INDEPENDENT FISCAL OFFICE

December 6, 2019

The Honorable Seth Grove
Pennsylvania House of Representatives
7 East Wing

Harrisburg, PA 17120-2196

Dear Representative Grove:

Per your request, enclosed please find the Independent Fiscal Office’s (IFO) analysis of new or
expanded tax credits and special tax zones approved by the General Assembly since 2009. The first
table attached to this letter contains estimates for all tax credits, tax zone exemptions and one refund
provision (computer data center refund of sales-use tax) regardless of enactment date. The second table
contains estimates of the costs for new tax credits and program expansions only since 2009. If a tax
credit or special tax zone was expanded, the estimates only reflect the cost attributable to the expansion.

For both tables, estimates for recent fiscal years are preliminary and will be revised. The estimates
represent a mix of conventions and data sources. Most data were provided by the Department of
Revenue and reflect the utilization of tax credits (i.e., the application against tax liability). However,
for recent years, the estimates may simply reflect the program cap, such as the New Jobs Tax Credit.
Other data are from the Comprehensive Annual Financial Report or the Department of Community
and Economic Development. A few new tax credit estimates are from the Tax Expenditure section of
the Executive Budget (e.g., Rural Jobs and Investment). Those amounts will likely be updated with the
release of the Executive Budget in February 2020. It is also noted that the second table (1) does not
include several small credits that expired or were repealed after 2009, (2) excludes the impact from the
reduction of the Keystone Innovation Zones and (3) reflects a very rough approximation for the
expansion of the Keystone Opportunity Zones as a detailed analysis would be required to derive a
reliable estimate.

As shown by the first table, the total estimate for all tax credits and special tax zones regardless of the
date enacted is $535 million for FY 2018-19. The estimate for new credits and the impact from
expansions only is $126 million for FY 2018-19. (Per your request, the expansion of the EITC and
EOSTC are excluded from the analysis.) Your letter requests that the IFO compute the potential
reduction in the corporate net income tax rate if those foregone revenues were dedicated instead to
corporate tax rate reduction. For FY 2018-19, the corporate net income tax generated $3,398 million.
Therefore, each 0.1 percentage point of tax rate generated roughly $34 million of revenue. If the $126
million from the second table were used to reduce the corporate net income tax rate, it could reduce
the tax rate by roughly 0.37 percentage points. This simple analysis is static, and it ignores any potential
behavioral effects related to the elimination of tax credits and corporate tax rate reduction.
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I'hope you find the information useful. Per office policy, we will plan to post the analysis to our website
three business days after transmittal to your office. If you have any questions regarding the analysis,
please do not hesitate to contact me (717-230-8293).

Sincerely,

el et

Matthew J. Knittel
Director, Independent Fiscal Office

Attachments
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