


























strategies that are being used today and will make Pennsylvania the 24th state to adopt a process called 
combined reporting. 

Closing the loopholes that permit profits to be shielded from taxation means that related companies will 
be required to file a single tax return that combines the income of commonly owned in-state and out-of­
state corporations. It will also eliminate inter-company transactions for tax purposes. By requiring 
companies to combine the profits of all of their various entities, combined reporting eliminates the 
incentive to shift income across state lines for tax avoidance purposes. 

\ 

In 2004, Governor Rendell established a twelve-member Business Tax Reform Commission that endorsed 
the practice of requiring companies to report all profits produced from sales and transactions in 
Pennsylvania along, the shift to a single sales factor for the calculation of taxes owed and the uncapping of 
the net operating loss deductions to stimulate investment. At that time, seventeen states had enacted 
laws ending the practices that shift profits out of state. Since 2005, six more states including neighboring 
New York and West Virginia have implemented this reform. If Pennsylvania had moved more quickly, it 
would have been able to lower its corporate tax rate and adopt other pro-growth reforms years sooner. 

Six Other States Recently 
Adopted Combined Reporting 

States With Year 
Combined Adopted Reporting 

Texas 2006 
West Virginia 2007 
New York 2007 
Michigan 2007 

The tax changes level the playing field so that companies who conduct 
all their business in Pennsylvania are not carrying the tax burden for 
those that hide their profits in tax haven states or offshore. The 
adoption of the proposal will ensure a fair sharing of the corporate tax 
burden and enable the commonwealth to lower its Corporate Net 
Income Tax rate from 9.99 percent to 8.99 percent. Reducing the 
corporate net income tax rate by one percentage point to 8.99 percent 
will bring us closer to tax rates in nearby states. 

Massachusetts 2008 
Wisconsin 2009 

By shifting to a single sales factor system, Pennsylvania will calculate 
taxes based on the share of a company's sales that take place in 

Pennsylvania. The tax change is good for employers including manufacturers that already have a 
significant presence in Pennsylvania, but sell most of their goods and services in other markets. It also 
creates new incentives for employers to add jobs or build a new plant in the commonwealth. Ten other 
states already use the single sales factor model. 

By lifting the cap on net operating loss deductions, Pennsylvania will become a more attractive place for 
entrepreneurs to start up new business and create new jobs. Many young companies, including 
technology and biotech firms, do not record profits for the first few years of operation. The Governor's 
plan will help create more jobs in these industries as well as support new job growth by alternative 
energy, clean transportation, and environmental cleanup companies. Pennsylvania will join 44 other states 
that do not have a dollar limit on net operating loss carry forwards. 

Pennsylvania must begin preparing now for the end of federal stimulus funding in 2011. By enacting the 
measures the Governor called for today, Pennsylvania would accumulate $2.3 billion for the 2011-12 fiscal 
year and be in a strong position to continue prospering after the end of federal stimulus funding . 

Governor Rendell has proposed a balanced 2010-2011 budget that includes no new taxes and none of the 
revenues raised by this plan will go toward a Rendell-proposed budget. Instead, Governor Rendell is 
proposing reasonable tax reforms that will lower tax rates, improve tax fairness, and make balanced 
budgets possible in years to come. 


