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Foreword

This report, The Business Tax Climate in Southeastern

Pennsylvania and Competitor Locations, was prepared at the
request of the Board of Governors of the Pennsylvania
Economy League's Eastern Division, to determine the effects
of Fennsylvania's new tax structure, enacted in August 1991,
on business tax burdens in Southeastern Pennsylvania.

The report was initially issued in April, 1992, and
revised in July, 1992.

Tax burdens on nine industries in twenty-five locations
were compared. We wish to thank members of the PEL Board
for their assistance in determining the scope and methods of
the study, and the Greater Philadelphia Economic Development
Coalition for its help in determining the competitor

locations to be compared with Philadelphia regional
locations.

The staff principals for this report were Edwin Koc,

Director of County Research, and Stephen Landis, Research
Analyst.

Dianne E. Reed

Executive Director




Executive Summary

In order to assess the business tax climate in
Southeastern Pennsylvania and to evaluate the impact recent
changes in Pennsylvania's tax structure have had on the
region's competitiveness, the Pennsylvania Economy League
(PEL) compared tax burdens for businesses in Southeastern
Pennsylvania with the tax liabilities these businesses
encounter in other regions in the United States. To make
these comparisons meaningful, PEL limited its observations
to those areas that traditionally compete with Southeastern
Pennsylvania in attracting firms. This criterion produced
19 locations in 11 states outside of Pennsylvania. In
addition, we included 6 locatiocns in Pennsylvania itself--
Philadelphia and 4 suburban jurisdictions (Radnor,
Tredyffrin, Upper Merion, and Warminster) and Pittsburgh in
the western part of the state.

To provide a broad perspective on the tax consequences
for business, we calculated the tax burden for nine
different model firms. The firms represented
pharmaceuticals, refineries, conmputers, banking, life
insurance, real estate development, business services, law
and other professional partnerships, and telecommunications.
These industrial sectors constitute some of the most
important segments of the Philadelphia area economy and
provide different views from which to understand the tax
burdens faced by business within the region.

Findings

_ Table ES-1 summarizes our findings. The table shows
. Philadelphia city and suburban tax burdens ranked in
‘relation to competing locations, and as a percent of the
median for all competing locations. The table indicates
that:

State tax burdens on business are relatively high for
c¢ity and suburban locations in Southeastern
Pennsylvania. '

Compared to its competitor cities, Philadelphia
ranked highest in state business tax burdens for



Table ES-1: Philadelphia Region Tax Burdens Compared to Competitors,
Ranked and as a Percent of the Median

Total State and Local Taxes

Philadelphia City Philadelphia Suburbs.

Rank Percent . Rank Percent Rank
Out of of out of of Med- Out of

Indastry 12 Median 10 (1) ian (1) 13 {2)
Pharmaceuticals 2 149% 4 1086% 4,6,7,5 101%,100
Refineries 3 130% 8 BT7% 8,11,12,9 91%fa
Computers 2 131% 6 9% 6,8,%,7 100%,
Banking i 214% 1 195% 1,3,4,2 181%,179
Life Insurance 8 96% 8 96% 8,9,10,11 99%;09:
Developers 5 127% 10 T9% 8,13,12,9 57%, 6
Business Services ) 104% 5 106% 2,10,7,4 143%,5'2_1;
Legal Services 3 149% 9 62% 9,12,11,10 70%; 9
Telecommunications 2 330% 1 461% 1,2,3,4 245%,245%

State Taxes

Philadelphia City Philadelphia Suburbs -

Rank Percent Rank Percent Rank

Qut of of out of of Med- out of

Industry 12 Median 10 (1} ian (1) 13 (2)
Pharmaceuticals 1 128% 2 128% 2,3,4,5
Refineries 4 111% 4 111% 4,5,6,7
Computers 1 126% 2 126% 2,3,4,3%
Banking 1 228% i 229% 1,2,3,4
Life Insurance 7 a9% . 6 99% - 6,7,8,9
Developers 1 223% 1 203% 1,2,3,4
Business Services 2 171% 2 154% 2,3,4,5
Legal Services 10 52% 9 57% 9,10,11,12
Telecommunications i 816% 1 1235% 1,2,3,4

Local Taxes

Philadelphia City Philadelphia Suburbs

Rank Percent Rank Percent Rank

out of of Out of of Med- Out of
Industry 12 Median 10 (1) 4dan {1) 13 {2)
Pharmaceuticals z 206% 9 39% 9,11,12,10 E5% 44
Refineries 3 124% 9 45% 9,11,13, 10 57
Conputers 4 130% 3 39% 9,11,12,10 55 ;
Banking 4 203% 8 45% §,10,11,8 67%, 5s
Life Insurance 8 83% 9 37% %,11,12,10 57%”__ _
Devalopers 5 115% 10 57% 10,13,12,11 75%, 41
Business Services 2 112% 6 92% 3,13,8,4 136%,16%,
Legal Services z 884% 1 166% 1,11,4,2 274%

Telecommunications

o
[

20% 10 0% 10,11,12,13

{1) Shows the position of Philadelphia’s suburbs in aggregate. This 1s determiie
averaging the tax burden for Radnor, Tredyffirin, Upper Merion, and WarminsteX T
average is compared to the nine other suburban locations outside the Southeast_e_
Pennsylvania region. {2} Shows the pesition of Radnor, Tredyffrin, Upper Meriony
Warminster respectively with each township counted as a separate location.

‘five ovut of nine industries. Philadelphia’'s state
tax burden was at least 26 percent above the
median for six out of nine industries. In only
one 'industry, legal services, was the state tax
burden below 29 percent of the median.

State tax burdens in suburban locations in the
region were also not competitive with suburbs in
competing regions. 1In six out of nine industries,
the average suburban tax burden in the region was
at least 26 percent higher than the median.

In Philadelphia, a high local tax burden exacerbates
the high state tax burden, resulting in extremely high
overall tax burdens on business.

Local taxes in Philadelphia are at least 24
percent above the median in five out of nine
industries. This high local tax burden in
combination with high state taxes results in an
extremely high overall tax burden.

In Philadelphia, overall tax burdens are at least
27 percent above the median tax burden in seven
out of nine industries. Only two industries have
tax burdens below 127 percent of the median:

business services, at 104 percent; and insurance,
at 96 percent.

Philadelphia's overall tax burden ranks in the top
three out of twelve cities, for six out of nine
industries. Philadelphia's tax burden out of
twelve cities ranks second for pharmaceuticals,
third for refineries, second for computers, first
for banking, third for law and other professional

services firms, and second for telecommunications
firms.

Life insurance, developers, and business services
tax burdens in Philadelphia rank from fifth to

eighth, and are comparable to or above the median
tax burden.

®iid



In the suburbs, a low local tax burden mitigaﬁé$
high state tax burden, but overall tax burdens ar
still high or moderate in most cases. '

The average local tax burden in Philadelphia's
suburbs is well below the median for most
industries, at least 43 percent below the med
for seven out of nine industries. However,

burden, overall tax burdens are still high
moderate in most cases. o

Tax burdens on banking and telecommunication
the suburbs are two to four times the media
burdens on six other industries are within.
percent of the median; the tax burden on le
services is lower, at 62 percent of the medial

Conclusions

Pennsylvania state taxes are placing a competlt v
disadvantage on banking and telecommunications 1ndust,
throughout the region, regardless of how favorable the
tax structure. High state taxes combined with high lo
taxes are causing uncompetitive tax packages for bu81nes
services firms in some suburban locations in the reglo
combination of high state and high local taxes is causin
uncompetitive tax packages in the city of philadeiphid £
pharmaceuticals, refineries, computers, real estate
development, and legal services industries. A particul
problem for the Philadelphia region may be the disparit
between business tax burdens in the City of Philadelphia
the suburbs, which may threaten the long term vitality ©
the region's core. To address these issues, which affect
the entire region's economy, tax policy needs to be rev
at both the state and local levels.




I. Introduction

Under Act 22 of 1991, enacted on August 4, 1991
Pennsylvania taxes on business increased dramatically
Among the most significant changes were increases in
rate of the corporate net income tax, the base of'the
tax, the rate and base of the capital stock and franch
tax, the rate of the personal income tax, the rate of
public utility gross receipts tax, and the rate of the
public utility realty tax. Also, the rate of the oil
company franchise tax was increased undex Act 26 of

The projected impact of these tax increases is expected

amount to the largest tax revenue increase in Pennsyl
history.

These very significant increases in business tax

burdens under Acts 22 and 26 could have major effects on
strength of the state's economy if they create or increase

disparity between business tax burdens in Pennsylvania
other locations. To determine the potential for such
effect, the Pennsylvania Economy League has compared
business tax burdens in Southeastern Pennsylvania upde
new tax structure with tax burdens in competing locat
The comparisons are contained in this report, The Busi
Tax Climate in Southeastern Pennsylvania and Compet;
Locatiocns. '

The comparisons of business tax burdens include :

state and local taxes, since both are major contributgi
variations in total tax burden among locations, reflec

variations in the program responsibilities of state an
local governmment in different states and localities.

Comparisons were made between locations in Southeastern
Pennsylvania and competing locations in other metropoli:

areas across the country. Both city and suburban loc

are compared to control for the effects of particula?gt?'
structures any single jurisdiction may have, and to R_OV

an analysis relevant to locations in Southeastern
Pennsylvania outside of the city of Philadelphia.

Tax burdens in the city of Philadelphia were comj
with those in competing city locations. The list of
competing cities was determined in discussions with seg

of the Philadelphia area business community, particularly
with the Greater Philadelphia Economic Development Coalition
of the Greater Philadelphia First Corporation. From these
discussions, the following cities were chosen as major
competitors with the city of Philadelphia for business
location: Atlanta, Georgia; Baltimore, Maryland; Boston,
Massachusetts; Chicago, Illincis; Dallas, Texas; Newark, New
Jersey; New York, New York; Pittsburgh, Pennsylvania;

Raleigh, North Carolina; San Francisco, California; and
Wilmington, Delaware.

Tax burdens in Philadelphia-area suburbs were compared
with competing suburban locations in other metropolitan
areas. Major business locations in the Philadelphia area
that were chosen for comparison were: Radnor Township
{(Delaware County), Tredyffrin Township (Chester County),
Upper Merion Township (Montgomery County), and Warminster
Township (Bucks County). These locations were compared with
competing suburbs that were again chosen in consultation
with the Greater Philadeliphia Economic Development Coalition
and cther segments of the Philadelphia area business
community. The competitor suburbs include: Cherry Hill, New
Jersey; Durham, North Carolina; Framingham, Massachusetts;
Greenwich, Connecticut; Oak Park, Illinois; Plano, Texas;

San Jose, California; Towson, Maryland; White Plains, New
York.

Tax burdens were calculated based on models of
businesses in industries that are considered important for
the future economic growth of Southeastern Pennsylvania,
including high-tech manufacturing industries, such as
pharmaceuticals and computer and office equipment, and
producer services, such as miscellaneous business services
and legal services. The nine industries chosen for
comparison are: pharmaceuticals, petroleum refining,
computer and office equipment, banking, life insurance,
subdividers and developers, miscellaneous business services,
legal services, and interexchange telecommunications
carriers. The model businesses were constructed from

national data on the income and assets of companies in these
industries.




The tax burden calculations detail the differences following general groups of industrxies: manufacturing, FIRE

petween Southeastern Pennsylvania and its competitor (finance, insurance and real estate), services
locations to the extent they could be quantified. . The (miscellaneous business services and legal services), and
desire to specify the tax burden with hard numbers - telecommunications. Section III provides tax burden

comparisons and analysis by nine specific industries.
Section IV provides conclusions. Appendix A describes the
basic methods used to determine the business tax burdens.
Appendix B includes a list of the state and local taxes
applied to the model businesses, and tables which present
the characteristics of the nine model businesses, the tax
burdens calculated for each model in each location, and a
summary of the index relating tax burden in each location to
tax burden in the city of Philadelphia., Appendix C
discusses the changes in Pennsylvania's tax structure in
1991, and how these changes influenced the tax burden in
Pennsylvania locations relative to the other locations
examined in this report.

understates the differences between this reglon and-it
competitors somewhat. The entire tax burden fox 5
Southeastern Pennsylvania could not be measured. In:
particular, Pennsylvania's imposition of a sales tax
business services, which include intra-company transfer;
opens a whole new arena of taxation without a historit
track record that is not amenable to current analysi
is clear that the extension of the sales tax will pla
significantly greater burden on businesses in the stat
The extent of this burden will depend on the purchases
services made by an individual firm which in turn can: be
result of the firm's organizational structure. How mﬁg
actual burden will be cannot be determined at this tim
through the sources available to us, but it is clear tha
the imposition of the tax is likely to have negative
conseguences on the amount of business service activit
takes place in Pennsylvania, and is likely to further
negative image of the state's business tax climate.

In addition, the elimination of the net loss car
forward, or the ability of a firm to offset its curren
liability with losses suffered in a previous year, wi
to the tax burden of particular firms. Our models are.
static. They take the firm's balance sheet and income
statement for a particular point in time and assume a
or net income. We do not have a model for a firm, for
example a start-up enterprise, that has gsuffered losses
a period of time and is now profitable. In all of our
comparison states, such a firm would be able to lessen
current year tax liability with the losses suffered in
previous year. In Pennsylvania, the firm would not be
to reduce its already high corporate net income tax.
liability in this manner. For such firms, the relative
burden in Pennsylvania is dramatically higher than oux
models indicate. For these enterprises, the tax clima
Pennsylvania is particularly cold. '

The report is organized as follows. ‘Section IIL.
provides tax burden comparisons and analysis for the




II. Tax Burden Comparisons by Industry Group.

Tax burdens were initially calculated for nine sepa
industries to provides a detailed picture of the effe¢§s
current taxes on a variety of industries, which is prese
in Section ITI. These individual industry calculations
aggregated into groups of industries to provide a summgr
comparison of the overall effects of business tax st?gct
on four general categories of industries: manufacturing,
finance, insurance and real estate (FIRE); buslness
services; and telecommunications. These overall compar
are presented in this section.

The tax burden compariscns for the manufacturing
are based on the pharmaceutical, petroleum refining,  &n
industries: the comparisons for the FIRE group a
banking, life insurance, and developers; the;”
services group is based on miscellaneous buslines
services and legal services; and the telecommunications
group is based solely on interexchange telecommunicat%gn
The figures for each industry group represent the med}géy
figure for the individual industries that make up the gro
Tndustry group compariscns are presented in Figures 1'?
through 8, which contain tax burden as a percent of grgg
receipts for city locations and suburban locations, qu
of the four industry groups.!

computer
based on
business

Overall, Figures 1 through & show that business tgx
in Southeastern Pennsylvania are high when compared to:
competitor locations throughout the United States.
Businesses in various sectors of the economy bear a
considerably greater tax burden in Southeastern Pennsy}va
than in most other locations. This is particularly trpe
Philadelphia, which is gemerally among the highest taxe
business in our comparisons, but it is also true of i
Southeastern Pennsylvania's suburban locations when thp_
areas are set against suburban iocations in other part_}
the United States. '

1Throughout this report, where tax burdens are expres?ed as a perce
of gross receipts, it should be considered that the figures are :
overstated because of the deductability of state and local taxes:
the base of the federal corporate income tax. However, the relatil
position of different locations is not misrepresented. -

Figure 1

Business Tax Burden - Manufacturing
Competitor Citles
State-Locat Distribution

Philadelphia [z

Baltimore
Boston
Newark
New Yor
Pittsburg
Wilmington

Atlanta
Raleigh

Chicago

Dallas
San Francisco

1.5 2
Percent of Gross Receipts

25 3

Pennsylvania Economy League 7/82
Note: Manufacturing is a composite: pharmaceu-
ticals, refineries, computers

Manufacturing

Figure 1 shows that tax burdens on manufacturing firms
in the city of Philadelphia are second highest of any of the
competitor cities. The high overall tax burden is the

result of relatively high state taxes combined with high
local taxes.



Figure 2 Figure 3

Business Tax Burden - Manufacturing
Suburban Compatisons
State-Local Distribution

Business Tax Burden - FIRE
Competitor Cities
State-Local Distribution

: Philadelphia [ =
Radnor ; . P :
Tredyffrin : Baltimore
U%er Mearion ; oston
arminster : Newark
peson
Cherry Hill : ittshu
i:r(a?\l%fningyhary1 : Wilmington
reenwic : Atlanta
Towson : lar
White Piains : Raleigh : :
: Chicago
Durham : cag
; Daltas
Oak Park ; ; .
: Sanh Francisco
Plano : : f
San Jose : ‘ i .

1.5 2 25
Percent of Gross Receipts

State BN Local

Pennsylvania Economy League 7/92
Note: FIRE is a composite of finance, insurance,
and real estate.

Pennsylvania Economy League 7/82

Figure 2 presents tax burdens on suburban manufagﬁu ng
firms. Philadelphia~aréa locations are near the mediap_g
the locations compared, reflecting a high state tax bgrde
combined with a low local tax burden. o

Finance, Insurance, and Real Estate (FIRE)

With respect to FIRE industries, tax burdens for those
located in the city of Philadelphia are highest among the
cities compared, as shown in Figure 3. This reflects the
combined effect of high state and high local taxes.




Figure 4

Business Tax Burden - FIRE
Suburban Compatisons
State-Local Distribution

Radnor
Tredyffrin
U%er Merion
arminster

Cherry Hill
Framingham
Greenwich
_Towson
White Plains

Durham
Oak Park
Plana

San Jose

0.6 0.8 1

Percent of Gross Receipts

State B Local

Pennsylvania Economy League 7/92

Scutheastern Pennsylvania are ranked above all other:

low local taxes.

For FIRE firms, tax burdens in suburban locations

locations compared, as shown in Figure 4. This reflect
extremely high levels of state taxation. Although loca
taxes are low in Southeastern Pennsylvania locations, th
effect of the high state taxes outweighs the effect of

Figure 5

Business Tax Burden - Services
-Competitor Cities
State-Local Distribution

Philadeiphia

Baltimore
Boston
Newark
New York
Pittsburgh
Wilmington

Atlanta
Raleigh

e U ST L S :

).\./K'x':(.(‘./:(.x’.l. ‘/W)’ﬂ

Chicago
Dallas

San Francisco

0 1 2 3 4 5
Percent of Gross Receipts

State ¥ Local

Pennsylvania Economy League 4/92

Services

In the case of services, especially unincorporated
professional service firms, the state tax burden in
Pennsylvania is relatively low. In fact, in our compariscn,
it is lower than in any other state with the exception of
Texas. However, Figure 5 shows that service industries
located in the city of Philadelphia have tax burdens
considerably above the median, due to local tax burdens that
are so far above the median that they more than compensate
for a relatively low state tax burden.




Figure 6

Business Tax Burden - Services
“Suburban Comparisons
State-Local Distribution

Radnor
Tredyffrin
UR@erMenon
arminster

Cherry Hill
Framingham
Gregenwich
Towsan
White Plains

Durham
Oak Park
Plano

San Jose

Pennsylvania Economy League 7/82

For services firms locating in the Philadel?hlaf .
suburbs, the tax burden can be among the.low?st 1? thih
sample, depending on the local jurisdiction in whlcy_- 
firm locates, as shown in Figure 6. Suburban locatlo?§ 
Southeastern Pennsylvania are generally below the med;azua
due tec local tax burdens that are generally near the-me..

combined with state tax burdens that are below the median
competitor locations.

Figure 7

Business Tax Burden - Telecommunications
Competitor Cities
State-Local Distribution

Philadelphia

Baltimore
Boston
Newark
New York
Pittsburgh
Wilmington

Atlanta
Raleigh

Chicago

Dallas

San Francisco

0 2 4 6 8 10
Percent of Gross Receipts

& State %% Local

16

Pennsylvania Economy League 4/92

Telecommunications

Tax burdens on telecommunications firms are
considerably higher in Philadel
competitor locations,
Figures 7 presents the
telecommunications firm
comparison group.

phia-area locations than in
due to the high state tax burden.

tax burden for city of Philadelphia
8, which is the second highest in the




Figure 8

Business Tax Burden - Telecommunications
Suburban Comparisons
State-Local Distribution

Radnor
Tredytfrin
U%er Merioh
arminster §

Cherry Hill
Framingham
Greenwich

- Towson
White Plains
Durham
Oak Park
Plano

San Jose

Pennsylvania Economy League 7/92

Figure 8 shows that tax burdens on telecommunica
firms in the Philadelphia suburbs are much higher than in
competitor locations, due to the high state tax burden

Summary

In summary, city and suburban locations in Southea
Pennsylvania have very high tax burdens on FIRE and °
telecommunications, due to very high state tax burden' _
are so0 high that even very low local tax burdens cannp'
compensate. With respect to manufacturing and service
industries, suburban locations are able to take advantag
a more moderate state tax burden, and, by keeping local
taxes competitive, maintain overall tax burdens that‘a e
near to or below the median. However, the city of _
Philadelphia has not taken advantage of the moderate St;
tax climate for mapufacturing and service industries. .1
taxes in Philadelphia are relatively high for manufact
and services industries, producing overall tax burdens

these industries in Philadelphia that are high in comparison
with other cities.



Saction III:

Tax Burden Comparisons by Individual
Industry '

The comparisons of business tax burdens presented be;
are presented on an individual industry basis, for nine
separate industries. 1In order to clarify the relative -
difference among regionsg, the report presents the total
state and local business tax burdens of our model firms in
each location in terms of an index number. The index nﬁm
represents the amount of the tax burden in each location:
a percent of the tax burden in the city of Philadelphia@

Figure 9

Index of Business Tax Burden
Pharmaceuticals
Competitor Cities

Philadelphia

Baltimore
Boston
Newark
New York
Pittsburgh
Wilmingion

Atlanta
Raleigh

Chicago
Dallas

San Francisco

L i: 1 i 1 i 1
80 100 120 140
Index Value

Phitadelphia = 100
Pennsylvania Economy League 4/92

Pharmaceuticals

The index of business tax burden for pharmaceutical
firms in city and suburban locations is presented in Figures
9 and 10. The state and local tax burden on pharmaceuticals
varies widely among city locations, reflecting variations in
corporate income taxes and local property taxes and taxes
unique to individual locations. Philadelphia's relatively
high position is the result of a high state corporate income
tax and high local taxes due to the net income portion of
the business privilege tax. Philadelphia stands in second
place out of twelve cities, well above all other competitor
cities (except New York), which have between 40 percent and
80 percent of Philadelphia's tax burden.




Index of Business Tax Burden
Pharmaceuticals
Suburban Comparisons

Figure 10

Radnor
Trodytfrin
U[:\}Ber Merion
arminster

Cherry Hill
Framingham
Greenwich
Towson
White Plains
Durham
Qak Park
Plano

San Jose

Philadeiphia =100

Index Value

Pennsylvania Economy League 4/92

Suburban Philadelphia locations have above-average t_
burdens when compared to other suburban locations. The
source of variation among locations is the state corporate
income tax, which is high in Pennsylvania.
locations all fall within the range from 40 to 80 perce
Philadelphia's tax burden, indicating that they all fal
within a competitive range also occupied by all the cities
in this study except Philadelphia and New York. R

17
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Figure 11

index of Business Tax Burden
Refineries
Competitor Cities

Philadeiphia

Baitimare
Boston
Newark
New York
Pittsburgh
Wilmington

Atlanta §
Raleigh

- Chicago

Dallas

San Francisco

Index Value

Philadelphia = 100
Pennsylvania Economy League 6/92

Petroleum Refining

The index of business tax burden for petroleum refiners
in city and suburban locations is presented in Figures 11
and 12, Philadelphia ranks third, ‘at 130 percent of the
median tax burden. This reflects both a high state tax
burden and a high local tax burden.?

ZSpecial state taxes on the gross receipts of petroleum refining
companies in Connecticut, New Jersey, and Pennsylvania were excluded
from the calculations because these taxes are passed on to the consumer.
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burden that is relatively low.

The suburban Philadelphia locations are more
competitive than the City of Philadelphia for reflnlng
Radnor, Tredyffrin, Upper Merion, and Warminster stand
between 85 and 91 percent of the median tax burden.. Th
reflects a state tax burden at the median, and a loca
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Computer and Office Equipment

The index of business tax burden for computer and
office equipment firms in city and suburban locations is
presented in Figures 13 and 14. The pattern is similar to
that of the pharmaceuticals firm--reflecting the effect of
the state corporate income tax and the variations in local
property taxes and other taxes for manufacturing firms.
Again, New York City is the highest among cities, at 120
percent of Philadelphia. Most other cities are considerably
lower, although there are several cities that approach
Philadelphia, which are Boston at 97 percent of
Philadelphia's burden, Atlanta at 93 percent, and Raleigh at
87 percent. There are no cities above 79 percent of

Philadelphia's burden in the case of pharmaceuticals, except
New York.
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Suburban Philadelphia locations are below New York and Banking
New England, Research Triangle (Durham), and Silicon Valle
(San Jose) locations for tax burden on computer firms.~:
However, suburban Philadelphia locations have higher tax
burdens than all other suburban locations examined. ALl
suburban locations fall within a range from 40 percent t
percent of Philadelphia tax burdens, with the exception16
Durham, and most city locations alsoc fall within this raﬁ"
which again suggests that a level of competitiveness in 't
burden has been achieved by most locations. The city of
Philadelphia, however, is not among these locations.

The index of business tax burden for banks in city and
suburban locations is presented in Figures 15 and 16.
Philadelphia tax burdens on banks are higher than all other
cities, reflecting high state and local taxes.
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Figure 16
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Suburban Philadelphia locations relative to

locations, stand in the same position as the city of
Philadelphia. They axe high in comparison to all other
suburbs. This reflects state taxzes that are 50 high they
more than compensate for relatively low local taxes.
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Life Insurance

The index of business tax burden for life insurance
firms in city and suburban locations is presented in Figures
17 and 18. Philadelphia is slightly below the median tax
burden for competitor cities. Tax burdens for life
insurance are primarily due to state gross receipts taxes
which are similar from state to state. Only New York and
Chicago are significantly different from other cities; New
York State's insurance tax is not based simply on gross
receipts, and Illinois's state insurance tax does not apply
to domestic insurers {(and it was assumed that the model
insurance firm is a domestic firm).
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Because local taxes are not significant for insurance
companies, the position of suburban Philadeliphia locatiorns
relative to their competitors is similar to that of th
of Philadelphia relative to its competitors, near but i
slightly below the median. :
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Subdividers and Developers

The index of business tax burden for developers in city
and suburban locations is presented in Figures 192 and 20.
Tax burdens on developers vary widely among major cities,
reflecting the importance of local taxes on real and
personal property, gross receipts, and other taxes in
determining the overall taxes on this sector. State taxes
on corporate income loom less large in the overall burden
than is the case for manufacturing firms, due to the
comparatively small profit margins of developers. In
Philadelphia, taxes on real property and the Business
Privilege Tax are the most significant taxes. Philadelphia
stands fifth out of twelve cities, at 27 percent above the
median tax burden.
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Suburban Philadelphia locations stand eighth, ninth,
twelfth, and thirteenth out of thirteen locations. They:
perform better in relation to their competitors than the'
city of Philadelphia performs in relation to its
competitors, due primarily to the fact that their real
property taxes are low compared to other suburban locat

Miscellaneous Business Services

The index of business tax burden for business services
firms in city and suburban locations is presented in Figures
21 and 22. Philadelphia ranks sixth out of twelve
competitor cities in total tax burden on business services
firms. Tax differentials in this sector are driven by the
presence or absence of personal property taxes, taxes on
gross receipts, or unique local taxes. In Philadelphia, it
is the presence of the Business Privilege Tax, combined with
the absence of a personal property tax, that results in its
position near the median.
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The competitiveness of Philadelphia suburban locatior
in this sector depends heavily on whether they levy a locg
Business Privilege Tax on gross receipts. Tredyffrin, wh
has no Business Privilege Tax, is eleventh out of thirteen
locations, while Radnor, with a 3 mill Business Pr1v11ege
Tax, 1s second out of thirteen. Again, the variation in
business services tax burdens among suburban locations:
depends on the level of personal property taxes, gross
receipts taxes, and other local taxes. The state corporat
net income tax is not a major factor because of the low.
profit margins of these firms in relation to gross receipt
and property. Unlike other sectors examined in this st.d
local tax policy is important in determining overall
business tax burdens for business services firms. If the
accessibility of business services is important to the -
overall attractiveness of a location for business Jgener l
then local governments should pay attention to the taxe
they impose on business services. Local governments in
southeastern Pennsylvania do not impose the highest taxes
business services, but neither are they among the most
competitive locations for this sector.
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Legal Services

The index of business tax burden for law partnerships
in city and suburban locations is presented in Figures 23
and 24. Philadelphia stands third out of twelve cities.
The largest part of the tax burden on a law partnership is
the state individual income tax. The state individual
income tax burden is low in Philadelphia, but this is more
than compensated for by the Business Privilege Tax and the
Net Profits Tax. This reflects the extreme high reliance on
local income taxes in Philadelphia through the Wage and Net
Profits Taxes. New York City is high due to the combination
of high state and local income taxes. Boston is high due to
an extremely high state income tax burden. Dallas's low

position is due to the absence of a state or local income
tax.
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Suburban Philadelphia locations are below every othe
competitor location except Plano, reflecting the low sta
income tax burden in Pennsylvania. Plano's low burden
reflects the absence of a state or local income tax.
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Long~Distance Telecommunications

The index of business tax burden for long-distance
telecommunications firms in city and suburban locations 1is
presented in Figures 25 and 26. Philadelphia is second out
of twelve cities in its burden on telecommunications. The
large differential among cities reflects the fact that
utility property is taxed at the state rather than the local
level in Pennsylvania through the Public Utility Realty Tax,
and the relatively high level of this tax. Pittsburgh as a
result is also high in comparison to other cities. The high
level of tax burden in Chicago, which is first out of the
twelve cities, is due to high level of gross receipts
taxation.
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Suburban Philadelphia locations have by far the higﬁ

tax burden of competitor suburban locations. ©Oak Park,
White Plains, and Towson are relatively high due to high

levels of gross receipts or property taxation in Illinoms
New York, and Maryland.

Summary

The high levels of corporate income taxation in _
Pennsylvania result in generally high state tax burdens f
manufacturing firms. Combined with high levels of local
taxation in the City of Philadelphia, overall tax burdens
manufacturing are high in the city. However, combined w
relatively low levels of taxation in the Southeastern
Pennsylvania suburbs, overall tax burdens on manufactutl.

in the suburbs are close to the median of competitor
locations.

For some firms that are subject to distinct state 't
systems, for which the corporate income tax is not the

portion of the total tax burden, such as banking and
telecommunications, business taxes in the city and the
suburbs are high in comparison to competitor locations.
This is the result of high state taxes. Even when local
taxes are relatively low, averall taxation for these
industries is high.

In the case of firms where the corporate net income tax
is a small portion of the overall tax burden due to small
profit margins in relation to gross receipts and property,
such as developers and business services, overall tax
burdens vary significantly across Southeastern Pennsylvania
depending on the level of local property and business taxes.
Despite the high relative levels of state taxation on
developers and business services, Southeastern Pennsylvania
locations have overall tax burdens on these industries that
may be high, moderate, or low, depending on.the level of
local taxation. Relative tax burdens on business services
firms, for instance, are particularly sensitive to the level
of iocal business privilege taxation in the suburbs.

For law firms, where individual rather than corporate
income taxation is the most important factor, suburban
locations in southeastern Pennsylvania have competitive tax
burdens, while the city of Philadelphia does not, due to its
high local taxation through the Business Privilege Tax and
Net Profits Tax.

The level of taxation of insurance firms in
southeastern Pennsylvania is near the median, reflecting the
similarity of Pennsylvania's state insurance taxes to most
other locations.




IV. Findings and Conclusions

Findings

State tax burdens on business are relatively high for
city and suburban locations in Southeastern Pennsylvania
Compared to its competitor cities, Philadelphia ranked
highest in state business tax burdens for five out of ni =
industries. Philadelphia's state tax burden was at least
percent above the median for six out of nine industrieg.
only one Philadelphia industry, legal services, was the.

state tax burden below 99 percent of the median. State tax

burdens in suburban locations in the region also were no
competitive with suburbs in competing regions. In six Ou
of nine industries, the average suburban state tax burde
the region was at least 26 percent higher than the medlan

In Philadelphia, generally, =a high local tax burden
exacerbates the high state tax burden, resulting in
extremely high overall tax burdens on business. Local

in Philadelphia are at least 24 percent above the median i

five out of nine industries. This high local tax burden
combination with high state taxes results in an extremely
high overall tax burden.

In Philadelphia, overall tax burdens are at least
percent above the median tax burden in seven out of nin _
industries. Only two industries have tax burdens below 1)
percent of the median: business services, at 104 percent
and insurance, at 96 percent. Philadelphia's overall tax
burden ranks in the top three out of twelve cities, for
out of nine industries. Philadelphia's tax burden out
twelve cities ranks second for pharmaceuticals, third f
refineries, second for computers, first for banking, th
for law and other professional services firms, and seco!
for telecommunications firms. Life insurance, develope:
and business services tax burdens in Philadelphia rank £1

fifth to eighth, and are cemparable to or above the medla,
tax burden,

The insurance, legal services, and telecommunications
industries are exceptions to the general pattern of high
state taxes and high local taxes in Philadelphia. The .10

and state tax burdens for insurance in Philadelphia are each
below the median, producing an overall burden for insurance
that is competitive. The state tax burden on legal services
in Philadelphia is below the median, but the local burden on
legal services in Philadelphia is nearly nine times the
median, producing the third highest overall burden. Other
unincorporated professional partnerships, in addition to law
firms, will be in a similar position. The local tax burden
on telecommunications in Philadelphia is well below the
median. However, an extremely high state tax burden on this
industry is enough to produce a high overall Philadelphia
tax burden.

In the suburbs, generally, a low local tax burden
mitigates the high state tax burden, but overall tax burdens
are still high or moderate. The average local tax burden in
Philadelphia's suburbs is well below the median for most
industries, at least 43 percent below the median for seven
out of nine industries. However, when local taxes are
combined with the high state tax burden, overall tax burdens
are still high or moderate in most cases. Tax burdens on
banking and telecommunications in the suburbs are two to
four times the median; tax burdens on six other industries
are within 21 percent of the median; the tax burden on legal
services is lower, at 62 percent of the median.

The insurance, legal services, and business services
industries are exceptions to the general pattern of high
state taxes and low local taxes in the suburbs. The state
tax burden is below the median for insurance in the suburbs.
The local suburban burden for insurance is alsoc below the
median, producing an overall burden for insurance that is
competitive. The state tax burden on legal services
partnerships is low in the suburbs. Although the local
burden on legal services in the suburbs is high, it is not
high enough to produce a high overall tax burden. For
business services, the local suburban tax burden is high or
low depending on the level of the local business privilege
tax. When combined with the high state tax burden on
business services, overall business services tax burdens are
high for Radnor and Warminster, moderate for Upper Merion,
and low for Tredyffrin. The suburban average for business
services is moderate.




Conclusions

The attractiveness of a locality to a potential
employer is determined by a variety of factors, only some
which can be controlled by governments. These include. the
quality of the local labor force, transportation networks.
support of research and development and the regulatory_a
tax environment. However, because taxes are the one fae
government can influence most directly, and because taxés
are a highly visible peolicy, taxes signal government's
attitude toward business and its likelihood of maintaining
policies that promote business and economic development
For this reason, the tax environment is a partlcularly
important element of the local business climate. 2
competitive tax policy is the foundation of an effectlve
long-term economic development strategy.

For various industries and locations across the
Southeastern Pennsylvania region, the business tax struc
is not competitive. Pennsylvania state taxes are plac1ﬁg
competitive disadvantage on banking and telecommunlcatlo
industries throughout the region, regardless of how
favorable the local tax structure. High state taxes :
combined with high local taxes are causing uncompetltlve
packages for business services firms in some suburban
locations in the region. A combination of high state and
high local taxes is causing uncompetitive tax packages i
the city of Philadelphia for pharmaceuticals, refineries
computers, real estate development, and legal services
industries. A particular problem for the Philadelphia
region may be the disparity between business tax burden
the City of Philadelphia and the suburbs, which may threa
the long term vitality of the region's core. To address
these issues, which affect the entire region's economy;i:

policy should be reviewed at both the state and local -
levels,

Appendix A: Methodology

This section describes how the model businesses were
derived, and the assumptions that were made regarding the
characteristics of the model businesses.

Construction of the Model Businesses

The characteristics of the model businesses were
derived from Internal Revenue Service and Bureau of the
Census data. Data on gross receipts, net income, net worth,
and other items reported on federal Corporate Income Tax
forms were derived from the 1987 Corporation Source Book
published by the Internal Revenue Service. Data reported
for all firms with and without net income were divided by
the number of returns for each Enterprise Standard |
Industrial Classification (ESIC) category, to produce the
figures used in our models. The following ESIC categories
were used: pharmaceuticals, ESIC 2830;
equipment, ESIC 3570; petroleum refining, ESIC 2910;
banking, ESIC major group 45; life insurance, ESIC 6355;
subdividers and developers, ESIC 6550; interexchange
telecommunications carriers, ESIC 4825; legal services,
8111; and miscellaneous business services, ESIC 7389.

computer and office

ESIC

Corporation Scurce Book data for depreciable assets
less accumulated depreciation were divided into two
portions, "buildings and other structures,” and "machinery
and equipment, " using the ratio between these two items
repoxrted in Census Bureau publications. The ratio for
pharmaceutical firms, computer firms, and petroleum firms
was derived from the 1985 Annual Survey of Manufactures,
report M85 (AS)-4. The ratio for legal services, and
miscellaneous business services was derived from the 1987
Census of Service Industries, report SC87-5-2. The ratio
for interexchange telecommunications carriers was not
available;  our model used the ratio for computer firms as an
approximation. The ratio for banking, life insurance, and
subdividers and developers alsoc was not availlable;
models used the ratio for legal services as an
approximation.

our



Data for number of employees and size of payroll for
each model firm were not available from the Corporation .
Source Bock. These data were estimated by using 1987 Censu
of Manufactures and Annual Survey of Manufactures data on .
value of shipments, number of employees, and payroll fox
pharmaceuticals, computers, and petrcoleum models. For th
legal services and business services models, the data wer
estimated using 1987 Census of Service Industries data on
receipts oxr revenues, annual payroll, and paid employees
The ratios between these items were determined and applie
to gross receipts figures calculated from the Corporation
Source Book, to determine number of employees and payrol

The ratic between gross receipts and payrcll for the
developer, banking, life insurance, and telecommunication
firms were based on the ratio for the legal services firm
The ratio between payroll and number of employees for thes
firms was based on 1988 Pennsylvania County Business :
Patterns data.

Based on the data entered into the models, the
following terms were calculated:

"Value of real estate" is calculated as "land" plus
"buildings and structures less depreciation”.

"Net worth" is calculated as "capital stock™ plus:.

"paid-in or capital surplus” plus "retained earnings
appropriated" plus "retained earnings, unappropriate
plus "other retained earnings" less "cost of treasur

"Gross receipts" is calculated as "business receipts
plus "net gain, non-capital assets." In the case Of
the bank model, "interest” is also included in gros
receipts.

"Cost of goods sold" is calculated as "cost of sales
and operations" plus "compensation of officers" plus
"pension, profit sharing, stock, annuity" plus '
"employee benefit programs."

"Net profits"™ for the law model was calculated as
"gross receipts™ less "cost of goods sold" less "rent
paid on business property" plus "rent received on
property”.

Assumptions Made Regarding the Model Firms

The following additional assumptions were made
concerning the model businesses.

All firms are corporations, except the legal services
firm, which is a partnership.

All payroll, employees, sales, and property are located
or transacted within the municipality in which a tax

burden is calculated, with the following exception: the
manufacturing firm has no sales within its municipality.

All employees and partners of the model firms are
residents of the municipality.

All machinery and equipment is acquired after January 1,
1977, except for the petroleum refining model, for which
all machinery and equipment is acquired before that date.

All land owned by the model is developéd.

All inventories of finished goods are to be sold within
the state.

Insurance Model: The life insurance firm is an
authorized domestic life insurance firm. All gross
receipts of the insurance model are due to premiums.
Less than 25 percent of the assets of the life insurance
model are invested within the state.

Law Model: There are two partners that share equally in
the net profits of the law firm. Each is single, under
65 years of age, with no dependents.

Telecommunications Model: The model is an inter—exchange
carrier. There are no access charges paild by the model.
All revenues received are from intrastate service.




Definition of "Tax Burden"

The following assumptions were made regarding what =
would be included in the "tax burden™ calculated in this

report.

Fees that are not revenue-raising are excluded from the
calculations of tax burdens. These may include license
fees, or filing fees.

The effect of variable property taxes on rents paid for
those firms that rent space is excluded.

;

The burden of any "gross receipts" tax is assumed to - fal

completely on the seller cf the good or service subject
to the gross receipts tax. -

Tax bases as reported in the Corporation Source Book ‘ang
as manipulated as described above are taken as :
approximations to the actual tax bases which may be usec

Appendix B: List of Taxes Applied to Models and Supporting
Tables

This appendix contains a list of the taxes that were
applied in calculating business tax burdens in various
states and localities. Following this list, there are
tables containing the characteristics of the model
businesses, the tax burden calculations for each location,
and summary tables of the index relating tax burdens in all
locations to the tax burden in the city of Philadelphia.

State Taxes

California Personal Income: On net profits, $1 to
$4,394, 1%; $4,395 to $10,414, 2%; 10,415 to
16,435, 4%; 16,436 to $22,816, $6%; $22,817
to $28,835, 8%; 528,836 to $100,000, 9.3%;
$100,001 to $200,000, 10%; $200,001 and
above, 11%. Personal exemption $60. (Applies
to law model only.)

Bank and Corporation Franchise Tax: 9.3% of
net income; 11.3% of net income for banks.
(Does not apply to insurance and law
models.)

Insurance Companies Tax: 2.35% of gross

receipts. (Applies to insurance model
only.)

Connecticut Personal Income Tax: 4.5% of net profits.
Personal Exemption: $12,000. (Applies to
law model only.)

Corporation Business Tax: Greater of: (1)
11.5 percent of net income; (2) $3.10 per
51,000 of net worth. Plus 10 percent
surtax. (Does not apply to life insurance
and law models.)

Insurance Companies: 2% of gross receipts.
(Applies to insurance model only.)




Delaware

Georgia

Personal Income Tax: On net profits: Firg
$2,000 exempt; next $3,000, 3.2%; next :
$5,000, 5%; next $10,000, 6%; next $5,000
6.6%; next $5,000, 7%; next S$10,000, 7.6%
over $40,000, 7.7%. Personal Exemption:
$1,250. (Applies to law model only.)

Franchise Tax: $.20 per 51000 of net wort]
(Does not apply to law model.) :

Corporation Income Tax: 8.7% of net incom
(Does not apply to bank, insurance, and 1.
models.)

Banks, Trust and Loan Companies Tax: 8.7%
56% of net income. (Only applies to bank
model.)

Merchants and Manufacturers Tax: $75; plu
$2.50 per $1000 of gross receipts; plus 10
percent surtax; less monthly credit of $100
(Only applies to pharmaceutical, refinery,
and computer model.) |

Utilities Tax: 4.25% of gross receipts (Only

~applies to telecommunications model.)

Insurance Companies Gross Premiums Tax:
1.75% of gross receipts (Applies to
insurance model only.)

Insurance Companies Annual Privilege Tax:
$95,000 (Applies to insurance model only.)

Personal Income Tax: On net profits: first
$750, 1%; next $1,500, 2%; next $1,500, 3%
next $1,500, 4%; next $1,750, 5%: over
$7,000, 6%. Personal Exemption, $1,500.
(Applies to law model only.)

from $100 to $5,000. (Does not apply to
model .)

Illincois

Corporation Income Tax: 4.8% of net income.

Corporation Income Tax: 6% of net income.
(Does not apply to insurance and law
models.)

Financial Institutions Property Tax: $2.50
per $1,000 of gross receipts. (Applies to
bank model only.)

Real and Tangible Personal Property Tax:
$0.25 per $1,000 of assessed value.

Assessed value equals 40% of the following:
inventories, value of real estate, machinery
and equipment less depreciation. (Does not
apply to bank model.)

Intangible Personal Property Tax: $0.10 per
51,000 of the following: cash, receivables,
short-term investments, other current
assets, other non-current assets.

Insurance Companies Tax: 2.25% of gross
receipts. (Applies only to insurance mcdel.)

Personal Income Tax: 5.5% of net profits
(includes personal property replacement
tax). Personal exemption: $1,000. (Applies

to law model only.) ‘

Corporation Franchise Tax: $1.00 per $1,000
of paid-in or capital surplus. (Does not
apply to law model.)

(Does not apply to law model.)

Additional Personal Property Replacement
Tax: 2.5% of net income. {(Does not apply to
law model.) 1.5% of net profits. (Applies
only to law model.)



Maryland

Massachusetis

Public Utilities Gross Receipts Tax: 5.08%
of gross receipts. (Applies to
telecommunications model only.)

Public Utilities Invested Capital Tax: 0.8% |

of net worth plus long term debt. (Applies
to telecommunications model only.)

Insurance—-Annual Financial Regulation Fee:
$14,000. (Applies to insurance model only.)

Personal Income Tax: On net profits: first
$1,000, 2%; next %1,000, 3%; next $1,000,
%; above $3,000, 5%. Personal exemption:
$1,200. (Applies to law model only.)

Financial Institutions Franchise Tax: 7%
net income. (Applies to bank model only.

Corporation Income Tax: 7% of net income.
(Does not apply to bank, insurance, law,
telecommunications models.)

Real Property Tax: $2.10 per $1000 of _
assessed value. Assessed value equals 38%.
of value of real estate. {Does not apply
to telecommunications model.)

Gross Recelpts (Utilities) Tax: 2% of gross
receipts. (Applies to telecommunications -
model only.)

Insurance Companies Tax: 2% of gross
receipts. (Applies to insurance model only.

Perscnal Income Tax: 12% of net profits; 
Perscnal Exemption: $2,200. (Applies to l:
model only.)

Corporation Excise (Income) Tax on Banks:
12.54% of net income. (Applies to bank .
model only.)

New Jersey

Corporation Excise (Income) Tax on Tangible
Property Corporations: Two parts: (1) $2.60
per $1,000 of book value of machinery and
equipment; {(2) 9.5% of net income. (Applies
to pharmaceuticals, refinery, and computer
models only.)

Corporation Excise (Income} Tax on
Intangible Property Corporations: Two parts:
(1) $2.60 per $1,000 of the following base:
(net worth, less book value of machinery and
equipment, less inventories); (2) 9.5% of
net income. (Applies to developer and
business services models only.)

Utilities Corporate Franchise: 6.5% of net
income. (Applies to telecommunications model
only.)

Insurance Tax: 2.0% of gross receipts. Plus
14% surtax. (Applies to insurance model
cnly.)

Personal Income: On net profits: $3,300
plus 7% of excess over $75,000. Personal
Exemption: $1,000. (Applies only to law
model.)

Corporation Business (Franchise) Tax: 9.375%
of net income. (Does not apply to insurance
and law models.)

Business Personal Property Tax: 1.3% of
value of machinery and equipment less
depreciation. Applies only to machinery and
equipment acguired prior to January 1, 1977.
(Based on the assumption that only the
machinery and equipment of the petrocleum
refinery firm was acquired prior to January
1, 1977, this tax applies only to the
petreoleum refining model.)



New York State

North Carolina

Insurance Tax: 2.1% of gross receipts.
(Applies only to insurance model.)

Personal Income: On net profits: first
$5,500, 4%; next $2,500, 5%; next $3,000,
6%; next $2,000, 7%; over $13,000, 7.875%.
Zero personal exemption. (Applies to law
model only.)

Franchise Tax on Business Corporations: 9%
of net income, plus surcharge of 10%, plus
surcharge of 17% for firms in Metropolitan
Commuter Transportation District. {(Does not
apply to bank, insurance, law, and
telecommunications models.)

Banking Corporations: 9% of net income, plus-

surcharge of 10%, plus surcharge of 17% for
firms in Metropolitan Commuter
Transportation District. (Applies only to
bank model.)

Utility Services Gross Income
gross receipts. (Applies only
telecommunications model.)

Insurance Companies Franchise Tax: Greater.
of: (1) 9% of net income; (2) $51.60 per
$1000 of net worth; (3) $250; (4) 9% of 30%
of the following: net income, plus :
compensation of officers, less $15, 000,
Plus surcharge of 10%, plus surcharge of 17
for firms in Metropolitan Commuter
Transportation District. (Applies only to
insurance model.)

Additional Insurance Franchise Tax:
$1,000 of gross receipts.
insurance model.)

Personal Income: On net profits: first:
$3,000, 2.67%; next $2,000, 4%; next $3,00
5.33%; next $7,000, 6.67%; next $10,000;

Pennsylvania

next $10,000, 9.33%; next 515,000, 10.67%;
over $50,000, 12%. Personal exemption:
$2,150. (Applies to law model only.)

Corporation Franchise: $1.50 per 51000 of
net worth. (Does not apply to insurance and
law models.)

Corporation General Income (includes
surtax): 10.5% of net income. {(Does not
apply to insurance and law models.)

Bank Privilege: $30 per $1,000,000 of total
assets. (Applies to bank model only.)

Intangibles Tax: $2.50 per $1000 of
intangibles, which include receivables, less
accounts payable, plus short-term
investments, less short-term debt, less
long-term debt. (Does not apply to bank
model; banks are allowed to deduct
deposits.)

Insurance Companies Tax: 1.9% of gross
receipts. (Applies to insurance model only.)

Personal Income Tax: 2.8% of net profits.
No personal exemption. (Applies only to law
model . )

Corporate Net Income Tax: 12.25% of net
income. (Does not apply to banking,
insurance, and law models.)

Financial Institutions Tax: 1.25% of net
worth. (Applies only to bank model.)

Capital Stock Tax: $13 per $1,000 of the
following base: ((5.26 x net income)+(0.375
x net worth)-50,000). {Does not apply to
banking, insurance, and law models.
Pharmaceuticals, petroleum refining, and




Local Taxes

Atlanta

computer models are assumed to pay the 3300
minimum tax.)

Public Utility Realty Tax: $42 per $1000 of
value of real estate, machinery and
equipment, less depreciation. (Applies only
to telecommunications model.)

Public Utility Gross Receipts Tax: 350 per
$1,000 of gross receipts. (Applies only to
telecommunications model.)

Insurance Tax: 2.0% of gross receipts.
(Applies only to insurance model.)

Corporation Franchise Tax: Greater of: (1)
$2.50 per $1,000 of net worth; (2) 4.5% of
net income plus compensation of officers.
{Does not apply to insurance or law models.)

Insurance Companies Tax: 2.2% of gross

receipts. (Applies only to insurance
model. )

Real and Tangible Personal Property Tax:
$57.88 per $1,000 of assessed value.
Assessed value equals 40% of inventories,
real estate, and machinery and equipment
less depreciation.

Business License Tax, Per Employee Portion:
graduated rate based on number of employees
(Does not apply to bank and insurance
models.)

Business License Tax, Gross Revenue Portio
graduated rate based on gross revenue. (Dce
not apply to bank and insurance mcdels.)

Baltimore

Boston

Cherry Hill

Chicago

Public Utilities Receipts Tax: 3% of gross
receipts. {(Applies only to telecommunication
medel.)

Insurance Premiums Tax: $0.10 per $1,000 of
gross receipts. {(Applies only to insurance
nodel.)

Personal Income Tax: Half of total state
liability. (Applies only to legal services
mnodel.)

Real Property: $59 per $1,000 of assessed
value. Assessed value equals 38% of wvalue
of real estate.

Tangible Personal Property Tax: $592 per
$1,000 of value of machinery and equipment
less depreciation. {(Applies only to
insurance, developer, business services,
legal services and telecommunications
models) .

Real Property: $34.27 per $1,000 of value of
real estate.

Persconal Property: $34.27 per $1,000 of
value of inventories plus machinery and
equipment less depreciation. (Applies to
all models except insurance and
telecommunications; machinery and equipment
is exempt for manufacturing models.)

Real Property Tax: $83.90 per $1,000 of
assessed value. Assessed value equals
31.39% of value of real estate.

Real Property: $992.64 per $1,000 of assessed
value. Assessed value equals 36% of value
of real estate for pharmaceuticals,
refining, and computers models; 38% of value
of real estate for all other models.




Dallas

Framingham

Greenwich

Newark

New York City

Per employee tax: $60 per employee. (Does
not apply to insurance model.) '

Local telecommunications tax: 5% of gross

receipts. (Applies to telecommunications
model only.)

Property tax: $23.1317 per $1,000 of

assessed value. Assessed value equals 60%
of value of real estate, inventories, and
machinery and equipment less depreciation.

Property Tax: $17.645 per $1,000 of value of
real estate, plus value of machinery and
equipment, less depreciation.

Property Tax: $19.73 per $1,000 of value of
real estate, inventories, and machinery and
equipment less depreciation. (Machinery and
equipment is exempt in the case of
pharmaceuticals, petroleum, and computer
wmodels. Inventories and machinery and
equipment are exempt in the case of the
telecommunications model.)

Real Property: $32.43 per $1,000 of assesse
value. Assessed value equals 70% of value
of real estate.

Business Personal Property: $32.43 per
51,000 of value of inventories, plus
machinery and equipment less depreciation.:
{Applies only to law model.) |

Payroll Tax: 1% of payroll.
Real Property Tax: $19.96 per $1,000 of

assessed value. Assessed value equals-:
14.96% of value of real estate.

General Corporation Tax: Greater of: (1)
8.85% of net income; (2) $1.50 per $1,00
net worth; (3) $300; (4) 8.85% of 20% o

Oak Park

Philadelphia

following: net income, plus compensation of
officers, less $15,000. (Dces not apply to
insurance, law, and telecommunications
models.)

Uninceorporated Business Tax: 4% of net
profits (Applies only to law model.)

Tax on Public Utilities: 2.35% of gross
receipts. (Applies only to
telecommunications mcedel.)

Commercial Rent or Occupancy Tax: 6% of rent
paid on business property.

Real Property: $106.31 per $1,000 of
assessed value. Assessed value equals
21.57% of wvalue of real estate. (Rate for
telecommunications model 1is $130.83 per
51,000 assessed value.)

Property Tax: $116.53 per 351,000 of
assessed value. Assessed value equals 38%
of value of real estate.

Business Privilege Tax: Two parts: (1) Net
Income Portion: 6.5% of net income (or net
profits in case of law model), where net
income is apportioned based on three
factors: property, payroll, and gross
receipts; (2) Gross Recelpts Portion: $3.25
per $1,000 of gross receipts received within
the city. (For insurance, banking, and
telecommunications models, the total
Business Privilege Tax liability eguals the
lesser of the gross receipts portion and the
net income portion.) ‘

Net Profits Tax: 4.96% of net profits, less
60% of Net Income Portion of Business
Privilege Tax. (Applies only to law model.)



Pittsburgh

Radnor

Property Tax: $82.64 per $1,000 of assessed
value. Assessed value eguals 27.8% of value
of real estate. (Does not apply to
telecommunications model.)

School District Use and Occupancy Tax:
$46.20 per $1,000 of assessed value.
Assessed value equals 27.8% of value of reazal
estate. (Does not apply to
telecommunications model.)

Business Privilege Tax: $6 per $1,000 of
gross receipts. (Applies only to developer,
business services, and legal services
models.)

Net Profits Tax: 2,875% of net profits.
(Applies to law model only.)

Land Tax: $184.50 per $1,000 of assessed
value. Assessed value equals 21.7% of value
of land. (Does not apply to
telecommunications model.)

Improvements Tax: $32 per $1,000 of
assessed value. Assessed value equals 21.7%
of value of improvements. (Does not apply
to telecommunications model.)

Real Estate Tax: $82.50 per $1,000 of
assessed value. Assessed value equals 21.7%

of value of real estate. {(Does not apply to

telecommunications model.)

Real Property: $21.9548 per 51,000 of
assessed value. Assessed value eguals 60%
of value of real estate, plus 100 % of value
of inventory and machinery and equipment
less depreciation.

Business Privilege Tax: $3 per $1,000 of
gross receipts (Applies only to developer,
business services, and law models.)

Raleigh

San Francisco

San Jose

Towson

Tredyffrin

Property Tax: $451.21 per $1,000 of
assessed value. Assessed value equals 3.3%
of value of real estate. (Does not apply to
telecommunications model.)

Real and Tangible Personal Property: 516.65
per $1,000 of value of real estate and
machinery and equipment less depreciation.

License Tax: Formula based on gross
receipts. (Does not apply to banking, 1life
insurance, developer, and telecommunications
models.)

Business/Payroll Expense Tax: Greater of:
(1) Business Tax (formula based on gross
receipts); (2) Payroll Expense Tax equal to
1.5% of payroll.

Property Tax: $10.90 per $1,000 of value of

real estate, inventories, and machinery and
equipment less depreciation.

Property Tax: $10.76 per $1,000 of value of
real estate, inventories, and machinery and
equipment less depreciation.

Business License Tax: Formula based on
number of employees.

Real Property Tax: $28.55 per $1,000 of
assessed value. Assessed value equals 40%
of value of real estate.

Personal Property Tax: $28.55 per $1,000 of
value of inventories and machinery and
equipment less depreciation. (Applies only
to insurance, developer, business services,
law, and telecommunications models.)

Real Property Tax: $180.91 per $1,000 of
assessed value. Assessed value equals 6.4%
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Appendix Table B-27
Indices of Business Tax Burden for City Locations

Philadelphia = 100

Pharma- Refin- Com=- Banl- Life Devel- Bus, Legal Tale-
ceuticals eries puters ing Insur. opers Servs. Servs. comm

State Taxes
Atlanta 50 51 50 57 115 41 49 201 4
Baltimore 58 59 58 27 100 41 45 171 16
Boston . 80 88 82 48 114 45 53 429 4
Chicago 61 64 61 31 4 38 46 160 57
RS Dallas 38 37 39 30 110 53 199 e 3
4 Newark 77 127 77 36 105 45 58 181 ¢
g New York 93 93 93 43 45 54 71 253 28
Pittsburgh 100 100 100 1G0 100 100 100 100 100
4 Raleigh 91 101 96 55 102 60 78 244 8
E San Francisco 76 7e 76 44 118 44 58 269 6
. Wilmington 83 115 91 20 93 a3 56 243 41

o

5 Local Taxes
§ Atlanta 98 153 164 116 314 150 146 4 10690
" Baltimore 22 45 28 26 362 130 160 37 555
0 Boston 77 92 121 126 78 210 128 6 364
g Chicago 37 72 48 47 86 88 54 3 1966
a Dallas 54 g4 89 51 117 85 52 2 543
Newark 15 9 25 14 674 24 68 21 143
é a New York 166 115 163 134 158 64 78 165 1682
a0 Pittsburgh 27 57 36 42 75 142 135 50 0
g- ¢ Raleigh 46 93 72 61 125 60 60 4 632
San Franecisco 51 77 81 19 52 86 193 14 438
Wilmingten 10 15 14 13 206 23 43 18 105

Total State and Local Taxes

Pharma-
cegticals

w
12
[+N
|
(]
1
&
]
@
O
-4
o
(%] ]
o FE]
o o Atlanta 67 106 93 75 120 129 119 54 30
§ o g Baltimore 45 51 46 27 107 113 128 71 31
0o % . 3 o Boston 79 90 97 71 113 178 109 112 14
o o
f: g & o z Chicago 52 63 56 36 5 78 52 42 107
0 H L]
0 9 © 7 o0 £38% Dallas 14 62 58 36 110 79 92 2 17
o & @ ie 33 ¢ = = Newark 55 64 57 26 120 28 66 52 10
@ H o 0
z '§ 8 g~ = o 3 u o s 89 New York 118 105 120 70 48 62 76 142 56
o T o g D
°o A 5 g oog= BT §E4 R R Pittsburgh 75 7. 75 83 99 134 125 62 97
—~ X =
35 .8 Tw® §Z 52 S 28 Raleigh 75 97 a7 57 102 60 65 64 24
S g un od YRR [ S R
R A § H oA ¢ cace o San Francisco 67 77 78 37 116 78 156 78 17
oo D IS R S AN x 6 0 ¢ o Lou
38 & - B - O~ AR (- ST R < - = N R Wilmington 58 62 62 18 96 27 a7 74 4z
8 5 % 29 o w g 5 o o H o0 & 4 5 53+ o
o @ o 5 B g oMo = 0 ~ 5 u 4 E g — 0 od
L= S A = = - R A s &5 5 B g S
& a = & C H 0 © 0 2 B o A -~ A @ 20
N Oom e T A B =2 E mMm “ 3




Indices of Business Tax Burden for Suburban Locations
Philadelphia = 100

State Taxes
Cherry Hill
Durham
Framingham
Greenwich
Oak Park
Plano
Radnor

San Jose
Towson
Tredyffrin
Upper Merion
HWarminster
White Plains

Local Taxes
Cherry Hill
Durham
Framingham
Greenwich
Cak Park
Planc
Radnoxr

San Jose
Towson
Tredyffrin
Upper Merion
Warminster

White Plains

Appendix Table B-28

Pharma-

ceuticals

91
8¢
103
61
38
100
16
58
100
100
100
93

25
46
44
22
34
51
14
42
11
11
11
14
30

Refin-

eries

101
a8
103
64
37
100
786
59
100
10¢C
100
93

53
95
53
45
72
80
30
65
23
23
22
30
63

Com—

puters

77
96
82
103
61
39
100
76
58
100
100
100

23

33
73
69
28
44
g5
18
70
14
14
i4
18
39

Bank-

ing

36
55
48
48
31
30
100
44
27
100
100
1040
43

31
64
73
27
45
49
18
i3
13
14
13
17
37

Life

Insur.

105
1oz
114
100

110
100
118
100
106
100
100

45

60
133
166

51

86
111

34

24
176

26
25
33
72

Devel-

opers

45
60
45

38
53
10C
44
41
100
160
104
54

58
63
121
50
83
81
47
&7
64
26
31
45
70

Bus.

Servs.

58
78
59
78
46
199
100
58
45
100
100
100
71

18
55
74
16
26
49
66
49
78

36
57
22

Legal Tele-

Servs. comm .

181
244
423
lel
160 57

100 100 -
269
171 16
la0 100
108 100
100
253

oo o B Wl NN W W W

larger portion of the total tax burden in the suburbs. Tax

~burdens on the models in Upper Merion increased between 25.5

percent and 40.3 percent. Similar increases could be
calculated for the other suburban Philadelphia locations.

In addition to the quantifiable effects of the tax
changes described above, there were other tax changes in Act
22 which significantly increased business tax burdens: the
net loss deduction of the corporate net income tax was
suspended for tax years beginning in 1991 and thereafter;
and the base of the sales tax was expanded to include a
number of services. These changes were not incorporated
into the calculations in this report due to inadeguate
specification of the model businesses.




Effect of 1991 Tax Changes

Appendix Table C-1

Tax Burden as a Percent of the Median of Non~Pennsylvania Competitor Locations

Philadelphi

Philadelphi

Before

Upper Merion

1991

1)
ES |
K
—
@)
g
v
~
Ba!
=
oy

Percent

)
=1
)
8]
H
@)

8

Changes

Pharmaceuticals

Petroleum Refining

Computers

214.0%

214.0%

Life Insurance

Developers

Business Services

Legal Services

Telecommunications

Jack F. Adler, Jr.
George M, Aman, 111, Esq.

Gustave G. Amsterdam, Esq.

Robert R. Batt, Esq.
Edward L. Baxter, Esq.

Arthur B. Belden
Marshall E. Blume, Ph.D.
Leanard A. Boreski
Richard T. Brant

David R. Bright

W. W. Keen Butcher

D. Keith Cobb

Douglas L. Cox

A. Bruce Crawley
Warren W. Deakins

Robert J. Dee
John Dennan

Edward J. Fitzsimmons
David 1. Gage

John R Galloway

Dr. Vail P. Garvin, FACHE
James M. Gassaway
Elizabeth H. Gemumill, Esq.
Richard G. Gilmore

James B. Ginty

Ms. Thelma Gray

Edward D. Gxiffith
Richard A. Guttendorf
Rutherford €. Harris
Michael B. High

CG. Robert Hoffman

Ms. Suzanne V. Holloman
Robert B. Horne

Mr. Joseph J. Horvath

John B. Huffaker, Esq.
Michael J. Joyce
Joseph R. Kilinger

Pennsylvania Economy League
Board of Governors, Eastern Division, 1992

Chairman: David C. Carney, CoreStates Financial Corp
Vice Chairman: Ms. Faye S. Olivieri, Agenda, Inc.
Finance Chairman: Williamn Harral, Bell of Pennsylvania

J.AD. Enterprises, Inc.
Morgan, Lewis & Bockius

Ballard, Spahr, Andrews &
Ingersoll .
Schnader, Harrison, Scgal &
Lewis

5PS Technologies, Inc.
Wharton School, U. of Penna.
iIBM Corporation

Andersen Consuliing
Meridian Bancorp, Inc.

KPMG Peat Marwick
Atochermn North America
Crawley, Haskins & Redgers
Fidelity Mutual Life Insurance
Company

Dee Paper Company Inc.
Philadelphia Inquirer & Daily
News

ARA Services, Inc,

USX Corporation

Chevron, U,S,A.
Independence Blue Cross
Strawbridge & Clothier
Tasty Baking Company

AT&T

Thelma Gray Pubiic Relations,
Inc.

ARCO Chemical Company
International Mobile Machines
Scott Paper Company

Meritor Savings Bank
Provident National Bank

RM Communications Group, Inc.

Philadelphia Electric Company
Penn Mutual Life nsurance
Company

Pepper, Hamilton & Scheetz
Deloitte & Touche

Thomas M. Landin

Jeffrey P, Lindtner

Herbert M. Linsenberg, Esq.
Ms. Barbara Lukens

Joseph W. Lutes

Dean J. Markezin
John Markie, Jr., Esq.
Robert Mauch
Richard T. Nalle, Jr.
Ronald J. Naples
John J. Naughton

Mr. Thomas J. Nowlan
Bernard A. O'Connor
Richard G. Peterson, Ph.D.
H. David Prior, Esq.

Peter P. Quinn
Arthur F. Radman, III
Stanley R, Reber

Alfred W, Schwacke, Jr.
Daniel P. Sheerin

Stephen W. Simpson, Esg.
John F. Smith, III, Esq.
Paul H. Snyder

David E. Sweet

Mr. Joseph C. Swift

SmithKline Beecham

CIGNA

Eagle National Bank

Comeast Cable Communications,
Inc.

Delaware Management Holdings,
Ine.

Price Waterhouse

Drini{er, Biddle & Reath

UGI Corporation

Hunt Manufacturing Company
General Accident Insurance
Company

Continental Bank

Ford Electronics & Refrig. Corp
Rohm and Haas Company
Ballard, Spahr, Andrews &
Ingersoll

Continental Bank

Provident Mutual Life Insurance
Company

Grubb & Ellis Company
Fidelity Bank

Arnelle & Hastie

Reed, Smith, Shaw & McClay
Mellon PSES

Boeing Helicopters‘

Sun Refining & Marketing
Cormpany

A. Frederick Thompson, Ph.D. Roy F. Weston, Ine.

Philip J. Webster
Elkins Wetherill, Esq.

Gilbert A, Wetzel
Edward N, Williams
Ms. Patricia L. Wilson
Robert B, Wolf, Esg.

James H. Wolfe
Thomas D. Zoidis

Dianne E. Reed, Ph.D., Director

The Webster Group, Inc.
Henderson, Wetherill, O'Hay &
Horsey

We the People 2000

First Pennsylvania Bank

A. Foster Higgins & Co. inc.
Wolf, Block, Schorr & Solis-
Cohen

Coopers & Lybrand

Butcher & Singer, Inc.




