  p rob lems  w i l l  b e  s p r e a d  among a l l  t a x p a y e r s ,  r ~ t h i :  t h a n  j u s t  

t h o s e  i n  t i le m e t r o p o l i t a n  a r e a .  T h i s  recomn:endation a l s o  presumes t h a t  che  

income t a x  r a t e  i n  P h i l a d e l p h i a  w i l l  c o n t i i ~ u e  t o  b e  h i g h e r  t h a n  t h o s e  i n  t h e  

s u r r o u n d i n g  m u n i c i p a l i t i e s .  

It h a s  become q u i t e  o b v i o u s  t o  t h e  Conmi t ree  t h e e  P h i l a r l e l p h i a  cannot  be 

fitted vviillin a u n i f o r m  t a x  s t r u z t u c c .  a p p l i c a b l e  t o  a1.l nun ic ip?" t . i c s  i n  t h e  

s ta te .  I t  was f e a r e d  t h a t  a p p l i c a t i o n  of t h e  b a s e  o f  t h e  new s t a t e  i n c c n e  t a x  

t o  t h e  C i t y  income t a x  m i g h t  f u r t h e r  a c c e l e r a t e  t h e  f l i g h t  of h i g h e r  income 

t a x p a y e r s  - p a r t i c u l a r l y  i n  view of  t h e  e x i s t i n g  s c h o o l  d i s t r i c t  t a x  on 

u n e a r n e d  income. 

Numerous a l t e r n a t i v e  c o u r s e s  of a c t i o n  w e r e  c o n s i d e r e d .  These  i n c l u d e d  

l' 

(IIi d i f f e r e n t  b a s e s  f o r  a l l - o c a t i n g  t h e  i n c o x c  t a x  between p l a c e  o f  eiilploymeut and 

p l a c e  of r e s i d e n c e ;  a s t a t e  s u b s i d y  t o  cornpensate f o r  revenue  l o s s e s  r e s u l t i n g  



from a d h e r i n g  t o  2 u n i f o m  new l o c a l  Lax s t r u c ' i u r e ;  s t a t e  s u b s j d i c s  f o r  

certain ~ u i i i c i p a I .  f u n c t i o n s  of  p a r t i c u l a r l y  h i g h  c o s t  i n  a l a r g e  c i t y ;  and 
C J  

s p e c i a l  a u t h o r i t y  f o r  a  l o c a l  s a l e s  t a x  on  t h e  same b a s e  a s  t h e  s t a t e  t a x  and 

t o  be c o l l e c t e d  s imu l t aneous ly  w i t h  t h e  l a t t e r ,  

The C o r n i t t e e  concluded t h a t  i t  l acked  t h e  time t o  d e a l  adequa te ly  

v i t h  P h i l a d e l p h i a ' s  f i s c a l  probl-cns.  The asecornrnendation t h a t  has  been made 

~ ~ u s t  b e  regarded  a s  a  p o s s i b l e  i n t e r i m  measure u n t i l .  more permanent sol .ut ions 

can b e  dev i sed .  The Committee f u r t h e r  urges that i f s  recornmended Permanent 'Tax 

Advisory Committee deal specif ically wi th the fiscai ol: ihc ei-ikise P l - i i l ~ d e ! ~ h i a  

mel ropol i'ran area. 

9. That  implementct ion d a t e  f o r  t h c s e  .- r e c o m r n d a t i o i ~ s  -- b e  e s t ab l i s l l cd  

i n  t h e  l z ; ~  a s  t h e  beginning  of a  f j s r s l .  y e a r  -- f o r  each  c l a s s  ---..--I of  lo^ ~~~ 1 oovernment 

a t  l e a s t  one' yez r  fol . lo~?iny,  t h e  e f f e c t i v e  dat-e f o r  co11.ection of t h e  ~ r o p o s e d  --- 

s t a t e  income t a s ,  --- 
- 

Changes i n  Eax sEruccure ,  par  t i c u l a r i y  as  f at-.-reaciling a s  those 

recommended h e r e ,  r e q u i r e  c a r e f u l  pld11~1ing on t h e  p a r t  of ec,ch l c c - l  governing 

body, cannot  be i n s t i t u t e d  d u r i n g  a  f i s c a l  y e a r ,  b u t  must b e  a  p a r e  of t h e  

budge t ing  p r o c e s s .  The f o c a l  p o i n t  of t h e  reconm~ended t a x  program i s  t h e  change 

i n  t h e  1-ocal income t a x  b z s e  and i n  t h e  manner- of a l l o c a t i n g  t h e  t a x  between 

p l a c e  of employment and p l a c e  of r e s i d e n c e .  It would be  a lmost  imposs ib l z  f o r  

f o c a l  g ~ \ : e r n i n g  b o d i e s  t o  e s t i m a t e  t h e  y i e l d s  from t h e  new t a x ,  and t h e r e f o r e  

t h e  t a x  r a t e s  t h a t  they  need,  w i thou t  t h e  in fo rma t ion  t h a t  should become 

a v a i l a b l e  w i th  t h e  beginning  of c o l l e c t i o n  of t h e  s t a t e  income t a x .  

T h e r e f o r e ,  t h e  recommended postponement of a t  l e a s t  one y e a r ,  which 

f u r t h e r  assumes t h a t  t h e  s t a t e  t a x  c o l l e c t i o n  procedure  w i l l  i n c l u d e  an  i n f o r -  

ma t ion  system, u s i n g  computer t echn iques ,  t h a t  w i l l  p rov ide  t h e  r equ i r ed  d a t a .  
\ 

1 

(-- The postponement w i l l  a l s o  pe rmi t  re f inement  of- t h c  s t a t e ' s  c o l l e c t i o n  

p rocedures  b e f o r e  t h e  c o l - l e c t i o n  of l o c a l  t a x e s  i s  "piggybacked1' on top .  



The p r e c e d i n g  recoi~mend? f i o n  c o n c e r n i n g  n o n - r e a l  c s  t a t c  t?.xcs, d o  

'\ 
J n o t  a f f e c t  amusement t a x e s  n o r  c e r t a i n  l e s s e r  t a x e s  a v a i l a b l e  t o  m u n i c i p a l i t i e s  

i- 
b-. . 

and s c h o o l  d i s t r i c t s  u n d e r  t h e  provj .s ions  of Act 511, T h e s e  recomii~endat ions  

a l s o  do n o t  d e a l  w i t h  t h e  r e a l  e s t a l - e  t e x ,  t h e  y i e l d  o f  which b r i l l  b e  a f f e c t e d  

by proposed  new a s s e s s m e n t  l e g i s l a t i o n  b e i n g  recomlended e l s e w h e r e .  

F o l l o w i n g  i s  a n  e x h i b i t  s u m t a r i z i n g  t h e  e f f e c t  of t h e s e  recommendations 

upon t h e  t a x i n g  a u t h o r i t y  o f  c o u n t i e s ,  m u n i c i p a l i t i e s  and s c h o o l  d i s t r i c t s :  

E f f c c  t @fCo:?~Gt;~ee r \ c c o r ? n ~ & ~  t j om 
on L o c a l  Govcr~ :nen t  ' r a s ing  A u ~ n o r i t y  -- 

Tax -- 
School  

C o u n t i e s  M u n i c i p a l i t i e s  -- D i s t r i c t s  --- 

-- J n c l u d e  unearned  I n c l t i d c  unearned 

income. No r a t e  income,  No r a t e  
limit. l O O X  of l i m i t  . 
e a r n e d  income t a x  Residc:?ts o n l y .  
t o  p l a c e  c i  employ- 
iiient, aubjcc: '-- & L, 

* r a t e  l i m i t ,  

P e r  C a p i t a  Abol-ished Abol ished A b n l t  5hed 
O c c u p a t i o n s  Abol i s h e d  Abolishec! Aboiisl ied 
O c c u p a t i o n a l  P r i v i l e g e  - - Abol i shed  3Lu;ished 
M e r c a n t i l e  - - Abol i shed  Abol i shed  
R e a l t y  T r m s f e r  New Abol i shed  bboi ishc<d 
Amusenen t -- Reta ined  F ~ t l i q e d  
P e r s o n a l  P r o p e r t y  Abol i shed  Abol i shed  Re ta ined  ( P i t t s b u r g h  on:: 

( P i t t s b u r g h  o n l y )  

Coclllties would l o s e  t h e  revenuer  t h e y  now r e c e i v e  from ';he c a p i t a % '  

o r  o c c u p a t i o n  t a x e s  (a county  nay  n o t  impose b o t h )  and t h e  p e r s o n a l  p r o p e r t y  t a x .  

It i s  a n t i c i , a t e d  t h a t  t h i s  l o s s  would b e  s u b s t a n t i . a l l y  - and o f t e n  e n t i r e l y  - 

o f f s e t  by t h e  r e a l  e s t a t e  t r a n s f e r  t a x  t o  b e  permitted c o u n t i - e s .  

Boroughs and townsh ips  would l o s e  t h e  o c c u p a t i o n  t a x  (which,  however, 

p r o d u c e s  a n  i n c o n s e q u e n t i a l  y i e l d )  and a l l  a u n i c i p a l i t i e s  would l o s e  t h e  p e r  

c a p i t a ,  t h e  o c c u p a t i o n a l  p r i v i l e g e  and t h e  m e r c a n t i l e  t a x e s .  The I.oss o f  t h e  
1 - 



occrrpatl_onaS. pr-Lvil cge t z i x  >:t!suld. b e  more than  o f f  s e t  by fltc aJ-loca,-.ion t o  tile 

p lace  of c n p l o p c n t  of t h e  er"~-ned lncoae p o r t i o n  of t h e  income tax .  AEthough i t  
\ ' is n o t  p o s s i b l e  t o  docunent  t h e  e f fccc  of t h e  e a r n e s  income a l l o c a t i o n  p r o v i s i o n  6 .,; 

t h a t  i s  reconnnendcd, i t  would appea r  t h a t  t h e  urbai?5.zed n u n i c i p a l i t y  t h a t  i s  

l i k e l y  t o  have t h e  g r e a t e s t  need f o r  i nc reased  revenue  would be  most l i l ce ly  t o  

r e a l i z e  s i g n i f i c a n t  i n c r e a s e  under  t h i s  change. F u r t h e ~ n ~ o r e ,  t h e  removal of 

t h e  r z t e  l i m i t  would pern i t  unl-irnited l o c a l  discretion i n  t h e  revenue  t o  be 

- 1  
r a i s e d  from r e s i d e n t s  through t h i s  t a x .  The revenue l o s s  from t h e  r e a l t y  

t r a n s f e r  t a x  would n o t  b e  s i g n i f i c a n t  jn z o s t  c a s e s  b u t  the m e r c a n t i l e  t a x  

would be mj-ssed i n  a n u ~ b e r  of c i t i e s  that a r e  c o ~ j n e r c i a l  c e n t e r s .  Tile 

broadening  of t h e  base  an2  t h e  e l i a b a t i o n  of r a t e  l i n i t s  of t h e  inconle t a x  

ulust be looked t o  t o  compensate f o r  t h a s s  l o s s e s .  

It a l s o  i s  l i k e l y  t h a t  "bedrocs" m n i c i p a l i t i  e s  17hich h a v e  l i t t l e  

brrsirln_ss znc! ,$st c?cl :?hes~- resi?.enk,c !.rsrk else:.-'.?ere, ~:c111C! !?27.72 t 2  f 2 l l  bzck 

zP;;est 2;;';lreL;. c;; re;ll cs';-t- '-,?--:. TIley  :?--J.i l 9 - c ~  ?:nz+ t!he ~ a x - n ~ ?  
* 

incoine Lax, ~f they now c o l l e c t  i t ,  toge the r  w i th  t h e  pe r  c a p i t a  and r e a l t y  

t r a n s f e r  b x c s  which they  now use r a t h e r  e s t e n s i y e l y .  These l o s s e s  \:auld be 

ba lanced  only  by t h e  tax on unearned incoae .  Iiliether t h e  r e s u l t i n g  I -ca l  e s t a t e  

tax IeveT- ~ ~ ~ u l d  be  burde3sorie i ~ o u l d  d L P ~ r l d  on e x i s t i n g  t a x  l e v e l s ,  which ad- 

m i t t e d l y  arc  n o t  h igh  i n  nany suburba~r  and r u r a l  n u n i c i p a l i t i c . . ~ ,  

School  d i s t r i c t s  would l o s e  th: use  of t h e  per  c a p i t a  t a x ,    he 

occupa t ion  tax and t h e  r e a l  e s t a t e  t r a n s f e r  t a x ,  The occupat ion  tax is  used 

by a r e l a t i v e l y  s m a l l  n w b e r  of d i s t r i c t . ,  b u t  by some of those  i t  i s  used ve ry  

in t r ens ive ly .  The removal of t h e  l i m i t  on income t a x  r a t e s  would s t r e n g t h e n  t h e  

revenue r a i s i n g  powers of s c h o o l  d i s c r r i c t s ,  b u t  t h i s  t a x  sou rce  would a l s o  have 

t o  overcc::= t h e  l o s s  of t h e  p e r  capita,  u ~ c u p a t i o n  and r e a l t y  t r a n s f e r  t a x e s .  



BUSINESS TAXES 

The Committee considered and reviewed a l l  major corporate taxes paid by the 

I>usiness community to the Commonwealth o f  Pennsylvclnia and makes the following general 

recommendations wi th respect to the eliminai.ion o f  specific taxes, cliatvjes i n  certain tax rates, 

the elimination or modification o f  specif ic exemptions, and other technical amendments i n  

the nature of tax reform to close existing fax loopholes. 

Recommendation No .  7 

The Corporwf-e N e t  Income Tax :cte should be reduced from twelvc? psrcent (12%) 

to fen percent (lo%), provided that the present tax base i s  expanded in  order to offset a t  least 

part, i f  not all, o f  the general fund revenue loss occurril-~g us a rzsult of  such reduction. - 
The Commonwealth OF Pennsylvania currently imposes a corporofe nef income 

tax a t  the rate of 12 percent (12%) per year. Pennsylvania has the dubious distinction of 

having the highest corporate net income Pax rote i n  the United States. The next highest rate 

crmong the forty-three states imposing a cot-porctte net income tax i s  Minnesota v;Ifh a rate 

of eight and one-half percent (8-1/2%). 

in  l ight of the lower corporctc net income tax rates imposed by n i l  the states 

which are cot~tiguous to Pennsylvania, excluding Oh io  which has no corporate net income 

tax, the Committee recommends that the corporate net income tax rate be reduced from twelve 

percent (12%) to ten percent (10%) i n  order to engerder a healthy and competitive business 

tax climate, 



Recommendation N o .  2 

The destination point concept should be used in l ieu o f  the of f ice concept as 

a basis for the allocation o f  gross receipts i n  bath fhe Corporate N e t  Income and Franchise Taxes 

.Since both the Cot-poi-ale N e t  Income Tax and Franchise Tax are excise taxes 

for the pr iv i lege of doing business in  Pennsylvania, the state i s  l imited to faxing only the portion 

o f  the corporai-ion's value or inconie attributable to Pennsylvania. Both taxes use gross receipts 

as one o f  the three factors of ifs apportionment formula to measure the business activit ies con- 

ducted in  the state. 

The statute provides that the frgction shall have as its nurneratc; the gross 

receipts fro117 business assignable to Pennsylvania, and fhe denominator shall be the total gross 

receipts received by  the corporation. The exact langucge o f  the statute i s  as failows: 

"The amounf- of the corporation's gross 
receipts from business assignable to this 
Commonwealth shall hc (1) the amount o f  its 
gross receipts for ihe taxable year except 
those negofiated or effected in  behalf of  the 
corporation by agents or agencies chief ly 
situated at, connected wifh, or sent out from 
premises for The transac!ion of business 
maintained by the taxpcyer outside of the 
Common~vealth, . . . " 
(72 P.S. 3420 (b)). (Fnyhasis added.) 

In  view of  the Supreme Court's interpretation of the language used in  these 

statutes in  Commonwealth v.  General Foods, 429 Pa. 206 (1968), and Comrnonwealth v .  

Hellertown, Pa. (1970), corporations can materially reduce their Pennsylvania 

corporate tax burden by removing the offices wi th which their salesmen are "connected" 

outside the state. Once the off ice to which the salesmen are assigned i s  removed from the 

,/ 

c- " state, the gross receipts from sales by those salesmen rxade in  Pennsylvania are no longer 

\.-" ,> 

assignable to Pennsylvania. The General Foods Corporation, a large multi-state corporation 



which makes approximately six percent (6%) o f  its sale; i n  Pennsylvaniu, reduced its tax 

bus:!en by moving its sales offices from Pennsylvania to various geographic locations just out- 

side tlie i ta te .  This "clionge of O f f i ce "  loophole caused only .0053'0 o f  the sales to be assignable 

to Pennsylvania, and the cot-poratio~l thus substantially reduced ifs corporate fax l iabi l i t ies 
1 

to the Commonwealth o f  Pennsylvania. 

In the Hel !ertown Manufacturing --- Co, case, the corporation substar7tial ly  

reduced its sales assignable to Penns).lvania by establishing an out-of-state of f ice where i t  

negotiated and effected a confract for the sale of its entire output to its parent corporation 

located outside the Commonweu l th o f  Pennsyl\lania, even though the shipment o f  its products 

were made direct ly to the custorner from ihe 2eilnsylvania 

The Cornmii-ice recommends that these loopholes be eliminated by changing 

the base of ihe gross receipts fraction l o  a "destination point"  rather than an "otf ice!' concept. - 
This cou;; 'utl accomplished by the enactme,,: ,f the Uniform Division o f  I nco rn  691- Tax 

Purposes Act  by tlie Commonwealth o f  Pennsylvania. If i t  i s  not pl.actical to a d ~ p t  the 

Uniform Ac t  i n  its entirety, tlie third fraction, i.e., the gross receipts fraction, should at 

least be changed to a destination point basts. 

Furthermol.e, the Committee recommends that i f  for any reason, f!;e destination 

point concept. i s  not adopted, the language the statute relating to the al locct.~on o f  the gross 

receipts slmuld a t  least be revised to provide that a l l  o f  the taxpayer's gross receipts from 

business assignable to this Commonwealth shall be the amount of  its gross receipts for the taxuble 

year except those negotiated or effected i n  behalf o f  the taxpayer by agents or agencies cl i ief ly 

situated F+ nr sent out from premises for the krnnsaction o f  business malntaiiied by the taxpayer 

outside the Commoliwealth. This suggested amendment would eliminate the cont.roversial words 



, 
" "connected with" now prescnt in  the sj-atute, and resuit in  increased revenues, but it is 
( #  2 

empliasizcd that it would not be as satisfactory as adoption of the Uniform Division of lncome 

Act. 

Recomn~enciation No. 3 

if the Uniform Act is not enacted, the wages and salal-ies fraction of the 

apportionment formula for the Corporate N e t  lncome Tax and the Franchise Tax should be 

amended to eiiritinai-e the language "connected \vIf.h." 

The Uniform Division of lncome for lncome Tax Purposes referred to with reference fo the 

gross receipts ft-nctioti also Frleludes a change in  the make-up of the wuge al!ocat~ai;. 

117 i-lie event that the provisions of the Uniform Act are not adopted, the Committee 

recommeiids the \vages and salaries fraction should be revised to omit the words "ce:::~ected 
- 

wifli." The olitnination of this phrase ~ ~ ' i i l  result in  the allocation of all wages and sularies 

paid to ernplo;f:es of the corporate taxpayer except those wages and salaries thaf ole paid to 

employees situated at  or sent out from tlie premises for tl7e trartsaction of busiltess rnainfaincd 

. by the taxpay G L  outside tlie Commonwealth. 

Therc sA3uld also be inserted c p!-ovlsion that all wages and salaries paid fc resident 

employees of corporate taxpayers sliouid be aliucuied to this state. 

Secfion 2(c) of the Corporate Net lncome Tax Act relating to ihe allocation of gross 

receipts provided that i f  a taxpa)fer maintains an office, warehouse or other place of business 

in  a state other than {his Commonwealid? for purposes of reducing its tax under this . 

subsectio:.i, the Depcrfment of Revenue shall, in  determining the amount of if-s gross receipfs 



from business assignable to this Co~nrfionweaii-17, include f herein tile g ross receipis attr ibuted 

c ;  *L.--? 

by the corporate taxpayer to the business conducted at suclt place o f  busincss i n  anoiher state. 

A similar provisioit vtii-h I-egard to the apporflon!nent o f  a ta>:payer's wages and salaries should 

be provided. 

Recommendation N o .  4 

The statufory language permiit ing a corporation to allocate sI io '~ ld be reformed 

to make i t  uniform and l imi t  al locat ion to the 1-ederal Cor,stiiuf.ional requirement. 

The language used i n  the introductory portion o f  the imposition section o f  the 

various corporate tax acts i s  not the same, a r~d  certain corporations are beins cccorded the 

right to allocation i n  instances where there i s  no constitutional provision requiring ullocation. 

The General Assembly has tlhc right to deicrrnine, within constitutional l imita- 
< 

tions, wheiiler or not a corpol-ation i s  entit!,: :o an allocotion. General!)!, - I 1 - - .  atiott means 

a corporation can remove a portion of its tax Lase before the tax rate i s  appliec' :s determine 

the amount of tax. 

The Corporate N e t  Income and Cmporafe Income Tc:tes do no i  pGIlii it 

atlocation unless the corporate taxpayer i s  "noi transacting its entire business wi: l i in the 

Cornrnonweaith". The franchise tax, on the ;{-her hand, does not l im i t  a l l o c c ~ I ~ n  to corporations - 
who are not transacting their entire business within the Comnionwealtlt. 

As a result of this difference i n  language, the Supreme Court i n  Comrnonweal~lt 

v .  Rieck Inv. Corp., 419 Pa. 52 (1965) permitted an allocation for property which was not 

connectc? .::ith the corporate taxpayer's husit-ss i n  any way whaf-soever. The taxpayer was 

a foreign corporation whose entire busincss was conducted in  Pennsylvania w i ih  f he exception 
/ 

o f  two [oi> uf land which the corporation ov!n?d in Fioridu. The decision permitted tile 

corporation to substantially reduce i t s  Pennsylvania tax l iub i l i ty  . 



,) i t  should be noted thai- the corporation was 1.1ot even "doing bvsiness" in  

f'; 
Florida, because i t  merely owned two smull lots thcre. The rationale for this decision was that 

the Franchjse Taxdoes not r.ecjuire as a prerequisite to al locat ion that a corporate taxpayer be 

"doing business" i n  a state other than Penr7syl\ranio. 
I 

Both the Corporate N e t  Income and th:: Corporate Income Tax Acts l im i t  al loca- 
I 

I 

t ion to those corporations whose "entire business of any taxpayer i s  not 1-1-ansacted vdithin this 

Commonwealth . . . " 
The Cour-t has receni-ly expanded the meaning of the \,vord "transacied" 

considerably . See Commonwealth - vs. Tube City Iron and Metal  Co., 432 Pa. 600 and 

Common\ve~!+h vs. Hellertown Manufucturiny -- Corp., Pa. (1970). I t  i s  the opinior, o f  the 

Committee that any time a corporation has any connection with another state, no matter ~ ? O W  

tenvovs, the Court i s  going to al low allocation. - 
  he Committee secotli~rlencis i':,,; :he prefatory clause, " i n  case "I-- entire 

business of cny taxpayer i s  not transacted withirr this Cotnmonwealth", should bs  revised so 

as to indicate a legislative intent to require allocation only where the Federal Constitution 

requires it, ond that is, where a corporate taxpayer i s  "doing business", i n  the icbhnical legal 

meaning o f  that term, outside the Commonweali;~. 

Recommendation No .  5 

The dividends received deduction available to corporations under the Corparate 

N e t  income Tax should be changed to conform to the foderal tax fi.eatnient o f  dividends. 

The deduction for dividends received should be repeafed, thvs providing that 

\ the taxpayer could not deduct for Pennsylvania corporate tax purposes the dividends which 
,) . - 

C) were includuble i n  his fedcral taxable incorcs. In oiher words, the tax base for r tate taxation 

should be the same tax basis as for federal purposes. 



\i 
The Department of Revenue has inforn~crlly estimcrfed that this change would c 

incre~se  the corporate net income tax by, a+ least, Five m i l  lioil dollars anrwal ly . 
In Comrnonwealtli v.  Geiieral ReF~actorics,~17 Pa. 153 (1365), the Court 

permitted a corporate i-axpayer to deduct fhe value ofcertain rnagnesite received from an 

Austrian subsidiary company as a dfvident. The Comrnonv~eulth argued that f-l-te dividend 

deduction should be limited to those dividends received from corporations d3ing business in 

Pennsylvania. The Court specificcrl l y  held that this was a deductible dividcnt . 
In light of this decision, the Committee gave consideration to recommending 

amendment of the Corporate N e t  Income Tax Act to limit the *dividend deduction to divide~~ds 

received from corporations "doing business" rn the fecl~nical sense (and p~-esun~cbly paying 

Pennsylvania corporate tuxes) in  Pennsylvclnlc;. However, the Committee decided to f reat 

all dividends received from all corporations on the same basis as for federal tax puri2oses . 
With regard to dividends from foreign corporcfions (located outside of the 

United Siuies), the Committee recornnien=lr !!-tat if the domesfic corporcifion owns eighty 

percent or more of the outstanding voting sioclc of the foreign corporcrtion, tile domestic cor- 

poration be permitted to deduct all foreign dividends (10096) received from the foreign corporation. 

IF  the domestic corporation owns less ihun eighfy percent (80%) of: the ouf- 

standing voting stock the domesf-ic corporarion would be allowed a deducticr, zqual fo 

eighty-five (85%) percent of the dividends ~eceived from the foreign corporation. 

Recommendation No. 6 

The Corporate Net income Tax should be amended to make a corporation liable 



'I for gains realized from the sale o f  property after the corporation has ceased to do bvii i~ess d' '. 
\-.a 

within the Commonwealth. 

Where a corporation has ceased to do business and, therefore, i s  not subject 

to the corporate net income tax, the taxpayer may st i l l  hold t i t l e  to real estate wli ich i t  

thereafter sells and realizes a capital  gain, 

The Committee recommends thaf wording he incor.porated into the A c t  to require 

such corporations to f i l e  reporis and to report as taxable the gain realized from the sale of  

said property. 

A variation o f  the above situation i s  presented i n  t l~ose cases where the 

corporation sells its property on an installment. basis. The corporate taxpayer shou!d be 

required to f i le  reports for a l l  those periods wl7,en i t  receives installment paymenrs and realizes 

a capii-al gain on the disposition of  said property. - 

Recommcndntion No. 7 

The Capital Stock Tax Act  sliouid be amended to prevent real c J ; ~ i e  companies 

From u t i  l iz ina the manufacturing exemption, when the lessor company d id  not operate the 

matlufacturl;;g plant.  

The Capital Stock Tax Act  shorrld be amended to correct tile decision o f  

Commonwealth Court i n  Common\vealth vs. Jeca Corporation, 81 Dauphin 36 (1963). .The 

Court there held that a corporation that leased its plant to another corporate entity was ent i t led 

to the manufacturing exemption even though the lessor company did not i tsel f  operate the 

manufacturing plant. Reference was made to the Ac t  o f  July 11, 1301, P.L. 668 which 

provides, i n  substance, that no corporation organized for manufacf-uritig purpose>, whose man- 
\ - 
1 

-.. ufacturing plant or plants, i n  whole or i n  part, are or may.be leased to another corporution, C .J 



shall, by reason of such leasing, be  dcprived of: the exemption from taxation upon its Capital 

Sfcck,  to which, under existing lows, it wsuld be entitled i f  such lease had not been made. 

As a resuli- of the Jeca decision, reul estate cornpunies not involved in - 
manufacturing are entitlcd to the munr~facturing exeniption if  they amend their charters to 

obtain the power to manufacture and then lease a vacant building to a company that, in turn, 
1 

i 
uses the building for manufacturing. 

The manufacturing exemption should not apply i n  such cases. Therefore, the 

Act of 1801 should be anlerided to Iirnit the exemption to those corporations leasing plants that 
I 

were uctually engaged in manufacturing operations prior to the leasing of the In 
1 

- 
addition, the words or plants" should be limited to actual manufacfvritig facilities and 

not vocznt buildings. 

- 
Recommendation No. 8 

The Domestic and Foreign Excise Taxes should be repealed. 

The Domestic Excise Tax (P. L. 564 of 1953) is iniposed a t  a rate of one-fifth 

of onc percent on the amount of authori;.ad "stated capital" of Pennsylvania corporations and 

on c ; ; ; ~  :ncrease thereof. 117 general, "stnted capital" is the par value of aufhorized capital 

stocl< or the consideration received for the sale of no-par value stock. The yield in 1963--70 

was $2.9 million. 

The Foreign Corporation Excise Tax (P. L. 150 of 9901) is imposed a t  a rate of 

one-third d? one percent on capital actualfy employed in Pennsylvania by a foreign corporution 

and on uny increase thereof. Capital is construed to be tangible properfy. The yield in  1969-70 

was $ 4-Vrnillion. Both taxes were changed from bonuses in 1953 in order to qualify for federal 

fax deduction. 



The small yield from thcse excise tuxes pluces !hem i n  the ~ u i s a n c e  categor-y. 

Furthei-more, since they are "one-shot" taxes, their impact may be sufficient to  discourage 

industrial expansion by imposing an additional tax every time such expansion occul-s. 

Should the General Assembly not adopt the Conirnii-tee's recommendation to 

eliminate these nuisance taxes, the Committee recommends that at least the folfowirig 

technical amendments be made i n  order to close certain tax loopholes wl i ic l i  exist under :lie 

present statutes: 

The Foreign Excise Tax Act  provides for the imposition o f  tax on capital tliat 

i s  employed "wholly" in this Commonwealth. Where a corporation's tangible p r ~ i ~ e r t y  has been 

employed i n  the Commonwealth o f  Pennsylvania For only a portion of the year, i l le corporate 

taxpayer can claim  hat said property was noi subject to the Foreign Excise Tax . c t  because 

i t  was not  holly" employed i n  Pennsylvania during the year. 

The Legislature never intended this result; hence the Comrnifiee recommends 

this Ac t  should be amended to delete the WL, ,' "\vhoI/yl'. For example, see H. R 2031, PI-. 

2596, introduced into the Legislature on November 30, 1967. 

The Committee also I-econimends that the def ini t ion o f  "foreign corporatioin" 

should be expanded by deleting the wol-ding "which has been issued a Cert i f iczte o f  Authority 

by the Deportment o f  State to do business within this Commonweallh". CommiillyieaIth vs. 
' 

2101 Coop-,:-alive, Inc., 78 Dauphin 76, held that the real basis of said tax i s  the privi lege -- 
of doing business i n  this Cornmonwealf-h, and that i t  was not a condition that. said taxpayer 

be granted a Certif icate of kuthor i  ty to do business i n  this State. 

The Committee furillel- recomn;;liids that the definit ion o f  "increase of capital" 

I 
1 should be amended. Subclause (b) i n  said def ini t ion in  dealing with corporations admitted C 

to do business in  this Common\~ealth after the effective date of the act requires corporations 



to report capiial actually cniployed within this Commonwealth at ihe time of or after receiving 

a Certificate of Authorify to do business from the Depari-menf of Sjaie and any increase thereof. 

There are sii uations whcre a corporation commences operations in  this Cornnionvlea li h prior to 

the date vhen i t  obtctirls c! Certificale of Auihority to do business from the Department of Siclte. 

Thel-efore, the wording of the clouse should be revised so as to require corporaf~ taxpayen 

to file a report from the first day they begin business in  Pennsylvania rather than as of the dale 

they receive a Certificate of Auf hority . 

The Corporate Loans Tax should be repealed. 

The Comniiitee btblieves illat the Corporate Loans Tax is a nuisance tax ond, 

ttleref~i-e, sllauld be repealed. - 
The Corporate Loans Tax applies to the indebtedness of Pennsylvania col.poro!-ions 

which are ovmed by individual residen:; af Pennsylvania, provided interest is paid thereon. 

It also applies to the indebtedness of a foreign corpo~*af.ion doing business in  Pennsyl\/a17icr and 

h a v i n ~  a treasurer resident i n  Pennsylvania, under the above circumstances. The tax in fiscal 
/? 'L' Y 
497C yielded $2.9 million. 

The treasurer of the corporation issuing the ind~btednc:: ,:sf ascertain whether 

any Gwners are individuaJ residenfs of Pennsylvania and if  so, the corporation must withhold 

the loans tax when paying the interesi. This administrative duty vesfed in the corporation is 

costly and time-consuming, and together with fhe insignificant yield from the tax, gives rise 

of the "nuisance" designal ion. 
\ 

,' 
if, however, the General Assezbly does not adopt the recommendation to 

f --; 
'L -.. 

eliminate the corporate louns tax, the Committee recommends thaf at  least the following 



' technical amendmei~t be made \viiIi regard to removing the requirerneilt of a I-esident 
( - I  -- 

Section 17 of tile Corporate Loans Tax Act  provides that a foreign corporatiori 

doing business i n  this Commonv:eaI'il7 i s  required to withhold the Corporate Loans Tax from the 
I 

interest i t  pays on i f s  oI,ligatioi-Is held by Pennsylvania I-esidenfs provided i t  has ---- a resident 

corporate i-reasurer located i n  this State. Whei? ihe Corn~nonwealth attempted to i'rnpose the 

duty of col!ectlng the said Cot-porate Loans Tax on a foreign corporaf-ion without a resident 

treasurer i i ~  this State, the Supreme Court of the United States overruled the Pennsyl\lania 

Supreme Court and held that the fax could 1-10: be so imposed. See Commot~weolth vs. N e w  
I 

York, Lake Erie, and Western Railroad Co., 129 Pa. 463 and 153 U . S . 628. Tl?z Supreme 

Court o f  i l le United States has since departed from its strict inf-erprei-ation of the constitutional 

limii-ation ci ted i n  the above case. - 
The la11guage of the Corporate Loans Tax Si-atute also requires a toreign 

corporati,;, :o have a resident treasurer be for^ its treasul-er can he required to withho!d the 

said Corporate Loans Tax and pay i t  over to ihe  Department of Revenue. The Committee 

recon~mends that this section shou Id be also amended to eliminate the words "resident 

treasbrer ", which S ~ O ' J  Id increase tax revenues. 

Recommendation N o .  10 

T h e  faxation o f  colnmercial batiks and mutual thrift institutions should be placed 

on a uniform and equal basis and on as comparable a basis as possible w i th  the taxable income 

of other co;po~-ations. 
\ 

Recommendation 11  

The Shares Tax 011 commercial hanks and t i t le  insurance companies should be 



') 
1 - . replaced with an excise tax using the same income baso and ral-e as i s  applied to tlii-iff 

institutions. In addition, the deduction for federal income tax paid should be restored to the 

income fax base. 

Financial ii istitutions GI-e tcxed by the state i n  two different \)\lays. 

The Rat~l: Shares Tax i s  levied at the rate o f  thirteen (13) mills on the actual 

value of shares of stale and national banlts, t i t le  insurance and trust companies located withi11 

fhe Cornrnois\vec~l tf; . 
Aciual \/alue i s  ascerkained by adding the amount o f  capital j iock paid i n  and 

the amount- of surplus and undivided profits, and dividing the result by the nr;inbe~. of shares. 

An excise tax of eleven nnd one-half percent (1 1-1/2%) i s  levied on net income 

o f  mutuai thr i f t  institutions (i .e., savinyb banks ~ i i . h o u t  capital stock, bui lding and loar~ 

associations, and federal and state savir~gs and loan associafions). 

In addition, private hanks ore taxed at one percet~t (1%) o f  gross receipts, 

but  there are only a few such banks and :!-.=. y ie ld  i s  inconsequential. 

The above taxes are i n  l ieu o f  the Corporate N e t  Income or Capital Stoclt 

Taxes. 

State taxation o f  f inancial institutions has closely fol lowed the development 

o f  federal legislation authorizing state faxation of national banks. This Ic-y:;lation i s  embodied , 

i n  Sec. 5219, U.S. Revised Statutes (12 U.S.C. 548), wli ic l i  au:horizes the states to (1) tax 

national' bank shares, or (2) include dividends derived therefrom i n  the taxable income of an 

owner or holder thereof, or (3) tax such ~ ia t iona l  batiks on their net income, or (4) tax riational 

banks uccording to or measured by  their r,zt income, provided tl-iat the imposition by  a state 

F- 3 
of  any one of i:lese forms of tuxation i s  in l ieu of  !he others, except that a state may impose 

k*; 
a tax measured by net income of the hank and also tax dividends o f  such banlts i n  the hands 



\ However, from December 24, 1969 unt i l  January 1, 1972, addii iorial state 
\ 

"' 

tL. j taxes on national banks are c~uthorized, depending upon the localion o f  {he bank's pr incipal 

off ice. A state may impose any tax that i s  imposed generally tl11.0ughout tlie state on a 

nondiscl-iminatosy basis on a national batik whose principa! of f ice i s  located i n  the state, but  

only to the sake extent that the tax i s  imposed on state-chari.ered banks. States can not, 

however, tax intangible personal property of national banks except for the share tax as 

cuthor-ized by Sec. 5219. I f  the of f ice o f  a nutioi ial bank i s  not located irt the state, 

the state 111uy levy on tile bank (1) sales and use taxes, (2) real property taxes, (3) documentary 

taxes, (4) tangible personal property taxes, and (5) various license, registration, transfer and 

excise tqxes and fees imposed i n  contiecticn wi th iangible pe~sonal properfy i !  Invied th1~01~g~l01ri- 

the state 011 a nondiscriminator-y basis. 

Effective January 1, 1972, the language of  Sec. 521 9 i s  eliminated and 

- 
replaceJ \?/;:-!I a provision that, for puspos~q nf a Federal or sfate fax, a na+;nnnl bank i s  dee~ i~ed  

. 

a bank orgznized and existing under the la\.!. of  the state 01- other jurisdictior! \!/!thin which 

its principal off ice i s  located (P,L. 9'1-156, Laws 1969). 

The income base for the ex;:;, tax on mutual thr i f t  Instituii;,,; :,eats federal 

foxes pz id as a deduciible expense. ft wcs reported to the Commiitcz tho: of ti-c! twenty-odd 

states w h t ~ t i  impose at1 incorne tax on financial institui-ions, only one-half of the states allow 

a deduction for federal taxes paid. The Committee can f ind no justification for this distinction 

and hereby recommends its abolit ion. 

The Committee believes that the taxation of  a l l  f inancial institutiot~s should - 
be or? on income basis and that consistency of tax base should be soughi- between financial 

\ insti tuticns and coi-porations generally . 



Recornrnendai-ion N o .  12 

The Gross Premiunis Tax sliould be irnpos2d on a l l  insurance cor i~~~anics,  cvithout 

regard to whether the cornpony i s  foreign 01. domestic, stock or- n~ui-ual. 

Recommendation N o .  13 

The Coipol-ate N e t  lncome Tax and the Capital Stock Tax should be irnposed 
I 

on a l  l domestic insurance companies. 

Recommendatiori N o .  14 

A l l  domestic insul.unce companies which are sul~ ject  to the Corporate N e t  

Income Tax and/or the Capital Stock Tax should be allowed a credit to be applied against their 

gross p:-ern:ur.ns tax for tlie payrne~-li' of thesc :axes. 

- 
Ins~~rance companies doing business in  Perinsylvania may or may not be subject 

to any orle ur a combinaiion o f  the Corporute N e t  Income, Capital  Stocl< or Gross Premiums 

Taxes. The Gross Premiurns Tax i s  imposed at a I-ate of two percent (2%) of premiums wl-iif.cn 

in  the Commonwealth o f  Pennsylvania. The cur-l-eni- application of these taxoc f.9 various 

insurazcs companies i s  shown in  the chari o i ioc l~ed hereto as Exhibit A. 

You w i l l  notice from an i izpcct ion o f  tlie attached chart thai d ~ ~ n e s t i c  l i fe  

insurance companies are subject to a l l  three taxes, whereas domestic mutual f ire and casualty 

companies pay none of !he taxes. I t  should be noted that a l l  foreign insurance companies 

pay only tlie gross pr-emiums tax. 

The Committee recomtnerids that the taxation o f  a l l  d~mes t i c  life, casualty, fire, 

stock and mutual insurance companies be placed 011 a uniform basis. The Committee has found 
, 
1 - c- : no justification for the discrimination i n  tax treatment between stocl: and mutual companies. 



Fui-thcrmore, i!ieie is no justificaiion for the impasition of both the Premiums Tax and general 

corporafe taxes on certain companies. 

Therefore, in  order to equalize tax treaiment among dotnesfic insurance 

companies, the Commitiee reconimends thar all domestic insuscr~ce computiies should be subject 

to ihe Gross Premiums Tax, Corporate Net lncomc and/or ihe Capital Siock Tax. The 

Committee, furlhermore, recommends that the domestic insurance co~lipanie; he allo\ved a 

credit against their Gross Premiums Tax for {-he payment of the Corporate Net Income and 

Capital S~.oclc Taxes. . 

With regard to insurance co,,iyunies which were not subiect to ihn gross premiums 

tax, the Cc:nmiltee I-ecomniends that the nmss premiums tax he phased-in i n  the foilowing 

manner: one percent ( 1 % )  the First y6ar orid one-half percent ( 1 / 2 0  for the next two years, 

resulting i n  {he f u l l  imposition of the two percent rate after three years. 

The Committee also considered an increase in the gross pren~iu, , ,~  fax from two 

percent (2%) to, at least, two and one-half percent 2-1/2%) or three percent (3%). 

However, in  light of the harshness of the retaliatory provisions of foreign states, 

the Corr,:;;lt-tee decided not to recommend n n  increase in  the Gross Premiums Tax. 

Exhibit B included i n  this report shows a schedule of tax treatment of 

domestic corporations recommended by the Comniittee. 

It should be noted that the Committee has recommended no change with regard 

to the tax treatment of foreign insurance companies. 

Recommendation No. 15 
', 

The Committee recommend:, iechnical amendments to the Grocs Seceipis Tax 

Act to limit credits for registration fees to non-Pennsylvania operators v\/hose doriiicilliary states 

h n v ~  reci~3l-ocal aqreements with Pennsy l v ~ n i a .  



The Gross Receipts Tax Ac t  allows as a credit i-he total amount of registration 

fees paid.to the Deportment o f  Revenue upon any motor vehicle or vehicles used i n  ihe business 

of  carlying passengers 01- property for hire over the highways of this Commonwealtll. Registt-ation 

Fees paid to states other- than Per~r~sylvania are allowed the same credit to the extent that fees 

would have been paid to the Pent7sylvat?ia Department of Revenue i f  such vehicles had been 

I-egistered i n  Pennsylvania, there are reciprocal agreements al lowing suck credit 

wi th the state or states i n  which the vehicles are registered. 

The Lcgis1atu1-e p~-oba l~ ly  intended i o  assul-e ~ e n n s ~ l v a n i a  operators o f  motor 

vehicles thclt they would be accorded the same treatment with respect to tax c1edii.s i n  the 

domi c i  Ilia y state of non-Pennsylvania operators. However, the statutory language resu Its in  

a situatiot-i where non-Pcnnsy lvania operators are encouraged to organize undec. :he lows of 

a state thct i s  not recipt-ocal to Pennsy-lvania and addit ionally i n  another state w i th  which 

Pennsylvrcnin i s  reciprocal. As a result of  this 2nd regisfration, the foreign corporate t-uxpayer 

receives an unfair advantage, because he i s  fu l l  credit for the paymen? ~ - 3 d e  In  the 

State wi th which we are reciprocal, even thouc~1-1 his domici l l iary state does no i  extend the 

same courtesy to our operators. 

The Committee, therefore, recommends that language should Le inser-ted in  the 

't 
Gross Receipts Tax Ac t  of 1931 to l i tn i t  the avai labi l i ty of  credits for registrat~on fees to non- 

Pennsylvci;;la operators whose domici l liary sfcrjes are r e c i p r ~ c a l  with the Commo~~weal  th of 

Pennsylvania. 

In addition, the Committee recommends that i f  fhc domici l l iary state of a non- 

Pennsylvania operator i s  reciproccrl wi th I'ec-t18syl\~a~iia, the amounf o f  the credif zhould be 
\ 

- / 

tfl -, 
limited to the fees that are actually paid for iicense :ergs., and not be t ied to the amount of 

k2"' 

fee he would have had to pay in Pennsylvania. The payment of a nominal registration Fee 



\) to a division or department of the reciprocal state should not result i n  a large credit to reduce 

his Pennsylvania tax. 

For example, situations have arisen where, under the laws o f  West Virginia, 

a motor truck compcxtiy paid a n o m i ~ a l  fee of an amount ranging from $ 1  .OO to $10.00 which 

was claimed as a registration fee paid to that jurisdiction. Pennsylvania and West Vi rg in ia 

are reciprocal. By virtue o f  its payment o f  the nominal registration fee to a cehain department 

of the State of West Virginia, the !axpayer claimed as a credit against the Pennsylvania tax 

in the amount o f  the registration fee or fees that i t  would I7ave had to pay to h e  State o f  -- 
I 

Pennsy lvanicl .- had i t  registered the trucks i n  .- Pennsylvania .- . Pennsylvania wou Id have a registration 

fee o f  several hundred dollars and the Cor~.~miitee believes the payment o f  a nominal $1.00 fee 

fo West Vi rg in ia should not ent i t le the taxpayer to a credit o f  several hundred dollars. 

The registration fee that the operator pays ta the state of domicile must be - 
equivcll,,,; 1.0 the registration fees payablL L, Pennsylvania opel-ators to the t?:;ai.tment of 

Revenue of this Commonwealth before a creo'yt i s  allowed. The credit al lowed For registration 

fees should be that which the taxpayer would have had to pay to the State o f  Pennsylvania 

but not In excess o f  the registration fees thar the non-Pennsylvania operator paid to the stute 

o f  doniici le . 

Recommendation No.  16 

The Committee recommends technical amendment to give the Department o f  

Revenue an addit ional one year to settle tax reports. 

Section 801 (b) of  the Fiscal Code and Section 8(a) of the Corporate N e t  Income 
% 

\ Tax both contain language which limits settlements by the Depar-~ment o f  Revenue, as far  as 
i ,  

tn->; 
\- >. possible e 2  the year succeeding the year for which the return was f i led.  (Emphasis added). 



. Many corporations obtain extensions until October 15 to file their tax returns 
a 
L , . b  

and, consequently, the Department of Revenue has a very limited time (2-1/2 months) to 

examine the reports, and as a practical matter must accept the report as filed. 

The Pennsylvania Suprerne Court- in  the case of Commonwealth v. Safe Harbor 

Water Power Corp., 41 9 Pa a 497, and i n  subsequent decisions, has eFFectively read out of 

the statute the phrase "us far as possible". 

In view of the statutory language and decisional law, i-he Committee recointnends 

that the Department of Revenue be given an additional year to settle its tax reports, but with 

the additional recommendation that the resettlement period be changed from the current two 

year period to one year from the date of sefi lement. 



Corp. Net C a p i t a l  Gross 
Incorn? ( 3 )  Stock PYerni~~m 

F i r e  and Iijarine I n s .  Cos. - Stoclr T T E (1) 

F i r c  and .Marine I n s .  Cos . - Mutual E E E (1) 

L i f e  I n s u r r n c e  Companies - Stoclc T T 5' 

L i f e  Insurance  Conlpanies - fdutual E E T 

. Limited L i f e  'Insurance Co~njanies - Stuck E . . T : .  T 
. . . . 

Limited L i f e  Insurance  Companies - Mutual E E T 

Rec ip roca l s  o r  In te r - Insurance  Exchanges E E E 

T i t l e  Insurance  Colrlpanies 
* 

k ' ra t e rna l  B e n e f i c i a l  S o c i e t i e s  

Casual ty  Insurance  Companies - Stock T 'I' E 

Casual ty  Insurance  Companies - Mutual E 

E;;;;loyer:. blutual L i z b i l i t y  Iiis d a n c e  
Assoc ia t ions  E 

Meciical & Osteopathic  & Dental  
Se rv ice  Corpora t ions   on- F r o f i t  ) E 

Foreign L i f e ,  F i r e ,  and Casual ty  
Co~npanies - Stock and Mutual E 

1. I n  l i e u  of  Gross Premium t a x ,  average t h r e e  y e a r  marine u n d e r ~ m i t i n g  
p r o f i t s  a t t r i b u t a b l e  t o  premiums w r i t t e n  i n  Penna. a r e  s u b J e c t  t o  t a x  
a t  5%. 

2. A l l  taxes  p a i d  by f o r e i g n  f i r e  and casunl ty 'companies  used f o r  f i r emen ' s  - 
pol icemen 's  pension purposes.  

3. Premiums s u b s t i t u t e d  f o r  s a l e s  i n  a l l o c a t i o n  formula.  

.. 
11 , '13 m i l l s  - sumc us bai11c shares t a x .  



Xil:'~l':; L a n d  Marine In; . Cos . 
F i r s t  and Narirle I n s .  Cos. 

L i f e  Insurance  Companies - Stock 

L i f e  Insurance  Companies - Mutual 

Limited L i f e  Iizsuraizce Cornpalzie s  - Stock 

Limited L i f e  Insurance  Companies - Mutual 

Rec ip roca l s  o r  In ter - Insurance  Exchnages 

T i t l e  I n s u ~ a n c e  Companies 

F r a t e y n a l  Benefi .c ia1 S o c i e t i e s  

Casual ty  Insuralzce Comp-nnies - Stock 
* 

Casual ty  Tzura lzce  Cornpanics - I\fct-zl 

Employers Mutual L i a b i l i t y  Insurance  
Assocj a t i -ons  

Medical & Osteopath ic  & Denta l  
S e r v i c e  Corporations  on-prof i t )  

Fore ign  L i f e ,  F i r e ,  and Casual ty  
CompanLes - Stoclc and Iddtual 

f All t a x e s  paid by f o r e i g n  f i r e  and c a s u a l t y  companies used f o r  
f irernenf s-policemen s  pension pv.rposes. 



\ CAPITAL STOCK - FRANCHISE TAX - 
C. 

For more than a hundred years the Capital Sfock Tax was tile largest revenue 

producer arnong the Statewide tuxes. Its relative importance has dwindled with the advent 

first of the Corporate Net incotne Tax and later the Sales Tax but since it is estimated that 

it will yield over one hundred m i l  lion dollars in  revenue during the current fiscal year, it 

cannot be dismissed as unimportant. Because the process of arriving at valuation is so esoter-ic, 

however, u i-oxpayer's liability muy  rest in doubt for years perding disposition of a court appeal. 

Coupled wikh the ever-increasing cost of administering the tux crnd contesting disputes both 

on the part of the taxpayer and the Commonwealih, the uncertainty of liability makes the tax 

especially :,ulnerable to criticism. Ccrtaint.y Is a fundam2ntal clement of a folr tax and it is 

lacking entirely i n  the Capital Stoclc - Franchise 'Tax. 

This is undoubtedly themosf. highly and frequenily criticized tax in the entire 

State laxing structure and rightly so. Although nominally a tax upon the capital stocl< of a 

corporation, if.  has developed into one upon rne actual value of a corporation. I h e  governing 

statute, Act of June I ,  1889, P .  L. 420, as amended has by judicial and administrative inter- 

pretation been braodened until establishing the valuation of a corporation has degenerated 

into a guessing game between the taxpayers and the Commonwealth's fiscal officers. 

The chief criticism is that it is a judgment tax. While the governing statui-e 

does lay dcvn general guideposts, it fails to furnish a method of arriving a t  a precise 

mathematical computation of stock value. In arriving a t  valuation, the statute provides that 

the fol lowi~~g criteria must be taken into consideration: 

First: The average which said stock sold for during the year; 
'\ 

Second: T h e  price or value indicated or measured by net earnings or by the 

amount of profit made and either declared in dividends, expended in betterments, or carried 

into the surplus or sinlcing fund; and 



Third: The actual value indicated or measured by consideration of the intrinsic 

value of 'its tangible property and assets, and of the value of its good will and franchises and 

privileges, as indicated by the material results of their exercise, taking also into consideration 

the amount of i t s  indebtedness. 

Only the sales price of the stock may bc computed with exactness and that factor 

in  ndministration is given little weight. There is no indication of how the ea rn i~gs  and dividends 

factors are be either capitalized or weighted. Finally the equity or net worth factor i s  not 

defined as precisely as might be desired. The vagueness has natural!y resulted in  myriad 

disagreements between taxpayers and the Commonwealth's taxing officials with th: courts 

ending as arbiters in  determining the taxpayers' valuation and liability. The courts have handled 

the problem on a case by case basis and have not attempted to provide a \vorlccrbfe formula to 
. 

guide the fm~:-ayers. Indeed they may have n\lnn added to the ambiguity inhc,---+ In the statute 

by declaring in one case that all elements of value must be considered when thc;. cre present, 

including whatever may throw essential light on the subject. 

As a result of the numerous c ~ , ,  ; decisiot~s, however, certain iuA;rlg practices 

h ~ v e  devclopcd. Since the Department of Rcvcrue has never issued of:icial regu!c:ions to 

implement the statute, the so-called practice. have been transmitted inforniall;! by word of 

mouth by former Commonwealth employees, accountants, attorneys and tax practitioners. 

Thus, it has become customary to capitalize earnings a t  ten per cent for all corporations other 

than utilities, whose earnings are capitalized at eight per cent. Dividends have been 

capitalized at  eight per cent, with uti lib ccmponies' dividends being capitalized ct  seven 

, per cent. The "three-way " and "five-way " ri~les have developed. The former consists of an 
1 

, 
average of equity and current earnings and dividends capiialized and the latter of an werage 

of equity and the current and five-year userages of earnings and dividends capitalized. No 



official sanction has ever been given to any one method of arriving at valuation; liencc, the 

taxpayer is' a t  a loss in defermining his tax liability year after year. IIie net resiilt is that 

the tax has become a negotiated tax. The taxpayer submits ifs estimote of liability. The 

I 

Commonwealth places its estimate of the taxpayer's liability. If the taxpayer disagrees with 
1 

i 
ihe Commonwealth's settlement (jargon for imposition of  tax liabiliiy), it may pursue a two- 

stage administrative and two-stage court appeal procedure. The system obviously lends ikeif  

to favored treatment for some and to inequitable treatment for others. It may also lead to tax- 
I 

payers qgcsfioning the integrity of taxing officials. And finally , it creates an atmosphere 

in which a taxpayer feels a compel ling necessiiy to obtain expert guidance. 

In addition to the uncertaini?~ of tax l iabi i i~y,  another criticism of fhc tax 

is the usc of capii-alizatiori of incorne (and dividends when usecl) in arriving a t  valualion. 

If is argucc! :!?at since corporaf.ions are also s ~ b j e c t  to a corporate net income tnxi the use 

of earnings amounh to double taxation of corporate incoine. This criticism is especially 

relevant when corporations have little in the way of capital assets but enioy large eclrnirgs 

through the efforts of key personnel, 

Prior to 1935 Pennsylvania corporations and out-of-state corporations doing 

business in Pennsylvania were subject to the Capital Stocl: Tax on tlie same basis. An inequity 

resulted ii-, illat intangible assets of the foreign corporations escaped taxation even though they 

may have played an important part in the corporation's local business. In 1935, the Franchise 

Tax was enacted to apply cxcluiively to foreign corporofions doing business in Pennsylvania. 

 he entire valuation of such corporations was :oken into account; however, a thee-factor 

1 .. 
/--, formula broperty, payroll, and gross receiph) apportioned the value attributable to 
L K' 

Pennsy lvarlia to avoid unconstituiiona~ taxation. Pennsylvania corporations continued to use 

a one-fraction factor to eliminate nontaxab!e assets such as property with a taxable sifus ouhide 

. * .  .. - - - -  TLrr r n r n  AF +La rl;6fnrnn+ n,p&nJc 



arriving ai the proportioil of taxable a s r e f s  resulted i n  some peiinsylvania corporaiions being 

subjected to a heavier tax burden than compeling ou t -~( - j i \ l t e  cor-porations so tliot icft'ective 

with tire taxable yen, 1968, the  Legislatuie permitted Peniiiylvania coi-porations the opticii . 

of employina the three--facial- formu lo to uppartion voluofio~i . 

Historically, cospoi aiiol-ii engaged i t i  mo~i~~factui-ing have been exempt from 

capital sfocl< taxation upon :!?at poi-lion of llicir asseh ~ . . e d  exclusively i n  manufacturing. 

The avowed pur-pose of ti-,e exemption is to encour-oge new industries fo locoie in the Stole and 

the expansion of tl>ose all-eady in  tlie S i - l s ,  i n  effect to foster u Favorable business tax clinlate. 

The c x c e p i  of  mai,ufoctui-ing has been extended by siatute so ihai comi~ai;:~., engaged in a 

variety of precessing aci ivii ies (omi rescarrl~ and devc- Iipment) akin to man~fac iu r in~  ale also 

accot-ded the exemption. 

The Committee recomn~enc's that the bast= of the lax be changed and made more 

certain by the use of a fixed-formul- rietlind of comp~rt .tion employing co2itnl, surplus, and 

Because i t  is impossible to predict exactly die impact of sl-iifilng to a mor-e 

certain tax base, the Comtni ttee reccrnmends a one m i l l  increase from seven to eight mills 

on a temporor-y basis to assure stability of yield in  revL nnue. 

it recommends that thc cyPdl.tionnient factors employed i n  the "Uniform Division 

of Income for Tax Purposes Aci" be cidopted for the Capital Stock-Franchise Tax wit17 the 

excepti?!? of Section 16 b relating to the biate of origin under certain circumstances i n  the 

alloca!.ion of sales of tangible properiy. 



( '; 
It recommends fhat the manufacturing, processing, and research and develop- 

3J' 

ment exempiions be continued for the present; I;owevei-, this exempfion has been suspended 

for a time i n  the pasf whet? revenue needs dictated its suspcnsion, and it is proposed that, 

should revenue needs so dictate, considerai ion be giver, to the suspension of this exempfion . 

It further recommends that all corporations be required to pay a m i n i m u m  annual 

tax of 011e Hundred Dol la13 in order to help offset the rapidly increasing costs of administration 



TAXATION OF INTERSTATE BUSINESS ---- - 

BACKGROUND 

With the g~-owth c f  the corporate business siructure, the growth and  nobility 
I 

o f  our population and the ever--increasirig need of the states for addit ional tax revenue; 

the states have Ioolted to out-of-state business engaged i n  multi-state activities, deriving 

income in  the states, to pay their share of such taxes. Aside from the need for addit ional 

revenues, the states have had two other objectives i n  imposing taxes 011 out-of-state 
8 

busitless: (1) to prevent this ever-increasing tax burden from fa l l ing exclusively on 

strife-based business concei-ns; and (2) require such out-of-state business concerns to 

assun-ie their share of {-lie tax burden, commensurate wi th the governmental protecfion 

tho? their in-state activit ies ent i t le them to receive. 

Prior to 1959, the Supreme Court of the United States, on a cas, by-case basis, 

determined how far the states could go i n  taxing an out-of-state business. In a sweeping 

decision i n  the case of North\vestern States Portland Cement Co. v .  Minnesota, 358 

I1 . S . 4.50 (1 959), the U . S , Supreme Court expanded the jurisdict ion o f  a state to impose 

an income tax on an out-of-state business. Mr.  Justice Fr~nkfurter,  wrote i n  a 

dissznting opinion that Congress ought to intervene and set up uniform standards of 

mu l t i  -s tafe taxation under Congressional power to regulate interstate commerce. 

Wit11 business, large and small, conducting business in  more and more states 

and w i th  an increasing number of states imposing a l l  kinds of taxes on c;;:-of-state 

business at ever-increasing rates, many multi--state taxpayers bel ieved that thej* were 

facing an impossible burden of tax compliance i ~ i  the various states. To them, this 

sif.uai-ion was compounded, not only by the diversify o f  state and local taxing 
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h provisions under the same general fox structures, but also by {he diversity in iriterprctafion 

and adminisi~rat;on of the same general statutory provisions. 

Accordingly, as a result, in part, of the Northwestern decision and, in  part, 

of the alleged irnpos~ibiiit~ of tax cornpiiance in  a multitude of states employing the so-called 

"market theory of tax jurisdiction", multi-state business appealed to tile Congress. 

In '1959, within months after the NOI-fhwestern d?cision, Congress decicrred a 

halt to the states' tax iurisciictional claim that lnerely Furnishing a market in the states gave 

those states jurisdiction to tax. In that year, Congress enacted P.  L. 86-272 (73 Si-at. 555, 

15 U .S. C. Sections 381 -384), ~ l l i c l - ~  p~uvided that states and localitie: had no taxing jurisdic- 

lion to impose income taxes, measured by income, on an interstate f i r m ;  if the only business 

that f i rm  engaged in the states was mere sales solicitation tl~erein by its own employees. Such 
- 

Iai, ,:so direcied that the C~;nmit'ic; ::: the Judiciary of the l-lo~lse. of Rn?resentaTi\res study 

the iclxation of multi-stafe business co,;~erns and propose permanent legls!nfion concerning the 

same. 

Such study was made ur~G, as a result thereof, there \va2 ;tl;ioa'~ced i n  the 1965 

Congiess the Interstate Taxation Aci (H.R. 17798), better I<n~\ . i i?  as the Wl!lis B i l l .  This bill, 

as r-;.\lised, became the basis for legir!-tion passed in  the House of Reprpr~ntafives in 1968 

(H.R.  2158) and again in 1969 ( H .  R .  7906), better known as the Rodino B i l l ,  Such bill would 

have further resi-ricted state and local taxing sources by establishing federal jurisdictional 

standards for the iniposition of state and local corporate net income, capital stock, sales and 

use nnd gross receipts taxes on multi-state business. 

Prior to P. L. 86-272, the National Governors' Conference had been on record 

as o~posing any legislation that would restrict the tax powers of state and local governments. 

Liltewise, the blational Legislative Conference had taken the same position. Thus, when the 



f -  
f ., -; Wi l l i s  B i l l  was introduced, Governors and tax administrafcrs acl-oss the naj io11, after examina- 

t ion of i t s  pl-ovisions, expressed real alarm because they bel ieved that such b i l  I would either 

exempt multi-state businesses entirely from state taxation, narrow their tax base, make tax 

collections more costly or ineffective and cost the states c'eai-ly in  revenue. 

As a result of  the introduction of the Wi l l i s  Bi 11, the for a ~nult i-state tax 

compact was created with the ovowed purpose of suggesting woi-Itable uniform all-ernatives 

which wouid eliminate the need for the I:ind of Congressional action embodied in the Wi l l is  

b i l l  and other Federal bills that followed. 

The provisions o f  such compact, which were worked out i n  1966 by the C o u ~ ~ c i l  

of State Governments, Tax Administrators, Attorneys General and State Leg i s  lators, were 

presented to the stales in  January of  1967, and by July 1, 1970, the Mult i -Stcte Tax Compact 
- 

had bzc- -.?opted by 20 I-egul~i--member ~ ! ~ " n s  and 12 staies, including Pe--p;,l-tclnia (by 

Governor'; Executive Order), had become zsociate members. 

In addition to the Multi-State Tax Compact, there has Lsen introduced i n  f he 

Senaie Lr fenator Magnuson, S .  2804 (knuvvlr as the Consent Bi l l ) .  This bi;;, vvhich was drafted 

by the Coui;cil o f  State Governments and ~ h c  Advisory Commission ~ I I  i ~ i i e r ~ o v ~ , ~ i m e n t a l  

Relatior:, contait~s the Multi-State Tax Compact provisions and would grant cznsent to the 

Multi-State Tax Compact. I t  further provides, among other things, that i f  a l l  states have not 

adopted h e  Mu1 ti-State Tax Compact by July 1, 1971, such non-adopting states must, never- 

theless, offer i he mu1 ti-state firms the compact option of  using the three-factor formula 

(payroll, property, receipts) i n  determining the share of their income that i s  apportioned and 

\ subject to taxation by a state. 
,' 
I" -- 



THE MULTI-STATE TAX COMPACT - 

The generally stated purposes of the Multi-State Tax Compact are " io faci l i tate 

prcper determination of state and local tax I iabi l i ty,  to promote uniformity or conpatibi  l i t y  

o f  tax systems, to faci l i tate fhe multi-state iaxpayers convenience and conlpliance I-egarding 
I 

I 
taxing procedures, and to avoid duplication of taxation." More specif ically, but i n  out l ine 

form, the Compact \vould: 

1 .) G i v e  a taxpayer the option o f  u t i l i z ing  the Uniform Division o f  Income 

for Tax Pu~poses or other allocatio~s 01- appoi-tionment rules which are i n  effect 

in a state. The Uniform Division o f  Income cor~cept w i l l  be discussed fu l ly  

L-elov,~. 

2.) G i v e  sr-t~ali iaxpayels (those engaged only i n  malting $100,000 or less 

per year in  sales i t ]  a si-atej i11e additional option to use a short forni return i n  

! leu o f  cx detailed computation of: I::come tax l iab i l i t y .  T h i s  provisic:: does 

not expand the income tax jurisdiction o f  the states. The Compact actually 

incorporates existing tax ~UI- isdict ional rules whicl-r presently require col lect ion 

of taxes based on sell ing activities only wher-e a firm regularly and 

~ystematical ly solicits business i n  1;1e state through use of salesmen who are 

;~hysical ly present therein. 

3.) G i v e  i-axpayel-s an additional option to u t i l i ze  existing procedures for 

;-esolution of multi-state tax matters or ali-ernaf-ely, to u t i l i ze  a tax arbitration 

>rocedir~-e which i s  designed to provide quick, fair and eff ic ient resc!c;tion o f  

such matters and eliminate any possibilities of  double taxation. The Cornpac:, 

I~owever, does not require any taxpayer to use the a{-bitration procedure. 



') 
t ': 
kd.= 4.) Provide a sales and use tax credit provision which would he i n  

accord w i th  action already taken by  most of the forty-six sales and use 

tax states. 

5.) If b state desires, participate in  a program o f  cooperative audits, 

thereby reducing the nuruber of  audits to which taxpayers might be exposed. 

6 .  j Create an adminisfra!ive arm for the Compact, a Commission made 

up of  representatives of each state. The Commission, with the counsel 

of  local government and business and consumer advisory groups, would 

conduct studies designed to ac l~ ieve simplicity, uniformif-y and equity 

i n  multi-state tax matters and would also issue advisory rules and regu- 

lations to be adopted by states having uniform tax laws. 
# 

UNIFORM DIVISION OF INCOME -- 

As previously noted, the /\/~ul;;-State Tax Compact grants a taxpuyer the option 

to u t i l i ze  i i le three-factor formula of the Uniform Division of Income For Tax Purposes Ac t  in  

allocating his income among the various states for tax purposes. This Ac t  was drafted and 

approved by the Nat ional  Conference of Commissioners 011 Uniform State Laws and i s  presently 

available for use by taxpayers in  27 of the 41 corporate income tax states. While the Uniform 

Ac t  i s  s u b s t ~ n t i a l l ~  similar to the three-factor formula pr-esently i n  use i n  Pennsylvania under 

the corpornte net income and coi-porate income taxes, the sales or gross receipts fraction o f  

Pennsylvania's Corporate N e t  Income Tax varies significantly from the Uniform Act .  

For example, under the Pcnt7sy~;rania Corporate N e t  Income Tax, the so-called 

J 
.   head quartet.^", no: destination, standard i s  used i n  determining which sales w i l l  be included 

f--'> - 
in the numerator of the Pennsylvania sales fraction. Staiutori ly then, sales are attr ibuted to 



Pennsylvania only i f  the salesrnen making the sales operate from headquarters located i n  

Pennsylvania. The net effect i s  that ninny sales aciual ly inuolvi i ig negotiation of the contract 

or delivery of tlie goods i n  Pennsylvania have not been included i n  the Pennsylvania sales 

fraction because companies have managed to attribute them to sales made by salesrne~l 

con~~ec ted  to "offices" or "headquarters" not locafed i n  Pennsylvania, 

While enactment of the Compact alone would give the taxpayer the option 

to use the destinatiori saiss fractioti contai13ed i n  the Un i fo in~  Act  under which saics are 

attributcrble to the state i n  which ultimate delivery of the goods to the purchasaoccurs, such 

option wuuld really not have any itnpaci cr; Pc-~ins~lvania law, either by wny o f  extensive 

ufiliza+-ion of such option by CI taxpayer or the shifting of signif icant revenues. The recrson 

i s  that so;nc Pennsylvania con-lpanies mat:ing suLsfai?iiul deliveries o f  goods to Pc+nnsyIvania 

p u r c h c r c ~  have for rnany years, as previor~sly noted, u t i l i zed  i he ouf -of-state "dummy head- 

quarters" (perhaps in a state not having a corporafe tax n~easured by inconic. "$ one where tlie 

sales Factor i s  allocated on a destination basis), i n  which case sucli sales are ti01 included i n  

income allocated to and taxed i n  Pennsylvania. There i s  no question that use o f  such "pseudo 

headqr~nrt.els" by some companies has not only  been a successful tax avoidance measure, but 

such ut i l izat ion over the years has meant, perhaps, a substantial loss o f  tax revenues to 

Pennsylvania. 

However, i f  Pennsylvania followed i he lead o f  other statss \vhich have adopted 

the Uniform Division o f  lncorne for Tax Purposes, then genera fly destination, not "hendquari-ers" 

would be  the basis for al locating sales is1 or out o f  Pennsylvania. 

-1 
The Uniform Act i n  gcnercjl, uiid iis sales factor in pclt icular, are desigr~ed c; ; 

to: ( 7 )  eliminate: ambiguif-ies such as jhose now exisiing i n  Pennsylvania's gross receipts fruclion; 

(2) achieve a more eyuiiable measure uF business act iv i ty vtithi11 a state; (3) reduce tax 



adm.inisi.1-ative and compliance costs; (4) el i r~~inate the possibility of double taxation; and (5) 

facilitate achievement of f u l l  accounf-abllity by eliminating technical tax avoidance schemes. 
, 

Section 16 (a) of such act sets forth a "physical delivery of the goods" destin- 

ation rule to be used i n  assigning sales to the numerator of the sales iraction,. It thereby 

mini~nizes manipula~ion of the crssiynment of sales by making it-relevant the technical question 

of where the f .o. b .  point is designated. 

However, Section 16 (b) of the act also provides, in  part, that sales of tangible , 

personal property are included i n  the ~umerafor of the Fruction in the skate of origin i f  shipped 

from an office, store, warehouse, factory or other place of storage in such state to an out- 

of-state destination i n  cases where the raxpayer is not subject to the tax jurisdiction of the 

# 

state in which the goods are delivered. This f u l l  accoun{ubility rule of Secfion 16 (b), more 

commoniy referred to as the "ti7ro\v-bacic rule", applies when sales are made to the Federal 

Government or the state to which the goods are shipped does not Iiave a corporate tax measured 

by I ? ~ - r e  or the tax pa ye^.;' activity ir  destination state is so minimc! + b t  such state under 

P C  I , 86-272 does not have ii~r!zdiction to impose u tax measured by income on such tai:payer. 

The commiftee has sf.uL;;eL; with great interest the controvelsy between corporate 

business and state tax administrators over this "throw-back" rule. 

Corporations argue, on the one hand, that i f  a state employs a "destination" 

rule, then it should uniformly be applied to all sales; that is to say, i f  it is deliver.ed in  the 

state, then such sales should be in the numerator of the sales fraction and allocated to such 

state, but i f  it is delivered outside the staie then it should not be included in  th, 0 numerator 

of the origin state merely because the taxpayer delikring such property to an out-of-state 

location is not subiect to corporate tax on income in the destination state. The business 

concerns reason that under a destination rule, it should be of no concern of the sfate frorn which 
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Cr 
the goods cre shipped as to whether or not the taxpayer is subject fo tax in  al-lother jurisdicfion 

and, to apply a different rule laclcs uniformity and is grossly unfair to the taxpayer. Advocates 

of the f u l l  account~biliiy concept (throw-back) argue, on the other hand, i-hut, since the enact- 

ment of a broad fax jurisdictional exempfion i n  P .  L. 66-272, a Full accounfability rule such 

as contained i n  Section Jh (b) of {.he 1Jniform Act- is necessary. They claim that, i f  the fu l l  

accountubi lity rule is not fol lo~led,  large Firms coilld immunize tt:ir sales activities from prac- 

tical!y all crcco~niabil i t~ for state taxes merely by concentrating their production and ware- 

housing activities in  a few states and limiting their selling activities i n  the remaining states 

to the "solicitaiing sulesrnenii, "rnissionnry menii, or independent contr-aci-61-s which activities 

in  such states would not make such firms subject to fhe corporate tax or such sfates under 

As far as f h e  present i u w  oF Perinsylvania is concerned, I!., :;nployment of tl-)c 

"thr-o\v-back" rule is meanitig!ess for two reasons. First, i f  a foreign corp~~crtion located in 

a state such as Ohio, having no corporat-e net income tax, ships goods into Pennsylvania as 

a resu!t of minimal activities, which under P. 1. 86-272 denies jurisdiction 1.0 Penisyl\~ania 

to irnpose a corporate net income tax, then Pennsylvania receives no tax, eken rhough it had 

the I1destinatioti" corrcept in  its law. Second, under the present "headq~,, ters" concept in 

our law, the "thro\v-buck" rule usually has no relevancy since income from goods sold and 

delivered in Pennsylvania by a Pennsylvania cot-poration, or even a foreign corporation subject 

to the Pennsylvania Corporate Net Income Tax, are not generally being included i n  the 

nuir,c;-;tor of our State's sa!es FI-octinn I>cc.uuse such sales have been negotiated G: or generated 

by salesmen connected wii-h "headquarters I i  outside the Skate. 
1' 

The Committee believer, the Mul ti-Stal e Tax Cornpact is +he right approach 

to solving the problems of taxation of i~~tersfate business, rot-her than federal legislation \vhicIl, 

i n  effect. seerns to dcclare {hat the solution of multi-stake tax problctns is hopeless and  seei;s 
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to  minimize their impact by cur t~ f i l ing  state a17d local' taxation. \/\fhile interstate taxpaycis 

might be eager to secure preferential tax trecrirnent Fron such a federal taxing system since 

they would, i n  mony instances, receive a windfall, the consequences for their non-exempt 

competitors and Pennsyivania :e\renues could be tjiscrstrous. I t  ~ G S  been estimated that tl?c 

enactment of a provision sirnilas to that containcd i n  the Rodino B i l l  would rnean a loss ir? our 

State revenues o f  any\vhere From 80 to 100 mi l l ion dollars. If such i s  the case, non-exempt 

intrastafe firms i n  our business cornrnunity might  be faced w i th  the possibility c f  increased tax 

burdens lii order to make up the revenue lossns resulting from federally-required preferential 

exemptions granted to inferstaie business. 

In addit ion to the adoption of the Compacf, {he Comniiitee firrnly belicves that 

fhe "ileadquoriers" concept shod!d be - eliminated from the corposafe tax laws and rcplcced with 

the Uniform Di\risiol~ o f  Income Tax A c t  which contains therein the "desf inal ion" basis conccpt. 

The enactment o f  such Uniform Act, the main purpose of u~h ich  i s  { O  avoid 111ul i ;~le inclusion 

by the states o f  the same sales i n  the nurnercf-ors o f  fheir respective sales fractions, might fore- 

stall further Congressional action i f  a leading industrial state l ike Peiinsyl.\/c;r,ic and other states 

w i l l  a d ~ p t  the Uniform lavq. In  addition to uliiformity, a destination conc ip t  would bring 

~ i m ~ l i c I ; ~  and ease o f  administration o f  the zclles factor and thus avoid c o s t i ~  nrld excessive 

l i t igaf ion, However, the Coinmittee also believes that i n  the assignment o f  sales o f  tangible 

personal property to Pennsylvania under the "destination" rule, uniformiiy, simplicity, equity 

and fairne:: dictate that i t  should be on a "straigl?t" destination concept and not a dual concept, 

i .e. one being the "state o f  destination" wid {-he other the "state o f  or ig in"  ,i:,eption found 

J . i n  Section 16 (b) of such Act  which provides that sales would be assigned to Pennsylvania if 

r"- A .  " 

L- ' s l ~ i ~ p e d  from Pennsyl\lar~ia to a destination outside o u r  Statc where the corporate taxpayer i s  

not ta>:able i n  the state of because o f  P. 0. 86-272 or because such state has no 

tax. or where the nuschaser i s  the Federal Government. A 5 i d ~  from ~ln;Fnrm;t\r n r  n n r l : t - r  +Ln 



Committee thinl:s i t  unv~isz to assign sales on an or igin bcsis, since such would be inconsisient 

w i th  Pennsylvania's effort lo promoi-e econo~nic growth tkrough the encourac:cment o f  new or 

expansion of existing w u ~ e ! - ~ o u s i n ~  faci l i t ies i n  { h i s  Cornmoriwealth. Therefore, i f  the 

Legislature no'opis the Uniform Division of Income Act  i t  ought to exclude the ;'state of  origir?" 

exception o f  Section 16 (b) of such aci for the recrsons stated above. 
I I 

The Comrilii tee sec.omrnena's also that, though the Pennsylvar~ia Corporation 

Income Tax already uses a "desiinai-ion" soles fraction in  allocating income, subsi:lntial 

ambiguities appear to have arisen and i t  ~uould, therefore, be desirable i n  the interest of tax 

sirnp1if;crstion and equity to amend the ianguage of such act to conforrn to t/lc allocation formula 

contained i n  the Uniform Divisiou! of Income for Tax Purposes Act, but without such exception. 

I.il<ewise, the Capitol Sfock ~ n d  Franchise Tax should be amended in  the scs:nc munr7er-, with - 
the proviso !hat {he "state OF or igin" e > : ~ c ~ t i o n  found in  Section 16 (h) o f  t!,c Llniform Act  should 

not, a: noted, be included i n  1.123 amendment made to such corporuie tax acts. 

The Committee recommends that rile Legislature enacf the Multi-State Tax 

Compclct so that the Cornmonvfealth of Pennsylvania may join wit11 other mernbers o f  the Mul t i -  

State Tax Commission i n  seeking ways to properly determine state and local fax l iabi l i ty,  to 

promote uniformity or cornpatibi l i t y  of fa:: systems, to provide convenience to interstate business 

in complying wi th taxing and to avoid duplication of taxafion. 

The Cornmittee recommends further tf7at the "I~eudquarters" concept ui-i l ized 

under the Corporate N e t  lncome Tax i n  the allocation of income of an intersrate business to 

Pennsylvania be replaced wi th a destinaiion concept f h r o ~ ~ g h  the cnaci-ment o f  fhz ""niform 

Division o f  ln'come For Tax Puiposs~ k c f " ,  as drufied by the National Conference 01-1 Uniform 
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State Laws; bur onjitti!lg thercfrom paragraph "b" of  Section 16 o f  such A c t  relafing to ai iocat ion 

to state of origin under certain circumstances. 

The CornnIi ttee reconl~nends tliai. for purposes o f  uniFormi ty the al locat ion under 

the Corporate Income Tax and Capital Sfoclc and Franchise Tuxes also be amended to conform 

to the COI-porate N e w  Income Tax as contained it1 the previous recommendations. 



PEQi\4A::'..iE?.!T TAX REFOill'J AD\!ISOi?.Y COMMITTEE 

As previously noted, the Comrriitfcc has made ~.ecommer;dations on i-lie Stutc 

and locc;l ?ox structure wi th in ihe tirne l imits available to  i t - .  Tl2e1.e are n1any areas where a 

1 / - 
st i l l  more exhausfive study in  necessary, sucli as in  I he ~ i i l i t - ~  reul estate tax field, senior 

2/ - 
citizens tax relief, and local real property taxes, i n  order to ucli ieve a sound, progressive 

and equitable Sfate and local fax system. Accordingly, our recornmendat ions for change should 

be considered merely a starting point, not an end to tax reform. Tlic Committee recor~imends that 

the!-e be creaked a pein:anent joint House and Senate Tax Reform Advisory Committee which 

would have the duty and responsibility, on a continuing basis, t o  recommend to the Legislature 

various M ~ U ~ S  i n  which the State and local faxes could be amended to f:irflicr provide o sound 

and progrebbive tax structure responsive to publ ic needs wif l i i t i  the Cor-nn~on\veulth of Pennsylvania, 

1. The ?c!i?t. State Government Commission hc-; recently completed an extensive study of: I-he - 
taxation of p ~ l b l i c  i i t i l i t y  real estate. I h i s  study was placed i n  the iiards of flie Committee only 
a short time prior to the conclusio~i of its labors and i t  was f le t  that the Commiti-ee would not have 
an adequate opportunity to  digest und evaluate the findings and recommendafior-s of the Joint 
State Government Commission, or t o  make independent f i~ id ings and recornrnendrri-ions. Rafher 

. . than atteml?t to  u~ider tc~ke such a complex and biffic;ulf urea of study as this i n  ii l i inited tirne, 
the Cornmi{-tee concluded that the subject s h ~ u l d  De referred to the recommendcd Permanent 

' 

Tax Reform kc!\lisory Committee. 

2. Senior cit izens' fax relief. In the course of its worlc, the Committee has c ~ ~ r i d e r e d  several 
plans for tax rel ief  Tor senior citizens wi th low incomes. The plans conside~ed were nof cjdopted 
becbuse i t  was fe l t  that they lacked the basic equity and rel ief  which was desired in this area. 

I t  i s  strongIj~ recornmended that the Permane~it Tax Reform Advisory Comrnittee undertake the 
necessary research and stud.y fo develop a feasible tax plan for equifable fa>: rel ief  for our senior 

citizens. In the meuntime, the Cornmii-tee recommends the psompt enactmen{- of legislation similar 
to  I-louse B i l l  No .  103, wl7ich will ,  i t i  our judgment provide interim tax re l ie f  for senior citizens. 
Further, i t  should he noted that under the recommended state income tax plan, senior citizens v j i l l  
receive x!-.c+-:it.ical tax relief, because both I.!.: :ax base and the additional fur, credit are based 

upon the federal deductions alIowable for age, independency, and blindness. 



1 I 
f e - 3. This area of taxoiioi i  has a long, detailed and technicul history wliich,. for its complete 

undcrsiat~ding, requires an exi-!.ernel y cornpret\ensive study. The Commiki.ee has conducted 
preliniinary rcseal~ch and has consul~ced w i i l i  expcri-s in thjs f ie ld.  111 addition, Represenf.crfive 
Jo111-1 C. Pitfengel- has made prel i~ninary explol-aiions o f  t h i s  tongled rnaffer. Unfortunately, in the 
fime cwailable i o  +he Commitlee, we were unable i-o resolve ihe many clifficulf and conip!ex 
problems involved, and accordirqiy, i f .  i s  I-ec;o;nmer~ded that il:e matter bc referred to i l ie 
Pci mancnt Tax keform Advisory Committee. 

I 


