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Chairman Saylor, Chairman Markosek, and members of the committee, thank you for the opportunity to 
submit remarks for today's budget hearing regarding the Pennsylvania Department of Revenue. Joining 
me are Dan Hassell, Deputy Secretary of Tax Policy, Christin Heidingsfelder, Deputy Secretary of 
Administration, and Drew Svitko, Executive Director of the Pennsylvania Lottery. 

The Department of Revenue is continuously working to improve services to individual and business 
taxpayers in Pennsylvania. By listening to taxpayers and taking advantage of technological innovations, 
we provided several enhancements in the past year. At the request of the business community, the 
department developed and launched a tool allowing businesses to access their tax account information 
online. Businesses submit a request online and their statement of account is available the next business 
day. Previously, the department printed a limited account of information and businesses waited days 
for the document to arrive in the mail. Transitioning this process online is giving businesses faster 
access to more of their tax information than ever before, while reducing costs to the department. I am 
proud to say this improvement is well- received by tax practitioners and businesses, and the Office of 
Administration recognized the project with the Excellence in Technology Award. To further assist 
businesses, the department reassigned staff and launched a new Tax Registration Office to streamline 
the process for registering with the department and updating tax account information. These 
enhancements will be further leveraged by the Governor's Initiative for the Department of Community 
and Economic Development to establish a one-stop-shop for all business contacts with state 
government. 

As part of the Governor's GO-TIME initiative, the department launched several projects to benefit 
taxpayers, achieve operating efficiencies, and enhance delinquent tax collections. First, new modeling is 
being used to identify the under reporting or non-filing of state sales tax returns. Since November 2016, 
the department has assessed $17.4 million in additional sales tax. 

A second GO-TIME initiative is enhancing delinquent tax collections by streamlining the process for filing 
liens. When a taxpayer has an unpaid liability, th~ department files liens in each county's prothonotary 
office. Producing the documents is labor intensive and incurs mailing costs. To increase efficiency and 
improve service, we developed a process and are filing liens electronically in Allegheny, Bucks, 
Cumberland, Montgomery, and Philadelphia counties. We have e-filed 5,975 liens since December 
2015, and we are exploring opportunities to expand the program with additional counties. In addition, 
the department has received a delegation of authority from the Pennsylvania Attorney General to 
enforcement action on liens filed against out-of-state entities and individuals. We anticipate having a 
vendor in place by late 2017. 

A third GO-TIME initiative is protecting taxpayers and reducing costs to the Commonwealth in two ways. 
In response to the growing problem of criminals filing fraudulent tax returns attempting to claim a 
refund in the name of an identity theft victim, the department reassigned staff to launch a Fraud 
Investigation Unit last year. The staff collaborates with a historic effort by the Internal Revenue Service, 
tax administrators in other states, and the tax industry to share information about identity theft and 



scams, and we engage the expertise of a data analytics consultant. When our enhanced fraud filters 
detect a return that may be fraudulent, the department immediately stops processing it and malls a 
letter asking the taxpayer to verify their identity. The number of letters the department sends has 
increased from 1,132 in 2014 to more than 31,000 last year, and the unit stopped more than $6.4 
million in suspected fraudulent returns. The department is continuing to refine and expand our fraud 
reduction effons, and so far this tax season we have mailed 4,800 identity validation letters, as 

compared to 3,600 letters at this time last year. 

The department also achieved a net savings of $5.S million by changing the nature of the data analytics 
contract supporting the Fraud Investigation Unit. The contract transitioned from a contingency fee to a 
license purchase, which results in a $1.5 million increase in our department's expenditure budget in 
order to provide $7 million in General Fund revenue savings. 

The department is also on the forefront of state tax administrators responding to the growth of home 
sharing in the lodging industry. Under state law, anyone who, for money or other consideration, 
provides sleeping accommodations to the public for less than 30 consecutive days is responsible for 
collecting and remitting the Pennsylvania hotel occupancy tax. The department is working with 
property owners renting out houses and apartments to help them comply with the law. A compliance 
initiative was launched last year and as a result, $1.4 million has been collected as of February l, 2017. 
Separately, the home-sharing company Airbnb began collecting and remitting the tax on behalf of hosts 
effective July 1, 2016. 

The importance of GO-TIME initiatives and the department's enhanced tax collection efforts are 
highlighted by the necessity for the department to continue absorbing additional responsibilities 
without additional staff to perform those functions. Among those increased responsibiliities this fiscal 
year have been the implementation of several tax changes in Act 84 of 2016, which the department 
administered in a very short timeframe. For example, following enactment of the 2016-17 budget, the 
department had approximately two weeks to prepare our technology infrastructure and inform 
taxpayers about the cigarette tax change. Other changes included taxes on other tobacco products, out
of-state wine shipments, Pennsylvania lottery winnings, digital products, and bank shares, as well as 
modernizing the sales tax vendor discount, offsetting personal income tax refunds for court-ordered 
obligations, and a new option for Pennsylvanians to donate their personal income tax refund to a tuition 
assistance account. 

The department is performing the additional duties even as our filled complement has declined from 
1620 in January 2011 to 1472 in January 2017, a decrease of 9.1 percent over the past six years. During 
the same timeframe, the cost of employee salaries and benefits has increased so significantly that our 
total personnel cost is 25 percent higher despite the 9.1 percent reduction in actual employees. In 
addition to personnel costs, a large percentage of the agency's operating costs are non-discretionary 
and continually increasing. For example, telecommunications costs enterprise wide increased by 28 
percent last fiscal year, representing a $960,000 unbudgeted increased expenditure in the department's 
operating budget. Further, the Commonwealth's current telecommunications contract will expire soon 
and our recurring costs will likely increase an additional $280,000 plus $1,086,000 for one-time 
transition costs. Despite this $1.4 million operating cost increase, our operating budget is decreasing 
6.25 percent or almost $2 million. The Governor's proposed budget for our General Government 
Operations appropriation includes $10.41 million increase for personnel to fund our current 
complement. 



Going forward, the department has several projects underway that will require resources. We are 
responsible for administering the taxation of medical marijuana, as well as eight additional tax credits 
adopted in the 2015-16 state budget. Caseloads at our Board of Appeals continue to Increase topping 
30,000 last year. 

Additionally, we are preparing for a tax amnesty that will run from April 19 to June 21, during which 
individuals and businesses who pay their delinquent tax and half of the interest will have the penalty 
and the remaining interest waived. The department secured a vendor to assist with the payment 
collection process and we expect to meet the revenue goal of $100 million in net revenue to the General 
Fund. 

From a policy perspective, Pennsylvania's nearly $3 billion budget deficit must be addressed. The 
Commonwealth's economy is relatively strong with the gross state product increasing at 1.4 percent; 
however, through the end of January, General Fund revenues are $416.8 million below estimate. When 
adjusting for additional revenue from Act 84, the elimination of the capitol stock/franchise tax and 
timing differences, tax revenues are growing at only 0.8 percent. 

One significant contribution to the lagging revenues is a 9.1 percent decrease in corporate net income 
tax collections compared to last year. Corporate profits fell 3 percent in 2015 and are flat in 2016. 
Similarly, while personal income tax revenue has increased by 4 percent, deflationary pressures 
weakened sales tax collections which increased by only 1.1 percent through January. While consumer 
wages are increasing and consumers are purchasing more goods, these goods may be purchased at 
lower prices, which affects sales tax revenue. The sales tax base is also being eroded as services, which 
are exempt from sales tax, become a larger share of the economy. 

For many years, Pennsylvania has faced grave budget challenges. In the past, the previous 
administration responded by extending the phase out of capital stock foreign franchise tax, slashing 
funding for schools and the most vulnerable while using accounting gimmicks that only make the 
shortfall worse in the long run. Governor Wolf has taken a different approach. His budgets have 
allowed the unfair tax on businesses to expire, prioritized the education of our children, protected our 
seniors, and are assisting law enforcement and medical professionals to battle the opioid and heroin 
epidemic, while rebuilding the middle class by putting people back to work. 

We have made significant progress in the past two years toward addressing our fiscal situation, but 
there is still more work to do. In order to protect investments in schools, seniors and fighting the opioid 
epidemic, Governor Wolf is proposing a budget that cuts bureaucracy and eliminates waste, protects 
seniors and education, and provides long-term fiscal stability without broad based tax increases. 

Governor Wolf is proposing to fund the budget with a revenue package that will make Pennsylvania 
more competitive and level the playing field for taxpayers. This budget will dramatically improve the 
competitiveness of our economy by lowering the tax rate for corporations while making taxation more 
fair for Pennsylvania's small businesses through combined reporting. The governor is proposing to 
phase down the corporate net income tax rate of 9.99 - the second highest rate in the country- to 6.49 
percent by 2022. Governor Wolf knows that making Pennsylvania a more attractive place to do business 
wlll boost our economy and increase tax revenue. The proposal also will ensure all corporations pay 
their fair share by requiring combined reporting beginning in tax year 2019. Under current tax law, each 
company within a group reports separately its Pennsylvania tax on its own income. This allows 



companies to avoid paying tax through "loop holes" by sheltering income in Delaware or other states, or 

by transferring taxable profits to another company within the group. 

Further, Pennsylvania is the second largest producer of natural gas, but we remain the only major gas
producing state without a severance tax. To help support the Governor's proposed additional 
investment in education and to maximize the economic gains from our natural resources, this budget 
provides a competitively structured severance tax of 6.5 percent tax on the value of the gas severed at 
the wellhead. Drillers would cont inue to pay the current impact fee and would take that amount as a 
credit against the severance tax. With production of natural gas expected to rise 3 percent next year, 
the severance tax would provide a net $293.8 million for the General Fund. This proposal will allow 
consumers in other states to help Pennsylvania taxpayers to support the cost of monitoring and review 
of well sites and pipelines, security, environmental protection and other government provided functions 
that will enable the industry to proper. 

The Governor's proposal also addresses growth of services in the economy and changes in the insurance 
industry. Pennsylvania's Insurance Premiums Tax law has not kept up with the insurance industry's 
business model, allowing the companies to reorganize as tax-exempt entities to avoid paying the tax. 
The proposal eliminates the exemptions to health maintenance organizations {HMOs), preferred 
provider organizations (PPOs), non-profit hospital plans and health service plans and entities organized 
as risk-assuming, non-licensed insurers. The change, effective January 1, 2018, creates a tevel playing 
field among all insurance companies in Pennsylvania and provides $141.5 million for the General Fund. 

Addit ionally, services are a growing share of Pennsylvania's economy, which is slowly reducing our sales 
tax base. To address t his change, the budget proposes removing exceptions in the sales tax for a limited 
number of services, including commercial storage and computer services such as specialized data 
processing, web hosting, custom programming, and system design. At least some portion of computer 
services are taxable in 15 states and Pennsylvania already subjects off-the-shelf software and downtoads 
of digital products to sales tax. This budget also eliminates the sales and use tax exemption for airline 
purchases of catered food, the retail sate or use of helicopters, and the retail sale of replacement parts 
and repairs for airplanes, helicopters and similar rotorcraft. 

After the conclusion of the tax amnesty program on June 19, Governor Wolfs budget proposes to 
generate $54 million by enabling the Department of Revenue to enhance its enforcement capabilities to 
collect delinquent taxes. The core of the plan is to accelerate the transfer of delinquent tax accounts to 
private collection agencies contracted by the Pennsylvania Attorney General's Office, generating $41 
million for the Commonwealth. Taxpayers with $50,000 or more in unpaid tax and meeting other 
criteria! will be prioritized. Additionally, the department will seek legislat ion to change the t ime period 
to appeal an assessment from 90 days to 30 days. 

Another proposal that would enhance delinquent tax collections would tncrease the use of bank 
attachments authorized under Act 85 of 2012. To increase the efficiency of this collection tool the 
department is seeking authority to work with banks to locate accurate taxpayer bank account 
information. This process, known as Financial Institution Data Match, is used in other states and is 
already an important tool use by the Pennsylvania Department of Human Service to collect delinquent 
child support. 

A further proposal would require companies that bring out-of-state contractors into Pennsylvania for 
work to withhold the Pennsylvania personal income tax as they do with Pennsylvania residents, as well 



as companies making commercial rent or lease payments to non-residents on non-residential property 
in Pennsylvania. An estimated $10 million would be generated from the additional withholding in the 
2017-18 fiscal year. 

The fourth part of the proposal would address businesses that habitually collect employer withholding 
and sales tax in trust without remitting to the Commonwealth as required by law. The department 
would work with credit card processors to levy a payment to the delinquent taxpayer before it is 
transferred to them. Illinois and North Carolina use similar collections tools. Consumers are not 
affected. Approximately $2 million would be collected in the 2017-18 fiscal year. 

This budget also assumes passage of legislation authorizing the Pennsylvania Lottery to offer online 
games by May 1 with a streamlined procurement process to begin iLottery sales by October 1. At the 
same time that a growing senior population Is placing increased pressure on the Lottery Fund, the 
lottery is seeing increased competition from other forms of entertainment - including fantasy sports. 

The future of the Lottery industry is online. !Lottery would allow players to purchase and play games 
online through web-connected devices such as a smartphone, tablet or desktop computer, while brick 
and mortar Lottery retailers will continue to sell traditional Lottery products and remain cornerstone of 
the Lottery's overall sales model. 

Current statute prevents the Pennsylvania Lottery from selling its games on the Internet. Every 
business, including our Lottery, must adapt to changes in consumer behavior and increasingly those 
consumers are shopping and looking for entertainment on line. In order to keep Lottery competitive in 
the face of increasing alternatives, and its revenues growing, Pennsylvania must join Virginia, Kentucky, 
Georgia and Michigan in authorizing the Lottery to conduct online game sales. 

Importantly, if Pennsylvania's casinos are allowed to venture into online gaming, the Lottery must be 
allowed to do the same so as not to be placed at a competitive disadvantage. Pennsylvania's private 
casino industry and the Lottery have been able to co-exist, in large part because we offer very different 
gaming experiences. The Lottery sells its products through a network of nearly 9,200 retailers; casino 
gaming is currently destination based, at only 12 locations. The Lottery must compete on a level playing 
field to generate funding to support programs for older Pennsylvanians. 

Governor Wolf is proposing a budget without broad-based tax increases that represents a responsible 
solution to our deficit challenges with a different approach than has been taken in the past. By 
reforming government and working smarter, this budget provides billions in savings, while continuing to 
invest in education, protecting vital service, com batting the opioid epidemic and setting our 
Commonwealth on a sustainable fiscal course that will grow the rainy day fund from $245,000 today to 
almost $500 million by 2022. 

I look forward to working with each of you, in the weeks ahead to resolve our budget challenges. Thank 
you for the opportunity to provide testimony on behalf of the Department of Revenue. My colleagues 
and I look forward to answering your questions. 




