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THE SPEAKER'S COMMITTEE ON TAX REFORM

Pennsylvania House of Representatives

Dear Feiiow Member of the House:

There is transmitted herewith the report of the Speaker's Commitiee on Tax Reform which
was established on March 7, 1970,

The purpose of such committee wasto conduct within the limited time availeble to it, a
- compienensive study of the entire State wiu local tax structure of the Comuwawealth of
Pennsylvonia and present to the House of Representatives recommendations which would
not oniy constitute tax reform, but would, if enacted into law, provide a more sound,
progressive and equitable State and local tax structure for our Commonwealth.

The committee desires to make it clear that its function was not to examine present or
future budgetary requirements for any level of government. And while the committee,
wherever possible, did examine the revenue estimates involving various fax measure
revisions or additions, it did so mainly for the purpose of evaluating the State and local
tax impact which might occur as a result of formulating broad tax reform guidelines and
not fo present a balanced expenditure-revenue budget for the fiscal year. Tihe enact-
ment of a balanced operating budget for such year is a matter solely within the purview
of the Administration and General Assembly.

No tax study committee can properly function without the aid of staff who are experts

in the complex field of State and local taxation. Therefore, the committee gratefully

acknowledges the wealth of tax information and advice given it by staff who sat with

the committee throughout its meetings, with o special commendation to Dr. Paul Bruton
~ for hic evnert advice and knowledge in the income tax field.
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The committee also expresses its special appreciation to Mr. John W. Ingram, Director,
State Division; Mr. Robert S. Lewis, Assistant Director, State Division; and Charles G.
Passmore, Senior Research Analyst; all from the Pennsylvania Economy League, Inc., who
continuously sat with the committee and presented to it vital tax information and in-depth
research assistance. The committee also is grateful to the Pennsylvania Economy League

for its kind cooperation and consideration in making available the research talents of such
men. c :

Respectfully,

The Speaker's Commiftee onJax Reform :

Herbert Fineman, Chairman



¢ Q |  SUMMARY OF RECOMMENDATIONS

Revenue Gains (Millions)
Loss (Per 1%)
. SALES AND USE TAX

1. TAX RELIEF PROVISIONS

A. The general tax rate be reduced from 6% to 4%, and that the tax base be

" broadened in order to offset all or part of the revenue loss resulting from
this reduction. ~166.0

B. Restaurant meals under 26¢ be exempt from fax. : - 1.3

2. TAX ADDITIONS AND REFORM PROVISIONS

A. All of the production exemptions be eliminated. - 15.0.

B. The Committee recommends elimination of the following exemphom and
exclusions:

The exclusion for delivery, instaliaiion or application charges when

e
.

separately stated. , 6.2
2. Flimination of the trade-in allowance. v i/
3. Elimination of the "demonstrator" exemption. _/
4, Elimination of the "“isolated fransaction" exempfion. 1/
5. Tlimination of the braodcasting and television exemptions. 1/
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

muperty for the equipping of a new <hip. 1/
- 7. Elimination of the exemption for mail order catalogues and direct
mci! advertising materials. i/
8. Elimination of the exemption for rail transportation equipment. 1/
9. Etlimination of the fee fishing exemption. _]_/
10. Eiimination of the exemption on mugazines and periodicals except
newspapers. : 1.8
11. Elimination of the exemption on restaurant meals sold by hospitals. 1/
12. Elimination of the alternate imposition provisions. 4

13. Elimination of the interstate commerce exemptions of Section 2 (n) and
2 (h) of the Act, except insofar as said exemptions are mandated by the
Federal Constitution. l/

a ]/
“No reliagble estimates were immediately available for the noted recommendations above; however

" the Committee believes that if the Legislature will adopt these recommendations, the over-all
gain in revenues per 1% rate will be substantial and will offset part, if not all, of the revenue
loss occurring as a result of reducing the sales tax rate.




S ' ' Revenue Gains (Millions)
- . ' : } Loss (Per 19%)

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. The tax shall be imposed upon candy, chewing gum, and f
similar confections; 1.6

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 equipment and supplies in the

process of relocation from one permanent location to another. 2/
5. The use tax reporting and collection provisions be strengthened
in the following manner: : §_/

a. A provision be added that the 1esale exemption is merely
presumptive unless and until the person claiming the
exemption reports the actual resale to the Department of
Revenue.

Evasion of the use tax should be punishable by more

stringent criminal and civil penalties and more use of the

bonding provisions of the Act should be made.

c. The "arms length transaction™ provisions of the Act be
amended to establish a presumn~tion with respect to
subsidiary or controlled corporations which sell to
affiliates or parents.

142
.

[. PERSONAL 'NNCOME TAX | | Povenve Gain
_ : 4 Per 1%

A. The Committee recommends that there be enacted a personal income
“tax to be levied at a uniform rate upon taxable income as defined for
federal tax purposes. : $233.7 million

) “See Note ]/, Page "A",
‘v Although tlic immediate revenue effect of thesa improved reporting and collection methods cannot
be ascertained with certainty, if is felt that their adoption will substantially increase revenues.
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A single comprehensive act should incorporate the provisions necessary fo deal
consistently with partnerships, estates, trusts, beneficiaries and decedents, as

- well as individuals.

The tax be imposed at a uniform rate upon taxable income as defined for fedeml
tax purposes. :

That a vanishing tax credit be allowed against the State income tax lxc:blhiy in
order to offset the regressivity of o flat tax rate on low and moderate income
families. (described in report)

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

Hi. LOCAL GOVERNMENT TAXATION

A,

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

The school districts, other than Philadeiphia and Pittsburgh, be authorized to levy
income taxes (on the state base) withooi limit as to rate, but apphcabie only to
residents of the district.

That all municipalities (but not couniies) except for the City of Philadelnhia, be
authorized to levy an income tax (on the state tax basc) without limit as to rate

on ~I! the earned and unearned income of persons residing within the mu.ﬁcipqlify,
but sublec’r to rate limitation on income earned within the mumcrpahiy py non=
residents. A taxpayer would be credited, against tax licbility in his municipality
of rcsidence with the fax paid on his earned income in hxs mumc:pohiy of employment.

That mumcupol and school district income faxes be collected by the Commonwealth,
togsilier with the state income tax, ~nd allocated to the taxing jurisdictions to which
they are due.

That the following taxes be abolished:

. The occupation tax

. The occupational privilege tax
. The per capita tax

. The Mercantile Tax

BN -

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

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

Thot the taxing du’rhorh‘y of the City of Philadelphia remain as now set forth in the
law, subject to the following modifications:



) 1. That the City allow a credit against its earned income tax
s equal fo 50% of the tax paid by a city resident to another
- municipality where employed.

2.  That the City allow a credit against ifs earned income tax
“equal to 50% of the tax paid by a non-resident worker to
his or her municipality of residence.

3. That the Commonwealth, from the proceeds of the
recommended state income tax, reimburse the City for the
tax revenue lost due to the above credits.

™,

i That the implementation date for these recommendations be established
in the law os the beginning of a fiscal year for each class of local
government at least one year following fhe effechve date for coHechon
of thie proposed sz‘ate income tax.

IV. BUSINESS TAXES | | o - Revenue Gain

or Loss

A. Tha Corporate Net Income Tax rate should be reduced from 12%
to 10%, provided that the present tax base is expanded in order
to offset at least part, if not all, of the general fund revenue

foss occurring as a result of such reduction. : -43.0 (per 1%)
B. The destination point concept should be used in lieu of the

offica concept as a basis for the allocation of gross receipts

in both the Corporate Net Income and Franchise taxes. 5.0
C. If *2 Uniform Act is not enacted, the wages and salaries

fraction of the apportionment formula for the Corporate Net
Income Tax and the Franchise Tax should be amended to '
eiruinate the language "connected with™,

L. The statutory language permitting a corporation to allocate
should be reformed to make it uniform and limit allocation to '
tho rederal Constitution requiremeni. 4/
E. The dividends received deduction available to corporations under

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

F. The Corporate Net Income Tax should be amended to make a
corporation lioble for gains realized from the sale of property
ofter the corporation has ceased fo do business within the
Commonwealth.

)
S K%

"No relidble revenue estimate available, but it is believed that this reform will produce a material
increase in revenues.




The Capital Stock Tax Aci should be amended fo prevent real
estate companies from utilizing the manufacturing exemption
when the lessor company did not operate the manufacturing
plant.

~ The Domestic and Foreign Excise Taxes should be repealed.
The Corporate Loans Tax should be repealed.
The taxation of commercial banks and mutual thrift institutions
shou!d be placed on a uniform and equal basis and on as
comparable a basis as possible with the taxable income of other

" corporations.

The Shares Tax on commercial banks and title insurance companies

E.

Revenue Gain

or lLoss

should be replaced with an excise using the same income base and rate

as is applied to thrift institutions. In addition, the deduction for
federal income tax paid should be restored to the income tax bose,

The Gross Premiums Tax should be imposed on all
insurance companies (including non-profit) without
regard to whether the company is foreign or
domestic, stock or mutual.

Excluding non-profit 9.3
Non-profit 10.00
TOTAL

The Corporate Net Income Tax and the Capital Stock Tax
(wherever possible) should be imposed oni all insurance
. Cuinpunies.

All insurance companies which are subject to and pay the
Corporate Net Income Tax and/or the Capital Stock Tax should
be allowed a credit to be opplied against their gross premiums
tax for the payment of these taxes.

“No relinnie estimate is immediately avaiiuule on revenue gain under CNI

However, whatever the gain, a corresponding amount must be deducted from the Gross Premiums

Tox as a result of the tax credit to be granted.

Based on presently levied Corporate Net income and Capital Stock Taxes.

|
N4

19.3

Capital Stock.
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Revenue Gain

or Loss
O. CAPITAL STOCK-FRANCHISE TAX
1. The base of the tax be changed and made more certain by the |
use of a fixed-formula method of computation employing capital,
surplus, and undivided profits. ‘ 7/
2. A one mill increase from seven to eight mills on a temporary basis
to assure stability to yield in revenue as a result of basic change
recommended in Q 1 dbove. ?_/

3. The apportionment factors employed in the "Uniform Divisicn of
Income for Tax Purposes Act" be adopted for the Capital Stock=
Franchise Tax with the exception of Section 16 (b) relating to
the state of origin under certain circumstances in the allocation
of sales of tangible property.

4. The manufacturing, processing, and research and development
exemption be continued for the present, but ifs suspension be
considered as a revenue source if needed. If exemption is
suspended, a $50.0 million revenue gain will be realized.

5. All corporations be required to pay a minimum annual tax of
One Hundred Dollars in order to help offset the rapidly
icreasing costs of administratico.

R. TAXATION OF INTERSTATE BUSINESS

1. The Committee recommends that the Legislature enact the Multi-State
Tax Compact. _

2. the Committee recommends the enactment of the "Uniform Division of
Income for Tax Purposes Act" to replace the "headquarters" concept with
the "destination" concept.

3. The Commitiee recommends that the Corporate Income Tax and Capital
Stock and Franchise Taxes be amended to conform to the Corporate MNet
Income Tax as contained in the previous recommendations. '

.S. TAX RELIEF FOR SENIOR CITIZENS

1. The Commitiee recommends immediate enactment of legislation similar to House Bill
103 of the 1969-1970 Session, to provide interim relief for senior citizens.

7/ and 8/
A change tc a "net worth” base brings simplicity and certainty of taxation. However, the Committee
is not certain whether such change will bring a revenue loss or gain, and, therefore, recommends

a temporary ! mill increase. The 18.5 million increase has been estimated on existing base.



G.

" 2. The Committee further recommends continuing study of this matter by the proposed
Permanent Tax Reform Advisory Committee.

 PERMANENT TAX REFORM ADVISORY COMMITTEE

The Committee recommends the creation of a permanent joint House and Senate Tax
Reform Advisory Committee to study the tax sfructure of the Commonwealth on a
continuing basis.
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SUMMARY OF REVENUE GAINS & LOSSES

Sales Tcx_

Losses
Sales tax reduced 2 % vveveens teseesce ceees.332.0
Restaurant meals under 26¢(4%). vvvcnen. cee. 5.2

| TOTAL LOSS 337.2
Gains (4% rate)

Eliminate production exemption..... cessesoss 60,0
Trade=in. . viieiieiiniiienreinnnanennnns .. 24.8
Magazines & periodicals.viveinirreisoeaces 7.2
Liquor mark-up....vv..... Ceeteeiiieaoe cee. 10,4
Candy, chewing gum......... ceeisacn ceeencs 6.4

: 108.8
Other elimination (Est.)..evvevnvcenna. veeee 29.0

TOTAL EST, GAIN 137,

Business Taxes

Losses :
CNI-12% to 10%. v ... e ceenee. 86,0,
Domestic & foreign repealed....... cereesisss 8.0
Corporate losses repealed.siiiiiinicoeeenne 2.9
CNPF&CSimizrediteeueresonssconsnnes eee.. 3.0
GROSS LOSS 99.0
Gains
Destination basis (Este.ueseoescerssscceanaes 5.0
Dividends (E<t. ..... ceercecnaneen cervseeac 15,0
Ins premiums (including non-profits).........19.3
CS & Franchise (I mill increase)..... ceocacne 8.5
Eliminate mfg. exemption CS.vveveeeereens. 50.0

(Estimated on present base)

GROSS GAIN 1n7.8

- NET RESULTS SALES TAX & BUSINESS

NET LOSS -

NET GAIN

337.2

- 137.8

199.4

99.0

{07.8
+ 8.8

-190.6



FOREWORD

THE 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 Committee was to conduct a comprehensive study of the
entire State and local tax structure of the Commonwealth of Pennsylvania which would seek
to achieve the following objectives:

1. Reform -- based on an équifcble distribution of the tax burden.

2. Fiscal Stability == based upon a tax system responsive to economic growth

sl 1l

i wupable of providing government with i e revenue
necessary fo enable it to meet its obligations to its

citizens.

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

The Committee's function was not to examine present or future budgetary require-
ments for any leve! of government nor did it endeavor to style or tailor any tax preposals to
nccommoda’re the existing fiscal crisis. A determination as fo the amount of revenue needed in
any fiscal period is solely the prerogative of the Legislature. While the Committee was not
insensitive to the current fiscal crisis, the principal 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 the purpose of presenting a balanced expenditure-

revenue budget for any fiscal year.
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Taxes are, indeed, the price we pay for civilization. But surely civilized men
and women can devise a tax system based on concépfs of fairness to those required to pay them,
with due consideration for those whose physical or economic condition may make taxafion an
onerous burden.

Criticism of Pennsylvania's State and local tax systems for lack of equity. is
nothing new. Tax study groups have made repeated recommendations for the easing of con-
stitutional bans to permit o progressively graded tax according to the income levels of
taxpayers. Much has. been said; little has been done in this direction. As a result, tax
inequity has become cumulative with each new piece~meal enactment of tax legislation in
liev of systematic tax reform. Enactment ot these measures has created a growing public
awareness that much s wrong with the way revenues are raised in the Comrﬁo;wweoli'lw.

In the main two factors have historically inhibited fo% reform in
Pennsylvania - first, State constitutional limitations as interpreted by the State Supreme
Court and, second, the'Untimely and panic response"to pressures of new revenue needs, which
has tended to preclude careful attention to what kind of system was developing. The pressure
for new revenue confinues>uncbofed. The current crisis of the Commoﬁweclf'n ~ the latest in
a lony series of fiscal crises - threatens to uggravate the now obvious tax injustices into which
the Commonwealth has drifted. Someone once said that, "Nothing is 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,

substantially so, with the adoption of new constitutional provisions in 1968.

LEGAL HISTORY

Prior to 1968, the oft-mentioned “uniformity clause" = "All taxes shall be

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




the tax," - appeared 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

|
taxes, for example, places of religious worship, institutions of public charity, efc%. The next

- section, Section 2 of Article IX, provided: "All laws exempting property from taxation, other

than the property cbove enumeraied shall bz void." (This is now Section 5 of Article VIII).

The Pennsylvania Supreme Court has long held that the "uniformity clause™
prohibited the Legislature from enacting a graduated income tax, that is, o law in which
higher tax rates are progressively applied io higher income brackets in contrast to lower income
levels. The court has also held that these provisions bar the Legislature from creating any
tax exempt classifications based upon quantitative equitable standards such as the amount of

1/ |
income and number of dependents of the taxpayer.” In fact, as late as 1964 the court invalidated
local occupational privilege taxes containing exemptions for persons whose earnings did not
P P g 8 15 P g
2/ '
excood six hundred dollars ($600) a year.™

In contrast,. the courts during these years have sustained preferential tax
"exclusions" for certain industries from both State and local taxes. For example, the specialized
structures of manufacturers and public utility companies are held to be almost totafly immune
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 Pennsylvania 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 school district

needs.,



vy

iv.
Uniquely enough, Pennsylvania is not regarded as a "high tax State" according

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

- sum of State and local taxes collected in Pennsylvania is divided by population, the resulting

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

in Pennsylvania in relation to total income in the State places Pennsylvania in a favorable
nationwide position. But, neither of these commonly-mentioned criteria for mdking tax
comparisons furnishes any idea as to how our total tax burden is shared among or taxpayers-

nor discloses whether equitable standards based on personal income levels and family dependency
‘ar'e being followed. In Pennsylvania, it is apparent that because of the preponderance of local
wage taxes; property tax and State salcs tax, low to middle income families pay a substantially
targer pr'opor'rion of their income.in taxes than do families with higher incomés, This is the
reverse of equifable, progressive.taxation,

RECENT CONSTITUTIONAL AMENDMENTS

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

"in Pennsylvania occunred in 1965, when Article IX, Section 1 of the State Constitution was

amended by adding the following provision:

"Any taxing authority may exempt from occupation privilege taxes, persons

deriving less than one il.cusand dollars per year from such ocospation,

The new Constitution of 1968, while omitting the 1965 provision now commendably
permits the Legislature to enact tax measures con'rainingr special provisions giving weight to personal
exemptions, faxpayer's income and family dependents among ofhérs. In the new Constitution,
the tax provisions appear in Article VIIL. The "uniformity clause" appears in Section 1 of this

article in the same language as the former Constifution, but Section 2 provides in part as follows:
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"Section 2. . .

(b) The General Assembly may, by ltaw: . . .(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 exemption or of special tax provisions, and for any such class

or classes, uniform stendards and qualificafions. . . (emphasis added),.

Although taxes on income are nof ex[.oressly mentioned in this provision, the-
Supreme Court has held that taxes on income are to be regarded as property taxes. In view
of this specific constitutional authorizarion to classify and exempt on the basis of ”_r_\_ef_é, "
there are no legal impediments to the Legislature's valid enactment of unitorm measures
fov local and State taxation of income with special provisions for taxpayers' income levels,
age, physical condiﬁ‘on and poverty. |

In the Committee's view, this recent Hbérqlizqﬁon of our traditionally rigid
tuniformity™  requirement in Pennsylvania tax law is the most significant sinale factor und
promising tool for tax reform along equitable lines. The methods for accomplishing this phase
of tax reform are detailed in other sections of this Report dealing with a proposed personal

income tax and with recommended revisions of our haphazard local tax structure.

BUSIINESS TAX REFORM

Of equal imporfdnce 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 fo atiract both firms considering
new business locations and also to encourage the retention and expansion of Pennsylvania-based
industry.,

Although 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 the development

of a healthy tax climate for business in Pennsylvania,



We are satisfied that the tax reforms we are recommending will serve both to
strengthen rather than impair the "tax climate™ and improve the image of Pennsylvania and
|

1
!
its communities from the viewpoint of possible business location. These recommendations leave

'infccf the freedom of business concerns from local property faxes on their fangibjle personal
property (movable machinery and equipment and business inventories). These advantages and
incentives, coupled with fh.e recommended adjustments of éfher taxes should mo.f'eria”y contribute
to keeping .Pel_ﬁnsylvanic's tax climate favorable.

Taxes are but one of the costs that modern industry faces. Where public services
are good and a skilled work force is ovoi!uble., business taxes are offset and become a secondary
consideration. Most modern business is wiiling to pay its fair share of taxes, in the knowledge
that it gets what it pays for in s'ér‘vices affecting its growth and prosperity.

The elements of a healthy economy lie in upgraded educational opportunity,
urben rehéwai, housing, transportation, water supply, clean air, resource conservation and
the development of recreational areas. It takes these things to develop the skilled work force
willing to remain in Pennsylvania, and which is the prime need of modern industry. Modern
industry goes where modern public facilities and services are available to meel its needs.

Pennsylvania must develz; a modern, equitable tax sfrucfure it it is to provide
the wherewithall for balanced economic development. This tax structure must neither soak
business nor grant special favors. It must be broadly based and progessive. [t cannot be a
téx structure which socks those least able to pay while permitting those most able to pay to
avoid 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 is economically or socially preferable. All such discussion
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heretofore and the findings predicdféd thereon have taken into account only those taxes paid
at the State level without considering the ratio of tax dollars paid to local government by
consumers vis~a-vis those paid locally by business firms. Moreover, many taxes paid by
business firms ultimately become consumer burdens so fhéi‘ in any realistic analysis of tax
burdens they do not all belong in the business portion of such ratios. Similarly, it may be
noted that business firms pay a portion of the sales tax, commonly regarded as a pure consumer -
tax. Thus, any attempt at definitive delineation of tax burdens is at best a speculative venture

and one that poses a task of great difficulty.



REPORT AND RECOMMENDATIONS ON REFORM OF

SALES AND USE TAXES

INTRODUCTION

One of the major areas of consideration to which the Speaker's Commi"rfee-‘on
Tax Reform has devoted its attention is that of sales and use taxation in Pennsylvania. Aside
from any consideration dealing with the production of added revenue, it has become ihcreasfngly
evident over the years that Pennsylvania's sales and use tax structure is in dire need of reform.
The Committee, after carefully studying the tax s.fructure and considering the views of a number
of experts in the field (including the work of previous commissions), has generaliy concluded
that: ) |

1.) T/he tax rate is too high.‘ At 6%, Pennsylvania has the highest sales

]

tax rate in the nation, and even though the total tax impact upon the consumer is somewhat

2/

alleviatel L, other factors discussed herein,  the psychological impact of Penncy lvania's

&% rate is unquestionably a significant factor in creating public discontent.

2.) The tax is regressive. All sales taxes are regressive, cond it has been

frequently demonstrated that the smaller wage earner in Pennsylvania pays a disproportionate
3/

share of sales taxes. -The higher the rate, the more inequitable the tax is despite the
exemptions for food, clothing and entertainment.

3.) [t is inequitable. The exemption pattern which has developed over

4

> the years unfairly favors certain privileged groups at the cost of others not so favored.
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4.) It is expensive and difficult to administer, both for the State and for

business. The sales and use tax lows are riddled with highly technical distinctions and
bookkeeping requirements which make the accounting for, reporting and audifi}@g of

sales and use taxes a nightmare for both businessmen and administrators.

In arriving at the foregoing general conclusions, the Commi?i‘eé and its
shff gave careful consideration to detailed comprehensive studies of the Pennsylvania
law and 1’hc1'r_'of our sister states. The Pennsylvania Economy League supplied a number
of demi‘ied statistical and comparative siudies which the Committee carefully perused.
Several of these studies have been noted above and are attached hereto. The overall,

general cunclusion at which the Committcc has arrived is that basic reform of the Sales

- Tax Act will require a far-reaching revision of the tax base, the elimination of numerous

. tax avoidance provisions, a tightening of the accounting and colleciion procedures
r p

(e3p¢ciall>' in the area of use taxation), and a general reduction in the tox rate.

The specific recommendations which. follow do not, of course, represent the
only possible dfrecﬁon in which sales and use tax reform can go. Some of the alternatives
consiueicu by the Committee, and the rcuscas for their rejection, will be dizzussed below.

It was felt, however, fﬁqf if the report of the Committee is to be meaningful, it must represent

a single, unified and comprehensive proposal, rather than a serie; of separabie alternatives.
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[t is the fecling of the Committee that the total "sales and use tax package" offered by this

report represents such a comprehensive and consistent approach. {f is an effort af tax reform

in the field of sales and use taxation which will, we believe, reduce the infirmities of the

existing tax structure, to the exfent that any sales tax is capable of reform.
Recommendation No. 1.: Tax Rate and Base

The first recommendation of the Committee is that the general tax rate be reduced

from 6% to 4%, and that the tax base be broadened in order to offset all or part of the revenue

loss resulting from this reduction. The Commiftee has concluded that a reduction such as that

recommended will both alleviate the regressive nature of the tax, and more equiiably spread

the financial 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% to 4.9%). _/

Of course, a reduction in the rate such as that contemplated must be accompanied
by a thorough~going revision of the eﬁ’rire exemption structure, and adoption of the other
measures discussed below.

Recommendation No. 2.: Production Exemptions
Except as limited by i'hé "resale exemption' further discussed below, it is recom-

6/

mended that all of the "production” exemptions be eliminated. This means thai the existing

exemption upon capital investment in machinery, equipment, foundations, etc., purchased by
persons engaged in production activities, which purchases are now generally exempt, would be
subject to the tax. Persons engaged in such businesses would continue to have a tax exemption
with respect to property which is used or consumed in the produdion process, the general test
being that the exempf.ion would apply to properiy which is either resold in its original or altered

form, or expensed for federal tax purposes within one year of the date of acquisition.



The adoption of this recommendation would have the effect of eliminating a major
inequity in the present law, By combining a substantial reduction in rate with f.he el_iminaﬂon
of these "special privilege" exemptions, business people who invest in capital equipment would
no longer be discriminated against because they ha‘ve chosen fo invest in one type of business
over anofher.

Under the present law, a businessman who invests capital in a retail business, or
in a service business, is penalized by the imposition of a 6% tax upon his capital investment,
while the businessman who choses to put his capital investment into a "production” business is
free of this tax burden. The Committee sees no reason to confinue this inequitable tax pattern
in Pennsyivcmia.,- The concept of granting special tax exemptions to manufaciurers, ufﬂii‘ies,
etc., is an old one in Pennsylvania and ii }nc;s led to a veritable flood of litigation over the years.
The conctant unremitting efforts of s;;ecicl interest groups, eoch advocating its share of the pie,
have led to the perennial parade of lobbyists who have written our tax laws by bits and'pieces
over the years. The history of the sales tax law, in particular, is a case study in such special

7/
priviivggc 1obbying.

Advantages of complete elimination of the so-called production exemptions, as
comparad fo the mere piecemeal Gmendm;;;f thereof, become appéreni- when the alternatives

&/ |
are considered.  Those alternatives are:

A.) Elimination of the so~called "foundations" exemption fur property incor-
porated into real estate used as a foundation for production, operation, machinery or equipment.
This exemption was placed in the law>Aer 15, 1959, primarily for the benefit of contractors
(although, incidentally, also to the benefit of the purchaser of the contract).

B.) Redc.—:finiﬁon of the term "manufacturer”: The present technical definition

of "manufacturer" combined with the so-called "direct use” and "predominate use" tests, have

led to a great deal of litigation and uncertainty in the courts. The sales tax definition of manu-
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facturing differs markedly from the traditional common lqw definition, and it is far beyond
what the courts have fl"odii‘ionaliy determined to be manufacturing under other tax laws of
the Commonweolfh( and under the repealed consumer sales tax law of 1953, A change in this
definition would narrow the tax base by restricting the r%umber of persons entitled to ﬂwe exemption,
i.e., there would be fewer "manufacturers" than there are today, but those privileg;d few would
continue to be entitled to the exemption. This result would intensify the inequity in the present
exemption potfern, which favors certain specified types of investment capital over others.

C.) The third alternative considered by the Committee -wcs a return to the

L
i

definition of the Consumer Sales Tax law of 1952, which provided for an exemption only for

_property which was an ingredient or component part of the product or which was consumed in

the production process. This alternative has beer substantially adopted by the Committee,
except that the informal ruling which governed the question: What property is consumed in
the production process?, has been adopied as a part of the recommendation in chief,

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

~dealing with the public uvtilities exemption which would present themselves. Thought would have

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

9/

-repealed.  That case eliminated, by its decicinn, the so~called "exclusive use theory", under

which exemptions in the sales tax law could be applied only for the benefit of the immediate user,
and not for the benefit of a construction contracior or other in’rermediary. It would also be
{

necessary to review the scope of the utilities exemption with respect to whether its application

to common carriers should be restricted, whether motor vehicles utilized by nontransportation

~utilities should be exempted, etc.

The same sort of deliberations would govern the approach to each and all of the

listed "production activities'™, such as research, the several processing operations, agriculture
P r r ¢ 99 r



mining.cmd shipbuilding. The Commiitee determined that this sort of piecemeal approach,
fedning itself as it does to Hw'e kind of lobbying pressures which are difficult to résisf, should
be avoided. As the matter was under considerafion by the Committee, it became more and
more evident that a consistent approach, dealing irﬁpari‘ic”y with all investment capital, is
vastly preferable fo an attempt to whack up each of these exemptions on its own terms. The
effect of eliminating these exemptions has been considered and it is projected that
elimination thereof would produce $15 million in additional revenue per year.per percent c]vg/
tax. In other words, at a 4% rate, $60 million in additional revenue would be produced.”
Recommendaﬂon'No. 3.: Elimination of Other Exemptions and Exclusions

In addition to the elimination of the "production exemption", the Committee
recommenas elimination of the following cxemptions and exclusions:

1.) The exclusion for delivery, installation or application chaurges when
separately stated.

2.) Elimination of the trade-in allowance.

3.) Elimination of the "demonstrator" exemption.

4.) Elimination of the "isclated transaction™ exemption.

5.) Eliminaﬁon cf the brozdoasting 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 property for the equipping of a new
ship.

»7.) Elimination of the éxemp’rion for mail order catalogues and direct mail

advertising materials.

8.) Elimination of the exemption for rail transportation equipment.
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9.) Elimination of the fee fishing exemption.
10.) Elimination of the exemption on magazines and periodicals except news-
papers. |
11.) Eliminéﬁon of the exemption on restaurant meals sold by hospitals.
12.) Elimination of the alternate imposition provisions.
13.) Elimination of the interstate commerce exemptions of Section 2 (n) and
» 18/
2 (h) of the Act, except insofar as said exemptions are mandated by the Federal Constitution.

The foregoing recommendations are based upon the following factors:

1.) Under the present Act, charges made for the delivery, installation or
application of personal property are deductible Ffom the tax bose, when such charges are
separately stated (Act, Section 2 (f) [1]). This, however, is in conflict Wi%h the provisions

“ dealing with repairs. The Act taxes the performanée of services such as printing, cleaning,
repairing, altering, etc., whether or not the value of the personal property so iransferred is
separately stated from charges for the services, It is the judgment of the Committee
that thiz é:‘.:onsisfency should be eliminated and that the proper means of eliminating it is to
tax QHI charges for services performed in conjunction with the sale of merchandise.

2.) The Pennsylvania law permits a deduction from the purchasc price on account
of the value of property taken by the seller in lieu of cash as a "trade~in". The value of "trade-
in" property should be deemed a part of the purchase price, and in fact, the allowance of the
“rade~in" is in conflict with the general definition of the general term purchase price. That

definition generally includes "the total value of anything paid or delivered, or promised to be

paid or delivered, whether it be money or otherwise . . ." Act, Section 2 (f) [T]. It might be

noted that, of the three leading sales fax states, California, 1llinois and Michigan, only illinois

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



be pointed out that the reduction in rate from é% to 4% effectively offsets the trade-in
allowance. Thus, the purchaser of a new car who trades in an old car valued ot approx~
imately half the retail price of the new car will pay little additional tax over that which

he would pay under the present 6% rate with the allowance.

i
i
i
1

3.) The "demonstrator" exemption is a special exemption given to decler;s for
property used by them as a "demonstrator" in the course of their business. We have been
able to find no other state which allows such onéxempﬂén.

4.) The "isolated transaction" exemption exempts the sale of items (except auto-
mobiles) with respect to which the seller is not a regular dealer. Initially, the proposal
was made that this exemption be eliminated at least so far as the articles sold are "regis-
tered" or "licensed" or are otherwise subject fo surveillance aﬁd control by the Common-
wealih. Liewever, it was felf that be"r?‘er re~etice would be to eliminate the exemption
completely, thus rendering all such sales theoretically subject to the tax. It is not fair to
retailers fo have to compete with unlicensed and uxwregisfered sellers who fail to collect
the sales tax, especially with the buyer frec ol any obligation to declare and n=y use tax,
as under the existing law.

5.} The broadcasting and television cxemptions g.rcsni' a Uniqué privileae o
persons engaged in the business of broadcosting and television. They are exempted under
existing law, upon all personal ﬁroper%y directly used in broadcasting, an exemption even
broader than the usual "production activities" exemption in that it includes office equip-

ment, ct~. The Commitiee sees no reason why this privileged area should continue to be

carved out of the sales tax law.



6.) Shipbuilding and ship repair has been a privileged activity in the Cqmmon—-
wealth since the Selective Sales and Use Tax Act was eﬁccfed. The Committee can-find no economic
or other justification for the continuance of this special exemption. Persons engaged in the
businessv of manufacturing ships should be given the same exemption status as other manufacturers;
i.e., ingredients incorporated into the sh';p, including ship's stores and supplies which are furnished
for a new ship, would be exémpf‘° This is the law in Maryland. With respect to fuel, provisions,

" ship's stores and supplies, such items should be exempt if purchased for predominant use in inter=-
state or foreign commerce; however, we should follow the sales tax provisions of New York and
New Jersey which tax such items when they e not purchased for use outside Pennsylvania

11/
waters.

7.) The special exemption for mail order co!‘alggues and direct mail advertising
materials is another such exemption Whi.ch has given persons in this business o status comparable
to that enjoyed by charitable institutions. Ihe Committee feels that the exemprion should be
eliminated. Pdrenfheﬁca”y, the CgmmiHee has given .caref'"ul thought to the imposition of the
sales and use tax upon the furnishing of advertising services, but has determined that it would
be difficult to administer and enforce such a tax,

8.) The exemption for rail fransportation equipment is most peculiar; it applies
net only to roilroad companies but to all owners of rail transportation equipment and exempts
such equipment regardless of any other tax status of the owner. This is a glaring example of
a special privilege exemption, and it should be eliminated.

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

furning of fe.. years of Department of Reverwe policy. The theory upon which ti. exemption

was granted is that fish caught at a fee fishing lake are "food" equivalent to fish purchased at

a grocery store. Clearly, this is not the case, and the exemption should be stricken.
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10.) The Committee feels that the exemption on magazines and periodicals,
except on newspapers, should be eliminated. Elimination of this exemption will create $1.8
million in revenue for each percent of tax, or, at 4%, $7.2 million.
11.) The Committee felt that restauront meals sold by hospitals should be taxable,
but that the exemption for such meals sold by schools and churches should continue.
12.) The "aliernate imposition provisions" provide that where property is purchased

outside Pennsylvania for use outside this Commonwealth, and is subsequently brought into Pennsyl-

“vania for a period not to exceed six months, the tax may be paid upon a special tax base, equal

to 6% of the fair rental v-alue for the actual period of use, not to exceed six menths. This pro-

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

are required to pay the tax on their equipment upon the full purchas.e price. This is an example

of an inequity created by special exemption provisiéns in the Act, and it sheo'ld be eliminated.
| 12/

13.) The interstate commerce exemptions  have to do with the ucquisition of
property for the purposes of fransporting it outside the Commoﬁwealfh in its original form, or as
aningredient of other property which will subsequently be transferred outside rne Commonwealth.
This exclusion, which is broader than dny found in any other state sates tax act, covnsﬁ‘fu’res a sub~
stanticl lcoohole. 1t endbles corporations to use Pennsylvania as a storage oi warehousing state, witho
subjecting themselves to an inventory or personal property tax, and without having fo pay o sales
tax. Theoretically, any portion of any property originally acquired for fransportation to other
states which is taken out of the shipme_m‘ and used in Pennsylvania is subject to a use tax. But,
as a praciical matter, this fax cannot be cell~cted except on voluntary declarations or audit.

The Committee's recommendation is that the language in Sections 2 (h) and 2 (n) excluding

property in interstate and foreign commerce »ihould be eliminated, and replaccd by a simple state~

ment to the effect that: "The tax shall not apply to property in interstate or foreign commerce. "



-on a reciprocal basis.

11

This is the approach which most of the other states use, and would mean that the exemption
would be limited to the narrow, but well defined, field of exclusion established by .case faw,
Recommendation No. 4

In addition to the foregoing, the following recémmendaﬁons for of!her changes
in the Act were agreed to: _ ‘. i

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

2.) The tax shall be impésed upon candy, chewing gum, and similar confections;
however, there shall be a 25¢ exemption on such confections and on restaurant meals.

3.) Specific language be added to the Act authorizing the Commonwealth fo

“enter into compacts with other states for the collection of sales and use taxes of those states

-

4.) The tax be imposed upon charges for mov?ﬁg household goods and furnishings
and business equipment and supplies in the rencess of relocation from one permanent location fo.
another. |

| 5.) The use tax Eeporﬁng and collection provisions be sfréng‘rhened in the
following manner:

A.) A provision be added inat the resale exemption is merely presumptive unless
and un’.rvﬂ the person claiming the exemption reports the actual resale to the Department of Revenue.

B.) Evasion of the use tax should be punishable by rﬁore stringent criminal and
civil penalties and more use of the bonding provisions of the Act should be made.

C.) The "arms length transaction” provisions of the Act be tinended fo establish
a presum&f}on with respect to subsidiary or controtled corporations which sell to affiliates or

parents.



The foregoing recommendaﬁons are based upon the following considerations:

1.) At the présenf time, the tax upon alcoholic beverages is collécfed by
the State liquor stores from licensees who purchase the same for use in licensed esféblishmenfs,
and the tax is based upon the wholesale price to the licensee. It has been proposed that sales
of alcoholic beverages across the bar, by the drink, ought to be made subject to the tax, buf
this proposal has been considered inappropriate by the Committee, for several reasons, chief
among them being the additional cost of administering and enforcing the requirement. However,
it would be easy to compute the tax on alcoholic beverages upoﬁ a retail basis, and for the State
liquor store to collect it from the licensees on that basis. This is the recommendation which the
Committee adopted, and which it now recommends.

2.) At the present time, c!l food items are exempt from the tax, and there is
‘no exemption From the tax on restaurant meals (except for the basic 10¢ exemption). The
Committee determined that it would not be « hardship on the consumer to impose the tax on
candy, chewing gum and similar confections, providing that a 25¢ exemption on such con-
fections and upon restaurant meals be added.

3.) Itis proposed that specific language be added to the Act authorizing the
Commonv.czlth to enter into cémpocfs with ~ther states for actual collection of the sales and
use taxes of those states o.n a reciprocal basis. Although there is  general compact !anéuoge
in the Act, in the opinion of the Committee it does not extend to the actual coullection of the
taxes of other states on a reciprocal basis. There is a proposal before the Multi-State Tax
Commission which would, if finally enacted, create a federal interstate sales and use tax

collection system under the terms of which merchandise sold in interstate commerce would be

S
5
7

taxed by the state of destination, but the actual collection of the tax would be made by the

state of origin. Should such a provision be enacted, it would resolve the problem, but we
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would still need enabling language in our Act. In adopting such language, however, we should
not restrict ourselves to any specific tax collection plan. [ might be noted that such language
would help to alleviate the doubts which may exist with respect to the equity of strict enforce-
meM of the interstate commerce exclusion.

4.} The Committee recommends that the tax be imposed upon charges made kfor
moving household goods and business property for relocation from one permanent place fo another.
The additicnal revenue realized by this added tax will help to offset some of the revenue loss
occasioned by other tax reform measures re;:ommended. [t is felt that this non-recurring expense
is not regressive in nal-uré, and will not impose an undue tax burden upon persons who cannof
afford to pay it,

5.) The present use fox reporting and collection procedures are, in the judgment
of the Committee, inodequate. Although a number of efforts have been made (o sirengthen the
use tax prov‘isionvs of the Act, one of the major economic problems which the use tax creates
is the competitive disadvantage which Pennsylvania merchants must suffer at the hands of mer—
chants in suirounding states who sell goods to Pennsylvania customers without collecting sales
tax, and without adequate provision for collection of the use tax. Of course, reduction of the
overcll rctc to 4% will alleviate the problem to a considerqble extent, but it is none the less
proposed that the following additional enforcement measures be incorporaféd into the law:

Av.) A requirement that the resale exemption be merely presumptive unless and -
until the person claiming the exemption reports the actual resale to the Department of Revenue.
With l’éspeui‘ to retail sales, it would be suffiiient to require the sellervcloim?:*:; the resale

exemption to identify the purchaser as a licensed Pennsylvania retailer. It is our idea that

this could help plug a substantial use tax loophole.
B.) The penalties, both civil and criminal, for evasion of the use tax, ought

ta be stiffened. including a provision that property upon which the use tax has been evaded
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may be determined contraband and subject to corfiscation,  In addition, the bonding provisions
under the existing law should be used more stringently.
C.) In order to avoid the use of a tax evasion device involving affiliote or

subsidiary corporations, the Commiftee recommends that the "arms length fransaction' provisions
of the Act be amended to establish a presumption with respect to subsidiary or conji*ro”ed cor-

porations which sell to parents or offiliates, Such fransactions ought fo be presumed taxable,

and the burden of establishing a legitimate business purpose should be placed upon the taxpayer.
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1. Table 1, attached.
2, Tables 2 and 3, ai-f'éched.
3. Table 4, attached.
4, Memofqndum, “The Sales Tax Exemption Pattern®, aitached.
5. Table 1; sce also, Tdble 5, attached.
6. The fellowing activities are included within the phrase "production activities'
A.) Manufacturing, including packaging. =
B.) Publishing and pri.nﬁng.
C.) Mining, refining, quarrying and processing natural resources.,
- D.) Building, repairing and rebuilding commercial ships.
E.) Research,
F.) Processingi, which includes:
1.) Commercial food preparation (canning, freezing, etc.).
2.) Preparation of fibers and fabrics.
3.) Coc:’réng processec and heat treating.
4.) Rolling, drawing or extruding metals.
5.) Metal fabrication.
6.) Preparing animal food.
7.) Bottling.
8.) Lumber mill operations.

?.) Grain milling.

10.) Slaughterhouse operations.

11.) Processing used lubricating oil.



11,

12.

13.

14.
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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.

Memorandum, "The Sales Tax Exemption Pattern",

Memorandum, "Sales Tax Regulations”, attached.

Commonwealth v. Charles McHugh, 406 Pa. 566.

Table 6, attached.

Memorandum, "Shipping and Interstate Commerce Exemptions", attached.
PP P ’

Memorundum, "Shipping and Interstate Commerce Exemptions™.

In studying the economic impact of the removal of these exemptions and exclusions, the
Committee was, in certain instances, unable to arrive at relicble and definire cost figures.
However, if is our judgment that substantial revenue increases may be anticipated as o
result of these changes. Such increases are especially likely with regard to the elimination

of the delivery, application and installciion exclusions and the changes i thz interstate
commerce exemptions, '

It is anricipated that improved enforcemenr efficiency resulting from these cianges will
produce a substantial but indeterminable amount of additional revenue.



State Sales Tax Rates (Percent)

Table |

Pennsylvania and 43 Other Sales Tux States,
Fiscal Year Tnding

Pennsylvania:

Sales Tax Rate (Percent)

Rank (high to low) Among 4L States

LL State Summary

2% to 2.S% Rate

3 to 3.9
b to k4.9 -
5 to 5.y

6 to 6.9

Mumber

of States

5
25
10

b ro

B eag
£

n 1969

6%
ist

% to
Total

13.67
56.8
22.7

N &
-LA)\J'\

-
<
(&
(@]
=

Source: U.S. Bureau of the Census, Governmental Finances in 1969

May 27. 1970
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Table 2
Estimated State Sales Tax Baseé/ As Percent of Personal Income
Pennsylvania and 43 Other Sales Tax States
Fiscal Year Ending in 1969

Pennsylvania: Est. lales Tax Base As Z of Personal Income 37.0%
Rank (high to low) Among L4 States Lhist
. Number % to
4L State Summary of States Total
25% to LL.9% A 9 20.4%
45 to 64.9 1k 31.8
65 to B4.9 1k 31.8
85 and over : 7 16.0
' 100.0%

g/ Estimated sales tax base: tax collections capitalized at prevailing tex rates.

Source: U.S. Bureau of the Census, Governmental Finances in 1969

May 27, 1970



Table 3
Taxable Status of Selected Commodities and Services
Pennsvlvania and Three Leading Sales Tax States
As of April 28, 1979
Symbols: T - Taxsable;

Calif.

‘roperty Used or Consumed

in Production

Machinery, tools and equipment T

Fuel T
ood

_Consumed off-premises where sold X
Jther Commodities

Prescription medicines X

Farm products T

Alcoholic beveraozes T

Cigarettes T

Clothine m
Trade--In Deduction T
Utility Services

Water - domestic X

Transportation X

Telephone and telegraph Y

Gas and electricity A
Other Services

Admissions x 1/

Newspapers X

Beauty and Barber X

\ occupation sales and use tax.

/é/ If used “@irectly" in manufacturing, processing,
~4/ Only to SO percent of the amount charged for recorded drug prescrlntlons
<: exerption applies to artificial limbs and eyes.

5/ Tax paid on all sales at liquor stores and beer distributors.

. exempt.

Source: Commerce Clearing House, Inc.

X

X

ete.

X - Exempt

1.

2/

Mich.

x 3/

x 3/

X

X

Sales at bars

May 27, 1970

19

are

PENNA.

1/ Except for admission fee on closed circuit telecasts of boxing and wrestling matches.
2/ TExcept property sold in connection witl the service is taxable under service
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Table 4
Impact and tffective Tax Rate of Pennsylvania State
‘Sales Tax on Individual Income Classes
Adjusted | % of % of % of Wst. Effective
Gress Total Adj. Gross Salecs Taf
Income Class ReturnsZ, Incomeg/_ Tax Yield®sP/ Rate—/
Total 100. 007 100.0C5  ° 100.00% | T1.227R7

$ 2,000 under $3,000 10,11 : 3.06 h.oiTo | 1.66
3,000 under 4,000 10.28 4,28 - 5.55 1.58
4,000 under 5,000 9.61 5.19 6.41 . 1.50
5,000 under 6,000 9.25 - o 6.07 T.17 R IR 1
6,000 under 7,000 10.26 CT.66 .06 1.38
7,060 under 8,000 10.36 9.24 10.26 1.35
8,000 under 9,000 5.02 9.15 9.91 1.32
9,000 under 10,000 7.20 8.17 8.62 1.28
10,000 under 15,000 16.73 23.73 23.30 1.20
15,000 under 22,000 - 3.77 o T.6h 7.00 1.11
20,000 under 50,000 2.90 9.81 7.10 , 88
50,000 under 100,000 .40 3.20 .99 .38
100,000 under 20,000 .08 1.24 .35 .34

200,000 or more , 02 1.24 .10 .10

Hote: Excludes sales tax paid on the purchase of an automobile.

a/ VWith adjusted gross income of $2,000 and over. Ixcludes adjusted gross income $2,000 .
and under, see E/ below. Of the total returns, 20 percent had adjusted gross income
of less thau 2,000, and accounted for ouly three percent of total adjusuved gross
income.

b/ Estimated on basis of number of tax returns and federal cptional state sales tax
table for Ponreylvania family of U or unécf, Detail not available for income classes
under $3.000. table shows flat amount for %3,000 and under.

g/ Sales tax yield as percent of adjusted grosé income.

Source: Form 10L0 Instructions, Internal Revenue Service 1939; Statistics of Income
1967, Individual Income Tax Returns, Internal Revenue Service.

May 27, 1970
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State and Local Sal

Algbana
Alaska
Arizona
Arkanssas
California
Colorado
Connecticut
Florida
Georgla
Hawaii

Idsho
Illinois
Indiana

Icve

Kansas
Kentucky
Louisiana
Maine
Maryland
Magsachusetts
Michigan
Mimmesots
Miosissippi
Missouri
Nebraske
Nevads

New Jersey
New Mexico
New York
North Carolina
Nceth Dakote
Chio
Oklshoma
Oregon
PENNSYLVANTIA
Rhode Island
South Carolins
South Dakota
Tennessee
Texas

Utch

Vermont

. Virginis

Washington

Vest Virginia
Wisconsin

Wyoming

District of Columbias

&),wmwzrw SUVIDVMWW N W & VW Fw & '

FWEWEFWWFWWESVATL DEFEFLUWFEFWND

Tgble O
eg Taxes, Jasnuary 1, 1970

State
Rete

. (Percentage Rate

&

Local
Rete
(Max.)

2%/

3

1
1%#d/

oa/

-

€*
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Footnotes and Source

Table O

Uniform State-collection of local sales taxes.

g/ Locally collected in some jurisdictions, State collected in others.

E/ In Fairbanks, the‘combined city ~ borough rate ig five percent.
¢/ A1l lecal taxes self-administered.

'g/ Local governmayts impose State-collected ne percent taxes.

g/ Local tax authorized, but none presently impcsed.

f/ A one percent county tax is mandatory.

g/ Imposed in Mecklenburg County only.

Q/ State~collected county sales taxes authorize! in 1967; none imposed y- 1

Source: Advisory Commission on Iitergovernmental Relations, An Informati.

Beport, otate and Local Finances, Sirnificant Features 1967 to
1970, November, 1969.



MEMORANDUM

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

TO: The Honorable Herbert Fineman |
: Specker of the House ‘ ;

FROM: Cerald H. Goldberg .
Assistant Chief Counsel ' . . "

INTRODUCTION

The evolution of Pennsylvania's Sales Tax Law, from the old 1% Consumers Sales

Tax of l953l

to the present Tax Act of 1963 for Educa’rion,2demons’rrai'es a clear pattern
in the development of privilege legislaﬁon. As w'iH be show}‘; in this memo, legislatures
under every Governor from George L.eader fo ihe present, have steadily eroded the
tax base in those special areas such as'mcnufdc‘ruring, railroading, mining, the public
utilities and others-while at the same time increasing the general rci"e of the tax and
broadening the tax base with regard to the general consumer public. - Frequently, the
very same ~mandment or set of amendments whizh signiﬂcénﬂy broadened the cxcmptions given
to the prfviieged areas of the business community at the same time raised the tax rate or |
broadencu ilie tax base for the consumer.

It must also be mentioned, in general that cdmiﬁisi'rcfive personnel made a conscientious
effort to collect the tax from the big industrial concerns of the Commonwealth. Large
sums of money and great investments iﬁ man hours were devoted to cases before the Common-
wéa!’rh Couri‘, defendingifhe fax bose against inroads. These efforts were, in large part,
su;:cessful in the courts (with a few notable exceptions) but, as will be shown, as soon as

the Court would sustain a "tough" position on the part of the administrators, the legislature

"corrected" the situation by promptly undoing the decision legislatively.
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Finally, it shouid be noted that the most numerous business groups in Pennsylvania -

%..1e retailers - have not received special privilege freatment. On the coafrary, this group (which
.comprises most of the small businessmen who are the subject of so many crocodile tears)
has been discriminated against, penalized, ond generally made the subject of tough sales tax

treatment over the years,

THE STRUCTURE OF THE EXEMPTION PATTERN

So that you may understand the evolution of the exemption pattern, it must first be realized that
the law was initially structured in such a way os fo make the granting of special privilege exemptions
bp"rh easy and inobvious. The “selective" language of the tax made it eGS)./ to exclude the items of
property simply by failing to include it in the definition of "tangible personal property." A good excmplve
of this sort of treatment is found in the Rohm & Haas case, S in which the Court held that railroad fank
cars were not “tangible personal properi‘y“4 because they were not designated as such, although other
transportation equipment was so designated. The definitions of the terms "sale at retail"? and 'use"®
furnished a second orea. for exemption treatment, as di d the definition of the term "resale,"” Finally,
the Act contained another exemption section which ~arved out certain types of busineceas and activities
for exempﬂon.8 For example, all of the communication media were exempted from the beginning -
rddio, television,? newspaper and magazine pubiishing»,'o advertising media,” even the motion picture
business. |2 Thus, it may be seen that fheipaﬁern of the Act was such that exemption and exclusion
language could be scattered throughout, and could ke carefully tailored to meet the needs 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 fh&n one of these exemption
section. Like the well-known conservative who wore both a belt and suspenders, the Sun Ship people

insisted that theii exemption be written into the “unufacturing” exemption, 13 tihe sule af retail™

7)empfion;l4 the “use" exemption [5 and also the separate exemption section. 6 The representatives of

«-at industry thus employed every possible means of fnsuring that under no circumstances would any

| taxing agent have the temerity to show himself in or near any of Sun Ship's facilities.



THE MANUFACTURING EXEMPTION

So that you may t;‘ndérsfond in greater detail how the exemption pattern worked, | shall
detail the development of the so-called mdnufacfuring exemption from ifs inception.
. The concept of granting on exemption from tax to manufacturers is not new in Pennsylvar;io.
The Capifcl Stock Tax granted an exemption to manufacturers as early as 1885, for reasons which

the court expioir;ed in Commonwealth vs. Northern Electrical Light and Power Co., 145 Pa. 105

.(189|):

" "When the Azt of 1885 was passed, laws had been made in adjoining
states which gave encouragement to the establishment of factories by exempting
them from certain forms of taxation. The mischief to be remedied was the
danger that such legislation might lead to the removal of capital and labor
from this state to others, to the detriment of the business and prosperity of

- our own. The remedy provided was the removal of the tax imposed
by the Act of 1879 so as to remove the inducement to leave the State,
- = = Since 1836 it had been the policy of the State to encourage ...
manufacturing corporations ... ",
The 1952 Consumers Sales Tax Act did not, however, contain a broad manulacturers'
exemption. It exempled sales of property fo be used in fabricating, compounding or manu-

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

product, or is consumed in the production process. 7 Byv regulation, the Deportment of Revenue

broadened the exemption to cover machinery, equipment and supplies which were totally expensed

in the prochietion process within one year of the acquisition date, on the thecry that these items

. (8 L .
were, in effect, "consumed". ~ Even so, the exemption applied only to "mancfacture” as that

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

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

term "manufacture”. However, there is o long line of well developed case law in Pennsylvania
which has defined the ‘term "manufacturing” in full detail. Without here reviewing all of the
cases, suffice it to say that in general, the Courts have held that a thing is a manufactured

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

and that manufacturing is the abplication of labor or skill to materials whereby the original

articles are changed to a new, different and useful article, provided the process is of a kind

popularly regarded as manufactured or the proﬂuce of such process.QO

25
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The Selective Sales and Use Tax Act of March 6th, 1956 P.L. (1955) 1228, initially continued

" the status of the "manufacturing” exemption, as it was in the 953 Act, but this was changed refro-

B “actively only a few months later by the Act of May 24, 1956, P.L. (1955) 1707 whiﬁh placed a
definition of the term "manufaciuring” in> the law for the first time. The definition was not broad,
and in the judgement of the administrators of the ‘1c1w, coincided with the judicial definition of
the exemption in Pennsylvania: ]

| “The performance of monufacturing, fabricating, compounding, pro?—

cessing or other operations, engaged in as a business which place any |

personal property in a form, composifion or character different from that

in which it was acquired.” "
By 1957, however, the legislature was ready to redefine "manufacture so as to broaden %he
exemption imse.zl [t specified that the term was no§v to include packaging operations, publishfng
ond printing, research and the performance of work for use by the maonufacturer. None of
these areos is within the scope of the "manufacturing” exemption under the traditicnal judicial
definition. Furthermore, the scope of the exemption was broadened to cover noi werely property
which wos consumed in the manufacturing process, or transferred to vi"he buyer as an ingredient
or component, but also to machinery and equipment and parts and supplies used to perform
manufacturino éperaﬂons, whether "consumed"” or not. This constituted tremendous broadening

of the exemption buse, since it enabled manufacturers to claim the exemption upon all of the

tools of production. It should be noted that no such treatment has been given to rctzilers

upon their ;SUI'ckuse of the "tools of their trade™ - i.e., astore owner who purchascd showcases,

cash regisieis, clc. is required to pay the tax vpcn these a.cquisi’rions.

. The exemption was subsequently broadened even further by adding "foundations" for
machinery to the exempt Hs’r,22 specifically exrluding from tax the purchase of property which
would be incorporated into the construction thereof - even though, under the general theory
of sales taxgtion, a person incorporating property into real estate had always been deemed to

be the toxabic user thereof. In [96], the exer:!lon was again broadened by the addition of @

) definition of "processing", which made certain business activities which.the Courts had specifically

{J declared to ke non~-manufacturing activities, entitled to the exempi’ion.23 These businesses -
including food processing, dying and finishing of fabrics, treatment of metals, preparation of

animal feed, brewing, bottling soft drinks, milling and planing, meat packing, and others ~
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investment of time and money, sales tax administrators had succeeded in fending off efforts

to erode the traditional judicial definition of manufacturing. In each case, the Court had

declared that these aciivities were not entitled to the exemption. In addition to adding the

"processing' exemption in August of 196], the exemption was made retroactive to March 6th,

[956% 1t might be noted that under the law, the refund period was only eighteen momths, so that
taxpayers who had complied with the law as it then was written, and had paid the tax, were

only entitled to u refund for the eighteen month period immediaiely prior to the application,

but taxpayers who had defied the law and refused to pay were given the bonus of an exemption

from the tax from the beginning!

A’r_ the present time, the manufacturing exemption under ‘rhe.Sc:les Tcxx' Act is broader than

~ that under the Capital Stock and Franchise Tax Acts. Although the "processing" exemption was

added to the Capital S’rock Tax and FronchisAe Tas Acts in 1961, those acts still do not contain a
statutory definition of the word "munufacture”; thus, the broadened definition of the term for

. sales fox purposes, which includes packaging, research, and similar cmc'i!iory activities, does

not apply to the Capital Stock Tax and Franchise Tax. The distinction, however, is not as

important as it may appear, since the exemption for the purposes of Capital Stock Tox cnd’.Frcnchise
Taxes is not Lused upon specific operéﬂons, Lol vather u;on the character of the ccrporation as a whole.

~

THE PUBLIC UTILITIES EXEMPTION

The Consumers Sales Tax Act of 1953 treaied public utilities in exactly the same way
as mcmufac'furing_, simply granting an exemption upon the sale of property to be used in producing
public utility services and to be made an ingredient or component part of the puhlic utility
product or o be consumed in the process of producing or during public utility service.
As in the case of the manufocturing exemption, ihe original Sales and Use Tax Act of 1956
continued thic relatively narrow exemption, vui the Act was promptly amended o as to grant
the ulilities a m'gclw broader exempﬂon.25 First, the exemption was extended to the consiruction,
re-construciion, remodeling, repairing or mcx."m’.renonce‘of {;ublic utility facilities = including |
real estate except buildings. This means that in the case of public uﬂ'liﬂfzs, the exemption

included trackage, wiring, efc. The Act was also extended to give to the utilities a special
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exempﬁoﬁ for motor vehicies,Qé for property used in maintenance of public utility real estate.
Thuvs, the utilities exemption covered everything used by a public utility including "foundations" -
and other real estate, ‘except office equipment and "buildings". In addition, a spécial exemption
was granted to the .roilroods under Sec, 203, the exclusions section, upon the sale at retail or
use of all rail fransportation equipment used in the movement of personah’y.28

The utilities éxempﬁon has been the subject of careful legislative attention from the beginning
of the act, and judicial decisions which weakened the exemption position of utilities were
promptly overruled by the legislature. However, those which eroded the tax base in favor of

utilities were vsually permitted to stand. An excellent example is Commonwealth vs. Chas. A.

McHugh. ?9 This decision held that an independent contractor hired by a public utility may
"borrow" the exempt status of the utility and claim the exemption upon the contractors purchase
of property which will be incorpofofed by him into facilities which the utility will subsequently
use; This decision dealt a body-blow to the so—cé! fed "exclusive use theory" which administrators
of the Sales Tax law had been following frém the beginning, and opened the door to a tremendous
broadening ~f ’fh.e originally-intended ex(;mpf':c: pattern. It is interesting to i, nowever, that
the ne.wly—creared exemption covered only work done by contractors for utilities, manufacturers,
processors, publishers, shipbuilders and miners - that is, those operations listed in Sec. 2(j) of
the Aci as .exempt from the definition "sale at retail" - but it did not cover the "second echelon"
of exemptions - charifies, broodcasting stations, governmental agencies, etc. = those listed by
Sec. 203 of the Act, thus producing another example of the effect of "selectivity™.

The utilitics exemption follows the same paiiern as that of the manufacturers’ exemption.
The administrators of the tax sought to establish the right'of the Commonwealth to tax borderline
operations and property not "directly" used in uvtility work, (e.g., me’rérs used by gas companies
to register the amount of gas delivered for billing purposes) - and the Commonwealth's |
atforneys were usually successful in court -- but invariably, these judicial decicinns were

nullified by amendments, usually retroactive in effect.
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THE SUN SHIP EXEMPTIONS

The Consumer Sales Tax Act of 1953 contained no exemption for shipbuilding, although
the Courts of Pennsylvania have c:lwoys' held that the construction and re=construction of ships

is manufacturing under Commenwealth Taw, including the altering and repairing of machinery.

(Commonwealth vs. Deloware River fron Shipbuilding and Engine Works, 2 Douphiq 232 (1893);

Commonwealth vs. Wm. Cramp & Sons, | Dauphin 95 (1893); Commonwealth vs. Philadelphia

Ship Repair Co., 2l Dauphin 44 (1918).) Thus, even without a separate definition, shipbuilding,

repairing, rebuilding, etc. has always been considered manufacturing. However, when the 1956
Act was passed, the lobbyists for Sun Ship descended in force. The following special exemption
provisions were placed in the Act:

. The term "manufacture" was defined so as to include "building,

rebuilding, repairing and making adjustments to, or replacements

in or upon vessels designed for commercial use of regisfcred tonnage
.. of 50 tons or more when produced upon special order of the purchaser

or when rebuilt, repaired or enlaraed or when replacements are

made upon or for the account of owner"

2. Section 203, the exclusion scc*ion, excluded from the tax, "Sole

at retail or use of vessels designed for commercial use of registered

tennage of 50 tons or more when produced by the builders thereof by

request of the purchaser,

3. Sale at reiail of tangible personal property or services used or
consumed in building, rebuilding, repairing or making additions to or
replacements in or upon vessels designed for commercial use of
registered tonnage of 50 tons or more upon special order of purchaser
or when repaired, replaced or enlarged or when replacements are made
upon order of or for the account of the owner;

4. The sale at retail or use of tanyible personal property or services
to be used or consumed for ship cleaning or maintenance, or as fuel,
supplies, ships equipment, ship stores or sea stores on vessels to be
operated principally outside limits of this Commonwealth.

OTHER EXEMPTIONS

“Without going into their history in detail, the following additional business operations

have been singled out for special exemption treatment:

{. Publishing, originally including the publishing of mail order '

catalogs and direct mail advertising literature, but later expanded to.

0

cover all publishing.
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2. Mining, originully defined as mining and quariying of natural
- rasources, but loter exponded to include refining, and the extracting
of woste matciials from stock piles or bonks, including blost furnace
32
slog.
3. Rescarch, made o port of the monufacturing exemption (including
all rescarch except market research or administrotive rescerch).
4, Demonstrciors, voith speciel reference to motor vehicles used by

dealers as demonstrator vehicles.

5. Wropping ond packaging supplies, including non-returnable con-

35

tainers as well os returnobles.

6. Fish roised in commercial hatcheries sold to fee fishing lakes.

CONCLUSION -

There are numcrous other special treatnent provisicns in the law, including spceiol.tox
rotes for busincsses moving into the State and for contractors, but the forcgoing should bcb
sufficien! tn demonstrate the pottern whic.h has prevailed over the years. While the exemption
siatus of speciol interest groups waos constant!ly bc;':ng improved, os noted, the tox rote wos tising
from 19 under the 1953 Capitol Stock Tox to 370 under the 1956 Act, to 3-1/2% in Ar-il of 1959,
4% in August, 1959, 5% in 1963 ond 6% in 1967. Furthermore, while the rate wos being
increosed, odditional services were being toxed - toundry services, auto inspections, cur wash-
ing and cleaning, dry cleaning, toiloring, etc. Aftempts weie even made on occosion to tax
beer ond fiqu"or sold by the gloss (although thic abartive tax veas swept awoy by o scething tide
of public reaction). Every increose in the tox rate was accompanied by pious assertions thot the
increased tax rate wos needed in order to produce income for vital Commonvicalth services,
whilc ot the same time, the exemptions granted fo the privileged few were being ever broodened.
Even now, therc are in the hopper o number of bills which would broaden the industriol and
commercial tox exemptions. It is quite evident thot unless the soles tox pattern which has

persisted over the years is drostically choanged, we shall continue to see the steady broadening of

the special fovored treatment given to the privileged few, at the expense of o steady increase in

the tox burden laid upon the general public. Thus, a tax which is inherently reirogressive to begin

with, and which is the most c«pensive type of tox to administer, will continue to become ever-

more retrogressive ond burdensome.

30
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NOTE

[. Act of July I3, 1953, No. 84, eff. September {, 1953,
2. Act of Marﬁh 6, 1956, P. L, (1953) 1228, as amended and reenacted.

3. Commonwealth v. Rohm & Haas Co., 21 D & C 2d 738, 74 Dauph. 383, 196l.

4. Section 2(l.1) of the Act, added May 29, 1963, P.L. 49, when the Act was "converted"

- from its original "selective" form fo its prcsem‘ ”gencrol” form. The chonge actually was

meaningless, and to protect the Rohm & Haas holding, which on this occasion favored the
taxpayer, the tegislature obligingly added a special exemption provision for raiTroad cars to
the exclusions section 203(y).

5. Section 2(j).

6. . Section 2(n).

7. Section 2(h).

8. Section 203.

9. Secticn 203(f).

10. Section 2(c) and 203(v). -

Il. Section 203(r).
2. Sectio~ 203(h).
13. Section 2(c)(4).

4. Section 2(j).

5. Section Z{(n).

16. Sectinn 203(k), 203(1).

I7. Section 102(o).

18. Regulaiion 262, PH Pa. State Tax Guide, Old 19, CST, para. 22, 640.
19. 1bid.

20. For a detailed analysis of the uducnal definition of the manufacturing eyemphon in Pennsyl~
vania, see "Manufacturers Exemption From The Pennsylvania Copital Stock and f ronchlsL, Taxes",

by Samuel C. Harry, January Tssuc of TAXES , The Tax Magazine (CCH, Tnc.). T

&

2. April 4, 1957, P.L. 34.

22 API‘I! L.J, 1959, P. L. 20.

23." August 23, 1961, P.L. 1092.
24. C.S.T., supra, Sec. 102(o).

31



‘25.
26.
27.
28.
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HOUSE OF REPRESENTATI
COMMONWEALTH OF PENNSYLVANIA

September 22, 1970

sussect:  Sales Tax Regulations

To: All Members of Tax Reform Commifi'ee-

Donald W. Fox, Chairman, Sales Tox Subcommittee
FROM: by: Gerald H. Goldberg, Esquire

This memorandum supplements the memorandum of August 24, 1970, regarding

which certain questions have been raised by members of the Committee.

-

CHOOSING A CONSISTENT APPROACH: THZ Cf’f ECT OF THE AVAILABLE OPTITNMS

in dealing with the several differen: kinds of "production" exemptions under
the Sales Tax Law, it is obviously desirable -- indeed, essential -- to take a consisient approach.
This approach, generally specking, is dictated by the treatment given the manufacturing exemption.
To illustrate the point, let us briefly consider the logical effect of three approaches to the manu-
facturing exemprion:

1.) Elimination of exempiion. if we are to eliminate the manufaciuring exemption
altogether, exempting only that property which becomes an ingredient or component of the pro-
duct, or which 15 entirely consumed in the produciion process, then this approach vzild result
in the same treatment for the utility exemption, the mining exemption, the publishing exemption,
the shipbuilding exemption, etc. The processing exemption WOU{d be fofa”y eliminated. The
mining exemption would be totally eliminated excent for those tools which are "used up" or
"worn out' and rendered valueless in the production process. The public utilities exemption
would be virtually eliminated, since for the most part there are no components which go into
the product. The "product" of a utility service is, for the most part, intangible and the charges
made by the utility are primarily charges for the delivery of a service to the consumer, Although
water, gas and electricity can be measured on a volumetric basis, most other utilities cannot.

2.) .Redefining the manufacturing exemption, so as to apply the traditional court

_;jgzeﬂnihon of manufacturing. This would narrow the exemption buse to make it clear that only

hose actually engaged in the production of a new and different product would be erfitled to the

Nexemphon. This kind of a change would narrow the number of people who qualify for the exemption,

but, presumably, the scope of the exemption which they would be permitted would remain the



same. This kind of a change would have a minimal effect upon the other tax exemptions
mentioned. The production and delivery of public utility services would not be cltered in
definition, and the scope of the exemption would probably not be changed. It would
probably involve a restriction of the mining exemption of actual mining (eliminating the
vefining and reclaiming exemptions), bui without exception, the effect would be slight.

3.) Keeping the board definition of the activity, but narrowing the exemption
allowed. This, in other words, would siill allow a great number of businesses to have the
exemption -~ businesses which perform operations which the courts have not traditionally
included within the narrow definition, including processing, refining, etc. -- but it would
narrow the scope of the exemption allowed to each of those businesses. That is, the exemption
would be resfricted to production machinery and equipment. It would not apply to foundations,
nor to public utility meters, nor to packaging machinery and equipment. As a matter of. pollcy,

if you were tc go down 'ihls road, he effect would be to give a large number of pecple a
fairly limited exemption.

The foregoing is intended to illusirate the consequences which might follow
from a choice of exemption patterns. You could, in brief, take one of three bosic approaches:

A.) Restrict both the activities exemption and the property exemption within
each activity; :

B.) Restrict the activity exempted, but give that exempt activity a broad
exempiion on the property which it uses; or

C.) Apply the exemption to o large number of activities, but narrow its effect
on the proporty affected,

Any of these three approaches would be productive of more tax revenue than
the presen’ s=itern, which applies both to a lzrge number of activities and to « vzr broad
property exemption pattern within each activity.

THE ADVERTZS!NG EXEMPTION

If we were to tax advertising services, the question has been asked whether the
tax would opply to services performed outside the State (for instance by a New York Ad Agency),
and whether it would apply to advertising media in the State.

1.) If a Pennsylvania advertiser went to New York and paid an agency to prepare
television, newspaper and magazine campaigns, the result would be the same as if he ordered a
sef of architectural drawings from an architect, a work or art, or what have you. Theoretically,
a use tax wouid be collectible when the compony brings the "product" into Pennsyivania. Un-
fortunately, the contracts for actually plccmg the ads in the media would probably be executed
in New York and in the example | am considering, the actual publishing, broadcasting, etc.,
would take place in New York. As a matter of law, we would have no jursidictional base to
touch this sort of transaction. [ would be hard put to find a legal basis for the imposition of any
kind of a fax in this situation.
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. 2.) If the advertising materials were brought into Pennsylvanic in some tangible
form -- that is, in printed brochures, magazine ads, advertising novelties, catalogues, etc., --
we would be able fo tax the user in at the full rate, which would include the enfire cost of the
contract. This is what the courfs have recognized to the effect that although you can't tax
the thinking which goes into a legal document, a work of art, or what have you; you can fax
the tangible property which resulis. Furthermore, you can tax the full charge, even though

most of that chalge may represent somebody's fee fo; developing the idea. _ ]

INTERIM STORAGE TAX

A number of states have a tax upon charges made for the interim storage of

tangible personal property. The Pennsylvania Consumer Sales, Use and Storage Tax Act of

1951 had such a provision. It imposed a tax upon charges made by commercial warehouses,
movers, etc., for the storage of merchandisc.

It did not tax merchondise in inter-state commerce which was stored in Pennsy!-
vania for Gin interim period, but without finully coming fo rest. This is a legal concept which
the Supreme Court of the United States claritied years and years ago. The doctrine is that o
state may not impose o tax upon a "bale" which is in fransit in the state, unless and until it
finally comes fo rest. Mere interim storage ~~ that is, a temporary stop-over while the property
is in fransit to another state ~~ does not give the state tax jurisdiction. Therefore, a company
which hos o warehouse for redistribution of merchondise to branch stores may not be taxad upon
the storage =f that merchandise if the proper!, is ultimately redistributed to braiiches outside
Pennsylvania. As for that property which is tronsferred to a bronch in Pennsylvania, the tax
may be imposed. However, if must be pointed out that such a fax would duplicate the sales
tax collecicd by the retailer from the ultimuic consumer since the cost of such inierim storage
must be deemed to be part of the cost of doing business. The other states which have gone this
reute have uniformly limited the ta< to private ctorage by warehouses and storage companies and
movers and have not attempted to apply it fo interim storage in other arecs.

THE EFFECT ON THE UTILITY EXEMPTION OF LIMITING TAX EXEMPTIONS TO PROPERTY
USED ONLY IN "PRODUCTION",

When the CST was originally enacted, the utilities were given the same exemption
as the manufacturers were. They were exempted only on property which was used or consumed
in the production of the utility service. Subsequently, the terms “delivery or rendition" were
added so that the exemption was expanded to cover rropesi‘y which was consumed in the "pro-
duction, delivery or rendition of utility services"

These changes were made because, as indicated above, there are numercus utility
services which are not "produced". Transportation services, for example, can scarcely be said
to be "produced" in the sense that one produces a product. Even a water or gas company does not
"produce" the water or natural gas which it pipes to the consumer -~ its service consists in piping
or delivering the utility service. Although electricity is “produced", it can semeenip be argued
that the mere production of eleciricity would be valueless without the delivery thereof to the
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Accordingly, | feel that it is amply clear thet in dealing with the utilities,
it may well be argued that the terms delivery or rendition are essentially to cover the intended
scope of the exemption. There are two areas which are controversial, which the committece
might consider:

1.) The exemption for meters. Inifially, 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 production, delivery or rendering of the service. The argument to the
contrary is that the rate-making process is an inherent part of the production of a utility service
and that a meter is just s essential as any other part of the utilities' property.

2.) The contractor's exemption. Under the McHugh decision, the court held
that the exemption granted to utilities for property used directly in utility services may be
extended to the purchase by a contractor of preperty which the contractor will use in building -
utility facilities. This exemption was subsequently extended even further tocover all property
purchased by a contractor which, if purchased by the ultimate user, would be excmpted. Thus,
the "McHugh" exemption became a secondary exemption, a sort of "laying on of hands" in
which the exemption status of the consumer is assumed by the contractor. We have suggested
that this exemption would be generally removed.

GHG:emk
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HOUSE OF REFPRESENTATIVES
COMMONWEALTH OF PENNSYLVANIA

October 13, 1970

© SUBJECT: Shipping and Interstate Commerce Exemption = Sales Tax Law
TO! - All Members of the Tax Reform Committee
FROM: Donald W. Fox, Chairman

Sales Tax Subcommittee

BY: Gerald H. Goldberg .
Assistant Legal Counsel

A sur last meeting, the staff presented its suggestions regarding the shin building
exemption, and the Committee discussed the sales and use tax exemptions regarding property
acquired for shipment outside the Commonwealth or for incorporation into othei property to be
shipped cuiside the Commonwealth. This memorandum sets forth the provisicrs ~oreed to with
respect to ship building, and staff's recommendations regarding the interstate commerce exemp~
tion.

A Ship Building. It was agreea ihat the ship building exemption vught to be made
consistenr with the exemption granted by neuiby states which compete with Feinisylvania in
this market. :

The Maryland sales tax law exempts the sale of new or used vessels where (1)
an excise tax otherwise provided in Maryland law has been paid, or (2) the vesse!l has been
titled in another state. There are no specific exemptions for the building, rebuilding, repair
or maintenance of ships. However, under Maryland law, ingredients incorporoted into man~
ufactured articles would be exempt. Our proposal is to follow this pattern,

. With respect to fuel, provisions, ship's stores and supplies, it is proposed to ex-
empt these items if they are purchased for predominont use in interstate or foreign commerce;
however, we would follow the sales tax provisions of New York and New Jersey, which would
tax these items when they are purchased for the equiping of a new ship, and go to the owner
as part of the "package." ’



All Members of the Tax Reform Committee
October 13, 1970

~ Page

B. Richard H. Wagner lead a discussion regarding Sections 2 N and 2 H of the
Sales Tax Act, which exempts from the definition of "sale at retail™ and "use" property which
is acquired for the purpose of transporting it outside the Commonwealth as is, or cssl' an ingredient

~of other property which will be transported outside the Commonwealth. ‘

This exclusion, which is broader than that found in any other state sales tax
act that we have examined, constitutes a substantial loophole. It enables corporations to use
Pennsylvania as a storage or warehousing state, without subjecting themselves to the inventory
or personal nroperty tax, and without having to pay a sales tax. Theoretically, any portion of
property originally acquired for shipment to other states which is taken out of the shipment and
used in Pennsylvania would become subject to a use tax. However, it was pointed out that
this tax cannot be collected except upon voluntary declaration or audit.

Mr. Wagner and | have concluded that the several problems involved in this
area, including the problem of use tax involvement, tax avoidance devices and relationships
with other states, can best be resolved in the following manner:

1. Eliminate the lagnguage in Sections 2 H and 2 N excluding property in
interstate and foreign commerce, and leave ii.w matter of such exclusion fo the "<ilent" exclusion
of the Federa! Consitution. It might be wise to simply say, "The tax shall not apply to property
in interstate or foreign commerce." This is the approach which the old CST used, and which
most of the other states use. This would mean rhat the exemption would be limiicd to the well

defined but narrow field of exclusion established by case law. We might point out that there

need be no ambiguity or difficulty with this proposal, since the scope of the interstate commerce
exemption ic one of the clearest and best detined areas in the law.

2. We propose that specific language be added to the act authorizing the
Department ~f Revenue (the Commonwealth) toenter into compacts with other states for the
collection of sales and use taxes of those stuies on a reciprocal basis.  Although there is general
compact language in the present act, in our judgment it does not extend to the actual collection
of the taxes of other states on a reciprocal basis. There is a proposal before the Multi-State
Tax Commission which would, if finally enacted, create a federal interstate sales and use tax
collection system whereby the state of origin would, in every case, collect the tax, and re-
distribute it to the state of destination in due course. Whether such a compact is ever enacted
or not, we ought to have enabling language. But we ought not to restrict ourselves to any
specific tax collection plan. It might be noted that such language will help to alleviate the
qualms scine persons may have regarding the nossible inequities which may be created by the
strict enforcement of the interstate commerce exclusion. Of course, even in thc absence of
such a compact provision, we already have reciprocal tax credit provisions which would ac-
complish substantially the same result.
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All Members of the Tax Reform Committee
October 13, 1970
Page 1l

3. In addition to the foregoing, Mr. Wagner and | feel that the use tax
reporting and collection provisions can and should be strengthened. It is our feeling that much
more can be done in the area of enforcing the use fax provisions of the law. Specifically, we
would like to see: :

a) A requirement that the resale exemption be merely presumptive
unless and until the person claiming said exemption reporis the actual resale fo the Commonwealth.
Of course, such a requirement will have to be tailored to situations in which small ticket items
are sold in huge amounts at retail. Perhaps it might be sufficient, with respect to retail sales,
to simply require the seller claiming the resale exemption to report a sale to a Pennsylvania
retailor. We think that 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 penalties for evasion of the use tax, perhaps including a provision that property upon which
the use tax has not been paid may be deemed contraband subject to confiscation. Further, we
ought to make more use of the bonding provisions under the Sales Tax Act with respect fo businesses
which have been found, by audit, to be evuuing or attempting to evade, use tox licbilities.

Any business which has been caught evading use tox liabilities ought to be routinely bonded,
and the bond ought to be a substantial one:

c) We ought to write some language into the "arms [ength fransaction”
provisions of the Act, establishing a presumption with respect to subsidiary or controlled corpora-
tions which sell to parent or affiliated corporations. Such transactions ought tz be presumed.
subject to the arms length rule, and we ought to place the burden of establishing a legitimate
business purpose upon the taxpayer.

GHG:jkd
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~as defined for federal tax purposes with a vanishing tax credit.

4

PERSONAL INCOME TAX

The Committee recommends that there be enacted o personal income tax to be
levied at a uniform rate upon net taxable income (gross income less deductions and exemptions)

|

Since 1950, State and local expendifures. for essential governmental !
services have been accelerating at an annual rate of 8 va 9% which has been much in.
excess of the rate .o.f growth of State and local government revenuves. The funds needed
to finance these services have for the most pari been provided in the past by reliance
upon regressive general retail sales and property taxes with all of the attendant hardships
inherent in such taxes on the fixed low and moderate income families. This existing tax
structure has nofonly been 'mequ_ifcble.in terms éf the distribution of its impact, but has
F'ailed to keep pace with the rising costs of necessary governmental functions. Revenues
from the general retail sales and property ta.ies have increased at only about 1/2 the rate
of growth of government spending at the State and local governmental level and roughly in
proporfion to the gross national product.

The Committee therefore recognizes that prevoiliné considerafions of tax
equify and fairness and the inadequacy of the exisﬁng revenue structure necessitates
the adoption in the Commonwealth of Pennsvivania of a state personal income tax.

Almost every other State in the Nation has similarly responded to the call for change in
regressive imposts and which do not generate adeéuafe income to allow government fo

administer to the imperative needs of its people. As of the date of this report 47  other

‘states have enacted State personal income tax laws.



AMan)f other additional considerations were the subject of the Committee's
deliberation and which motivated the Commitiee to make this recommendation. One |
such consideration is the revenue responsiveness of an income tax system to economic
prosperity, commonly referred to as gross national producf elasticity. When the economic
climate is good and the economy is growing, collections from income taxes, unlike those
from most other consumer faxes, increase at a faster rate than does the gross national
product. This occurs because when personal income increases, previcusly non-taxable
persons are shiffed into taxable categories adding to the collective growth of revenue
income. Recent experiences in other States demonstrate that a  10% increase in economic
activity automatically increases State income tox collections by 15 to 18%. This obviates
the need for accelerating tax rate increases and nevertheless provides additional revenue
to meet expanding demands for essential services upon State government.

Although the Peﬁnsy!\/qni‘c Stmte Constitution with its existing proscription
against a graduated tax precludes a full implementation of a tax system that seeks to impose
faxes in accordance with ability to pay, the State personal income tax nevertheless would

allow for the introduction of substantial cunsiderations that will help reversc iz trend of

regression fnat presently exist. Such considcrations include the relating of tax tiability

e '

not only io the taxpayers' income, but alsz to family size, costs incurred in nequiring business

income, and those other personal demands on income including, but not limited to, tax and
interest payments, charitable contributions, medical expenses, etc.
In addition, an income tax system usually results in a more equal treatment of

_individu~!c and households with equal income, a consideration which grows in importance
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as the margin between people's incomes and their consumer expenditures wéden, The
personal income tax also provides the most effective way to give tax relief to the dis-
advantaged members of our society == the impoverished. The Committee believes that
the Universa‘lify and dominance of the Federal income tax law has prompted most E-ncoﬁe
tax states to conform their own State income o laws to the Federal Internal Revenue
Code in the interest of minimizing taxpayer inconvenience and administrative costs.
The administration of a State personal income tax is simplified and its collectibility enhanced
by conforming its base to that reported on Féderu! t'a'x returns and by utilizing the withholding
and estimated payment procedures similar to those required for Federal taxes. It is estimated
that the annual yield from such a tax based upon estimated 1970 taxable income figures
would approximate $233,700,000.00 for each 1% of tax.

The definition of taxable income derived from the Federal Internal Revenue
Code lends itself uniquely to Federal ~ Siate income tax conformity. Recause fEis aspect
of Fed~ral tax law is already quite explicit, the reliance upon a separaré A=finition of
taxable income would inevifcblyI result in taxpayer inconvenience and administrative
difficulty. The Committee therefore recomme.nds that the Commonweaiii, <! Pennsylvania
adopt the Federal definition of taxable income as the most equiiuble tax baze upon which
to predicate its own income fax system.

Aside from the speckﬂ treatment of income from Federal governmental obligations
required by the doctrine of intergovernmental tax immunities and the interest received by
a taxpayer from any obligation ofc; State other than Pennsylvania, the taxable income
porticn of most taxpayers for the incomic tax returns could be completed by reference to

a single figure on the taxpayer's federai income tax return.



To facilitate the adoption of a State income tax law confoming in all essential

respects to apprvopriotbe Federal Internal Revenue Code provisions, this Committee recommends
that the legislation in.corpora te in one comprehensive act the provisions necessary to deal
consistently with partnerships, estates, trusts, beneficiories and decedents, as well as
individuals. 1t should also contain a provision for crediting residents of the State for
payment of income taxes to other States on income earned in such other States. This isla
practice now followed by 2/3 of the income tax states in the interest of consistency with tax
collection at the source and the avoidance of double taxation of the same income.

In making the above recommendation for the imposition of a State personal
income tax, the Committee has carefully considered and was sensitive to constitutional
limitations and judicial precedents relating to the imposition of a progressive form of
income tax in Pennsylvania. iiis ihe considered opinion of the Committee, aithough by
no means recarded as a l‘egal certainty, that a flat rate type of income tax predicated
upon taxable incéme as repo.rfed to and ascertaircd by fHe Federal government most nearly

~meefs the Pennsylvania Constitutional standard of uniformity and minimizes insofar os

possible the chance of a successful court attack directed towards the cénsfifufionclii‘y of
such a tax. The iudicial history of court decisions interpreting the constitution's uniformity
clause as applied to various income tax proposals was reviewed. Such decisions have not
established any court precedent on the issue of whether the uniformity requirerﬁen’rs preclude
the imposition of a State flat rate income tax on Federal taxable income. Although not
comparable in all respects, the State's corporate net iﬁcome tax which is levied at @ uniform
rate én Federal taxable corporate income, has been upheld by the Pennsylvania Sunreme

", Court as not being violative of our constitutional requirement of uniformity. It should also




g\‘gae noted that other states having identical constitutional uniformity restrictions have

legally imposed personal ne'f income taxes on taxable net income and such levies have

" been upheld by the courts of such states.

Hence the Committee recommends that the féx be imposed at a uniform rate
Upén taxable income as defined for Federal tax purpo;es and as reported on line 50 of page 2
the 1970 Federal Income Tax Form 1040. This will include taxable income from all sources
" including unincorporated businesses and professions adjusted to exclude any income which the
states cannot tax under Federal laws (e.g., interest on Federal securities) and permitting
the same personal exemptions and itemized deductions from adjusted gross income in
defermining taxable income as are now allowed by Federal law.
The Committee has also carefully considered the recent constitutional

amendment in making its recommendations for poverty deductions and exemptions.
When the Conéﬁiufionql Convention of 1967 consio"ered the matter of taxation, it ‘udded'
new prqv?sions to the Constitution. The Convention adopted Article Vi, Secticn 2 (b) (ii)
‘which provided, in part, as follows: "Establish as a class or classes of subjects of taxation
the property or privileges of persons who, becausc of age, disability, infirmity or poverty
are determined *z be in need of fcx.exempﬁon cr of special tax provisions, and foraiy such
elcss or classes, uniform standards and qualifications. The Commonwealth, or cm>y other
taxing authority, may adopt or employ such class or classes and standards and qualifications,
and except as herein provided may imposekcxes, grant exemptions, or make special tax
provisions in accordance therewith. No exemption or special provision shall be made under

this clause with respect to taxes upon the sale or use of personal property, and no exemption
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from any tax upon real properfsx shall be granted by the General Assembly under this
clause unless the Genera!l Assembly shall provide for the reimbursement of local taxing
authorities b_y or through the Corr;monweolfh 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 in connection with the matter of age,
disability, infirmity or poverty. The Committee believes that the language of the
constitutional amendment parallels the Federal definitions for determining exemptions and
is aware that the !.nferm.zl Revenue Code allows additional exemptions both for blind persons
and persons 65 years of age or older.
The Committee carefully considered the feasibility of o tax credit system which
'v:/ould provide tax relief for low and_moderate income persons on the basis of age, disability,
infirmity or poverty.
The Committee concluded that tax credits can be employed inst2zd of deductions
or additional exemptions to adjust the tax Lurden for an individual in order to alleviate
the regressive aspects of a flat rate income tax system. A system of fdx credifs is a more
effective and meaningful method of introducing equity into Pennsylvania's tax structure
than is u system predicated upon deductions from gross income. The credit is 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 various poverty levels of income as presently

established and gave serious consideration t~ the following information relative to

:,_\-//

poverty and near noverty levels of existence:



i

1. Welfare Reform Bill (H.R. 16311 = pages 28 - 29) which disclosed a poverty level
‘of $3,728 for a nonfarm family of four persons. ‘

: I
2. Poverty in the U.S., published by the U.S. Census based poverty levels on the

. |
- 1
Department of Agricuiture’s emergency food budget and established a poverty level for a

nonfarm family of four as being $3, 553.

3. Social Security Administration defined near poverty as being approximately one-third -

higher than the poverty level.

4. Economic Report of the President, January, 1969, was interpreted to show a povert
P Vi r P P Y

fevel of $3,728 and a near poverty level of $4,857.
5. Bureau of Labor Statistics has developed a low sample budget before faxes for an urban
family o Tuur which for the spring ot: 1967 wzs $6,567. The following are the astimates
for three Fennsylvania cities: Philadelphia $6,628; Pittsburgh $6,487; and Lancaster $6,445.
After thorough c.on'sideraﬁon of the data presented regarding poverty and near
poverty levels, +he Committee concluded in tight of existing revenue needs i ihe Common=-
- wealth of Fennsylvania that the poverty level for o Fc:.mﬂy of four in the Commonwealth of
Pennsylvunia should be established at app:‘o;;ifncfely $5,600. This would equate toa net
taxable incoﬁe level as established for federal tax purposes at $2,500.
This level further reflects the delineation of those incomes that fall within a
characterization of near poverty level. The Committee also decided that tax credits should

be aveilzhlz on a diminishing basis fo a family of four, for' the taxable Federal net income

~ level ranges between $2,500 and $5,000. Any family of four having a federal net taxable

income of $5,000 which would roughly appreximate $8, 300 in gross income, would thus not

have the benefit of any tax credit. At this point the tax credit would vanish. The Committee
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}ecommends that the above-described vanishing tax credit be allowed against the Stafe income
sﬂ;’rax liability in order to offset the regressivity of a flat tax rate on low and moderate income
families.

A schedule showing the vanishing State tax credit available to ‘low and near
poverty level taxpayers is included in the report as Exhibit A, An analysis of the schedule
shows that the amount of the tax credit is simply based on two variable factors; viz., exemp’rionsb
and taxable income.

For example, ossuming o tox rate of two percent (2%) of federal 1'§xable income,
a person who has o taxable income of $3,400 and five exemptions would tentatively owe
sixty~eight (68) dollars in ’rox.before the application of the tax credit of fifty~-seven and one-~
half (57.50) dollars which, when subtracted would result in his actual state tox liability of

ten and one-half (10.50) dollars .-

Ihe Commitfee also considered several plans relating fo tax relief fu. senior
citizens with fixed l§w incomes. The Committee decided that the plans which were discussed
lacked the basic equity and relief which was desired in this area. Consequently, the
Committee has made no final recommendation regarding this problem other than the adoption
of House Bill No. 103 of the 1969 Session. Further, the Committee strongly urges that
additional resezrch and study be conducted in order to develop a feasible plan which would
include equitable tax relief for all senior citizens of limited income.

The Cbmmiﬂee, however, does recognize that our senior citizens are, at least,
receiving partial relief from the recommended state income tax because additional exempﬁvons
for persons sixiy-five years of age or older are dzducted from federal gross income in

_’_>defermining net fc:xgble income and, in addition, the vanishing-i‘ax»credif-fckes into consideration
C, the number of exémpﬁons, including exemptions Lased on aée and blindness, in defermining

the amount of the credit.
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While we have taken note of the pattern of progressive income ‘;axaﬁén in the V
other states with respect to both earned and unearmed income, and although court decisions
from other states opproved progressive graduated income taxes which were challenged under
State constitutional "uniformity clauses” identical with that in the Pennsylvania Constitution,
this Committee recommends at this time adoption of a single rate income tax with equitable
exemptions based on income level and dependency. We have taken this course because, in
our opinion, such tax can best withstand legal assault. However, we recommend that ‘fhe )
Legislature act without delay to remove any legal impediment to the enactment of a graduated
income tax by placing before the electorote o ﬁi'oposed amendment fo the Constitution.

If, in the wisdom of any future legislative body, a graduated tax system best serves the cause

of equitabie taxation, that legislative body should be free to enact legislation to effectuate

the same.
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EXHIBIT A
VANISHING TAX CREDIT
Net  Tax Nunber of xempfiors
axable at 1 2 3 4 5 6 7 8 9 10 11 12
tcome 1%
5000 $ 60 $.00 $.00  $.00 $.00 $.00 $4.50 $15.75 $30.00 $49.50 $60.00 $60.00  $60.00
5100 61 .00 .00 .00 .00 .00 3.00 14.00 28.00 47.25 461.00 61.00 61.00
5200 62 .00 .00 .00 .00 .00 1.50 12.25 26.00 45.00 é%;QQ $62.00 62.00
5300 63 .00 .00 .00 .00 .00 .00 10.50 24.00 42.75 62.50 63.00 63.00
5400 64 .00 .00 .00 .00 .00 .00 8.75 22.00 40,50 60.00 64.00 64.00
5500 &5 .00 .00 .00 .00 .00 .00 7.00 - 20.00 38.25 57.50 65.00 65.00
5600 66 .00 .00 .00 .00 .00 .00 5.25 18.00 36,00 55.00 66.00 66.00
5700 67 .00 .00 .00 .00 .00 .00 3.50 16.00 33.75 - 52.50 47.00 67 .00
5800 68 .00 .00 .00 .00 .00 .00 1.75 14.00 31.50 50.00 68.00 68.00
46900 69 .00 .00 .CO .00 .00 . 00 . 00 12.00 29.25 47.50 68.75 69.00
7000 70 .00 .00 .00 .00 .00 .00 .00 10.00 .27.00 45,00 66.00 $ 70.00
7100 71 .00 .00 .00 .00 .00 .00 .00 8.00 24.75 42.50 63.25 71.00
7200 72 .00 .00 .00 .00 .00 .00 .00 6.00 22.50 40.00 60.50 72.00
7300 73 .00 .00 .00 .00 .00 .00 . .00 4.00 20.25 37.50 57.75 73.00
7400 74 .00 .00 .00 .00 .Q0 .00 .00 2.00 18.00 35.00 55.00 74.00
7500 75 .00 .00 .00 .00 .00 - .,00 .00 .00 15.75 32.50 52.25 75.00
7600 76 .00 .00 .00 .00 .00 .00 .00 00 13.50  30.00 49.50 72.00
7700 77 .00 .00 .00 .00 .00 .00 . .00 .00 11.25 27,50 46.75 69.00
7800 78 .00 .00 .00 .00 .00 .00 .00 .00 9.00 25,00 44,00 66.00C
7900 79 .00 .00 .00 .00 .00 . .00 .00 .00 6,75 22,50 41.25 63.00
8000 - 80 .00 .00 .00 .00 .00 .00 .00 .00 4,50 20.00 38.50 60.00
8100 81 .00 .00 .00 .00 .00 .00 .00 .00 2.25 17.50 35.75 57.00
8200 82 .00 .00 .CO .00 .00 .00 .00 .00 .00 15.00 33.00 54.00
8300 33 .00 .00 (G .00 .G) .20 LG .00 .00 12.50  30.25 51.00
8400 84 .00 .00 .00 .00 02 .00 O .00 .00 10.00 27.50 48,00
8500 85 .00 .00 .00 .00 .00 - L00 .00 .00 .00 7.50 24.75 45,00
8600 86 .00 .00 .00 .00 .00 .00 .00 .00 .00 5,00 22.00 42.00
8700 87 .00 .C0 .00 .00 .00 - .00 .00 .00 .00 2.50  19.25 . 39.00
8800 88 _ .00 .00 .00 .00 .00 .00 .00 .00 .00 00 16.50 36.00
8900 89 .00 .00 .00 .00 .00 .00 .00 00 .00 00 13.75 33.00
Line indicates point at which there is no tax liability. A3,
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INTRCDUCTION

This portion of.the report of the Speakers Committee on Tax Reform
fbaﬁ concerns local taxation deals only with "non—real‘estate” taxes. Real
estate taxes have been studied séparately by 'a Special House Committee on Local
Realty Tax Administration and Exemptions.

Iﬁ addressing itself to local taxation, the Committee is aware of
numerous problems and complaints, on the part both of local taxpayers and. taxing
jurisdictions. These include the following:

- The inébility.of some local governmeﬁts to meet their fiscal

requirements.

- The regressive characteristic of local tax structures generally.

~ —= The numerous local non-property taxes referred to as "nuisance"
taxes. ;

Fragmented and inefficient tax collection organizations and

_ procedures.
During the course of its deliberations the Committee has discucsed
. tax problems with representatives of local governments and had tho vse of a

Pennsylvania Zconomy League study "Non-Real Estate Taxes" September 1969, from

which wor2 abstracted the statistical gata contained in this report.




1. LOCAL TAX SOURCES AND THEIR USE
Fat—reéching tax enabling legislation applicable to almost ali
political subdiyisions in Pennsylvania has given the local governments (other
than counties) énd the school districts in the Commonwealth a broad range of

non-real estate tax sources - greater local taxing authority than is granted

in most other states. The orly significant local revenue producer found in

some other states but not in Pennsylvania is the sales tax. The taxes most

commonly in use are listed below:

Earned income or wage Personal property
Per capita : ' Real estate transfer
Occupation Amusement
Occupational privilege . Mechanical devices

Mgrcantile or -gross receipts

The statutory sources of local iaxing power are of four significant
kinds. ‘The first is the respective codes of law applicable to counties, to
municipalities and to school distiicts. The sccond source is separate legislotion
establishing the personal property tax in counties.

The last two sources of taxing authority are the general tax enabling
acts, The Sterling Act, enacted in 1932, is appiicable to the city of Phila-
delphia. Act 511 of 1965 is applicable to other classes of political subdivisions
in fhc Commontrealth except countics and except the Philadelphia and Pittsburgh
school dibLiicts, and is a direct successur to the pioneer of such acis, Act
481 of 1947. The kinds of taxes available to all local subdivisions and the

enabling acts are discussed in more detail in succeeding paragraphs.

Taxes Authorized by Local Codes or Other Laws

Per Capita Taxes
A per capita tax is a flat rate tax levied upon each adult within the
taxing district. The tax has no connection with employment, income, voting

rights or any other factor except residence within the community. The tax is
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authorized in the codes of law for second through fourth class school districts,
for third class cities (referred to as a residence tax), and for fourth to
eighth class counties as an alternative to the occupation tax; all of the
foregoing at a maximum rate of $5.. Pittsburgh is authorized to levy a $1 poll

tax which, however, also has no reference to voting rights. Those political

- subdivisions under the authority of Act 511, the local Tax Enabling Act, may

levy an additional per capita tax at a maximum rate of $10. Where a coterminous
municipality and school district wish to levy the same tax, the maximum rate

must be shared between them, as is the case with other Act 511 taxes.

Occupation Taxes

- This

The occupation tax most commonly is levied at a millage rate applied
to an assessed value placed on the occupations of persons, including housewives.
The assessing of the value of occupations is done by county assessing authorities.

.

ax has a long history, far predating that of the income tax. Historically

ct

the téx had the objective of extending the tax burden to non-farmers whether or
not they owned land, as well as of rolating the tax to the earning power of the
indivicual, Howeﬁer, at the present time, although there is a fange in the
occupation assessments intended to reflect to some extent the difterential in
earning power among different types and levels of 6ccupaLion, the wvaluations
themselves béar no relationship tc the potential earning power of dndividuals
in these occupations and in some counties there is a flat rate assessment.

The occupation tax is authorized in the codes of laws‘ior fourth to
elghth class counties, for éities, boroughs, agd for first and second class
townships. The maximum rate is the same as thét.for the real estate tax and
in some cases the individual tax ordinance mustiétate the same rate for both
taxes. Aét £ll makes it possible to impose the occupation tax without any
limits on the millage rate. It may also be imposed as a flat rate tax in

which case there is a $10 limit. This authority has been used, particularly by

57
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school districts, to impose taxes with rates set extremely high in order to
compenséte for low valuations and to produce significant tax yilelds.. There
are tax rates on record as high as 11 hundred mills (110 percent). School

districts have sought to do their own assessing for this tax bdt have been

ruled by}the courts to be without statutory authority.

Mercantile or Gross Receipts Taxes

Mercantile taxes are imposed on the gross receipts of wholesale and
retail buéinesses. A gross receipts or business privilege tax is similar but
broader in application in that it isvlevied against the gross receipts of-all
Vho do business within the taxing jurisdiction.

The two big city schggl districts are authorized by the school code

to levy such taxes. In the Philadelphia school district it is a gross receipts

tax subject to a limit of two mills (the taxpayer may elect to pay t a rate

of two perceni on nef income). In the Pitisburgh school district it is a

-

merr~-n~ile tax but also includes wawuasement and recreation businesses and is
subject to a rate limit of % mill on wholesale business and one mill on retail
business. Mercantile taxes may be imposed underbﬁhe authority of Act 511
subject to a limit of one mill wholesale and 1! mills retail ouzcopt in the city
of Pittsburgh where the limits respectively are one mill and two mills. Gross
receipts or business privilege taxes may also be imposed under A~t 511 and are
not subject to any rate limits where applied to non-mercantile businesses.
Phiiadelpbia may levy a mercantile license, tax under the authority of the
Sterling Act énd is subject to no ra£e limits.

Personal Property Tax

Counties in Pennsylvania and cities coterminous with ccunties
(Philadelphia) are authorized to levy a tax on int@ngible personal property
at a statutory rate of four mills. The tax applies to mortgages; other interest

bearing obligations and accounts; public loans except those of the United States,
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the Commonwealth or politicél subdivisions; corporate loans not subject to
the corporate loans tax; shares of stock other than those subject to the
capital stock or the bank shares taxes. The Pittsburgh School District
levies a peréonal property tax at the same rate under authority granted it
by the school code. The Philadelphia School~District levies a tax o% unearned
income., The city of Pittsburgh has special authority under Act 511 ﬁo levy

|
a personal property tax without any designated rate limit. The rate;currently
is four mills.
‘Other Taxes

Second and third élass cities are authorized in theilr respective
codes to levy so-called license taxes. In the case of Pittsburgh there is no
1imit on the tax rate or amount, but third class cities are subject to a limit
of $100.

The Philadelphia Schdol District, under special legiélation, is able
to impose a tax of two percent on the ﬁroceeds from parimutuel wagering. This
tax applies to harness and flat track racing operating within the city limits.

A 1963 Act (P.L. 640) vested in the Ppiladelphia City Council the

. authority to authorize the city school district to impose taxes on 'sersons,
transacticns; occupations, privileges, subjects andlreal and personal property'
that are vaxable by the city but with the specific exclusioﬁ of arv taxes on
the income of non-residents.,

Act 244 of 1967 further permitted the Philadelphia City Council
to authorize the city school district to tax the income from‘"ownership, lease,
sale or other disposition of tangible and intangible real and personal property"

of school district residents at a raire not to exceed that of the city earned
income tag (then 2%). Excluded from such tawaould be inteéerest from government
obligations and froﬁ baﬁk or building and loan deposits, and capital gains from

sale of property owned for more than six months.



N Act 16 of 1969 authorized the Philadelphia City Council to permit
Kvn% school district to impose a corporate net income at a three percent rate
which could be increased to 4% percent July 1, 1872. If the tax remains in

effect after that date it must replace the present general business gross

recelpts tax.

The Sterling Act

By far the most extensive grant of taxing power to any political
subdivision in the Commonwealth, and the eérliest of thisvﬁype, is that
conveyed to the city of Philadelphia by the Sterling Act of 1932 (53 P.C.
15971). This act gives a first class city tﬁe éuthority “"to levy, assess and
collect...such taxes on persons, transactions, occupations, privileges,
subjects and personal property...as it shall determine..." with the limitation
that the city may not levy or collect a tax on any privilege, transaction,
subject, etc. which is not or may heréafter become subject to a state tax or
license fee. Subject only to the foregoing, there are no limits on the kinds

of taxes which Philadelphia may impose, on the rates at which those taxes mnay
be colléctéd nor on the aggregate amount that m;§ thus be raised.

Under the broad authority of the Sterling Act, Philadelphia may
enact taxes on such items as wageé, earnings and net profits, mercantile
licenses, amuscments, real estate transfers, parking lots, coin operated
machines, bowling alleys, and auctioneers. The income tax imposed by the city
under this act applies not only to residents of the city wherever they may work,
but also to non-residents of the city wﬁo receive salaries, wages or other com-
peﬂsation in the city or who conduct professions or unincorporated business in

‘the city.

D)




The "'"Tax Anything" Law

Comprehensive taxing authority equivalent to that of the Sterling
Act was extendéd to other political subdivisions in the Commonwealth by
Act 481 of 1947. As originally enacted it applied to all school districts
excépt those in Philadelphia and Pittsburgh, to all cities except ?hiladelphia,
and to all boroughs and first class townships. 'Excluded were all %ounties and
all sgcoﬁd class townships. The latter were broﬁght under the actfin stages
several years later. The original act excluded from local taxing fower subjects
or objects of taxation that already were or might become subject to taxation
by the state, but otherwise had few exclusions. It containéd no limits on the
rates éf specific taxes but limited the overall yield to the equivalent of
the maximum permissible real estate tax yield for the class of subdivisicn.

During succeeding years limitations were imposed on the kinds of taxes that

might be levied and alsc on the meximum rates for permicsible taxes. Where
maximum rate limits are imposed on individual taxes, the limit wust be shared
equally by a school district and any municiéality within its boundaries levying
the tax unless a different sharing is mutually agreeable. The city of Pittsburgh
is abie to levy and collect the manimum rate on any Act 511 taxes it uses
because the school district, with separate taxing authority, does not come under
the act. The act was extensively rewritten in 1965 and emerged as a new Act 511
of that year.

| The per capita, occupation and mercantile taxes that may be levied
both under the authority of Act 511 and under other laws have already been dis-
cusseé. Folloﬁing are other taxes that are levied pursuant to this act
together with limits on maximum ratcs if there are such. In addition to the
taxes dealt with here, the act contains a limit of two percent on sales taxes

on transfer of tangible personal property. Nowhere else in the act is there
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gpecific authority to levy a sales tax and such a local tax would appear to
be subject to the prohibition against a tax "on a privilege, transaction, subject,
occupation or personal property which is now or does hereafter become subject

to a state tax or license fee." 1In any case, no such taxes are levied locally.

Farned Income Tax

This tax is levied upon the wages, salaries, commissions, net profits,
or other compensation of those who earn income within the taxing jurisdiction.
It is applicable to employed individuals, unincorporated businessesblpartner—
ships-aﬁd proféssional persons. Political subdivisions imposing this tax are
subject to uniform provisions, contained in Act 511, governing the scope of the
tax and the procedures for its collection. So-called "uﬁearned income" from
rentals or investments ié not included. School districts may not levy the tax
upon non-residents., For cities, boroughs and townships, any such tax paid in
the taxing district of residence becomes a credit against a tax izability in
a taxing district of empldyment. Furthermoré, any tax paid in Philadelphia
under the Sterling Act becomes a credit against an income tax liability under
this act n a district of residencc %= a suburb: As a result, thore are few
Iincome taxes in the Philadelphia suburban area.

This tax is squect to a mavimum rate of one ﬁércent whirh must be
shared betweén the school district and the>municipality if both impose the
tax. An exception is the city of Scranton which, by amendment, has special

authority in the act to impose a one percent tax regardless of the school

district tax. Political subdivisions may require the withholding of wage

taxes b, omployers within their jurizdiction if the tax is listed 23 a
p) pioy J

—ia

register published annually by the Department of Community Affairs.

-



Occupational Privilege Taxes

¢ A " These taxes are leﬁied upon individuals for the privilege of

S 4 :
employment within the tax jurisdiction. This is the one tax which a

‘political subéivision may collect from non-residents working within its
borders regardless of what other taxes they pay where they live. The maximum
rate is $10. Each'person subject to an occupational privilege tax may be
required to pay it only once during the year‘regérdless of the number cf juris-
dictions in which he is employed during that period. The order of priority for
the right of taxing jurisdictions to collect is speéified for those cases where
a person resides in one and is employed in one or more other jurisdictions.

| A 1965 constitutional amendment authorized local taxing jurisdictions

to exempt f{rom occupational privilege taxes '‘persons deriving less than $1,000
per year from such occupation." (Art. IX, Sec. 1). The 1968 constitutional

" revisions deieted this specific exemption authority, although the effective

date is not euniicely clear, at the same tiwe giving the legislature auli..ity

to provide for tax exemptions on a broader tasis than this.

Real Estate Transfer Tax

The rezl estate transfer tax may Ee imposed at a maximum rate c¢f one
percent upon the transfer price of teal property. The county recorder of deeds
usually is thc cgent of the taxing jurisdiction for the collecticn of thz tax
although not necessarily so. Act 511 contains restrictions on the imposition
of this tax on the transfer of property within families or in estate cases or
other circumstances other than ordinary sale.

This tax provided the first example of what may happen when the
Commonwealth imposes a tax that already is in use by political subdivisions
i;%der the terms of this act. Under Act of 1951 (P.T. 1742), as amended, the
N\ .

Commonwealth also imposed a real estate transfer tax at a rate of one percent.
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r\That act contained a specific provision that 1t would not invalidate any

similar taxes then or subsequently imposed by local governments under terms of

existing legisiation.

Other Taxes

An admissions tax may be enacted applicable to ''places of amuéement,

athletic events and the like." The maximum rate is 10 percent. Under % 1865
{

amendment to the old Act 481 and continued in Act 511, all political sugdivisions
except the ci?y Pittsburgh were prohibited.from levying this tax on motion
plcture theaters effective January 1, 1966.

A tax méy be levied on mechaniéal devices such as pinball =zchines,
vending machines, juke béxes, or pool tables. The law contains no limit on the
maximum rate of such a tax and it is found to be imposed either at a flat dollar

rate or as a percentage of the receipts of the machine or device.

-

Restrictions on Taxing Authority

Act Sll-contains a number of restrictions on the taxing authority granted
local subdivisions, most of which were enacted at an early date in the history
of old Act 4¥L and most of which represcuied reactions to certain tz:zcc that
hagd been iﬁpc:ed By one or more political subdivisions% These restrictions

fad

include pronivitions of local taxation cf natural resources, manufactor

L

4
products, farm products or the preparation and processing thereof? transportation,
loading, un.loading, dumping or storage; echool district taxation of the income

of non-residents; taxes on personal property subject to the four mill county tax
(Pittsburgh city is not subject to this prohibition); gross receipts, services,
privileges and transactions connected wiinu the rendering of public ulility

services. Taxes may not be levied on mobile homes or house trailers that are

subject to real estate taxes unless the same tax is levied on all other real



property in the subdivision. » 65
The aggregate of all local taxes levied by a political subdivision
under the provisions of Act 511 may not exceed the equivalent of 12 mills on

the market value of taxable real estate.

Non-Property Taxes — Their Use & Yield

Pennsylvania's local governments raised over $I)s billion in tax
revenues in 1967 (school districts - 1967-68). Two-thirds of this came from
real estate taxes and the remaining third from other taxes.

Details concerning tax yields and uses are shown in Tables 1, 2 and
3 on pages that follow.

Over a quarter of a billicn dollars was raised from the earned income
tax (Table 1) and, in light of Philadelphia's subsequent increase in rate plus
normal growth, it is likely that the tax is bringing in about $400 million during the
current year.,

Tor counties, in total, the personal property tax runs second to the
real estate in importance (Table 2). For all other classes of jurisdictions
the income tax returns the second highest percentage of total taxes. The

. - + ¥ - . o 4m 1 . ~ - . . P} 1
_percentages shown here checure the fact, revealed in Table 3, that individua

S e e lice o LI RORUPRIrE

but that, on the other hand, every tax shown is an important revenue source for
certain political subdivisions.

taxes are levied by only a portion vl wne jurisacicticns eligible “° use them

The non~real estate tax most commonly levied is the per capita tax
(Table 3) imposed by 2,075 jurisdictions under Act 511 and by 709 under the
variouc ~odes (obviously, many of these overlap). The next most frequently
imposed tax is the earned income tax - the largest revenue producer. The
mercantile tax is used most intensively by cities, the occupation tax by
boroughs and second class townships.



66

82°48 099°e8 scifeid s82°ced ceLéct 50928 6s2re$ roefaté essterd Lveted

. . ‘

o2 oL /3 2y £ gacée LYY 305°T croft -
o) 6% /X S1€‘e oYy 2555w goetIv 982 £28%01 -
45y &L 1 gL1°¢ oYYy - 1I$ZAL) $e1y uweefe § CaCat> -
A 168 13- z00%¢ oY s2e2t 92vy M - 502
2 olg &8 Yo01°2 292 FATAL Y 618 - : - 9¢
£9€ <9Y 8cY’e g29°t 90 01691 £66%¢ ; S oLt
8L 26 61¢°%s oLzt £56°2 12491 e § - 822°t 4

- - - - - - - - etz ¢ 68018

]

- P w - NQw-m - - - -
65¢°Y 8 L6 et - - - -
£ 8 - seLés ¢ zv2®ozid - - - -

g aceweTruy cHallAtad JoCuedl  9TTILUIduN QLo duUY e R T LR Y- T PN L S TS SAVRUEER

qwioyyednody AT pousel Jed 234
Y15 49V 6 €Lp0D JOpUN
Zo3edaog=4ioy] .

wyuaay LGUd,

{cocs

{657 = V<Y IYPavNe Fuyxel

L O

13 2gu(y £, 6DTeYR X

groéves

13

Teuosded

§L1%090%T8 /ot f1vs e o
699°€2 /uteedee TEEY) Wwruamod
¥5 L8700 \»M? scr o1 pavil
£65400Y \woﬁ?ﬁ. TUID puocss
53073670 {OOUSS
8Lz goeop ETBY) PUOIES
PXAARAS eyviey £8ed 32274
gdysnol
gevéey 6. FyTnolog
ereisy (redsl  [yGoT3I0 SE=I0 PARL
Bre oY £Evéeot fresrames
perfozr  Joteste [aeraesia tooues
Tvice 29E9ss £330
yemaciid
122458 fuvredsct Jqaeraena yooues
Lesévor $0 2scft9z § Sfe £330
eI TepL T

e3vieq caxuy
1wy T8yl




)
T,
o

FOOTNOTES ~ | 67

Table 1

a/ Philadelphia City government - in reality a coonsolidated city- county govern-
ment. Taxes, similar to "Act 511" taxes, are levied under authority of the
Sterling Act.

9/ Philadelphia City Scheol District texes are authorized by ordinance of the
Philadelphia City Council.

g/ Pittsburgh City School District taxes are specifically authorized by the
State Legislature.

4/ Philadelphia City School District Unearned Income Tax.

e/ Pittsburgh City Perscnal Property Tax is imposed under Act 511.

£/ Philadelphia City School District General Business Tax.

g/ Philadelphia City School District Pari-Mutuel Betting Tax.

h/ In addition, Pittzdburgh City imposes a Business Trivilege Tax, effective
February 1, 1949,

i/ Pittsburgh City Scheol District Mercantile License Tax.

3/ Excludes Philadelvhia Countv. Countv goverrment in Philodelphie e not
geporate irc: TRU CLly Elvernmint.

x/ Included in A1l Other'. Tax is iwposcd by only ten municipoalivies -
eight boroughs and two second class townshins.

1/ Included in "All Ctrer". Tax is imposed by a relatively cmell number of
school districts. Ixact number is not known.

g/ Includes second class A city - Scranton City

g/ Total - includes delinquent taxes and payments in lieu of taxes as follows:

Payments in
Delinousnt licu of Taxes
($ 000)

Philadelphia School District $ 9,329 $ 27k
Pittsburch Scheol Cistrict 2,52k 149
Second Class Schocl Districts 5,242 321
Third Cless Scheol Zistricts Q,712 5715
Fourth Class Schcol Districts 1,192 ' 202

Totel $27,999 $1,521
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FOOTNOTES

Teble 2

a/

Philedelphia City eovernment - in reality a consolidated citv-county govern-
ment. Taxes, similar to “Act 511" texes, are levied under authority of the
Sterling Act.

Philedelphia City Scheol District taxes are autherized by ordinance of the
Philadelphia City Ccuncil. ' )

Pittsbureh City Ccheol District taxes are specifically authorized by the
State Legislature,

Philedelphia Citv chodl District Uneerned Incore Tax.
Pittsburgh City Porconal Property Tax is imposed under Act 511.
Philedelphia City Scheol Districi General Business Tax.
Philadelphiae City School District Pari-Mutucl Rettine Tax.

~« addition, Pit<tstursh City im...ses a Business Privilege Tax, Jocctive
February 1, 1669,

Pittsburgh City Scheol District Mercantile License Tax.

Eacludes Thizaicizh County,  Ceounty governmenit in Thiladelinhie dco nnat

S o
separate frem the city government.

Included in "AlYl Other"., Tax is imposed by only ten municivalities -
eight boroughs and two seccond class townships.

Included in "All Other". Tax is imposed by a relatively small nusbtor of
school districts. Iact nunber is not known.

Includes Seccnd Class A City - Scranton City
Total includes delingquent texes and vayments in lieu of taxes as f~)lows:

Payments in

Delipguent lieu of taxes
Philadelphia Scheol Tictrict 8.50,; .25%
Pittsburph School Listrict g.01 L7
Second Class Schzool Districts 2.29 .1k
Third Class School Districts 2.39 R
Fourth Class School Districts 3.62 .61

Total - 1.628 .10
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FOOTHOTES

Teble 3

&/ Philadelphia City government - in reality a consolidated city-county
government. Taxes, similer to "Act 511" taxes, are levied under authority
of the Sterling Act -

Qf. Philadelphia City Scheol Dlstrlcf teaxes are authorized Hy ordinance of the
Philedelphie City Council.

¢/ Pittsburgh City School District taxes are specifically authorized by the

: State Leglslauure.

4/ Philadelphia City Schcol District Unearned Income Tax.

e/ Pittsburgh City Personal Property Tex is imposed under Act 511.

£/ Philadelphia City School District General Business Tax.

g/ Philadelphia Ci%y School District also levies & Pari-Mutuel Bett ng T

-h/ Tn wdiition, Pitichurch City lmposes a nualness Br1v1lege Tax, effective
February 1, 1969,

gj Pittsburgh City School District Mercantile License Tax.

3/ Excludes Philadelphis County. County gcvernment in Philadelphia is not
separete from the city governmend. '

g/ Tax iz imposed by a relatively smal} number of school districts. Exact
number is not known.

1/ Includies 2nd class A city - Scranton City

Note: The real estate tax is levied by all taxing jurisdictions except one

borough and five second class towmshins.
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The Comzittee finds that, in general, che-tax structurcs of
Pennsylvania's counties, municipalities and school districts have numerous
built-in inequities, are relatively regressive, and include a number of
nuisance taxes. The regressive nature’gf the real estate tax and of cér*
tain fla; rate personal taxes are not compeﬁsatcd by any progressive
characteristics of present local taxes on carned income. The broad pro->
visions of the Local Ta% Inabling Act (Act 511 of 1965) permit taxes which
duplicate certain taxzes authorized under the respective local government
codes and thus lead to overlapping or duPlicatc>taxes levied upon the same
subjects. Despite the availability to municipalitics and school districts of numerous
of allocating taxes as between taxing jurisdictions of cmplovaent and those
of residence have restricted the productivity of non-property tax sources
in- the urban centers and resulted in undue pressure on the real estate tax.

Theea and cthor aspocts of the Committee's findings arce conmeiled on iu
more detail bhelow,

Earned Income Tax

The Committce finds that the carned income tax, although the
most productivé of local non-rea) estate taxes, has several shorzcomings.

First, the tax is not progressive in its impact upon the tax-
payer. Since the tax must be Jevied at a flat rate upon earncd incode,
without any excnmptions or deductions, the impact of the tax at Lesi can be
only proporticnate - that is the same percentage at all levels of earncd
incone.

Second, the tax is limited to earned income, including nect
profits of unincorporated businesses, proprictorships and professions, and
22es not include other forms of 1income such as rents, royalties, interest
or dividends., This, of course, navrows the tax base and thus reduces the

yield from any particular tax rate. It also may have the effect of making

the tax regressive in certain cases if it is assumed that persons in higher
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income brackets are likely to have greater proportions of income from
investment sources. Thus, a flat rate tax on earned income may become a

decreasing percentage of total income at higher salary levels.

{
i

Third, the existing statutory limit on tax rates has proven too
|

restrictive to meet the needs of many local governments. Outs;de of

Philadelphia, Pittsburgh and Scranton, the maximum rate limit of the tax

‘most commonly is shared between the municipality and the caterminous or.
overlapping school district. Thus, the nominal one percent rate limit

 becomes one-half of one percent for each taxing body. As a result, in

the larger urban centers (cities and a few boroughs) with the earned
income tax being collected from resident workers only, total revenue needs

are likely to require imposition of real estate taxes which are substan-

-

8 a1 s

2~11ly higher than thosc in thc currounding suburban areas. Cchool

districts, most of whom levy the earned income tax at the nighest rate

available to them, nevertheless find it necessary to impose real estate
taxes far hiéher than the nominal statutofy rate limits, which can be
exceeded in order to pay such costs as maﬂdéted teacher salaries, debt
service and authority rentals.

Fourth; the collection of tax is too frégmented to be econom-
ical and fully effective, Althoﬁgh there are a number of joiﬁt centralizedv
wage tax collecting bureaus, most of the local taxing jurisdictions in the
Commonwealth collect the tax individually. Complications are created, both
for the taxpayer and for the employer who must withhold, by the multi-
plicity of taxing units and by the overlapping of school districts on
municipalities with whom they may or may not share the tax. Small taxing
ju%isdicfions lack the resourceé for strong.enforcemént andhthe size to jermit

economical collection procedures.
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The Occupation Tax

The occupation tax, dating back to the last century, apparently
was intended originally to bear some equitable relationship to.é tax-
payer's ability to pay, through a system of graded valuations based upon
the presumed earning potential of his occupation. In actual practice,
and pérticqlarly in the modern era, the tax has become highly inequitable
because of widely varying standards and procedures and because of inaccurate
assessments. With the advent of the local earned income tax, the occupa-
tion tax has lost any validity it might have had as a tax related o the
ability to pay of the taxpayer.

Where the tax is imposed at rates comparable to those of local
real estate taxes, under various of the local government codes, the yield
is relatively insignificant and so&etimes so low as barely to offset the
cost of administering and ;ollecting the.tax. In such circumstances it
can tru be designatedaa nuisance tax.

Where the tax is imposed, as it now is, by a number of school
districts, under the authority of Act 511 gnd at unlimited and extremely
high millage rates, the basié iﬁequitics of the tax are magnified for the
taxpayers in those jurisdictions. ) |

The occupation tax also may be levied at a flat rate subject to
é limit of $10.00. Such a tax is only a per capita tax under another name.
The occupational privilege tax, imposed at a flat rate with a $10.00 limit
upon all who are employed within the taxing jurisdiction, will be con-

sidered in the discussion of non-resident taxation.

The Per Capita Tax . ' ’

The Committee belicves that the per capita tax, as presently

imposed in Pennsylvania, is not a desirable tax for several reasons. First
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its flat rate makes it regressive in nature. Second, because of its

impoéition under the authority of both Act 511 and the several lqcal governn
ment codes, the taxpayer is subject not to one, but to several per capita
taxes (as many as five in a third class city). Third, because the flat

rate mzkes it necessary to maintain a relatively low rate limit, and

because of poor enforcement, the yield from an individual tax is rather

‘modest.

Taxation of Non-Resident Workers

" The centers of'employment in the Commonwealth, to which thousands
of workers commute each day, returning to theilr homes at night, often have
inadéquate tax resources to meet the costs of governmental services pro-
vided for these workers.

With the sole exception of the City of Philadelphia, a nunici-
pality levying an income tax must allow full credit to non-resident workers
for tazes they pay to their municipalities of residence. As a result, the

imposition of an income tax by an urban employment center invariably has

been followed by a "ripple" effect in the adoption of income taxes by the

surrounding suburban jurisdictions. The sole available tax that is directly



related to employment is the occupaﬁional privilege tax thch is imposed
(mostly by municipalities -- only a handful of school districts at a flat
rate sﬁbject to a $l0.00-limit¢ This tax suffers from the inequity and
regressiveness of a flat rate tax, and the modest yield potential imposed
by the $10.00 limit. (The regressiveness of‘the occupational privilege tax
has been lessened by the authority-granted local governing bodies to exempt
thosg individuals earning less than $1,000 annually from the occupation
which authority, however, is in doubt since adoption of the 1968 Constitu-
‘tional amendments.)

The rigid limitations upon the ability of municipal governments
in urban centers to impose and colleét tax re;enues from their non-resident
workers undoubtedly is also a factor in thé relatively high level of their

real estale taxes compared with the suburban areas.

The Perconsl Pronerty Tax i

The Committee notes that the tax on intangible personal property
levied by counties (plus Pittsburgh Ciicy and school district) at present
produces tax revenues from owﬁe?s of.various k%nds of securities and invest-
ments .who are not subject to any local or state tax on the income from
those inyeétménts.

Although the yield from the vax is high in a few counties. its
collection and enforcement admittedly are poor in the majority of the counties.
Intangible personal property cannot be identified as easily as can real
estate, and the tax is self asséssed° Most counties do not set up the staff,
incur .the expense, nor make truly diligent efforts to identify potential tax-
payers. The enforcement tools available to the counties were augmented a
few years ago with the availability, through the sfate Depaftment of Revenue,
of federal IRS tapes with sufficiént information to identify those taxpayers

- receilving income from investments.

77



| A problem of lack of equity exists with regard to the personai
property tax in that the tax is imposed upon the wvalue of the inves:.ents
but without regard to the income returned by those investments. The tax
is due whether income is received or not. ‘For an example, on investments
yielding six percent, the four mill tax becomes equal to a tax of 6 2/3
percent on the incomé from the investment. A tax of 12 mills (the aggregate
collected in Pittsburghj becomes equivalent to a tax of 20 percent upon
the incéme. The inequity of the personal property tax will become more
significant when a state income tax 'is imposed which also applies to
the income from investments, and the local income tax base is adjusted
accordingly.

The analogy often is made that taxes also are paid on rcal estate

whether or not that property yields income. However, real estate is used

[}
]

rovides eith

and

g3

r a residence or a base for husiness operations for the
taxpayer. The value of real estate is directly related to benelii.s pro-
vided by the qdantity and quality_of local government services, particularly
municipal services, but not excluding the quality of public educaiion nor
the services of county government. The same is not true wifh_regard to
intaneible personal property the vatue of which is likely to bear no
relationship at all to the local government sérvices in the taxing juris-

diction of the owner.

Philadelphia )

The Committeé finds a>serious fiscal problem existing in the City
of Philadelphia with specific respect to its revenue resources. The extremely
broad taxing authority granted by the Sterling Act, including the power to
retain earned income taxes colleéted from non~resident workers, simply is

not sufficient to mecet the burgeoning requirements of municipal government in

78

a eritv that ia the Tarcesat in Pennsvlvania and the fourth largest in the nation.
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"The city's economic base generally and real estate tax base

particularly have been deteriorating. Industrial, wholesale and retail

enterprises are moving across the city line as are higher income taxpayers.

The city's population increasingly is composed of the low-income under— |

|
privileged who create need for more local government services and spending.

!
Further increases in taxes at a time when real estate taxes are high and

the earned income tax rate is three times higher than in the rest of the

state, can only encourage the exodus of business and taxpayers.



collection and a savings in the cost. There also would be much less work and

resulting irritation for the taxpayer who would be able to base all his tax

returns on the same calculations.

2. That school districts, other than Philadelphia and Pittsburgh,

be authorized to levy income taxes (on the state base) without limit as to

rate, but applicable only to residents of the district.

The removal of the limit on income tax rates would provide school
districts with a significant enlargement of their revenue raising power to be
used as they find necessary. The limitation of this tax to residents of the
“district corresbonds to present law and is, the cormittee believes, fully
justified in that the benefits of services of school districts generally do not

apply to non-residents.

3. That all municipalities (but not counties) except for the city

of Philadelvhia, be authorized to levv an income tax (on the state tax hage)

-

without Llimit as to rate on 2ll th~ esvned and urezrned income of persons resi-

ding witiiin the municipality, but subject to rate limitation on income earned

within the municipality bv non-residents. A taxpaver would be ciciited, against

tax 1i~h4i1ity in his municipality of residence with the tax paid on his carned

income in his municipality of employment.

For taxpayers living in one municipality and working in another, the
allocation of the tax on earned incuwe would be shifted from the vlace of
residence to the place of employment. That portion of the tax newly to be based
on unearned income, however, would be collected by the municipality of residence.
(Allowable exemptions could be apportioned betwéen-earned and unearned income
according to the ratio that each bears to total income.)

The retention of the carned income tax by the municipality of employ-
ment would‘provide a'source of revenue from mon-resident workers, related to

the amount of their income and more genercus in yield than the present occupa-~

81
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tional privilege tax. A limitation on the rate of the tax to be retained would,
however, protect those who have no veoice in the tax imposition.

This recommendation would affect the tax yields of individual munici-
pélities in different ways which the Committee fiﬁds it impossibié to calculate

rom available data., Those municipalities which are centers of employment would

t+h

‘Btagd to gain substantial revenue. Certain suburban or rural local geovernments
which have relatively little employment might stand to lose revenue under an
existing tax rate, subject to a potential offset -~ significant in affluent com-
munities - by retention of the entire portion of the tax on unearned income,n
Hoﬁever, in light of the present day dispersion of commercial and industrial
iocations, there are hundreds of small municipalities and suburban jurisdictions
where this change would have a "give and take'" effect on local rcvenues,

¥

The elimination of any rate limit on the income tax as it applies to

[N

residents weuld 2fford municipal governments the op

3 - . W n
portunity to make such uce

of this vaex source as they find neccozary either to meet new art ~Aditional revenue

needs, to relieve an overburdened rezl estate tax or, inQOme cases, to compensate
for taxes lost due to residents working outside the munilipality. It is
possihie. in those municipalities that are em#loyment centers, that the yield
from the income tax might permit reduction in the level of the real estate tax,
thus either reducing the disparity between the center city and suburban real
estate tax levels, or making it possible for the urban school discvrict to make
greater use of the real estate tax. Finally, greater relionce on the real

estate tax likely would occur in the suburbs whére values are stable and are

most likely to grow.

&4, That municipal and school district income taxes be collected

by the Commonwealth, together with the state income tax, and allocated to

the taxing jurisdictions to which they are due.

The allocation of tax revenues to local taxing jurisdictions would
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be on the basis outlined in recommendations Nos. 2 and 3. School district taxes
would go to the districts of residence. UMunicipal taxes on earned income would

go to the municipality of employment and those on unearned income would go to

the municipality of residence.
The imposition'of both state and local income taxes on the same

base would permit a unified collection system that would offer advantages to

both levels of government and to the taxpayer including the following: j

1

a) Withholding of salaries and wages would be on a singie feturnc

b) The taxpayer would have to fill‘out only one set of forms.

c)' The savings resulting from a large scale collection operéﬁionu
would become possible.

d) State-administered collection and enforcement machinery would
be the most effective.

e) The power to impose local taxes and to determine rates would
remain vested in municipalities and school districts.

5. That the following taxes be abolished:

The occupation tax

The occupational privilege tax

The per capita tax

The Mercantile Tax

As stated in its findings, thc Committee believes that the cccupation
tax is a "nuisance tax" in the worst sense of the word and that, with the
increased availability and potential reliance on the income tax, there is no
reason for its continued existence. The allocation of the municipal income tax
to the place. of employment eliminates any need for thevoccupational privilege
tax and furthermore replaces it with a much higher revenue yield.

The Committee further believes that the flat rate, regressive per

capita tax should yield to increased reliance on a newly broadened irncome tax
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vhich local governments will have full authority to use as they find necessary.
In light of the impositica of both state and local personal income

taxes which also apply to proprietorships and unincorporated business, and the

existence of state corporate taxes, there no longer is any justification for
local mercantile gross receipts or business privilege taxes.

6. That the personal property tax as levied by counties and by the
P Proj b

City of Pittsburgh be abolished. (This recommendation does not include the

Pittsburgh school district which has special taxing authority.)

With the imposition of a state tax that wiil include unearned income
and the aitaration of the bases fér locai taxes to correspond to the state base,
the income from investments will now be subject to tax. The former justificapion
for the personal property tax - that it taxed persons whose holdings were not
othervise subject to state or local taxation - will no longer exist.
he Committee has alveady stated the reasone why it bhelieves this to

be an inegquitable tax. -

7. That the real estate transfer tax be allocated entirelv to countv

governments, -

The Committee intends this to compensate counties for the loss of the
personal property, occupation, and per capita taxes as revenue sources. The
latter iwo taxes produce insignifiéant portions of revenue in all but a very few
_counties. The realty transfer tax, in the aggregate, produces abour 20 percent
greater revenue than does the county personal property tax, although the result
in individual counties has not been estimated. This tax would be relatively easy
for counties to administer since it rather commonly is collected for nunicipalities
or school districts by the recorder of deeds.

The loss of this tax source by wunicipalities and school districts

:> should create no difficulty in light of the expansion of othexr sources.




8, That the taxing authority of the Citv of Philadelphia remain as

now set forth in the law, subject to the following =modifications:

~a., That the City allow a credit against its earned income

tax equal to 50 percent of the tzx paid by a city

resident to another municipality where employed.

b, That the City allow & credit against its earned income

tax equal to 50 percent of the tex paid by a non-

resident worker to his or her municipality of residence.

¢, That the Commonwealth, from the vroceeds of the

recommended state income tex, reiwburse the Cityv for the

tax revenue lost due to the above credits.

This recommendaticn provides no additional revenue for the City of
Philadelphia. It will permit suburban municipalities to use the income tax
vhile aveiding an intolerable burden on the taxpayer who either lives or works
in Phil~“~lphia but not both. fhis vortion of the cost of Philadelphia's
particular fiscal problems will be spread among all taxpayers, rather than just
those in the metropolitan area. This recommendation also presumes that the
income tax rate in Philadelphia will continue fé be higher than those in the
surrounding municipalities.

It'has become ﬁuite obvious to the Committee that Philadelphia cannot be

fitted wiinin a2 uniform tax structurc applicable to all municipesiities in the
state. 7Tt was feared that application of the base of the new state incémevtax
to the City income tax might further accelerate the flight of higher income
taxpayers - particularly in view of the existing séhool district tax on
unecarned income.

Numerous alternative courses of action were considered. These included

different bases for allocating the income tax between place of employment and

place of residence; a state subsidy to compensate for revenue losses resulting
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from adhering to a uniform new local tax structufe; state subsidies for
certain wunicipal functions of particplarly high cost in a large city; and
special authority for a local sales tax on the same base as the state tax and
to be collected simultaneously with the latter.

The Committee concluded that it lacked the time to deal adequately.
with Philadelphia's fiscal problems. The recommendation fhat has been made
must‘be regarded as a possible interim measure until more permanent solutioﬁs

can be devised. The Committee further urges that its recommended Permanent Tox
Advisory Committee deal specifically with the fiscal problems of the entire Philadelphia .

mefropolitan area,

9. That implemémtation date for these recommendations be established

in the law as the beginning of a fiscal year for cach class of local government

at least one vear following the effective date for collection of the proposed

state income tax,

Changes in tax structure, particularly as far-reaching as those
recomménded here, require careful plauuning on the part of each lccal governing
body, cannot be instituted during a fiscal year, but must be a part of the
budgeting process. The focal point of thé recommended tax program is the change
in the local income tax base and in the manner of allocating the tax between
place of employment and placé of residence. It would be almost impossible for
local governing bodies to estimate the yields from the new tax, and therefore
the tax rates that they need, without the information that should become
available with the beginning of collection of the state income tax.

Therefore, the recommended postponement of at least one year, which
férthet assﬁmes that the state tax collection prqcedure will include an infor-
mation system, using computer techniques, that will provide the required data.
The postponement will also permit refinement of the state's collection

procedures before the collection of local taxes is “piggybacked" on top.
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Summzary of Recommendations

The preceding recommendations concerning non-real estate taxes, do

not affect amusement taxes nor certain lesser taxes available to municipalities

and school districts under the provisions of Act 511. These recommendations
also do not deal with the real estéte tax, the yield of which will be affected
by proposed new assessment legislation being recommended elsewhere.

Folldwing is an exhibit summarizing the effect of these recommendations

upon the taxing authority of counties, municipalities and school districts:

Effect of Committee Recommendations
on_Local Government Taxing Authority

School
Tax Counties Municipalities Districts
Income —— Include unearned Include unearned
income. No rate income. No rate
limit. 100% of “limit.
earned income tax Regidents only.
to place cof emplov-—
ment, subject tc
- rate limit.
Per Capita Abolished Abolished Abolished
Occupations Abolished Abolished Aboiished
Occupational Privilege e Abolished Aluiished
Mercantile - Abolished Abolished
Realty Transfer New Abolished Abolished
Amusement —— Retained Rer=ained
Personal Property Abolished Abolished Retained (Pittsburgh onlw

(Pittsburgh only)

Counties would lose the revenues they now receive from the per capital
or occupation taxes (a county may not impose both) and the personal property tax.
It is anticipated that this loss would be substantially - and often entirely -
offset by the real estate transfer tax to be permitted countiés& |

Boroughs and towmships would lose the occupation tax (which, however,
produces an inconsequential yield) and all municipalities would lose the per

//capita, the occupational privilege and the mercantile taxes. The loss of the

©
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occupational privilege tax would be more than offset by the allocaiion to the
place of employment of the earned income portion of the income tax. Although it

C'%' is not possible to document the effect of the earned income allocation provision

that is récommended$ it would.appear that the urbanized municipality that is
likely to have the greatest need for increased revenue would be most likely to
realize significant increase under this change. Furthermore, the rem?val of
the rate limit would permit unlimited loéal discretion in the~revenue%to be
raised from residents through this tax. The revenue loss from the realty
transfer tax would not be sigéificant in wmost cases but the mercantile tax
would be missed in a number of cities that are commercial centérs. The
broaaening of the base and the elimination of rate limits of the income tax
must be looked to to compensate for those losses,

It alsa is likely that "bedrocnm” municipalities which have little

busiress 2and most of whose residents work elsewhsrs

income vax, if they now collect it, together with the per capita and realty
transfer taxes which they now use rather extensively. These losses would be
balanced only by the tax on unearned income. Whether the resulting real estate
tax levele would be burdensome would depeud on existing tax levels, which ad-
‘mittedly are not high in many suburban and rural municipalities.

Schoaol districts would lose th: use‘of the per capita tax, che
occupation taﬁ and the real estate transfer tax. The occupation tax is used
by a relatively small number of districté, but by some of those it is used very
intensively. The removal of the limit on income tax rates would strengthen the
revenue raising poweré of school districts, but this tax source would also have

to overccmz the loss of the per capita, ovccupation and realty transfer taxes.
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BUSINESS TAXES

 The Committee considered and reviewed all mciér corporate taxes paid by the
business community to the Commonwealth of Pennsylvonia and makes the following general
recommendations with respect to the elimination of specific taxes, changes in certain fax rates,
the elimination or modification of specific exemptions, and other technical amendments in

the nature of tax reform to close existing tax loopholes.
Recommendation No. 1

The Corporate Net Income Tax rate should be reduced from twelve percent (12%)
to ten percent (10%), provided that the present tax base is expanded in order fo‘offsei' at leas'r’
part, if not all, oé the general fund revenue loss occurring os a result of such reduci‘ion‘,

The Commonwealth of Pennsylvania currently imposes a corporate net income
tax af the rate of 12 percent (12%) per year. Pennsylvénic has the dubious distinction of
having the highest corporate net income tax rate in the United States. The next highest rate
among the forty~three states imposing a corporate net income tax is Minnesota with a rate
~of eight and one-half percent (8—]/2%);

| In light of the lower corporate net income tax rates imposed by il the states
which are contiguous to Pennsylvania, excludfﬁg Ohio 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%) in order to engerder a healthy and competitive business

tax climate.
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Recommendation No. 2

The destination point concept should be used in lieu of the office concept as
a basis for the allocation of gross receipts in both the Corporate Net Income and Franchise Taxes
Since both the Corporate Net lncomé Tax and Franchise Tax are excise taxes
for the privilege of doing business in Pennsylvania, the state is limited to 'raxi.ng only the portion
of the corporation's value or income attributable to Pennsylvania. | Both taxes use gross receipts

as one of the three factors of ifs apportionment formula to measure the business activities con-

ducted in the state.

The statute provides that the fraction shall have as its numerater the gross
receipfs fromn business assignable to Pennsylvania, and the denominator shall be the total gross
receipts received by the corporation. The exact langucge of the statute is as follows:

"The amount of the corporation's gross
receipts from business assignable to this
Commonwealth shall be (1) the amount of ifs
gross receipts for the taxable year except
those negotiated or effected in behalf of the
corporation by agents or agencies chiefly
situated at, connected with, or sent out from
premises for the fransaction of business
maintained by the taxpayer outside of the
Commonwealth, . . "

(72 P.S. 3420 (b)). (Fmprhasis added.)

In view of the Supreme Court's interpretation of the language used in these

statutes in Commonwealth v. General Foods, 429 Pa. 266 (1968), and Commonwealth v.

Hellertown, Pa. (1970), corporations can materially reduce their Pennsylvania
corporate tax burden by removing the offices with which their salesmen are "connected"
outside the state. Once the office to which the salesmen are assigned is removed from the

state, the gross receipts from sales by those salesmen made in Pennsylvania are no longer

) N

£
I
{

assignable to Pennsylvania. The General Foods Corporation, a large multi-state corporation
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which makes approximately six percent (6%) of its sales in Pennsylvania, reduced ifs tax
burden by moving its sales offices from Pennsylvania to various geographic locations just out-
side the state. This "change of Office" loophole caused only .005% of the sales to be assignable

to Pennsylvania, and the corporation thus substantially reduced its corporate tax. liabilities
I
to the Commonwealth of Pennsylvania. |

In the Hellerfown Manufacturing Co. case, the corporation substantially

reduced its sales assignable to Pennsylvania by establishing an out-of-state office where it
negotfiated and effected a contract for the sale éf its entire output to its parent corporation
located outside the Commonwealth of Pennsylvania, even though the shipment of its products
were made directly to the customer from the Pennsylvania plant.
The Committee recommends that these loopholes be eliminated by changing

fhe base of the gross receipts fraction to a "destination point" rather than an "officé” concept.
This couid e accomplished by the eno;fmei.l o the Uniform Division of Income far Tax
Purposes Act by the Commonwealth of Pennsylvania. If it is not practical fo adept the
Uniform Act in its entirety, the third fraction, i.e., the gross receipts fracfion; should at
least be changed to a destination point basis. |

~ Furthermore, the Committee recommends that if for any reason, the destination
point concept is not adopted, the language of the statute relating to the allocation of the gross
receipts should at least be revised to providev that all of the taxpayer's gross receipts from
business assignable to this Commonwealth shall be the amount of its gross receipts for the taxcble
year except those negotiated or effected in behalf of the taxpayer by agents or agencies chiefly

sitfuated ot or sent out from premises for the transaction of business maintained by the taxpayer

outside the Commonwealth. This suggested amendment would eliminate the controversial words

-
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£ 5 "connected with" now present in the stafute, and result in increased revenues, but it is

g

emphasized that it would not be as satisfactory as adoption of the Uniform Division of Income

Act.

Recommendation No, 3

If the Uniform Act is not enacféd, the wages and salaries fraction of the
apportionment formula for the Corporate Net Income Tax and the Franchise Tax should be
amended to eliminate the language "connected with."

The Uniform Division of Income for Income Tax Purposes referred to with reference to the
gross receipts froction also includes a change in the make-up of the wage allocation.

In the event that the provisions of the Uniform Act are not adopted, the Committee
recommends the wages ond salaries fraction should be revised to omit the words "connected
with." The »limination of this phrase will result in the allocation of all wages and salaries
paid to employees of the corporate taxpayer excent those wages and salaries that are paid fo
employees situated af or sent out from the premises for the fransaction of business maintained
by the taxpayec: outside the Commonwealth, |

Theré should also be inser_‘red o provision that all wages and salaries paid to resident
employees of corporate taxpayers should be aliocuied to this state.

Section Z(C) of %he‘ Corporate Net Income Tax Act relating to the allocation of gross
receipts provided that if o faxpayer maintains an office, warehouse or other place of business

in a state other than this Commonwealth for purposes of reducing its tax under this

subsection, the Department of Revenue shall, in determining the amount of ifs gross receipts



from business assignable to this Commonwealth, include therein the gross receipts atiributed
by the corporate taxpayer to the business conducted at such place of business in another state.
A similar provision with regard to the apportionment of a taxpayer's wages and salaries should

be provided.
Recommendation No. 4

The statutory language permitting a corporation to allocate should be reformed
to make it uniform and limit allocation to the [~édera[ Constitutional réquiremen{".

The language used in the introductory portion of the imposition section of the
various corpon;q’re tax acts is not the same, and certain corporations are being accorded the
right to allocation in instances where there is no constitutional provision requiring allocation.

The General Assembly has the right to determine, within constitutional limita-
tions, wherner or not a corporation is entiticd (o an allocation. Gencrally, «M~~ation means
a corporation can remove a portion of its tax base before the tax rate is applied io determine
the amount of tax.

The ‘Corporm‘e Net Income and Corﬁomi'e Income Taxes do noi pe mit
allocation unless the corporate faxpayer is “noi transacting its entire business within the
Commonwealth". The franchise tax, on the cther hand, does not limit allocction to corporations ‘

who are not fransacting their entire business within the Commonwealth.

As a result of this difference in language, the Supremeé Court in Commonwealth

v. Rieck Inv. Corp., 419 Pa. 52 (1965) permitted an allocation for property which was not

connected vwith the corporate taxpayer's business in any way whatsoever. The toxpayer was

a foreign corporafion whose entire business was conducted in Pennsylvania with the exception
of two lots of land which the corporation ownead in Fiorida. The decision permitted the

corporation to substantially reduce its Pennsylvania tax licbility.



) it should be noted that the corporation was nof even "doing business” in

Florida, because it merely owned two small lots there. The rationale for this decision was that
the Franchise Taxdoes not require as a prerequisite to allocation that a corporate taxpayer be
"doing business" in a state cther than Pennsylvania.

Both the Corporate Net Income and the Corporate Income Tax Acts limit alloca~

tion to those corporations whose "entire business of any taxpayer is not transacted within this

Commonwealth . . ."

The Court has recently expanded the meaning of the word "transactied"

considerably. See Commonwealth vs. Tube City Iron and Metal Co., 432 Pa. 600 and

Commonweolth vs, Hellertown Manufacturing Corp., Pa. (1970). It is the opinion of the

Committee that any time a corporation has any connection with another state, no matter how
tenuous, the Court is going to allow ‘allocci‘ion.

The Committee recommends i the prefatory clause, "in -case the entire
business of any taxpayer is not transacted within this Commonwealth", should be revised so
as to indicate a legislative intent to require allocation only where the Federal Constitution

requires it, and that is, where a corporate taxpayer is "doing business"”, in the iechnical legal

meaning of that term, outside the Commonwealtis.
Recommendation No. 5

The dividends received deduction availoble to corporations under the Corporate
Net lncome Tax should be changed to conform to the federal rax treatment of dividends.

The deduction for dividends received should be repealed, thus providing that

5 the taxpayer could not deduct for Pennsylvania corporate tax purposes the dividends which

7

were includuble in his federal taxable income. In other words, the tax base for state taxation

should be the same tax basis as for federal purposes.



The Department of Revenue has informally estimoted that this change would
increase the corporate net income tax by, aof least, five million dollars annually.

In Commonwealith v. General Refractories, 417 Pa. 153 (1965), the Court

permitted a corporate faxpayer fo deduct the value of certain magnesite received from an
Austrian subsidiary company as a divident. The Commonwealth argued that the dividenc
deduction should be limited to those dividends received from corporations doing business in
Pennsylvania. The Court specifically held that this was a deductible divident.

In light of this decision, the Committee gave considex.'aﬁon to recommending'
amendment of the Corporate Nef income Tax Act to limit the dividend deduction to dividends
received from ;:orporafiorws "doing business" in the technical sense (and presumably paying
Pennsylvania corporate toxes) in Pennsylvania., However, the Committee decided to treat
all dividends received from all corporations on the same basis as for federal tax purposes .

“With regard to dividends from foreign corporations (located outside of the
United Siates), the Committee recommends that if the domestic corporation owns eighty
percent or more of the outstanding voting stock of the foreign corporotion, the domestic cor-
poration be permitted to deduct all foreign dividends (100%) received fromthe foreign corporafion.
vlF the domestic corporation owns less than eighty peArcvenf (80%) of the out=
standing voting stock the domestic corporarion would be allowed a deduction :q‘uol fo
eighty-five (85%) percent of the dividends received from the foreign corporation.
Recommendcﬁon.f\'o. 6

The Corporate Net Income Tax should be amended to make o corporation liable
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K \’ for gains realized from the sale of property after the corporation has ceased to do business

within the Commonwealth.

Where o corporation has ceased to do business and, therefore, is not subject
to the corporate net income tax, fh¢ taxpayer may still hold title to real estate which it
thereafter sells and realizes a capital gain.

The Committee récommends that wording be incorporated into the Act to require
such corporations to file reports and to report as taxable the gain realized from the sale of
said propét‘t‘y.

A variation of the anve situation is presented in those cases where the
corporation sells its property on an installment basis. The corporate taxpayer should be
required to file reports for all those periods when it receives instalfment payments and realizes

a capital gain on the disposition of said property.

Recommendation No. 7
The Capital Stock Tax Act shouid be amended to prevent real c.iute companies
from utilizina the manufacturing exemption, when the lessor company did not operate the
manufacturing plant.
The Capital Stock Tax Act should be amended to correct the decision of

Commonwealth Court in Commonwealth vs. Jeca Corporation, 81 Dauphin 36 (1963). .The

"Court there held that a corporation that leased its plant to another corporate entity was entitled
to the manufacturing exemption even though the lessor company did not itself operate the
manufacturing plant. Reference was made to the Act of July 11, 1901, P.L. A668 which
provides, in substance, that no corporation organized for manufacturing purposes, whose man-

“ufacturing plant or plants, in whole or in part, are or may.be leased to another corporation,
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shall, by reason of such leasing, be deprived of the exemption from taxation upon its Capital
Stock, to which, under existing laws, it would be entitled if such lease had not been made.

As a result of the Jeco decision, real estate companies not involved in

manufacturing are entitled to the manufacturing exemption if they amend their charters to

obtain the power to manufacture and then lease a vacant building to a company that, in turn,
i

i
|

uses the building for manufacturing.

The manufacturing exemption should not apply in such cases. Therefore, the
Act of 1901 should be amended to limit the exemption to those corporations leasing plants that
were actually engaged in manufacturing operations prior to the leasing of the plant. In
addition, the words "plant or plants” should be limited to actual manufacturing facilities and

not vacant buildings.
Recommendation No. 8

The Domestic and Foreign Excise Taxes should be repealed.

The Domestic Excise Tax (P, L. 564 of 1953) is imposea at a rate of one-fifth
of one percent on the amount oF‘cufhoriz’ed "stated capital" of Pennsylvania corporations and
oln ciy increase thereof. In general, "stated capital” is.‘rhe par value of authorized copital
stock or the consideroi-‘ion received for the sale of no-par value stock. The yield in 196%2-70
was $2.92 million.

The Foreign‘ Corporation Excise Tax (P, L. 150 of TéO}) is imposed at a rate of
one-third of one percent on ccpi’rarl actually employed in Pennsylvania by o foreign corporation
and on any increase thereof. Capital is construed to be tangible property. The yield in 1969-70

was $ 4.9million. Both taxes were changed from bonuses in 1953 in order to qualify for federal

tax deduction.
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The small yield from these excise taxes places them in the nuisance category .
Furthermore, since they are "one-shot" taxes, their impact may be sufficient to discourage
industrial expansion by imposing an additional tax every time such expansion occurs.

| Should the General Assembly not adopt the Commitiee's recommendation fo
eliminate these nuisonce taxes, the Committee recommends that at least the following
technical amendments be made in order to close certain tax loopholes which exist under the
present statufes:

The Foreign Excise Tax Act provides for the imposition of tax on capital that
is employed‘ “wholly" in this Commonwealth. Where a corporation's tangible property has been
employed i the Commonwealth of Pennsylvania for only a portion of the year, ihe corporate
taxpayer can claim that said property was noi subject o the Foreign Excise Tax Act because
it was not "wholly" employed in Pennsylvania during the year.

The Legislature never intended this result; hence"rhe Commitiee recommends
this Act should be amended to delete the weid "wholly”. For example, see H.®R 2031, Pr.
2596, introduced into the Legislature on November 30, 1967,

The Committee also recommends that the definition of "foreign corporation”
should be expanded by dele’rin-'g the wording "which has been issued a Certificate of Authority

by the Department of State to do business within this Commonwealth", Commoiwealth vs.

2101 Coopcrative, Inc., 78 Dauphin 76, held that the real baosis of said tax is the privilege

of doing business in this Commonwealth, and that it was not a condition that said taxpayer
be granted a Certificate of Authority to do business in this State.

The Committee further recommends that the definition of "increase of capital” -
should be amended. Subclause (b) in said definition in dealing with cbrporaﬁons admitted

to do business in this Commonwealth after the effective date of the act requires corporations
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to report capital actually employed within this Commonwealth 'afi‘he time of or affer receiving
a Certificate of Authority to do business from the Department of State and any increase thereof.
There are situations where a corporation commences operations in this Commonweali‘h.prior to
the date when it obtains o Certificate of Authority to do business from the Department of State.
Therefore, the wording of the clause should be revised so as to require corporate taxpayers

'fo file a report from the first day they begin business in Pennsylvania rather than as of the date

they receive a Cerfificate of Authority.
Recommendation No. 9

The Corporate Loans Tax should be repealed.

The Committee believes that the Corporate Loans Tax is a nuisance tax and,
therefore, should be repealed. -

The Corporate Loans Tax applies to the indebtedness of Pennsylvania corporations
which are owned by individual residenis of Pennsylvania, provided interest is paid thereon.

It also applies to the indebtedness of a foreign corporation doing business in Pennsylvania and

having @ treasurer resident in Pennsylvania, under the cbove circumstances. The tax in fiscal

17 s , 9
197C vielded $2.9 million.

The treasurer of the corporation issuing the indebtedness must ascertain Wiwefher
any owneﬁ are individual residents of Pennsylvania and if so, the corporation must withhold
the loans tax when paying the interest. This administrative dufy‘ vested in the corporation is
costly and time-consuming, and together with the insignificant yield From‘fhe tax, gives rise
of the "nuisance" designation.

If, however, the General Assembly does not adopt the recommendation to

eliminate the corporate loans tax, the Committee recommends that at least the following
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technical amendment be made with regard to removing the requirement of a resident
- freasurer:
Section 17 of the Corporate Loans Tax Act provides that a foreign corporation

doing business in this Commonveealth is required to withhold the Corporate Loans Tax from the
|

interest it pays on its obligations held by Pennsylvania residents provided it has a resident

corporate treasurer located in this State. When the Commonwealth attempted to impose the

duty of collecting the said Corporate Loans Tax on a foreign corporation without a resident
treasurer in this State, the Supreme Court of the United States overruled the Pennsylvania

Supreme Court and held that the tax could not be so imposed. See Commonwealth vs. New

York, Lake Erie, and Western Railroad Co., 129 Pa. 463 and 153 U.S. 628. The Supreme

Court of the United States has since departed from its strict interpretation of the constitutional
limitation cited in the above case.

The language of the Corporate Loans Tax Statute also requires a toreign
corporativi o have a resident treasurer before its i'reos.urer can be required to withhold the
said Co'rp.orqfe Loans Tox and pay it over to the Deporfmen.‘i‘ of Revenue. The Committee

recommends that this section should be olsé amended fo eliminate the words "resident

treasurer”, which should increase tax revenues.
Recommendation No. 10

The taxation of commercial banks and mutual thrift institutions should be placed
on a uniform and equal basis and on as comparable a basis as possible with the taxable income

of other corporations.
Recommendation 11

The Shares Tax on commercial banks and title insurance companies should be
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replaced with an excise tax using the same income base and rate as is applied to fhriff
institutions. In addition, the deduction for federal income tax paid should be restored to the
income tax base.

Finoncidl institutions are taxed by the state in two different ways.

The Bank Shares Tax is levied at the rate éf thirteen (13) mills on the actual
value of shares of state ond national banks, title insurance and trust companies located within
the Commonwealth.

Actual value is ascertained by adding the amount of capital stock paid in émd
the amount of surplus and undivided profirs, and dividing the result by the number of shares.

An excise tax of eleven and one-half percent (11-1/2%) is levied on net income
of mutual thrift institutions (i.e., savings banks without capital stock, building and loan
associations, and federal and state savings and loan associations).

In addition, private banks are froxed ot one percent (1%) of gross receipts,
but there are only a few such banks and thc yield is inconsequential.

The above taxes are in lieu of the Corporate Net Income or Capital Stock
Taxes.

State taxation of financial institutions has closely followed the development
of federal legislation authorizing state taxation of national banks. This leyislation is embodied
in Sec. 5219, U.S. Revised Statutes (12 U.S.C. 548), which authorizes the states to (1) tax
national bank shares, or (2) include dividends derived therefrom in the taxable income of on
owner or holder thereof, or (3) tax such national banks on their nef income, or (4) tax national
banks according to or meosu_‘red by their nct income, provided that the imposition by a state
of any one of iliese forms of taxation is in lieu of the others, excebf that a state may impose
a tax measured by net income of fhé bank and also tax dividends of such banks in the hands

of individuals.
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However, from December 24, 1969 until January 1, 1972, additional state
taxes on national banks are authorized, depending upon the location of the bank's principal

office. A state may impose any tax that is imposed generally throughout the state on a

" nondiscriminatory basis on a national bank whose principal office is located in the state, but

only to the same extent that the tax is imposed on state-chariered banks. States can not,
however, tax intangible personal property of national banks except for the share tax as
authorized by Sec. 5219. If the principal office of a national bank is not located in the state,
the state muy levy on the bank (1) sales and use taxes, (2) real property taxes, (3) documentary
taxes, (4) tangible personal property taxes, and (5) various license, registration, ’rransfq and
excise taxes and fees imposed in connection with tangible personal property if levied throughout
the state on a nondiscriminatory ba.sis.

Effective January 1, 1972, the lqr;guage of Sec. 5219 is eliminated and
replaced with o provision that, for pL;l'pOSP-Q of a federal or state tax, a notinnal bank is deemed
a bank organized and existing under the laws of the state or other jurisdiction within which

its principal office is located (P, L. 91-156, Laws 1969).

The income base for the excizc tax on mutual thrift Exnsfifui'io;'.; ieats federal
taxes paid os a deductible expense. It was reported to the Committce that of the twenty-odd
states which impose an income tax on financial institutions, only one~half of the states allow
a deduction for federal taxes paid. The Committee con find no justification for this distinction
and hereby recommends its abolition.

The Committee believes that the taxation of all financial institutions should

be on an income beasis and that consistency of tax base should be sought between financial

institutions and cdrporoﬁons generally.
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Recommendation No. 12
The Gross Premiums Tax should be imposed on all insurance companies, without
regard to whether the company is foreign or domestic, stock or mutual.

Recommendation No. 13

| |
The Corporate Net Income Tax and the Capital Stock Tax shoulc;i be imposed

on all domestic insurance companies.
Recommendation No. 14

All domestic insurance companies which are subject to the Corporate Net
Income Tax and/or the Capital Stock Tax should be allowed a credit to be applied against their
gross premiurms %’QX for the payment of these raxes.

Insurance companies doing business in Pennsylvania may or may not be subject
to any one or a combination of the Corporate Net Income, Capital Stock or Gross Premiums
Taxes. The Gross Premiums Tax is imposed at a rate of two percent (2%) of premiums written
in the Commonwealth of Pennsylvania. The current application of these taxes #o various
insuranice companies is shown in the chart aitached hereto as Exhibit A.

You will notice from an inspcction of the attached chart that doimestic life
insurance companies are subject to all three taxes, whereas domestic mutual fire and casualty
companies pay none of the taxes. It should be noted that all foreign insurance companies
pay only the gross premiums tax.

The Committee recommends that the taxation of all domestic life, casualty, fire,
sfock and mutual insurance companies be plqced on a uniform basis. The Committee has found

no justification for the discrimination in tax treatment between stock and mutual companies.
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Furthermore, there is no ius’rif;icai'ion for the imposition of both the Premiums Tax and general
corporate taxes on certain companies.

Therefore, in order to equalize tax ﬁeo‘fmenf among domestic insurance
companies, the Committee recommends that all domestic insurance companies should be subject
to the Gross Premiums Tax, Corporate Net Income and/or the Capital Stock Tax. The
Committee, furthermore, recommends that the domestic insurance companies be allowed a
credit against their Gross Premiums Tax for the payment of the Corporate Nef Income and
Capital Stock Taxes.

With regard to insurance companies which were not subject to the gross premiums
tax, the Committee recommends that the gross premiums tax be phased-in in the following
manner: one percent (19%) the first year and one-half percent (1/2%) for the next two years,
resulting in the full imposition of the two percent rate after three years.

The Committee also considered an increase in the gross premius. fax from two
percent (2%) fo, 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 Committee decided not fé recommend an increase in the Gross Premiums Tax.

Exhibit B included in this report shows a schedule of the fax treatment of
domestic corporations recommended by the Committee.

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 recommends iechnical amendments to the Gross Receipis Tax
Act to limit credits for registration fees to non-Pennsylvania operators whose domicilliary states

have raciprocal agreements with Pennsylvania.
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The Gross Receipts Tax Act allows s a credit the total amount of registration
fees paid.to the Department of Revenue upon any motor vehicle or vehicles used in the business
of carrying passengers or property for hire over fhe highways of this Commonwealth. Registration
fees paid to states other than Pennsylvania are allowed the same credit to the extent that fees
would have been paid to the Pennsylvania Department of Revenue if such vehicles had been
registered in Pennsylvonia, providing there are reciprocal agreemenfs allowing such credit
with the state or states in which the vehicles are registered.

The Legislature probably intended to assure Peansy[voﬁio operators of motor
vehicles that they would be accorded the same fréofmem‘ with respect to tax credits in the

domicillicry state of non-Pennsylvania operators. However, the statutory language results in

‘a situation where non'Pennsylvcmics operators are encouraged to organize under the laws of

a state that is not reciprocal fo Pennsﬂvanio and additionally in another state with which
Pennsylvania is reciprocal. As a result of this 2nd registration, the foreign corporate taxpayer
receives an unfair advantage, because he is yiven full credit for the paymentz made in the
State with which we are reciprocal, even though his domicilliary state does not extend the
same courtesy to our operators.,

The Committee, fhérefore, recommends that language should be inserted in the
Gross Receipts Tax Act c;F 1931 to limit the availability of credits for registration fees to non-
Pennsylvania operators whose domicilliary stotes are reciprocal with the Commonwealth of
Pennsylvania.

In addition, the Committee recomrﬁends that if the domicilliary state of a non-
Pennsylvania operator is reciprocal with Perwisylvania, the amount of the credit should be
limi‘fed to the fees that are actually paid for license tags, and not be tied to the amount of

fee he wbuld have had to pay in Pennsylvania. The payment of a nominal registration fee
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to a division or department of the reciprocal state should not result in a large credit to reduce

his Pennsylvania tax.
For example, situations have arisen where, under the laws of West Virginia,
a motor truck company paid a nominal fee of an amount ranging from $1.00 to $10.060 which

was claimed as o regisiration fee paid to that jurisdiction. Pennsylvania and West Virginia

i
i

are reciprocal. By virtue of its payment of the nominal registration fee fo a certain department
of the State of West Virginia, the ‘axpayer claimed as a credit against the Pennsylvania tax

in the amount of the registration fee or fees that it would have had to pay to the State of

2

Pennsylvania had it registered the trucks in Pennsylvania. Pennsylvania would have a registration

fee of several hundred dollars and the Committee believes the payment of a nominal $1.00 fee
to West Virginia should not entitle the taxpayer to a credit of several hundred dollars.

The registration fee that the operator pays to the state of domicile must be
equivuic.: io the registration fees pc;ycb!(, =, Pennsylvania operators to the Dopartment of
.Re_venue of this Commonwealth before a credit is allowed. The credit allowed for registration
fees should be that which the taxpayer would have had to pay to the State of Pennsylvania

but not i excess of the registration fees thar the non-Pennsylvania operator paid to the state

of domicile.
Recommendation No. 16

The Committee recommends technical amendment to give the Department of
Revenue an additional one year to settle tax reports.

Section 801 (b) of the Fiscal Code and Section 8(a) of the Corporate Net Income

™

~ Tax both contain language which limits settlements by the Department of Revenue, as far as

€ possible to the year succeeding the year for which the return was filed. (Emphasis added).

g7
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Many corporations obtain extensions until October 15 to file their tax returns
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 Supreme Court in the case of Commonwealth v. Safe Harbor

Water Power Corp., 419 Pa. 497, and in subsequent decisions, has effectively read out of

the statute the phrase "os far as possible',

In view of the statutory language and decisional law, the Committee recommends
that the Department of Revenue be given an additional year to settle its tax repc;r’rs, but with
the additional recommendation that the resettlement period be changed from the current bi'wo

year period fo one year from the date of seftlement.
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FXIIBIT A

COMMORWEALTII OF PENNSYLVANTA
INSURANCE COMPANY TAXES

Corp. HNet Capital Gross
_ Income (3) Stock . Premium
Fire and Marine Ins. Cos. - Stock T T E (1)
Firc and Marine Ins. Cos. - Mutual E E E (1)
"Hospital Corporations (Non-Profit) E E ' B
Life Insurance Companies -~ Stock T T T
Life Insurance Companies - Mutual E E T
. Limited Life TInsurance Companies - Stock E B T T
Limited Life Insurance Companies - Mutual E L T
Reciprocals or Inter-Insurance Exchanges E O3 B
Title insurance Companies E T (L) E
 Yraternal Beneficial Societies E - E ‘E
Casualty Insurance Companies -~ Stock T | yA : E
Casualty Insurance Companies - Mutual E E E
Ziployers Mutual Liebility Iusurance :
Associations E D) o B
Medical & Osteopathic.& Dental
Service Corporations (Non-Drofit) - E b B
'Foreign Life, Fire, and Casualty : .
Companies - Stock and Mutual E E T (2)

X. In lieu of Gross Premium tax, average three year marine underwriting
profits attributable to premiums written in Penna. are subject to tax

at 5%.

2. All taxes paid by forelgn fire and casualty companies used for firemen's -
) ' " policemen's pension purposes.

3. Premiums substituted for sales in allocation formula.

k. ‘13 mills - some as bank shares tax. .
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EXNIBIT B

Corp. Net Capital  Gross

Income Stock Premium
First and Marine Ins. Cos. - Stock T T T
First and Marine Ins. Cos. - Mutual T E | | T
Hospital Corporations (Non-profit) E E ; T
Life Insurance Companies - Stock T T ; T
Life Insurance Companies - Mutual T B T
Limited Life Insurance Companies - Stock 4 T ‘T T
Limited Life Insurance Companies - Mutual T E T
Reciprocals. or Inter-Insurance Exchnages T E T
‘Title -Insurance Companies T T T
Fraternal Beneficial Societies E E T
Casualty Insurance Companies - Stock T T T
'Césualty Tocurance Companies : Mutuo T E T
Employers Mutual Liability Insurance T E T

Associations
Medical & Osteopathic & Dental E E T
' Service Corporatilons (Non-profit)
Foreign Life, Fire, and Casualtyb - E E : T( 0

Companies - Stock and Mutual

i All taxes paild by foreign fire and casualty companies used for
firemen's-policemen's pension. purposes.
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CAPITAL STOCK - FRANCHISE TAX

For more than o hundred years the Capital Stock Tax was the largest revenue
producer among the Statewide taxes. lis relative importance has dwindled with fhe advent
first of the Corporate Net Income Tax and later the Sales Tax but since it is estimated that
it will yield over one hund‘red m‘iHion dollars in revenue during the current fiscal year, it
cannot be dismissed as unimportant. Because the process of arriving at valuation is so esoteric,
however, a faxpayer's liability may rest in doubt for years pending disposition of a court appeal. |
Coupled with the éver—increcsing cost of administering the tax and contesting disputes both
on the part of the taxpayer and the Commonwealth, the uncertainty of liability makes the tax

~especially vulnerable to criticism. Certainty is a fundamental element of a fair tax and it is
lacking entirely in the Copital Stock - Franchise Tax.

This is undoubtedly the- most highly and frequently criticized tox in the entire
State taxing structure and rightly so. Although nominally a tax upon the capital stock of a
corporation, it has developed into one upon the actual value of a corporation.. The governing
statute, Act of June 1, 1889, P.L. 420, as amended has by judicial and administrative inter~
pretation been bmodened until establishing the valuation of a corporation has degenerated
into a éuessing game between the taxpayers and the Commonwealth's fiscal officers.

The chief criticism is that it is « judgment tax. While the governing statute
does lay down general guideposts, it fails to furnish a method of arriving at a precise
mathematical computation of stock value. In arriving at valuation, the statute provides that
the following criteria must be taken into consideration:

First: The average v;/lﬁich said stock sold for during the year;

Second: The 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 sinking fund; and



Third: The actual value indicated or measured by consideration of the intrinsic
value of its tangible property onvd assets, and of the value of its good will and franchises and
privileges, as indicated by the material results of 1‘he'i1' exercise, taking also into consideration
the amount of ifs indebtedness.

Only the sales price of the stock may be computed with exactness and that factor
in administration is given little weight. There is no indication of how the earnings and dividends
factors are to be either capitalized or weighfed‘.. FincllyA the equity or net worth factor is not
defined as precisely as might be desired. The vagueness has naturally resulted in myriad
disagreements between foxpayers and the Commonwealth's taxing officials with the courts
ending as arbiters in determining the taxpayers' valuation and lickility. The courts have handled
the problem on a case by case basis and have not attempted to provide a workable formula to
guide the t~nayers. Indeed they may l:lczve ~van added to the ambiguity inher~=* in the statute
by declaring in one case that all elements of value must be considered when the; are present,
including whatever may throw essential light on the subfecf;

As a result of the numerous court deéisions, however, certain iuainyg practices
have developed. Since the Department of Reverue has never issued official regulations to
implement the statute, the so-called practices have been transmitted informally &y word of
mouth by former Commonwealth employees, accountants, attorneys and tox practitioners.

Thus, it has become customary to capitalize earnings at 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 utility companies' dividends being capitalized ct seven
per cent. The "three-way" and "five-way" rules have developed. The former consists of an
average of equity and current earnings and dividends ;opii“clized and the latter of an average

of equity and the current and five-year averages of earnings and dividends capitalized. No
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official sanction has ever been given to any one method of arriving ot valuation; hence;, the
thpcyér i’ at a loss in determining his tax liability year after year. The net result is that
the fax has become a negotiafed tax. The taxpayer submits ifs estimate of fiabfli’f;/, The

J
Commonwealth places its estimate of the taxpayer's liability. If the taxpaver disoorees with
P | pay y pay 9

the Commonwealth's settlement (jargon for imposition of tax Iiabili&), it may purs!ue a two~
sfqgé&dm?nisfraﬁve and two-stage court appeal procedure. The system obviously lends itself -
to favored treatment for some and to inequitable treatment for others, It may also lead fo tax-
payers questioning the integrity of taxing officials. And finally, it creates an atmosphere
in which a toxpayer feels a compelling necessiiy to obiain expert guidance.

In addition to the uncertainty of tax lichility, another criticism of the tax
is the use of capitalization of income (ond dividends when used) in arriving at valuation.
It is argued that since corporations are also subject to a corporate net income. tex; the use
of earnings amounts to double taxation of corporate income. This criticism is especially
relevant when corporations have little in the way of capital assets but enjoy large earnings
through the efforts of key personnel.

Prior to 1935 Pennsylvania corporations ond out-of-state corporations doing

business in Pennsylvania were subject to the quiml Stock Tax on the same basis. An inequity
resulted inr that intangible assets of the foreign corporations escaped taxation even though they
may have played an important pgr’r in the corporation's local business. In 1935, the Franchise
Tax was enacted to apply exclusively to foreign cor.poraﬁons doing business in Pennsylvania.
The entire valuation of such corporations was taken info account; however, a tnice~factor
formula (property, payrell, and gross receipts) apportioned the value attributable to
Pennsylvania to avoid uncohsi-iiuﬁonal taxation. Pennsylvania corporations continued to use

et ] [ - e
a one-fraction factor to eliminate nontaxable assets such as property with a taxable situs outside

- N ‘I [ Tho vien ~F tha Atffarart h‘\(»"\‘l'hﬁ(’k ﬁ{:



‘with the taxable year |

113

arvi ’ }) ()I)() t‘(} O ;(! (]b{ (S&GIS leSUl e(l 10 s3ome ‘ ent S (Olp()l(ﬁlilOHS l)e[“g
1 il { >/

stale corporations so that effective

subjected to o heavier tax burden than competing out-ci-

968, the legislature perlmit'fed Pennsy lvania corporations the option
¥

of employing the three~factor formula to apportion valuation.

Historically, corporations engaged in manufacturing have been exempt from
capital stock taxation upon that portion of their assets u.ed exclusively in manufacturing.
The avowed purpose of the exemption is to encourage new industries ;‘o locate in the State and
the expansion of those already in the State, in effect to foster o favorable business tax climate.
The concept of manufacturing has been extended by statute so that comparies engaged in"u
variety of processing activities {ond research and development) akin to manufacturing are also

accorded the exemption,

RECOMMENDATIONS

The Committee recommends that the base of the tax be changed and made more
certain by the use of a fixed-formul~ method of comput-tion employing capital, surplus, and
Undiviu'ed. profits. | |

Because it is impossible to predict exactly the impact of shifting to a more
certain tax base, the Committee r‘ecommends a one mill increase from seven to eight mills
on a temporary basis to assure stability of yield in revenue.

It recommends that the cpportionment factors employed in the "Uniform Division
of Income for Tax Purposes Act" be adopted for the Capital Stock-Franchise Tax with the
exception of Section lé b relating to the state of origin under certain circumstances in the

allocation of sales of tangible property.
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It recommends that the manufacturing, processing, ond research obnd develop~ - -
ment exemptions be continued for the present; however, this exemption has been suspended
for a time in the past when revenue needs dictated its suspension, and it is proposed that,
should revenue needs so dictate, consideration be given to the suspension of this exemption.

It further recommends that all corporations be required to pay a minimum annual

tax of One Hundred Dollars in order to help offset the rapidly increasing costs of administration.



TAXATION OF INTERSTATE BUSINESS

BACKGROUND

With the growth cf the corporate business si‘ruci‘uré, the growth cmcfl mobility
of our population and the ever~increasing need of the states for addifiona[!’rqx revenue;
the states have looked to out-of-state business engaged in multi-state activities, deriving
income in the states, to pay their share of such taxes. Aside from the need for additional
revenues, the states have had two other objectives in imposing taxes on out-of-state
business: (1) to prevent this ever—incréasing tax burden from falling exclusively on
stote~based business concerns; and (2) require such out-of-state business concerns to
assume their share of the tax burden, commensurate with the governmental profécﬁon
that their in-state activities entitle them fo receive.

Prior to 1959, the Supreme Court of the United States, on a casc by-case basis,

determined how far the states could go in taxing an out-of-state business. In a sweeping

decision in the case of Northwestern States Portland Cement Co. v. Minnesota, 358

U.S. 450 (1959), the U.S..Supreme Court expanded the jurisdiction of a state to impose
an income tax on an out-of-state business. Mr. Justice Froﬁk’r‘urfer, wrote in a
dissen’rfng opinion that Congress ought fo intervene and set up uniform standards of
multi-state taxation under Congressional power to regulate inf‘ers’rai'e commerce.

With business, large and small, coﬁducfing business in more and more states
and with an increasing number of states imposing all kinds of taxes on cut-of-state
business at ever-increasing rates, many mu!fi—smf.e taxpayers believed that they were
facing an impossible burden of tax compliance in the various states. To them, fhis

situation was compounded, not only by the diversity of state and local taxing

115
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provisions under the same general tax structures, but also by i"he. diversity in interpretation
and administration of the some general statutory provisions.
Accordingly, as a result, in part, of the Northwestern deéision and, in part,
of the alleged impossibility of tax compliance in a multitude of states employing the so~called
"market theory of tax jurisdiction", multi-state business appealed to the Congress.
In 1959, within months after the Nori'hwesfe‘m docision, Congress declared a
halt to the states’ tax jurisdictional claim that merely furnishing o market in the sf‘cﬁes gave
v'fhose states jurisdiction to tax.  In that year, Congress enacted P.L. 86-272 (73 Stat. 555,

15 U.S.C. Sections 381-384), which provided that states and localities had no taxing jurisdic~
fion to impose income taxes, measured by income, on an interstate firm; if the only business
that firm engaged in the statfes bwas mere sales solicitation therein by its own employees‘. Such
lave wiso directed that the Comm‘ii‘f:: o2 the Judiciary of the House of Parresentatives study

the iuxation of multi-state business concerns and propose permanent legislation concerning the
same.

Such study was made ung, os a result thereof, there wus tuiroduced in the 1965
Congress the Interstate Taxation Act (H.R. 11798), better known as the Willis Bill. This bill,
as revised, became the basis for legiz!ation passed in the House o? Represantatives in 1968
(H.R. 2'!58) and again in 1969 (H.R. 7906), better known as the Rodino Bill. Such bill Would'
have further restricted state and local taxing sources by establishing federal jurisdictional
standards for the imposition of state and local corporate net iﬁcome, capital stock, sales and
use and gross receipts taxes on multi=state business.

Prior to P.L. 86~272, the National Governors' Conference had been on record
as opposéng ony legislation that would restrict the tax powers of state and local governments.

Likewise, the National Legislative Conference had tcken the same position. Thus, when the
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Willis Bill was introduced, Governors and tax administraters across the nation, after examina~
tion of its provisions, expréssed real alarm because they believed that such bill would either
exempt multi-state businesses entirely from state taxation, narrow their tax base, make tax
collections more costly or ineffective and cost ng states dearly in revenue.

As a result of the introduction of the Willis Bill, the plan Fo} a multi-state tax
compact was created with the aovowed purpose of suggesting workable uniform alternatives
which would eliminate the need for the kindg of Congressional action erﬁbodied in the Willis
bill and other Federal bills that followed.

The provisions of such compauct, which were worked out in 1946 by the Council
of State Governments, Tax Administrators, A.*fofneys General and State Legislators, were
presented to the states in January of 1967, and by July 1, 1970, the Multi-State Tax Compact
had becn ~dopted by 20 regulo’r—mem'ber st~tos and 12 states, including Pennefvania (by
Governor's Executive Order), had become associate members.,

In addition to the Multi=State Tax Compact, there has bzen introduced in the
Senate Ly Senator I\/\cx.gnuson, S. 2804 (knuwn as the Consent Bill). This biii, which was drafted
by the Council of State Governments and the Advisory Commission it intergovernmental
Relations, contains the Multi-State Tax Compact provisions and would grant cznsent to the
Multi-State Tax Compact. It further provides, among other things, that if all states have not
adopted the Multi-State Tax Compact by July T, 1971, such non-adopting states must, never-
theless, offer the multi-state firms the compact option of using the three-factor formula

(payroll, property, receipts) in determining the share of their income that is apportioned and

subject to taxation by a state.
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THE MULTI-STATE TAX COMPACT

The generally stated purposes of the Multi-State Tax Compact are "to facilitate:
proper determination of state and local tax licbility, to promote uniformity or compatibility

of tax systems, to facilitate the multi-state taxpayers convenience and compliance regarding

1

. |
taxing procedures, and to avoid duplication of faxation.” More specifically, but in outline

form, the Compact would:

1.) Give o taxpayer the option of utilizing the Uniform Division of Income
for Tax Purposes or other allocation or apportionment rules which are in effect
in a state. The Uniform Division of Income concept will be discussed fully
below.
2.) Give small taxpayers (those engaged only in making $100,000 or less

- per year in sales in a state) the additional option fo use a short form return in
lieu of o detailed computation of income tax liability. This provisicn does
not expand the income tax jurisdiction of the states. The Compact actually
incorporates existing tax jurisdictional rules which presently require collection
of taxes based on sellingﬁci'iviﬂes only where a firm regularly and
sysi‘emqi‘iccHy solicits business in ine state through use of salesmen who are
physically present fhverein.
3.) Give taxpayers an additional option fo utilize exisfring procedures for
resolution of multi-state tax matters orkdl’rernai'e]y, to utilize a tax arbitration
arocedure which is designed to provide quick, fair and efficient resc!ution of
such matters and eliminate any possfbilifies of double taxation. The Compact,

- however, does not require any taxpayer fo use the arbitration procedure.
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4.) Provide a sales and use tax credit provision which would be in
accord with action already taken by most of the forty-six sales and use

tax states.

5.) If a state desires, participate in a program of cooperative audits,
thereby re.d.ucing the number of audifs to which taxpayers might be exposed.
6.) Cl;ecfe an administrative arm for the Compact, a Commission made
up of representatives of each siate. The Commission, with the counsel

of local government and business and consumer advisory groups, would
conduct studies designed to achieve simplicity, uniformity and equity

in 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 Muiii-State Téx Compact granfs a taxpayer the option
to utilize the three-factor formula of the Uniform Division of Income for Tax Purposes Act in
allocating his income among the various states for tax purposes. This Act was drafted and
approved by the National Conference of Commissioners on Uniform State Laws and is presently
available for use by taxpayers in 27 of the 41 corporate income tax states. While the Uniform
Act is substantially similar to the three-factor .Formulo presently in use in Pennsylvonia under
the corporate net income and corporate income taxes, the sales or gross receipts fraction of
Pennsylvania's Corporate Net Income Tax varies significantly from the Uniform Act.

For example, under the Pennsylvania Corporate Net Income Tax, the so-called

.. "headquarters”, not destination, standard is used in determining which sales will be included

in the numerator of the Pennsylvania sales fraction. Statutorily then, sales are attributed to



Pennsy‘lvan'{a only if the salesmen making the sales operate from headquarters located in
Pennsylvania. The net effect is that many sales actually involving negotiation of the contract
or delivery of the goods in Pennsylvania have not been included in the Pennsylvania sales
fraction because companies have managed to attribute them to sales made by salesmen
connected to "offices" or "headguarters” not located in Pennsylvania.

While enactment of the Compact alone would give the taxpayer the option
to use the destination sales fraction contained in the Uniform Act under which sales are
attributoble to the state in which ultimate deliveryiof the goods to the purchaser occurs, such
option would really not have any impact on Pennsylvania low, either by woy of extensive
ui;iliz.o'r?én of such option by « taxpayer or the shifting of significant revenues. The reason "
is that some Pennsylvania companies mcking substantiol deliveries of goods to Pennsylvania
purchceere have for many years, as previously noted, utilized the out-of-state "dummy head~
quarters” (perhaps in a state not having a corporate tax measured by income ui one where the
sales factor is allocated on a destination basis), in which case such sales are not included in
income allocated to and taxed in Pennsylvania. There is no question that use of such "pseudo
headauarters” by some companies has not only been a successful tax avoidance measure, but
such utilization over the years has meant, perhaps, a substantial loss of tax revenues to
Pennsylvania.

However, if Pennsylvania Folylowed the lead of other states which have adopted
the Uniform Division of Income for Tax Purposes, then generally desﬁncxfi‘on, not "headquarters"
would be the basis for allocating sales in or out of Pennsylvania.

The Uniform Act in'general, and iy slales'fccz‘or in ;:.yari'icular, are desighed
to: (1) eliminate ambiguities such ag those now existing in Pennsylvania's gross receipts fraction;

(2) achieve o more equitcble measure of business activity within a state; (3) reduce tax
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administrative and compliance costs; (4) eliminate the possibility of double taxation; and (5)
facilitate achievement of full accountability by eliminating technical tax avoidance schemes.

Section 16 (a) of such act sets forth a "physical delivery of fhe goods " destin-

ation rule to be used in assigning sales to the numerafor of the sales fracﬂonj. [t thereby

minimizes manipulation of the assignment of sales by making irrelevant the fechnical question
of where the f.o.b. point is designated.

Hongev.er, Section 16 (b) of the act also provfdes, in part, that sales of tangible
personal property are included in the numerator of the fraction in the state of originlif shipped
from an office, store, warehouse, factory or other place of storage in such state to an out-
of-state destination in cases where the i~<ﬁxpayer is not subject to the tax jurisdiction of fhe
state in which the goods are delivered. This full accountability rule of Section 16 (b), more
commoniy referred to as the “f’hrow—baci; rule”, applies when sales are made to the Federal
Government or the state to which the goods are shipped does not have a corporate fax measured
P.L. 86-272 does not have jurisdiction fo impose a tax measured by income on ‘such taxpayer.

The committee has studiea with great inferest the controveisy between corporate
business and state tax administrators over this "throw=back” rule. |

Corporations argue, on the one hand, that if a state employs a "destination"
rule, then it should uniformly be applied to all sales; that is to say, if it is delivered in the
state, then such sales should be in the numerator of the sales fraction and allocated to such
state, but if it is delivered ouiside the stafe then it should not be included in the numerator
of the origin state merely because the taxpayer delivering such property to an out~of-state
locafion is ﬁof subject to corporate tax on income in the desﬁndﬁor_w state. The business

concerns reason that under a destination rule, it should be of no concern of the state from which
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the goods are shipped os to whether or not the taxpayer is subject to tax in another jurisdiction
and, fo dpply a different rule lacks uniformity and is grossly unfair to ‘.'he taxpayer. Advocates
of the full qécouni’ab”iiy concept (throw=back) argue, on the other iwnd, that, since the enact~
ment of o brécd tax jurisdictional exemption in P.L. 86-272, o full accountability rule such

as contained in Section 16 (b) of the Uniform Act is necessary. They claim that, if the full
accountability rule is not followed, large firms could immunize thair sales activities from prac-
tically all accountability for state taxes mérely by concentrating their production and \A.'ore-
housing activities in a few states and limiting fhei.r selling activities in the remaining states

to the "solicitating éalesmen”, "missionory men", or independent contraciors which activities

in such states would not make such firms subject to the corporate tax or such states under

P.L. 86-272.

-

As far as the present iow of Pennsylvania is concerned, i.c cmployment of the
"throw=back" rule is meaningless for two reqsons . First, if a foreign corpoiation located in
a stafe such as Ohio, having no corporate net income tax, ships goods into Pennsylvania as
a result of minimal activities, which under P.L. 86~272 denies jurisdiction ro Pennsylvania
to impose a corporm‘e. net income tax, then Pennsylvania receives no tax, even though it had
the "destination” concept in ifs law. Second, under the present .”headqug.‘fers” c:or.mepf in
our law, the "throw-back" rule usually hos no relevancy since income from goods sold and
delivered in Pennsylvania by a Pennsylvania corporation, or even a foreign corporation subject
to the Pennsylvania Corporate Net Income Tax,. are not éenet‘c!ly being included in the
numgv:f:‘:.‘or of our State's sales fractinn because such sales have been negotiated at or generated

; by salesmen connected with "headquarters” outside the State.,

The Committee believes the Multi-State Tax Compact is the right approach
to solving the problems of faxation of interstate business, rather than federal legislation which,

in effect. seems to- declare that the solution of multi-state tax problems is hopeless and seeks
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to minimize their impact by curtailing state and focal taxation. While interstate taxpayers
might be eager to secure preferenﬂai tax treatment from such a federal taxing system since
they would, in many instances, receive a windfoll; the consequences for their non-exempt
compefitors and Pennsyivania revenues could be disastrous. It has been estimated that the
enacfn.wen’r of a provision similar to that contained in the Rodino Bill would mean a loss in our
State revenues of anywhere from 80 to 100 million dollars. If such is the case, non-exempt
intrastafe firms in our business community might be faced with the possibility of increased box
burdens in order to make up the revenue losses resulting from federally-required preferential
exemptions granted to inferstate business.

In addition to the adoption of the Compact, the Committee firmly believes that
the "headquarters" concept should be eliminated from the corporate tax laws and repleced with
the Uniform Division of Income Tax Act which contains therein the "destination" basis concept.
The enactment of such Uniform Act, the main purpose' of which is to avoid multiple inclusion
by the states of the same sales in the numerators of their respective sales fractions, might fore-
stall further Congressional action if a leaéing industrial state like Pennsylvonia and other states
will adopt the Uniform law. In addition to uniformity, a destination concept would bring
simplicii, and ease of administration of the cales factor and thus avoid costly ~nd excessive
litigation. However, the Committee also believes that in the assignment of sales of tangible
personal property to Pennsylvania under the "destination" rule, uniformity, simplicity, equity
and fairness dictate that it should be on a "straight" destination concept and not a dual concept,
i.e. one peing the "state of destination” aiw the other the "state of origin" vxception found

/ . in Section 16 (b) of such Act which provides that sales would be assigned to Pennsylvania if
i shipped from Pennsylvania fo a destination outside our State where the corporate taxpayer is
not taxable in the state of purchaser, because of P.O. 86-272 or because such state has no

tax. or where the ourchaser is the Federal Government. Aside From tinifarmity e amoiie  tha
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Comrﬁiffec thinks it unwise to assign sales on an origin basis, since such would be inconsistent
with Pennsylvania's effort to promote economic growth through the encouragement of new or
expansion of existing warehousing facilities in this Commonwealth. Therefore,{ if the
Legislature adopts the Uniform Division of Income Act it ought to exclude the %‘sfafe of origin”

i
'

exception of Section 16 (b) of such act for the reasons stated above. :;
The Committee recommends also that, though the Pennsylvania Corporation

Income Tox already uses a "destination' soles fraction in allocating income, substantial

ambiguities appear to have arisen and it would, therefore, be desirable in the inferest of tax

simplificotion and equity to amend the fanguage of such act to conform to the allocation formula

contained in the Uniform Division of Income for Tax Purposes Act, but without such exception.

Likewise, the Caopital Stock and Franchise Tax should be amended in the same manner, with

the proviso that the "state of origin' excepiion found in Section 16 () of thc Uniform Act should

not, as previously noted, be included in the amendment made to such corporuie tox acts.

/

RECOMMENDATIONS \

The Committee recommends that the Legislature enact the MU!H"qufe Tax
Compoct so that the Comménwea!fh of Pennsylvania may ]éin with other members of the Multi-
State Tax Commission in seeking ways to properly determine state and l'qcczl tax liability, to
prémofc uniformity or compatibility of tax systems, to provide convenience to infers%afe business
in complying with taxing procedures and to avoid duplication of taxation.

The Committee recommends furﬂ%er that the "headquarters" concept utilized
under the Corporate Net Income Tax in the allocation of Encéme of an intersrate business fo
Pennsylvania be replaced with a destination concep’rfhrohgh the enAoci'men’r of the "Uniform

Division of Income for Tax Purposes Act", as drafted by the National Conference on Uniform
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State Laws; but omitting thercfrom pqrcgrqph "b¥ of Section 16 of such Act relating to allocation
to state of origin under certain circumstances.

The Committee recommends that for purposes of uniformity the allocation under
the Corporate Income Tax oﬁd Capital Stock and Franchise Taxes also be amended fo conform

to the Corporate New Income Tax os contained in the previous recommendations.
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PERMANENT TAX REFORM ADVISORY COMMITTEE

As previocusly noted, the Committee has made recommendations on the State

and local tox structure within the time limits available to it. There are many areas where a
still more exhaustive study in necessary, such as in the utility real estate tax field,  senior
2/

citizens tax relief,” and local real property %'axes,‘ in order fo achieve a sound, progressive

and equitable State and local tax system. Accordingly, our recommendations for change should
be considered merely o starting point, not an end to tax reform. The Committee recommends that
there be created a permanent joint House and Senate Tax Reform Advisory Committee which
would have the duty and responsibility, on a continuing basis, to recommend to the Legis'[a’rﬁre
various wovs in which the State and local taxes could be amended to further provio’e a soﬁnd

and progressive tax structure responsive to public needs within the Commonwealth of Pennsylvania.

1. The Jcint State Government Commission has recently completed an exiensive study of the
taxation of public utility real estate. This study was placed in the hands of the Committee only

a short time prior to the conclusion of its labors and it was flet that the Committee would not have
an adequate opportunity to digest and evaluate the findings and recommendations of the Joint
State Government Commission, or to make independent findings and recommendations. Rather
thon attempt to undertake such a complex and difficult area of study s this in a limited time,

the Committee concluded that the subject should se referred to the recommended Permanent

Tax Reform Advisory Commiitee.

2. Senior citizens' tax relief. In the course of its work, the Committee has concidered several
plans for tax relief for senior citizens with low incomes. The plans considered were not adopted
because it was felt that they lacked the basic equity and relief which was desired in this area.

- It is strongly recommended that the Permanent Tox Reform Advisory Commitiee undertake the

necessary research and study to develop o feasible tax plan for equitable rax relief for our senior
citizens. In the meontime, the Committee recommends the prompt enactment of legislation similar
to House Bill No. 103, which will, in our judgment provide interim tax relief for senior citizens.
Further, it should be noted that under the recommended state income tax plan, senior citizens will
receive suhctantial tax relief, because both th.c tax base and the additional tax credit are based
upon the federal deductions allowdble for age, independency, and blindness.
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3. This area of taxation has a long, detailed and technical history which, for its complete
understanding, requires an exiremely comprehensive study. The Committee has conducted
preliminary research and has consulted with experfs in this field. In addition, Representative
John C. Pittenger has made preliminary explorations of this tongled matter. Unfortunately, in the
time available to the Commitiee, we were unable to resolve the many difficult and complex
problems involved, and accordingly, it is recommended that the matter be referred to the
Permanent Tax Reform Advisory Committee.
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