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Chairman Adolph, Chairman Markosek and members of the committee, thank you for 

giving me the opportunity to submit comments for the Department of Revenue’s budget 

hearing.  Joining me today are Dan Hassell, Deputy Secretary for Tax Policy, Chuck 

Erdman, Deputy Secretary for Administration, Tom Armstrong, Deputy Secretary for 

Taxation, and Todd Rucci, Executive Director for the Pennsylvania Lottery. 

 

Let me begin by reviewing the five key initiatives the Department of Revenue has 

focused on and will continue to pursue in 2013, in order to achieve meaningful progress.  

We are striving to improve customer service, increase efficiencies, enhance revenues 

without increasing taxes, create the most productive work environment for employees 

and implement Governor Corbett’s policy initiatives for job creation and bettering the 

quality of life for as many Pennsylvanians as possible. 

 

There are a number of important Department of Revenue initiatives that speak to these 

five key initiatives within the strategic plan proposed in the Governor’s 2013-14 budget. 

 

Supporting business growth through broad-based tax reform is part of Governor Corbett’s 

strategy to create a job for every Pennsylvania job seeker.  The Governor's budget 

includes a bold tax reform proposal that focuses on improving Pennsylvania’s tax climate 

by reducing tax burdens that inhibit job creation and economic growth.  Developing a 

competitive business tax structure, improving the process of collecting taxes and 

simplifying the tax code will result in economic growth in Pennsylvania. Combined, the 

elements of this comprehensive tax reform plan are projected to have a significant 

positive impact on Pennsylvania's economy, creating more than 18,000 jobs over the next 

10 years, as well as increasing the state gross domestic product by $2.8 billion and 

growing personal income by $1.9 billion by 2030.  These positive economic effects will 

also increase state tax revenue, creating more than $1 billion in new tax revenue through 

2030.    

 

The Governor’s plan includes the conclusion of the complete phase-out of the capital 

stock/foreign franchise tax.  In January 2014, when this 170-year old job inhibitor is 

eliminated, Pennsylvania will no longer be the only state in the nation to tax both 

business income and business assets.  Elimination of this tax will send a message to job 

creators everywhere that Pennsylvania is open for business.  

 

If Pennsylvania were a nation, it would have the highest overall corporate tax rate in the 

world at 41.5 percent (federal plus state).  Pennsylvania needs to attract job creators with 

an attractive tax rate, create jobs by reducing the burden to create and grow a business 

and retain job creators by providing them a competitive tax structure so that they can 

focus on reinvesting in their business and jobs.  Setting our corporate net income tax at 

http://taxfoundation.org/article/pennsylvanias-tax-system-not-weak-economy-responsible-job-losses-and-out-migration


6.99 percent will drastically improve our competitiveness among states.  But our current 

fiscal reality requires a gradual phase-in of this tax change. 

 

Attracting to the state technology, bioscience and research companies, as well as large 

manufactures like steel and chemical companies, can be accomplished by allowing these 

job creators to smooth business losses over future tax years.  The Governor’s proposal 

would increase the cap on the net operating loss deduction from $3 million, or 20 percent 

of income, to $5 million, or 30 percent of income. 

 

Two initiatives contained in the Governor’s tax reform proposal are geared particularly 

toward encouraging small business investment.  A like-kind exchange is a swap of one 

business or investment asset for another.  Small business owners and entrepreneurs 

hoping to expand or grow their business could move into a new building or replace a 

piece of equipment without an up-front tax penalty.  This change breaks down one of the 

barriers to expanding a business and attracts entrepreneurs to invest what they would 

have spent on taxes back into the growth of their business.    

 

The Governor’s proposal also incentivizes entrepreneurs to take that first step to create a 

small business by allowing them to deduct $5,000 of business startup costs from taxable 

income.   Small businesses that start in Pennsylvania can invest these savings into the 

very equipment needed to be successful.  The federal government recognizes the benefits 

of these two incentives, and so should Pennsylvania.  

 

Businesses that take loans to grow or simply to pay employees on a monthly basis are 

penalized in Pennsylvania with a corporate loans tax. For this reason, the Governor’s tax 

reform proposal includes the repeal of the corporate loans tax. I applaud the House of 

Representatives for already considering this issue. Pennsylvania needs to remove the 

barriers that inhibit those who want to locate in Pennsylvania or conduct business 

operations.    

 

Although Pennsylvania is moving to a 100 percent single sales factor, confusion still 

exists regarding how the law governs where sales of services are sourced and where 

income-producing activity is located for state tax purposes.  The Governor’s proposal 

includes sales factor market sourcing to complement the single sales factor tax policy 

recently enacted. 

 

In the interest of fair and equitable tax administration, several portions of the tax reform 

package will level the playing field for taxpayers and will allow for appropriate collection 

of taxes rightfully due the commonwealth.  These include eliminating the 89-11 realty 

transfer tax loophole, changing the law to ensure greater pass-through business 

compliance, eliminating the resident credit for taxes paid to foreign countries and 

instituting a meaningful corporate net income tax non-filer penalty. 

 

Lastly, Pennsylvania places a number of burdensome restrictions on businesses and 

individuals conducting economic activity within the commonwealth.  A portion of the tax 



reform package aims to repeal state nuisance taxes, as well as obsolete taxation and 

administrative provisions.    

 

Before closing, I would like to shift gears to highlight some Department of Revenue 

successes over the last year in terms of the core initiatives. 

 

The department has made significant strides in improving efficiencies.  After several 

years of investment and planning, the Revenue Modernization Project is about to 

transition corporation taxes to a new integrated tax system in March.  This will lead to 

more informed and efficient taxpayer and practitioner interaction with the department and 

will eventually result in real savings for the commonwealth when the project is fully 

implemented. 

 

Along the lines of efficiencies, the department has also decreased its general non-

personnel operating budget by more than 15 percent and reduced our general operating 

authorized complement by 7.5 percent over the last three years.   

 

Act 87 of 2012 provided for the continuation of the Enhanced Revenue Collection Account 

(ERCA) initiative through fiscal year 2016-17, and this additional funding has been invested in 

revenue producers, auditors and collection tools to support revenue enhancement purposes.  

Year-to-date collections attributable to this effort total $98 million. The department has 

leveraged the first two years of ERCA spending authority to achieve an outstanding 21-to-1 

return on investment. 

 

To level the playing field among brick-and-mortar and e-commerce retailers, the department has 

made a concerted effort to ensure remote sellers with nexus in Pennsylvania are collecting and 

remitting sales tax due the commonwealth.  After notifying remote sellers of Pennsylvania 

nexus law and providing remote sellers such as internet and mail-order vendors with the 

opportunity to register and begin collecting sales tax by Sept. 1, 2012, we saw a flurry of new 

sales tax registration activity.  As a result of those efforts, payment in the first four months of 

remittances from the newly registered remote sellers totals $23.3 million.  The remote seller 

project has proven to be successful and has raised considerable awareness in terms of remote 

seller responsibilities. 

  

In closing, the Department of Revenue’s self-identified vision is to be a continually 

improving revenue agency valued for customer service and integrity.  Moving forward, 

the department will be exploring various options for equitable tax collection, to identify 

priorities and improve the way we collect what is owed the state.   

 


