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Executive Summary

Impact of local tax reform on model households throughout
Southeastern Pennsylvania

‘General observations on net tax consequences:

o While most suburban retired senior citizens should
benefit, the tax bill of most Philadelphila retired
senlior citizens should increase somewhat, unless the
optional exemption is enacted by City Council

o Most commuters and working Philadelphians should realize
some tax savings

o If landlords pass along real estate reductions, renters
and home ownhers should fare about the same

Relaticonships of income and assgsets that influence net tax
conseguences ’

o The higher the potential for reduction of real estate
taxes in a suburban community, the greater the potential
tax savings

o The higher the value of a suburban home in relation to
earned income, the greater the potential tax savings

o The more unearned income one has in relation to earned
income, the more tax increase one can expect, unless one
currently pays an intangible personal property tax;
then, the more taxable intangibles cne owns (stocks
bonds, mortgages), the greater the potential net savings

o In Philadelphia, the type of unearned income matters:
the more currently taxable dividend, rent, and royalty
income one has, and the less bank income and capital
gains (which are currently not taxable), the greater the
potential tax savings




Table 1
GUMPUTATIONS OF IMPACT OF LOCAL TAX REFORM OM HOUSEHOLDS: Total Taxes and Net Taxes

o High R.E. Tax Reduction Moderate R.E. Tax Reduction Llow R.L. Tax Reduction
. . Pot i % i s i ¥
Who is likely to pay the most under local tax e fors otential (92%) Potential ({56%) Potential (26%)

Suburbanites with high unearned income in relation +g PUILADELPHIA PRINGFLELD —— S ——
earned income; low housing value in relation to earned v Montgomery County Chester County Chester County
income; and residence in a community with low potent. PLT 2% PLE L.Yb% PIT L.y
reduction in the real estate tax ! Revenue . . | |
Neutral Maximum Work in Work , Work in Work Work in Work
Total Income Rates Rates Phila  Elsewhere Phila Elsewhere Phila Elsewhere
2 3 4 5 6 7 _ 8 9
(worker}
Total Taxes 2237 2378 994 604 1206 766 1425 985
‘Net change -50 -39 =770 ~288 -41? 10 ~743 79
Total Taxes 4985 5041 2390 1415 2114 1674 3177 2077
Net change 149 -93 -1435 254 ~783 273 -457 349
Total Taxes before 9918 9919 7379 30686 6892 . 2580 7013 3200
Total Taxes after 9587 9812 806 2856 5491 3291 6222 4022
© Net change -333 -108 -2573 -210 ~1401 711 -791 472
_R. {retired}:
H00: Total Taxes 1281 1317 194 373 551
Net change 44 80 -584* -280™ _1ag*
exemption: Net change 8 8 © -61g* -3p8* ~166*
100: Net change -36 ~36 -574 284 =361 -106 -207 -1t
Rout compliance: Het change  -36 -36 -24 2627 -24 237 -84 151
i500: Met change -50 -39 -85t -378 -535 -113 -295 27
‘hout compliance: Het change  ~30 -39 -3z 441 -33 390 53 270
52.500: Net change -149 g3 1556 174 -991 55 -544 963
_Hout compliance: Net change -149 -33 ~82 1100 -8 969 -108 560

IAL EVENTS.” high income model: §110,000 Totel lncome

WDARD (1ine 3 above) -1401 7il

buse sale ($100,000 Capital Gain) 349 2461

ar purchase ($25,000} -1276 836
Jnemployment ($50.000 Earned Income)} -1220 -164

= §150,000 -1085 1028
= $400,000 -26685 =554

stal unearned income = $100,000 174 2286
'otal unearned incame = $0 -1576 5346

axable intangibles = $100,00C -1741 371
Jdaxable intangibles = $0 -1341 771

ividual is not employead 1%



Table 1 {continued)

Explanatory Notes For Matrix on Table 1

-- The real estate tax reduction potentials (82%, 56%, and 26%) reflect the combined potentials at the school’
district and municipal levels, :

-- Negative figures in the matrix dencte the net anmual tax decrease and positive figures denote the net annual
tax increase resulting from the imposition of Tax Reform,

-~ Line 4b lists the figures for senior citiens who qualify for the low-income exemption: to be eligible, the
senior citizen must have a total income of tess than $15,000. If eligibie, the individuzi is not subject B
to the unearned income tax. ’

-- Lines 5b, Bb. and 7b show the effect of landiords’ non-compliance with the requirvement of passing en the
real estate tax savings to renters.

Lines 9 through 17 show the impact of various significant alterations of the above family characteristics
{for a Birmingham family type C only).

The tax rates corresponding to the matrix on Table 1 are as faollows:

PHILADELPHIA SPRINGFIELD .BIRMINGHAM NORTH COVENTRY:
Revenue Neutral: Maximum: Montgomery Chester Chester

County County County'
Wage Unearned Wage Unearned

Perscnal Income Tax (PIT): 4.5% 2.6% 4.5% 4.5% 2.0% 1.75% 1.75%
Schoal District N/A N/A N/A N/A 1.5% 1.50% 1.50%
Municipal 4.5% 2.6% 4,5% 4.5 5% .25% .25%

Real Estate Tax:

Municipal 3.75% 3.75% 4.1% S 7.5% 1.0%
School District 4.12% 4.12% 15.1% 13, 2% 13.9%
County M/A N/A 2.6% 2.2% 1.9%

Sales Tax

I. Background: Summary of provisions of local tax reform

There are many excellent sources of background
information on the provisions of local tax reform. For the
purposes of interpreting impacts on households, we should
like to point out some of the key points. Recognizing the
Act's special provisions for Philadelphia, we treat the city
as a separate category,

A. Outside Philadelphia
1. Municipalities and school districts

Personal income tax. Local tax reform authorizes
municipal {city, borough and township) and school
district income taxes on the state income tax base,
which includes both earned and unearned 1lncome.
Unearned ihcome includes income from such sources as
interest, dividends, capital gains, rents, and
royalties. Pension and social security payments
would not be taxed. The maximum rate is 0.75
percent for municipalities and 1.5 percent for
school districts. Local tax reform repeals the
current municipal and school district earned income
(wage) tax, which has a maximum rate of 1 percent
for municipalities and scheool districts combined.

Per capita and occupational taxes. In addition to
the wage tax, local tax reform repeals per capita
and cccupational taxes.

Real estate tax. Local tax reform requires school
districts and municipalities to use the revenues
from the personal income tax to reduce the
residential property tax, after replacing any
repealed taxes. With some exceptions, Jjurisdictions
which enact a personal income tax must reduce
residential real estate taxes by at least 25
percent. (The few communities that are exceptlons
would not receive enough PIT revenue to permit the
minimum 25 percent reduction in real estate tax.)
Under lecocal tax reform, there would be two real
estate millage rates, one for residential property
and one for non-residential properties. The non=
residential rate cannot be independently increased.

Municipal services tax. A tax of $20 is allowed for
cities, boroughs, and townships, which doubles the

current rate of the repealed occcupational privilege
tax ($10).




2. Counties ' II. Model Households

cales tax. Counties would be permitted to impose a; : This section presents computations of the impact of
0.5 percent sales tax to piggy back on the state - local tax reform on.mode% househglds in three suburban
sales tax. Twenty-five percent of the revenue from municipalities and in Philadelphia. The model households
the county tax is to be distributed to constituent ~are hypothetical; the communities are not. Both are used
municipalities which have a personal 1ncome tax of . illustratively. The model households' particular mix of
at least 0.25 percent and a real estate tax. fipancial characteristics is not necessarily typical or

, . - representative of households in Southeastern Pennsylvania,
Personal property tax. The county tax on intangibl ~ but is a mix considered to be plausible by the study's .
personal property (some classes of stocks, bkonds and advisory committee. Fach reader's financial characteristics
the like) is repealed. : and net tax outcome will be different. The three suburban
_ communities illustrate the range of potential reduction in
. : the real estate tax. Fach net tax outcome includes
B. Philadelphia ' - potential changes in both municipal and school district
Local tax reform would make three maln changes: : rates. The school district rate changes produce the more

: - dramatic effect because of the higher millage rates and
The resident wage tax rate is reduced from 4.96 revenues ianlved.'
.5 percent.

gigcigﬁrzgiéentpwage tax rate would be reduced : . The gomgutations are summarized in Taple 1{ and the
from 4.3125 percent to 3.95 percent. - © characteristics of the households are outlined in Table 2.
2 sales tax may be imposed at the rate of 0.5 . : . - .
percent or 1.0 percent; 0.5 percent 1s revenue A. Outside Philadelphia

neutral.

In suburban municipalities and school districts, local
L.ocal tax reform also changes the taxation of unearned’ tax reform would permit Fhe substitutign of.a personal
income by lowering the rate from 4.96 percent, . . ' income tax forlsomg porticn of‘tpe rgs%dentlal real estate
extending the base to bank interest and capital galns( : tax. School districts and municipalities must use the
and eliminating the personal property tax. : revenues from the personal -income tax to reduce the

: residentlal property tax, after replacing any nuisance taxes
There would be no change in Philadelphia's real estate. ~ eliminated under local tax reform. Jurisdictions differ
tax. ' . greatly in value of taxable personal income in relation to

- the wvalue of residential real estate. Therefore, there are
great variations among the 60 school districts and 238
municipalities as to the potential real estate tax reduction
from given rates of the personal income tax. Among school
districts, with a maximum PIT of 1.5 percent, the reduction
ranges rrom a low of 0 percent to a high of over 160
percent. For our computations, we have chosen three
communities: Springfield, Montgomery County, representing
communities with a potential for a high reduction in the
real estate tax {over 90 percent); Birmingham, Chester
County, with a moderate real estate reduction potential (56
percent); and North Coventry, Chester County, with a low
potential real estate reduction (26 percent). The modal, or
most frequent, percentage reduction potential, for school
districts and communities combined, lies in the high 40s.

PEL's findings are summarized below.

Households with homeowners working outside
Philadelphia. According to PEL's models, homeowners at all
earned inceme levels who work outside Philadelphia would pay
reduced taxes under local tax reform if living in a

3



community with a high potential reduction in real estate
tax, as shown for Springfield Township in Table 1.
Households with homeowners at higher earned income level:
($50,000, $100, 000) who work outside Philadelphia would se
lncreased taxes in communities with moderate or low
potential reduction in the real estate tax, as shown by
Birmingham and North Coventry in Table 1. The homeowner:
with an earned income of $25,000 experiences a net tax
savings or remain revenue neutral in all communities in th
PEL matrix. -

Households with howeowners who commute to Philadelph
In each of the models, the commuter would pay less net tay
under local tax reform. The reascon is that the homeowne
real estate tax would be reduced, as would the tax on eat
income. This decrease would more than compensate for the
new sales tax and unearned income.taxes. It is notable,
however, that even after implementation of local tax refo
the commuter, paying the 3.95 percent wage tax to :
Philadelphia, would still pay substantially higher total
taxes than his noncommuting neighbor. The noncommuter wo
pay less total tax because the tax on earnings in the
suburbs is limited to the range of 1.75 percent to 2.0
percent.

Households with working renters. Much depends on
whether the landlord complies with the intent of the act
that lower real estate taxes be passed on to the residen

tenant. Triple damages are stipulated for landlords who
fail to comply with the Act 145's requirement to pass on.
real estate tax savings to tenants. If landlords comply:
with the compulsory savings pass-through to tenants, the:
results for renters are similar to the results for workin
homeowners. - If not, the renter would pay more (or benefi
less) under local tax reform than the homecwner. In our
models the renters appear to fair marginally better than
some homeowners at . the same income level, because of
assumptlons'aboht average relationships of ©

to total income, which apply to the region but may not be
accurate for individual communities. Benefits to homeown
and renters, therefore should not strictly be compared on
dollar-per- dollar basis, only benefits among renters fo
different communities.

Households with retired homeowners. In each of the
suburban models, the retired homeowner would have a lower
‘tax bill under local tax reform. The reason is that the:
in residential real estate taxes would far outweigh the.
unearned income . and sales taxes.

Variables that would change tax impact in the suburb
The models are only illustrations applying to the partic
household characteristics tested. If the characteristics
including housing value, types of income and spending

4

patterns--were changed, the impact of local tax reform would
change. These variables are shown as "special events" in
Table 1, for the $110,000 income homeowner in Birmingham.

Taxable purchases. The computations of the amount
of sales tax payable are based on data from the United
States consumer expenditure survey. The mcdel assumes
purchase of an "average" amount of taxable big ticket
items. In a year when purchases are above average--for
example, when an automobile is purchased--taxes will be
higher; in other years, taxes may be lower than in the
models. In the case of the Birmingham commuter
househoeold with an income of $110,000, the net tax
benefit is reduced from $1,401 to $1,276.

Sale of house. The new personal income tax would
apply to the capital gain from the sale of a house (as
does the current Pennsylvania personal income tax).
Exempt under the law is the first $100,000 capital gain
from a house sale of a person 55 years of age or older.
Assuming that the model Birmingham commuter with an
inccme of $110,000 is less than 5% years of age, the
net tax savings of $1,401 is eliminated and a net tax
payment of $349 occurs instead. The homeowner's income
for the year of the sale of the hcouse increases by
$100,000 to $210,000 and an additional income tax
payment of $1,750 is due.

Unemployment. Local tax reform would ease the tax
burden for the homeowner who was unemployved for part of
the year, since the real estate tax burden would be
reduced. If pay were cut in half, the Birmingham
homeowner working outside Philadelphia would see
reduced taxes under tax reform. The commuter with
reduced earned income would pay lower taxes under tax
reform, but his saving would be less than the taxpayer
who was fully employed all vear.

Home value. Table 1 illustrates that local tax

reform i1s most beneficial for those with unusually high

ratios of home value to earned income, and least
beneficial to those with low housing value in relation
to earned income. In the model, the $110,000
Birmingham noncommuting homecwner is assumed to own a
house valued at $200,000. Here is the change in net
tax liability that occurs with different assumed
housing values:

House value $150,000: Net tax increase of $317

House value $400,000: Net tax decrease of $1265

Variations in unearned income. In the PEL model,
the household with high unearned income in relation to

earned income, will pay more tax. In our base model in
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Table 2, the household with an income of $110,000 h; incrgases in.tbe sales tax an@ the unearned income tax. The
an earned income of $100,000 and unearned income of finding applies toc all three income levels of homeowners
$10,000. In table 1, these financial characteristic : tested, as well as three model renters. The reductlon.would
net out to a tax savings of $1,401 for the commuter : be greater under the revenue neutral rate than the maximum
a net tax increase of $711 for the noncommuter (line rates for the unearned 1nccome tax.
g8). If the unearned income were increasgd to $100,.04 ) ) )
the Birmingham taxpayer would pay an additional $1 For retired Philadelphians, the models are based on a
This would mean that the commuter living in Birmingha . gross income of $13,600, of which $12,000 is pension and
would pay higher taxes pay higher taxes ($174) under social security income and $1,600 is unea;ned income. Under
tax reform, as shown in line 15. Under the same . local tax reform, the examples show tax bills increasing by
assumptions, the noncommuter would increase by $2, 23 © 544 (7 percent) to $§O (12 percent), erendlng‘on the rates
as also shown in line 15, under column 7. : of the new gnearned 1pcome‘t§x, assuming thg city does not

' ' exenpt low lncome senlor c¢ltizens from the income tax.

We also tested the impact of assuming that the _ '
household with $100,000 of earned income has no : - . Locgl'tax reform permlﬁs local government to exempt
unearned income. In the Birmingham example in Tabl senior citizens Wlth total income of $l§,000.or less, or low
the net tax savings is increased by $175 to $1,576 income‘persons with taxable income varying with number of
chown in line 16. ' _exemptlons (forlexample{ currently $7,8300 fgr a two-person
: family.) If Philadelphila adopted an exemption, the taxeg of

vVariations in taxable intangibles. The current ' the model senior citizen would increase by a negligible $8
mill tax on certain 1ntang1bles would be eliminated annually, which is the result of the estimated impact of the

under tax reform (this tax is no longer imposed in . sales tax.
Bucks County). Persons with a great deal of taxable '
intangibles might fare better under local tax reform : Variables that would change tax impact for ,
than under the current tax pattern. Our $110,000 Phlladelphlans. The models are only }llgstratlons applying
' to the particular household characteristics tested. For
If this figure is raised to $100,000, as shown in ‘1. Philadelphians, the main variables influencing the impact of
17 of Table 1, the commuter would save $1,741 unde }ocal tax reform‘on househoclds are the sources of unearned
local tax reform (compared to $1,401 gn our base mod income and spending patterns.

8). s shown in line 16, with $100,000 in .
%gijbiéjintingibles, Ehe noncommuter would pay les ; Taxable purchases. The computations of the amount of
tax,.at a net of $371, than he/she does in the basi¢ sales tax payable were based on data from the United States
model (in which he/she pays $711, as shown in line.:8 consumer expenditure survey. Thg mo@el assumes purchase of
Those without taxable 1ntang1bles e¥xperience less : an: "average" amount of taxable bilg ticket items. In a year
tax savings, as shown in line 18 of Table 1. The ihen quChageS are above average--for exgmple, When an
reason for the potentlal decrease 1is that under 1locg aptomoblle 1s purchased-—-taxes Wlll be higher; i1n other
tax reform, only the income from intangibles is tax years, taxes may be lower than in the models.

the total value; a 2.25 percent tax on .

Eizgig Egig out to iess tax than the 4 mills on t . Type of unearned income. Philadeliphia now has a 4 96
total value, assuming a 6-10 percent income from t percent school unearned income tax, which applleg te all
unearned income other than bank lnterest and capltal galns.
he tax would drop to 2.6 percent or 4.5 percent in our
models, but would apply to all unearned income, including
_ ank 1nterest and capital gains. The impact of local tax

In the models, we have assumed a revenue neutral raf reform on the taxation of Philadelphia unearned interest is
of 0.5 percent for the sales tax and 2.6 percent for th summarlzed 1in Table 3. Table 4 presents computations of‘tax
unearned income tax. We have also provided an alternati abllity before and after local tax reform for alternative
computation on the assumption that ‘the rate of Ehe unga atterns of unearned income.

e maxXimum rate, an
éggzmzstiﬁewigiimgi iaiepigiezge EZSldent wage ta%. . Persons who now have large amounts of income subject to
_ e current school 4.96 percent unearned income tax would

For households with working Philadelphians, the mod enefit under local tax reform; those who have large

show that taxes would be reduced under local tax reform ounts of untaxed bank lnterest or capital gains would tend

the reduction in the wage tax more than compensates for pay more.

assets.

B. Philadelphia
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! : : : ITI. Effect on Various Levels of Government
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Securities,

Basically, local tax reform's intent is to be revenue
neutral in the first year, in that there would be no change
in the total taxes collected before and after
implementation. What local tax reform would do is shift
local taxes from one source to another. Also, there would
be some additional state revenues going into the region
under local tax reform.
Under the

Se might p
r tax bi1g

mOdelsr
€an that

A. Outside Philadelphia
Under

Table 5 has estimates of the impact of local tax reform
on school districts, municipalities and counties as applied

to tax revenue figures for FY86, the latest available in
state publications.

By imposing a 1.5 percent income tax, school districtis,
in the aggregate, could reduce residential real estate taxes
by 62 percent. Included in the estimate is the payment in
lieu of taxes on behalf of commuters to Philadelphia. The
payment would equal 0.25 percent of the commuter's earned
income. The funds for Philadelphia's payment would come
from the state real estate transfer tax.

For all municipalities in the four-county area, the
maximum PIT is 0.75 percent. (with the exception of home rule
municipalities, which are not so limited). However, all of
the PIT revenues have to be used to replace abolished taxes
and to reduce the residential real estate tax. TIn the
aggregate, municipalities would raise more revenues than
permitted if they used the full 0.75 percent authorization.
With a 0.25 percent PIT, municipalities in the aggregate

could decrease their residential real estate taxes by nearly
40 percent.

Counties could impose a 0.5 percent sales tax, bhut
would lose the personal property tax. Counties would also
receive a state payment equal to one-half the county subsidy
to SEPTA. The net effect of these changes would have been
sufficient revenues to reduce real estate taxes by an
average of 16 percent.

B. Philadelphia

The arithmetic for Philadelphia differs from the
remainder of the state, since local tax reform mandates a
reduction in Philadelphia's wage tax. The estimated loss
would be $88 wmillion. To make up the loss, Philadelphia
would receive additional state aid and could impose a sales

tax. The estimates are shown in Table 6, as applicable to
FYS0.



COMPUTATIONS OF IMPACT OF LOCAL TAX REFORM ON HOUSEHOLDS: Total Taxes and Net Téxés

High R.E. Tax Reduction Hoderate R.E. Tax Reduction Low R.E. Tax Reductiol
Potential (92%) Patential (55%) Potential (26%)
Additional state ald includes payments equal to nalf PHILADELPHIA SPRINGFIELD BLRMINGHAM NORTH COVENTRY
the city's contributlion to SEPTA, a municipal overburden Montgomery County Chester County Chester County !
payment, and a share of the state real estate transfer tax bl n OIT 1.75% N
collected in Philadelphia. These would total roundly $38 Revente ‘i
million. Neutral Maximum Work in Work Work in Work Work in Work t
! R . Total [ncome Rates Rates Phila Elsewhere Phila Elsewhere Phila E£lsewhere i! ’
A 0.5 percent sales tax is estimated to yield about § 5 3 4 5 g 5 5 o
million. The remaining shortfall would be made up by T —————SNS——SSSSSSSSSS - g
changes in the unearned income tax and persgnal property orker) | .
tax. The current school district unearned income tax (rate SIS FSSSRSEESERUES S S EESE S |
of 4.96 percent) and the city personal property tax (4 00+ Total Taxes 2237 2378 994 604 1208 768 1425 985 |
mills) would be eliminated, to be replaced by a new unearne ot change -5G -39 770 -298 a1 10 243 .
income tax of up to 4.5 percent. PEL estimates that a rate : |
of 2.6 percent would vield sufficient revenue to make the: 4985 S04l 2340 1415 2774 1674 5177 —_—
total package 'revenue neutral.® ' -149 -93 1435 -254 -783 273 ~457 349
|
Total Taxes hefore 9919 9919 7379 3086 6897 2580 7013 200 |
Total Taxes after 4587 9812 T 4806 2856 5491 3291 6222 w022 |
- Net change ; k -1401 711 =791 822 i

Total Taxes 1281 1317 194 373 561
MNet change 584% -7280% ~138%

500 Net change -50 -39 -851 -378 ) -535 -113 -295 27
tholt compliance: Net change  -50 -39 -3¢ 441 -33 390 _53 270

500: Net change -149 -93 ~-1556 -374 -481 65 -544 263
out comp!iance: Net change -149 -93 -2 1100 -58 969 7 -108 699

ale ($100,000 Capital Gain) 344 2461
3'p(1rl_:hase ($25,000) -1276% 836

loyment {$50,000 Earned Income) -1220 -164

jue = $150,000 -1085 1028
alue = $400,000 -2666 ~hb4

al unearned income = $100,000 174 2286
alunearned income = $0 -1576 535
le intangibles = $100,000 -1741 371

1

e intangibles = $0 -1341 771

b is not employed




Table 1 (continued)

txplanatory Notes For Matrix on Table 1

-- The real estate tax reduction potentials {92%. 564, and 26%) reflect the combined potentials at the school
district and municipal levels.

---Negative figures in the matrix denote the net annual tax decrease and positive figures denote the net annual
tax increase resulting from the imposition of Tax Reform.

-- Line 4b lists the figures for senior citiens who qualify for the low-income exemption: to be eligible, the
senior citizen must have a total income of less than 315,000, If eligible. the individual is not subject
to the unearned income tax,

al: Security

== Lines 5b, 6b. and 7b show the effsct of landlords’ non-compliance with the requirement of passing on the
real estate tax savings to renters.

-- Lines 9 through 17 show the jmpact of various significant alterations of the abave family characteristics
(for a Birmingham family type C only).

The tax rates corresponding to the matrix on Table 1 are as follows:

PHILADELPHIA SPRINGFIELD B IRMINGHAM HORTH COVENTRY
Revenue Neutral: Maximum: Montgomery Chester Chester

County County County

Wage Unearned VWage Unearned

Personal I[ncome Tax (PIT): 4.5% 2.6% 4 5% 4.5% 2.0% 1.75% 1.75%
School District N/A N/A N/A N/A 1.5% 1.50% 1.50%
Municipal 4.5% 2.6% 4.5% 4.5% 5% .25% . 25%

Real Estate Tax:

Municipal 3.75% 3.75% a4.1% 7.5% 1.0%
School Bistrict 4.12% 4.12% 15.1% 13.2% 13.9%
County N/A N/A 2.6% 2.2 1.9%

Sales Tax A

Table 2

£S5 0F HOUSEHOLD MODELS

HOMEOWNER RENTER
Working Famities Retired Working Famiiies
A B ¢ 0] £ F
20,500 52,500 110,000 13,600 20,500 52,500
20,000 50,000 100,000 0 20,000 50,000
¢ o a 12,400 ] ]
500 2,500 10,000 1,600 500 2,500
500 2,000 4,000 1,300 500 2,000
a 500 3,000 200 2 500
] 0 3,000 100 0 a
0 4,000 15,000 1.000 0 4,000
6,150 13,150 22,250 4,350 6,150 13,150
66,000 110,000 200,000 51,500
5,000 8,000
1,000 1,800

o:personal property tax.

Foverty

12,100
12,100

Lo - R wiv B e S o I <o |

4,000

3,360

572




Table 3 B . ) ] o Table 4 [continued)
DETAILS REGARDING CHANGES IN TAXATION OF UNEARNED INCOME IN PHILADELPHIA UNDER TAX REFORM ‘
————————————————————————————————————————————————————————————————————————————————————————————————————————— i Siarhative 3: all unearned income is from DIVIDENDS

Current i
Category Taxation Under Tax Reform : : Taxes: |
' Before After ‘
Eher Income {total): § 10,000 K

Bank interest not taxed Up to 4.5% {2.64 is revenue neutral) B dnk Interest § ¢ § 0 0 .
Other interest 4.96% Up to 4.5% (2.6%4 is revenue neutral) 5 ther interest ¥ 0 % 0 0 :
Dividends 4,96% Up to 4.5% (2.6% is revenue neutral) ¥ 10,000 5 486 450
Capital gains not taxed Up to 4.5% (2.6% is revenue neutral) - £apital Gains b 0 5 0 0
Other unearned 4.96% Up to 4.5% is revenue neutral) ' ther Unearned $ ¢ 5 0 0
Yaiue of certain '_ ‘ :
intangibles Not taxed B ' : § 496 450
. Table 4: “native 4: all unearned income is from CAPITAL .GAINS
IMPACT OF VARTOUS UNEARNED INCOME TAX PATTERNS ON PHILADELPHIA TAXPAYER WITH TOTAL INCOME OF $110,000 o )
————————————————————————————————————————————————————————————————————————————————————————————————————————— | Taxes:

Before After

A. Table 1 Unearned Income Computations (based on Table 2 data); : ; . thar: Income (totai): § 10,000
| ark Interest $ 0 $ 0 0 :
Taxes: et Interest $ 0 $ 0 ) ;
Before  After : ' $ 0 $ 0 0
Other Income {total): § 10,000 k apital Gains $ 10,000 $ ¢ 450
Bank Interest $ 4,000 180 . ‘Other Unearned b 0 i3 0 0
Other Interest 3 0 0 i
Bividends § 3,000 135 $ 4 450
Capital Gains $ 3,000 0 135 - %
Other Unearned $

0 ] 0 . ) i
' " \Jternative 5: all unearned income is from OTHER UNEARNED 3
Total Taxes

Taxes:
- . ; Before After
B. Alternative l: all unearned income is from BANK [NTEREST her Income (total): § 10,000

_ ank Interest $ 0 $ 0 ] .

Taxes: : Other Interest L ¢ $ 0 0

Before After $ 0 § 0 0

Other Income (total): apital Gains $ 0 i 0 0

Bank Interest 450 : ihEr Unearned $ 10,000 $ 496 450

Other Interest . G
Dividends : ia b 498 450

Capital Gains
Other Unearned

Total Taxes

C. Alternative 2: all unearned income is from OTHER TNTEREST

Taxes:
Before After

Other Income (total):

$ 10,000
Bank Interest $ 0
Other Interest $ 10,000
$ 0
$ 0
kS 0

Dividends
Capital Gains
Other Unearned

Total Taxes

15
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Table 5 (continued)

OVERVIEW CF FESCAL IMPACT OF LOCAL TAX REFORM: SUBURBAN AREAS

PACT ON SCHOOL DISTRICYS
{dollars in millions)

Bucks Chester OUelaware Montgomery Total

A. BASES OF TAX REVENUE

fosidential/agricuttural RE $ 141.3 85.4 124.0 178.8 5305 .
Apt. Bldgs. (Est. as 20% of Com. RE) ¥ 6.0 2.4 7.0 19.2 26.7
Bucks Chester Delaware Montgomery Total “ Total residential RE $ 147.3 98.3 131.1 189.0 565.7
Income Tax Base (CY86): 511 Taxes (FY86) abolished:
Earnings: .Occupation $ 7.04 0.63 0.00 0.73 8.41
All residents § 5.557 3,760 5,523 8,668 23,509 ”cupationa] Privilege $ 0.71 0.11 0.22 0.46 1.50
Less: commuters te Phila. $ 798 - 399 1,570 1,887 4,654 per Capita $ 0.5l 0.44 0.14 0.80 1.99
Net taxable earnings $ 4,759 3,361 3,953 6,782 18,855 farned Income $.3.29 11.03 0.00 8.89 23.71
Other Taxable Income § 1,013 a50 1,349 2,888 6,191 Total 1185 12.21 0.38 10,88 35.10
fotal Income {all residents) $ 6,570 4,710 5,863 11,557 29,700 ict: 511 Taxes (FY86) retained: $ 8.8 6.0 5.9 8.9 29.68
Less: comuters to Phila. 5 798 399 L5706 1,887 4,654 .
Net Total Taxable Income $ 5,772 4,311 5,293 9,670 25,048 e

Bucks Chester Delaware Montgomery Average

Estimated Sales Tax Base (FY87) $ 2,935 1,798 2,472 4,515

11,721

come tax rate needed to provide
5% reduction in residential RE 0.43% 0.84% (.58% 0.59% 0.68%

Sales Tax Revenue at .5% (FY87
estimated “point of sale”) $ 14,7 9.0 1z2.4 22.8

54.6 _
CENARIO 1: 1.5% Persaonal Income Tax

Assessments by type, CY86

Bucks Chester Delaware Montgomery Total

Residential/Agricultural $ 233 941 535 1,483 3,871
Commercial $ 19 143 152 419 913 ‘tfect of Tax Reform:
A1l other $ 133 100 46 193 472 Tncome Tax at 1.5% § ¥6.6 64.7 79.4 145.0 375.7
Total $ 1,965 1,183 737 2,075 5,755 In Lieu of Taxes (Phila. commuters) 3 2.0 1.0 3.9 4.7 il.8
_______________________________________________________________________________________________________________ Abolished Act 511 Taxes 117 12.2 0.4 10.9 35.1
t-increase after reform: $ 76.9 535 83.0 138.9 352.2
% of Res. RE tax revenue 52.2% 54 . 4% 63.3% 73.5% G2.3%
CENARIO 2: .25% Personal Income Tax
Bucks Chester Delaware Montgomery Total
Effect of Tax Reform:
“Tncome Tax at .25% (includes in lieu Phila. ) § 16.4 11.8 17.2 28.9 74.3
holished Act 511 Taxes o117 12.2 0.4 19.9 351
increase after reform: b 4.8 -0.4 16.8 18.4 39.2

s % of Res. RE tax revenue 3.2% - 4% 12.8% 9. 5% 6.9%




* Table 5 {cont inued)
IMPACT ON MUNICIPALITIES : [MPACT ON COUNTIES
Bucks Chester Delaware Montgomery Total

Residential RE Fax Revenue (CY86): . sl Estate Tax Revenue (CY86)
Residential/agricultural RE
Apt. Bldgs. (Est. as 20% of Com. RE) 1.1 " . linty Lontribution te SEPIA

Total residential RE

: Effect of Tax Reform:

Act 511 Taxes (CY86) aholished: o {ate SEPTA Reimbursement (50%)
Occupation 3 Sales Tax revenue (3/4)
Occupational Privilege ) = Personal Property Tax Revenue (CY8B)
Per Capita :

Earned Income i - t- Increase after reform
Total ' ‘ N 45 % of RE tax revenue

Act 511 Taxes {LY86) retained:

Municipal Service Tax Revenue
(Est. as X Occupational Privilege Tax)

Sales Tax Revenue (1/4 of county collections)

Bucks Chester Delaware Montgomery Average
Incame tax rate needed to provide
25% reduction in residential RE 0.11% 0.29% G.21% 0.17% 0.19%

SCENARID 1: .75% Personal Income Tax

Bucks Chester Delaware Montgomery Total

Effect of Tax Reform:

Income tax revenue at .75% 43.3 32.3 39.7 72.5 187.8
+ In Lieu of Taxes (Phila. commuters) § 2.0 1.0 3.9 4.7 1.8
+ Sales Tax Revenue 3.7 2.2 3.1 5.6 14.7
+ Municipal Service Tax 1.4 1.o 2.6 5.0 10.0
- abolished Act 511 Taxes 5.60 14.30 9.13 18.38 47 .4

Met increase after reform: 44,8 22.3 40.2 69.5 176,7
as % of Res. RE tax revenue 173,24 197.2% 93.0% 141.3% 136. 4%

SCENARIO 2: .25% Personal Income Tax

Bucks Chester Delaware Montgomery Total

Effect of Tax Reform:

Income tax at ,25% {includes in lieu Phila.) ] . 28.9
+ Sales Tax Revenue ! 3. . 5.6
+ Municipal Service Tax | . i. . 5.0
- abolished Act 511 Taxes 5 5. L 9. 18.4

Met increase after reform: 1 . 21.2
as % of Res. RE tax revenue 5, 4% 43.0%

Table 5 {continued)

Delaware Montgomery

@

&



Table 6
OVERVIEW OF FISCAL IMPACT OF TAX REFORM~—PHILADELPHfA
Estimates Assume Local Tax Reform in FY90 and
Revenue Neutral Sales and Unearned Income fax Rates

Millions

¥
A. Loss From Mandated Reductions
Resident wage tax ta 4.5% -57
Nonresident wage tax to 3.95% -29
Net profits tax to 4.5% -2

Subtotal, losses

B. Additiconal state aid
Half of real estate transfer tax
Municipal overburden grant 3
Amount equal to half city SEPTA contrib. 23
Subtotal, state aid
Net to this point

C. Sales tax at .5%*

D. Changes in taxation of unearned income

fliminate clty personal property tax -13
Fliminate scheol unearned income tax -17
New unearned income tax at 2.64*% 40

Subtotal 11

Net revenues -2

Note: Tabulation does not include additional potential wage tax collections
from city residents working in suburbs (estimsted to be in the 48 million range).

The maximum rate is 1.0 percent.
The maximum rate is 4.5 percent.




