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HB 1776 Rivals Aspects of Obamacam in Complexity and Cost to Small Business 

Dear chairmen and committee members, my name is Warren Hudak. I am president of Hudak and 
Company, a Central Pennsylvania-based small-business accounting fm specializing in payroll services, 
bookkeeping, sales tax services and advanced tax transaction analysis. Z chair the NFIB's tax advisory 
council and also serve on the business advisory council of the Council on State Taxation (COST). 

The National Federation of Independent Business (NFIB) is Pennsylvania's leading small-business 
advocacy organization representing 14,000 small and independent businesses that operate an array of 
commercial enterprises from manufacturers and family farmers to neighborhood retailers and service 
companies. We thank you for the opportunity to comment on House Bill 1776, Printer's Number 3369, 
sponsored by Rep. Jim Cox. 

For almost three decades, NFIB members in Pennsylvania have provided input to the General Assembly 
on various property tax reform proposals. At the local level, small-business owners contribute 
significantly to the local tax base through locaI property taxes for their business and residence, locd 
nuisance taxes and local income taxes. 

We believe the authors of this legislation were earnest in their efforts to relieve property owners 
from the regressive burdens of funding public education without harming employers or stymieing 
job creation. But HB 1776 as written contains a rats-nest of costly compliance rules and 
administrative burdens that for small employers rival in complexity certain provisions included in 
the federal Patient Protection and Affordable Care Act (also known as PPACA or Obamacare). 

HB 1776 imposa disproportionate costs on small employers compared to larger corporate cornpetitow 
Small employers rely heavily on outside advisors, consultants and other professional service providers 
for tax preparation, legal services, advertising, marketing, legal services, computing and other 
regulatory compliance functions. Already, small employers and entrepreneurs pay a disproportionately 
higher cost for these services compared to larger companies that employ their own lawyers, 
accountants and IT professionals. As written, small employers now would be forced to pay taxes on 
these professional services. For example, most small-business owners report their business income on 
their personal tax returns. Under HB 1776 these srnall-business owners now would be subject to sales 
tax for the preparation of those personal returns. 

a HB 1776 raises costs for small business subjected to routine government audits or investigations 
State and local government agencies, like the Revenue Department, Health Department or the 
Department of Labor and Industry conduct thousands of routine audits, inspections or other 
inveitigations aniiually. While HB 1776 exempts from taxatibn legal services required in a criminal 
defense, small-business owners involved in governmental, administrative or civil actions would be 
required to pay sales taxes on legal services or other professional services needed to comply with these 
investigations. 
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HB 1776 raises complexity and cost of tax compliance for small employers compared to large firms 
NFIB has testified numerous times before this and other legislative committees about the need to 
simplify the tax code, including sales tax collection and remittance. It costs small-business owners as 
much as 13 cents in papenvork and administrative overhead for every dollar coIlected and remitted in 
sales tax. Not only does HB 1776 make sales tax collection more convoluted, the bill as written 
would require owners to pull capital out of the business that could be better used to reinvest in the 
business and create jobs. Tax paperwork and compliance already are major expenses for small 
businesses. The cost of complying with the tax code is 66 percent higher for small business as 
compared to larger corporations. These small employers spend about $74 per hour to comply with 
existing tax rules. The new reporting requirements included in HI3 1776 wodd substantially increase 
these costs. 

HB 1776 makes estate planning more expensive for family businesses 
Pennsylvania still is one of the few states that taxes estate transfers from parent-to-children and 
sibling-to-sibling. Despite the fact that these owners paid taxes on their earnings over the course 
of their lifetimes, many are forced to pay as much as 1 Zpercent in inheritance taxes when one of 
the owners dies. For many small family businesses, the death of the owner means the end of the 
line for the family business. Each year, small- business owners pay thousands of dollars for 
accounting, financial and legal services to help owners who want to keep the business in the 
family. HB 1776 also would subject grieving families to hundreds of dollars more in additional 
taxes for funeral arrangements, caskets or cremation. 

HB 1776 makes it more expensive for small-business owners to defend against frivolous lawsuits 
The legislation exempts from sales tax plaintiffs who bring lawsuits on a contingency 
arrangement (no fee unless they get money). But the bill requires business owners sued on an 
individual basis to pay sales tax on their legal defense. Aside from the glaring Constitutional flaw, 
this provision would expand Iawsuit abuse. Small-business owners can spend as much as $look to 
defend against a lawsuit. The added tax on defense costs may force some empIoyers to settle 
unnecessarily to avoid bankruptcy. 

Raising the pemonal income tax would kill job creation, stifle invmtment, make PA lws competitive 
Pennsylvania ranks among the least competitive states in the nation. Its low tax rate on small 
business and individuals is among the key factors the Commonwealth does not rank even worse. 
It is estimated the 2003 personal income tax rate increase (10-percent) resulted in $300 million 
less in personal income, $80 million less in investment and 33,141 jobs lost or not created. Most 
employers in Pennsylvania operate their companies as sole proprietors, in partnerships or as 
shareholders in small corporations that report business income on their personal returns. Raising 
the personal income tax by 25-percent would have an even greater devastating effect on small- 
business owners at a critical time in Pennsylvania's recovery. 

We appreciate the opportunity to comment on the impact of HB 1776 on Pennsylvania small-business 
owners. In addition-to our general observations and concerns with the bill, we have a number of 
technical questions about its implementation. We will share those with committee staff and the bill's 
sponsors. 
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Small-business owers bear a sizeable burden as a resdt of ever-increasingpoperty taxes - and are very 
concerned that their overall tax burden does not increase further. Our members equally are concerned 
that the product of the current property tax reform discussion only will shiR the burden almost 
exclusively to small-business owners with substantial increases in income andlor sales taxes and make 
tax compliance more complicated, confusing and costly. 

There are a number of reforms that, if enacted, would substantially address local school funding. As 
part of a serious discussion of school funding reform, NFIB recommends the committee take action on 
the following reforms: 

-- Require local referenda on ALL school district tax increases to ensure that school districts justify 
future revenue requests and protect businesses and taxpayers against frivolous spending and unnecessary 
tax increases; 

-- Eliminate corporate welfare provisions such as Keystone Opportunity Zones (KOZ) that force small 
employers and individual property owners to subsidize tax abatement for a handful of select 
corporations; 

-- Eliminate property tax abatements for non-profit organizations that offer goods and services in direct 
competition with for-pro fit businesses; 

-- Repeal costly entitlements such as the Prevailing Wage Law that force school districts to pay inflated 
costs for school construction and renovation projects; and 

-- Adopt meaningful public pension reform. By 20 16, pension payments will account for 12-percent of 
the state budget (over $6 billion). Developing a long-term solution to the school retiree (and state 
employee) pension crisis would go a long way to stabilizing school district budgets and tax implications 
for small-business owners and individual taxpayers. 

Thank you. 




