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Key Findings 
 
• Pittsburgh’s business privilege tax is widely perceived to be unfair and inappropriate because it taxes 

gross receipts rather than net income, thus violating the “ability to pay” principle of taxation. Also, a 
large portion of the Pittsburgh business community is exempt from the tax, including manufacturing, 
banking, insurance, transportation, utilities, and telecommunications firms.  

 
• The BPT is the third largest tax revenue source for the City ($38 million in fiscal 1996). It is the only 

major source of tax revenue that is expected to grow in the future. The tax represents 11.6% of the 
1996 city budget. 

 
• PA Senate Bill 1600, passed on July 23, 1996, specifically exempts regulated securities and 

investment advisory companies and their affiliates in the City of Pittsburgh from paying a “business 
privilege” tax based on gross receipts. Prior to 1996, investment companies were informally 
exempted, dating back to 1968. However, an adverse ruling in the Jannery case in 1992 established a 
legal precedent for efforts to rescind the gross receipts tax exemption for the investment industry. 
Attempts to remove the exemption in Pittsburgh prompted the quick enactment of Senate Bill 1600, 
which codifies the investment sector exemption into law. SB 1600 has stirred a storm of controversy, 
including calls by the City controller for repeal of the bill. 

 
• The Senate bill is designed to be revenue neutral to the City. Historically exempted investment 

company sectors, such as brokers/dealers and investment advisors, continue to be exempt. Investment 
industry sectors that have always paid the tax, such as mutual funds, will continue to pay the tax. The 
largest mutual fund in the city paid $1.35 million in BPT in 1995. This is about 5% of BPT revenues 
for  that year. 

 
• The City of Pittsburgh has the heaviest tax burden of any municipality in Allegheny County. Only 

16% of the county’s municipalities levy a business privilege tax, and their assessment is significantly 
lower then the 6 mill Pittsburgh rate. Likewise, in municipalities in surrounding counties that are 
experiencing significant growth (e.g. Westmoreland County), the gross receipts tax on service 
businesses is not generally used. 

 
• Repealing the SB 1600 exemption for investment firms will negatively impact the future of 

Pittsburgh.  At the same time, keeping the gross receipts tax in its current form will also damage the 
City’s growth prospects. The current trend, in which regional economic growth occurs predominantly 
outside of the City, will accelerate. Repeal or substantial overhaul of the business privilege tax, 
combined with a general tax reform, will be necessary to bring about a more business-friendly 
environment and to promote fairness in the City’s taxation policies. 

 
• The City is continuing to run a government that is now disproportionately large relative to its 

declining population and tax base. Government expenditure reductions through downsizing and 
competitive contracting of management and services are necessary to help restore fiscal soundness.   
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OVERVIEW OF THE CURRENT CONTROVERSY 
 
A Business Privilege Tax (BPT) is imposed on “service, trade and professional” businesses 
operating within the City of Pittsburgh (City). Three recent news events have stirred debate 
on the central theme of fairness and appropriateness of this tax. 
 
First, City Council Bill 88, passed in February, 1996, exempted the first $10,000 of gross 
receipts from the 6 mill BPT assessment. This is commonly known as the “Mayor’s 
Initiative.” It is expected to amount to about $750,000 in tax relief to those firms subject to 
the tax. 
 
Second, at the July 23, 1996 Council meeting the mayor of the City of Pittsburgh announced 
passage of Senate Bill 1600, which formally exempted any “regulated financial services 
institution from any tax on or measured by gross receipts.”  
 
Third, public dissent began to be voiced about the passage and implications of Senate Bill 
1600. On July 30, 1996, Council Resolution #562 was read and adopted that called for repeal 
of the Senate bill and that “any changes to the Business Privilege Tax should be uniform and 
universal and should not detrimentally impact the City’s revenue streams.” News articles and 
opinion pieces in the media have voiced strong protest against the BPT, as well as the specific 
exemption of regulated financial institutions. Public meetings to focus dissent were planned. 
A petition drive is underway to place this tax issue on the November ballot for a public 
referendum vote. 
 
The Business Privilege Tax rivals the Earned Income Tax (EIT) as a source of revenue to the 
city, and it will become the second largest revenue source within the next 3 years. Business 
taxpayers’ opposition to the tax is based on the fact that it is determined by gross receipts 
instead of net profits as well as the non-uniformity of its application. 
 
This paper will analyze the facts and issues surrounding the Business Privilege Tax issue in 
the City of Pittsburgh within a public policy framework. It will first describe the nature and 
background of the tax. Second, it will develop an analysis of the scope and impact of the tax 
on businesses, taxpayers and the City government. Third, it will develop a set of alternative 
solutions to resolve the issue. Finally, it will render a policy recommendation that will 
achieve a win/win outcome for the major parties involved. 
 

NATURE AND BACKGROUND OF THE BUSINESS PRIVILEGE TAX 
 
The Business Privilege Tax falls under the powers of Pennsylvania Law PL 295, No. 187, 
which dates back to the turn of the century. This revenue act was originally approved in 1901 
and later amended on May 12, 1911. The law provides “for the levy, collection and 
disbursement of taxes” and confers powers to cities of the second class. The Business 
Privilege Tax in the City of Pittsburgh was enacted in 1968. 
 
Specifically, Chapter 243 entitled “Business Privilege Tax” of the Pittsburgh Code separately 
defines both a business and a financial business. A “business” is any trade, or business 
defined as profession, vocation, services, construction, communication or commercial 
activity. A ”financial business” is any service or transaction of a bank, trust, credit, 
investment company, securities dealer, broker or other commission merchants. 
 

THE BUSINESS 
PRIVILEGE TAX 
RIVALS THE  
EARNED INCOME 
TAX (EIT) AS A 
SOURCE OF 
REVENUE TO THE 
CITY...BUSINESS 
TAXPAYERS’ 
OPPOSITION TO  
THE TAX IS BASED 
ON THE FACT  
THAT IT IS 
DETERMINED BY 
GROSS RECEIPTS 
INSTEAD OF NET 
PROFITS AS WELL  
AS THE NON-
UNIFORMITY OF  
ITS APPLICATION. 
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In the original law, service businesses, trades and professionals, both financial and non-
financial, are subject to the tax. These business definitions are loosely interpreted. A type of 
process of elimination trims down the list to determine who should pay the tax.  Along the 
way, both formal and informal specific industry exemptions have slimmed down the 
categories of commercial activity that are technically subject to the BPT. 
 
BASIS OF THE TAX 
 
The Business Privilege Tax is part of Act 511 of the Pennsylvania Code. This act outlines the 
bases and types of taxes that can be levied at the local level. The Local Tax Enabling Act of 
1968 designates that anything taxed on the state level cannot also be taxed on the local level. 
For example, corporations pay a capital stock tax and a corporate net income tax. Since “net 
profits” are taxed by the State, the City is not allowed to tax business profits. Therefore, the 
City taxes gross receipts or sales revenue instead of net profits and calls it a business 
privilege tax. The gross receipts that form the basis for the tax include “cash, credits or 
property received in the conduct of a trade or business” within the City limits only. The 
current rate of 6 mills became effective on January 1, 1982. 
 
An exception to this is the approach taken by the City of Philadelphia. Under The Sterling 
Act, Philadelphia is allowed to tax business profits (6.5%) plus gross receipts (3.84 mills). 
Years ago when the Sterling Act was adopted, Pittsburgh opted not to be part of the 
legislation and to remain under the powers of the Local Tax Enabling Act. 
 
TAX EXEMPTIONS 
 
Informal exemptions have been in place for many years. Banks traditionally have not paid a 
BPT because of a combination of one or more of the following reasons: 
 
• The prohibition from taxing receipts of a state or national bank. 
 
• The tax would be punitive because of the heavy regulatory compliance costs of adhering 

to state and federal laws. 
 
• A majority of the defined gross receipts are pass-through dollars from the cost of 

securities, loan payments and bank deposits, sold, exchanged or redeemed. 
 
• Importance and size of the industry segment to the local and state economies. 
 
• Historical significance of a business segment and the desire to preserve and maintain the 

business in a local community or within the state. 
 
The banks in Pittsburgh have long been exempt from the BPT. Security brokers/dealers, 
certain types of investment management companies, and investment advisory firms have been 
“informally” exempted since 1968 when the BPT was first enacted. A verbal agreement 
between City officials and a regional professional trade group representing the securities 
industry relieved its member firms from the BPT using the same rationale that was applied to 
commercial banks. Again, the primary reason was that the heavy regulation of the securities 
industry is like a tax, and therefore the state and federal government “preempted” local 
government from a type of double taxation. 
A review of the legislative history and precedent-setting court rulings is contained in 
Appendix A. A brief summary is presented below to provide background into the series of 
developments which led to the present controversy. The recent action coming from Senate 

SINCE “NET 
PROFITS” ARE 
TAXED BY THE 
STATE, THE CITY  
IS NOT ALLOWED  
TO TAX BUSINESS 
PROFITS. 
THEREFORE,  
THE CITY TAXES  
GROSS RECEIPTS  
OR SALES REVENUE 
INSTEAD OF NET 
PROFITS AND CALLS 
IT A BUSINESS 
PRIVILEGE TAX. 
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Bill 1600 is the continuation of various court cases and the long-standing exemption 
agreement which shaped the logic and pattern for the imposition upon, and subsequent 
exemption of, specific industries from a gross receipts tax such as the Business Privilege Tax 
in the City of Pittsburgh. 
 
The business privilege tax was first enacted in 1968. Banks were exempt from the on-set. The 
securities industry objected to the tax and refused to pay on the basis of the “regulatory 
preemption doctrine.” An agreement was reached with the City administration not to assert 
collection of the tax. Around the late 1970’s, the City sought to assert the BPT once again.  
The Western Pennsylvania Securities Industry Association (W.P.I.S.A.) filed a lawsuit 
against the City. This lawsuit was voluntarily withdrawn by the trade group in the wake of the 
favorable outcome of the Allegheny Valley Bank decision in 1980.   
 
The Jannery ruling in 1992 laid the groundwork for recent events. The Jannery decision in 
Philadelphia, which upheld the City’s right to tax a securities firm, came from a higher 
judicial authority than the Allegheny Valley Bank ruling. From a legal standpoint, the 
Jannery ruling took precedence over earlier court actions. This set up the framework for the 
City of Pittsburgh to legally rescind its exemption agreement with securities and investment 
companies operating in the city. In early 1996, the City took steps to attempt to do away with 
their long standing exemption with the regional trade association, setting off a chain of 
controversial events. 
 
SUMMARY OF LEGAL FINDINGS 
 
The accumulation of various precedent setting court cases have settled upon the following 
consensus with regard to the “preemption of local taxation.” The following list was 
synthesized from the various court decisions referred to in the Jannery case. They do not 
necessarily represent the views and opinions of the author or the Allegheny Institute. 
 
• Specific industry exemptions erode local tax bases. 
 
• Specific industry regulation can preempt the Local Tax Enabling Act of 1965. 
 
• The uniqueness and historical significance of an industry can justify local tax exemption. 
 
• A goal of preserving the soundness of an industry the state believes to be vitally 

important can justify an exemption. 
 
• Extensive regulation and compliance costs are considered “akin” to taxes and the state 

then preempts a local governments ability to tax. 
 
• All regulations are not considered “tax like”. Licensing and registration fees are designed 

to prevent fraudulent and unethical practices and to protect the public. They do not 
amount to “extensive taxation” and therefore do not encompass a prohibition of local 
taxation. 

 
The practice of exempting securities-related firms since 1968 has played a key role in the 
growth and vitality of Pittsburgh’s investment community. Without the exemption, the added 
cost of doing business would have adversely affected these firms’ competitiveness, resulting 
in either lower growth or their conducting business operations elsewhere. The city follows the 
policy of exempting industries that are “heavily regulated.” This logic follows the preemption 
doctrine that burdensome state and federal regulation is tax-like. Using this definition, the 

...THE INSURANCE, 
TRANSPORTATION, 
TELE-
COMMUNICATION 
AND UTILITY 
INDUSTRIES ARE  
OFF LIMITS TO  
THE BUSINESS 
PRIVILEGE TAX. 
THOSE  
EXEMPTIONS, 
COMBINED WITH  
THE EXEMPTION  
FOR  
MANUFACTURING 
REPRESENT A  
HUGE PORTION  
OF THE  
BUSINESSES IN  
THE CITY THAT  
ARE UNTAXED. 
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insurance, transportation, telecommunication and utility industries are off limits to the 
business privilege tax. Those exemptions combined with the exemption for manufacturing 
represent a huge portion of the businesses operating in the city that are untaxed. 
 
SENATE BILL 1600 
 
This legislation was introduced on June 18, 1996 and signed into law on July 11, 1996.  
Unlike court cases which provide background and justification for their decisions, this 
legislative act itself does not contain any rationale for its passage. It simply states what and 
who are exempt from the tax. The bill exempts any “regulated financial services institution” 
from any tax or levy on gross receipts. Specifically defined as exempt are the following types 
of investment related businesses: 
 
• Registered as a broker/dealer under the federal Securities Act of 1934. 
 
• Registered as a broker/dealer under the PA Securities Act of 1972. 
 
• An affiliate of a broker/dealer that provides investment fund related management or 

administrative services. 
 
• Investment advisory companies regulated under the Investment Company Act of 1940. 
 
• Pension funds qualified under the Internal Revenue Code of 1986. 
 
For all intents and purposes, the bill exempts any business that engages directly in securities 
transactions, such as brokers and dealers; mutual fund sales by brokers, insurance agents or 
financial planners; or indirectly through advisory services or administrative support services, 
such as record keeping and reporting. Mutual fund companies are not exempt. They are 
neither a security broker/dealer nor an investment advisor. 
 
A distinction is drawn between mutual funds companies and other types of securities firms.  
Mutual fund companies, the firms that create and manage the mutual fund are not exempt 
from the BPT. They pay tax on the gross revenues collected in the form of management fees 
and administrative costs charged by the fund. A mutual fund is not a broker/dealer. They do 
not handle security trades themselves. These transactions are handled by 3rd parties (which 
are exempt). A mutual fund is not an investment advisor. Investment advice is provided by 
3rd parties (which are exempt).   
 
The intent and design  of Senate Bill 1600 was to formalize the “status quo.” Specifically, 
any firm exempt in the past would be legally exempt in the future, and any firm that paid the 
tax in the past would continue to pay the tax in the future. Therefore, the outcome of SB 1600 
is “revenue neutrality” to the city of Pittsburgh and its taxpayers. There is no direct revenue 
loss to the City. For example, the largest mutual fund company operating in the city paid 
$1.35 million in Business Privilege Tax in 1995. This was an increase of $300,000 over 1994. 
The largest single taxpayer paid about 5% of total BPT receipts in 1995. Being a mutual fund, 
they are not exempt from the tax and will continue to pay BPT. The tax receipts collected 
from city operating mutual fund companies will continue to grow for  years to come.    
 
Based on this review of the litigation in terms of the appropriateness for exemption of a 
“gross receipts tax”, it is evident that a reasonable basis for the exemption created by SB 
1600 is plausible. Historically, an exemption was justified when a specific industry has a rich 
historical significance or if it is deemed in the best interest of the State to promote its 

THE ACTIONS OF 
SENATE BILL  
1600 MERELY 
“FORMALIZE” THE 
INFORMAL 
EXEMPTION THE 
INVESTMENT 
COMMUNITY HAS 
OPERATED UNDER 
SINCE 1968. A 
SIGNIFICANT 
NUMBER OF 
IMPORTANT 
BUSINESSES HAVE 
LOCATED IN 
PITTSBURGH 
BECAUSE OF THE 
EXEMPTION. 

...FOR A FIRM 
WHICH EARNS A 
PROFIT OF 15 
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soundness. Both of these rationale are appropriate in this case. The investment and financial 
industry in Pittsburgh is long and established. It has strong historical importance to the City. 
The continuation as a “money center” is as much a hallmark for the City as the steel industry 
is synonymous with Pittsburgh. 
 
Given the dynamics of a global economy and the competitiveness of the financial sector of 
the economy, competitive advantage or the lack thereof is often the small difference between 
success or failure. Pittsburgh is host to world class financial service firms. Their prosperity 
and that of the City are joined together. The Commonwealth of Pennsylvania in general and 
the City of Pittsburgh in particular have a vested interest in preserving the soundness of its 
important industries. It is in this regard that while SB 1600 clearly favors a specific industry, 
it does so based on the foundation laid in the legislature and upheld in the courts over many 
years. 
 
The actions of Senate Bill 1600 merely “formalize” the informal exemption the investment 
community has operated under since 1968. A significant number of important businesses 
have located in Pittsburgh because of the exemption. Many have expanded under the 
assumption that an exemption from the Business Privilege Tax would continue indefinitely. 
For the most part, these exempt industries have a high multiplier effect on the local economy. 
They also have a highly elastic response to the effect of a business privilege tax. They can 
operate anywhere since their core business is independent of their location and will move to 
avoid taxes which make them uncompetitive.  Non-exempt businesses, on the other hand, 
generally have a low elasticity with respect to the tax.  They tend to be location-dependent 
since their client base is situated within the proximity of their business establishment. 
 

SCOPE AND IMPACT OF THE BUSINESS PRIVILEGE TAX 
 
The Business Privilege Tax is, as are all taxes, a burden and hindrance to the production of 
income. In a business sense, taxes are a disincentive to conduct a trade or business. They 
negatively impact  the growth and vitality of the firm. A fundamental tenet of taxation is 
based on ability to pay. The levy on gross receipts instead of net profits violates this basic 
principle of taxation. For example, for a firm which earns a profit of 15 percent based on 
gross sales, the 6 mill business privilege tax represents the equivalent of a 4 percent tax on 
profits. At the same time, for a firm which earns only a 3 percent profit on gross sales, the 
business privilege tax amounts to a 20 percent tax on profits. Thus, firms with low profit 
margins have a powerful incentive to avoid the tax. Tax on profits is a tax on capital and 
entrepreneurial activity which means it is a harsh disincentive to business ventures. 
 

LOCAL GOVERNMENTAL USE OF THE BUSINESS PRIVILEGE TAX 
 
Allegheny County is comprised of 130 separate cities, boroughs and townships and 43 school 
districts, all of which have taxing power. Only 19 other county municipalities besides 
Pittsburgh collect a BPT. Also, only 5 of the 43 county school districts levy this type of tax.  
A summary of some of the most common business and occupation taxes levied by Allegheny 
County municipalities and school districts are shown below. 

 
Table #1 

Summary of Selected Business and Occupation Taxes 
By Political Subdivision in Allegheny County 

 

                      
No. 

Business 
Privilege Tax 

%  
with 

 Mercantile 
Tax 

%  
with 

Occupation 
Privilege Tax 

%  with 
OPT 
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BPT MT 
Municipalities 128 20 16% 46 36% 116 91% 

School Districts  43   5 12% 13 30%   31 72% 
 
Table #1 contains a breakdown of the number and percentage of county taxing authorities 
that impose either a tax on the gross revenues of service type businesses (BPT), a mercantile 
type tax on retail and/or wholesale sales and an employment tax on workers in their locale 
(occupation privilege tax). A mercantile tax is collected in 36% of municipalities and 30% of 
school districts. The occupation privilege tax, which is either a $5 or $10 annual tax, is 
collected in 91% of municipalities and 72% of school districts. Interestingly, 18 of the 20 
municipalities that impose a business privilege tax also levy a mercantile tax on retail and 
wholesale sales as well. 
 
A sampling of regional communities and their tax structure is shown below. Pittsburgh has the highest 
levy on gross receipts for either service, retail or wholesale firms in Allegheny County. Selected 
communities in surrounding counties that are experiencing healthy economic growth generally do not 
have this type of heavy business tax burden. The improved airport in Westmoreland County and regional 
highway expansions foster business growth with enhanced transportation systems and a lower tax 
structure. For example, with the exception of Greensburg and Jeanette, none of the municipalities in 
Westmoreland County levies a gross receipts tax. 

Table # 2 
Selected Municipalities and Gross Receipts Tax Levy 

 

 
Municipality 

 
County 

Business Privilege Tax Mercantile Tax 
Retail 

Mercantile Tax 
Wholesale 

City of Pittsburgh Allegheny 6 mills 2 mills 1 mill 
Monroeville Allegheny 4 mills .75 mills .5 mills 
Green Tree Allegheny None 1.5 mills 1 mill 
Robinson Twp Allegheny None None None 
City of Greensburg Westmoreland 1 mill 1 mill 1 mill  
Hempfield Township Westmoreland None None None 
Jeanette Westmoreland .67 mill .67 mill .5 mill  
Murrysville Westmoreland None None None 
City of Butler Butler 7 mills 1.5 mills 1 mill 
Cranberry Twp Butler 1 mill 1 mill 1 mill  

 
CITY OF PITTSBURGH NON-PROPERTY TAXES 
 
The City imposes 8 of 9 possible non-property taxes. The Pittsburgh School District imposes 
4 of these 9 taxes. Table #3 below capsulizes the various taxes and rates levied on property 
owners, businesses and residents within the City. These are commonly referred to as Act 511 
taxes after the Pennsylvania law which empowers local taxing authorities. For City residents 
and business owners, only the Per Capita tax is not included in the local tax burden. Real 
estate property tax is separate and not an Act 511 Tax considered here. 

 
Table # 3 

Summary of Act 511 Taxes Levied within the City of Pittsburgh 
 

 
Type of Tax 

 
City of Pittsburgh 

Pittsburgh School 
District 

Combined Resident and  
Property Owner Taxes 

Per Capita Tax None None None 
Earned Income Tax 1.0% 1.875% 2.875% 
Occupation Privilege Tax $10 None $10 

PITTSBURGH HAS 
THE HIGHEST  
LEVY ON GROSS 
RECEIPTS...IN 
ALLEGHENY 
COUNTY. 
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Real Estate Transfer Tax 1.5% .75% 2.25% 
Amusement Tax 5% None 5% 
Mechanical Devices Tax $185 None $185 
Business Privilege Tax 6 Mills None 6 Mills 
Mercantile Tax - Retail 2 Mills 1 Mill 3 Mills 
Mercantile Tax - Wholesale 1 Mill .5 Mill 1.5 Mills 
 
MAGNITUDE OF BUSINESS PRIVILEGE TAX REVENUES  
 
The 1996 City budget estimates $238.4 million in tax revenues with the BPT representing  
$36.3 million or 15.2% of the total. It is forecast to rise by $1.4 million or almost 4% over its 
1995 level of $34.8 million. The BPT ranks as the third largest source of tax revenue, behind 
only the Real Estate Tax and the Earned Income Tax.  For 1996, the BPT is within $2.2 
million of becoming the second largest tax revenue for the City and is expected to be 2nd by 
1998. From Table # 4 below, only 4 of 12 tax revenue sources are forecast to increase in 
1996. Those are shown in bold print. They are listed in the table by descending order based 
on the size of 1996 expected revenues. Tax revenues that are rising account for $48.1 million 
or 20.2% of all taxes.  Thus, the City is facing a declining trend in almost 80% of its tax-
based revenue sources. 

Table # 4 
City of Pittsburgh Tax Revenues 

Ranked By Size of the 1996 Budget (millions) 
 

 
Rank 

 
Tax Source 

1995 Budget 1996 
Budget 

Inc/ 
(Dec) 

% 
 Change 

1 Real Estate Tax, Current Year 112.18 109.72 (2.46) (2.24%) 
2 Earned Income Tax 40.19 38.45 (1.75) (4.54%) 
3 Business Privilege Tax 34.82 36.25 1.43 3.94% 
4 Parking Tax 23.01 22.38 (.62) (2.79%) 
5 Deed Transfer Tax 5.95 6.75 .79 11.75% 
6 Mercantile Tax 7.20 6.62 (.57) (8.65%) 
7 Amusement Tax 5.59 5.13 (.46) (9.01%) 
8 Real Estate Tax, Prior Years 4.94 4.77 (.17) (3.46%) 
9 Tax Penalties and Interest 4.26 4.43 .17 3.77% 

10 Occupation Privilege Tax 3.21 3.14 (.07) (2.46%) 
11 Institution & Service Privilege Tax .68 .69 .01 1.16% 
12 Housing Authority Real Estate .04 .04 0 0% 

 Total 242.07 238.36 (3.71) (1.56%) 
 
Business privilege tax revenue has trended higher for many years. BPT revenues have increased from 
$16.7 million in 1984 and are forecast to reach $41.1 million by 1999.  

...THE CITY IS 
FACING A  
DECLINING TREND  
IN ALMOST 80%  
OF ITS  
TAX-BASED 
REVENUE  
SOURCES. 
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City of Pittsburgh Business Prvilege Tax Receipts: 1984-1999
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 Source: City of Pittsburgh Operating Budgets 
This represents a 5% compounded annual rate of increase over this 15 year period (10 
historical and 5 forecast.). This increase exceeds the rate of inflation. Over the past 10 years, 
revenues grew on average 6.17%, whereas they are forecast to increase only 4% per annum 
for the next 5 years through 1999. 
 
COMPOSITE OF CITY REVENUE SOURCES 
 
The City collects funds from three primary outlets: tax revenue, non-tax revenue and trust 
fund revenue. The size and importance of business privilege tax revenue diminishes as the 
scope of the size of the City budget broadens. While BPT reflects 15.2% of budgeted 1996 
tax revenues, it accounts for about 11.6% of the total revenues for that year. Table #5 below 
depicts the size of the two dominant revenue groups in contrast to the size of Business 
Privilege Tax receipts for the years 1995 and 1996. 
 

Table # 5 
Comparison of City Tax and Non-Tax Revenue Sources to Business Privilege Tax  Receipts 

 

Category 1995 BPT $  BPT % 1996 BPT $ BPT % 
Tax Revenue $ 242.1 $ 34.8 14.4% $ 238.4 $ 36.3 15.2% 
Non-Tax Revenue 83.0 N/A  75.4 N/A  
Combined Revenue Sources $ 325.1 $ 34.8 10.7% $ 313.8 $ 36.3 11.6% 
 
The City’s non-tax revenues come from a host of accounts. They include such things as 
Interest Earnings, Licenses and Fees, Fines, Pittsburgh Zoo and Water & Sewer Authority 
Reimbursements. Various trust funds provide a third source of revenue.  They are derived 
from earnings on designated funds and special projects and range in diversity and size. For 
example, Emergency Medical Services ($5.8 million) and Liquid Fuels Tax ($5.3 million) are 
the largest items. For 1996, trust fund revenues are expected to be about $28 million, or less 
than 1% of total budgeted revenue. 
 
BUSINESS GROWTH AND DEVELOPMENT 
 
The number of  business privilege tax accounts have increased 22.8% in recent years,  rising 
from 13,571 in 1990 to 16,662 in 1993. This increase is attributable to a combination of 
factors. One is from increased sales by business firms that are physically located within the 
City. Second are businesses which are located elsewhere but are conducting commercial 

...THE SLOWER 
GROWTH RATE IN 
THE NUMBER OF 
BUSINESS 
ESTABLISHMENTS 
WITHIN THE CITY 
COMPARED TO  
THE COUNTY IS 
PARTIALLY THE 
EFFECT OF THE  
TAX STRUCTURE 
FACED BY  
BUSINESS  
OWNERS.   
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operations in Pittsburgh, such as contractors, engineers and consultants. The number of 
accounts for 1994 and 1995 have not been released publicly. Recent revenue forecasts 
indicate that the number of accounts will remain flat in the foreseeable future. 
 
The 1992 US Economic Census contains profiles of Pittsburgh and Allegheny County. Table 
#6 reveals two interesting differences between the City of Pittsburgh and the rest of 
Allegheny County. First, the number of service establishments has grown at a slower rate 
from 1982 to 1992 in the City as opposed to the County. In contrast, the dollar value of sales 
revenue in the City has increased more rapidly than that of the County over this same time 
period. 
 
These conflicting results can be interpreted as showing that the slower growth rate in the 
number of business establishments within the City compared to the County is partially the 
effect of the tax structure faced by business owners. Given that only 16% of  municipalities in 
Allegheny County have a business privilege-type tax, there is adequate incentive to seek a 
location outside of the city limits of Pittsburgh. 

 
Table # 6 

Comparison of City and County Growth  in Number and Sales of Service Businesses 
 

 
Number of Service Establishments 

Growth  
1982 to 1987 

Growth  
1987 to 1992 

City of Pittsburgh 15.0% 4.6% 
County with Pittsburgh 25.3% 9.6% 
County without Pittsburgh 32.7% 12.7% 
 
Sales Revenue in Dollars 

  

City of Pittsburgh 37.8% 52.7% 
County with Pittsburgh 48.9% 44.7% 
County without Pittsburgh 60.4% 37.5% 
 
The faster revenue growth for City businesses relative to the remainder of the County is 
indicative of the diversity and strength of existing service oriented businesses. Despite the 
punitive tax structure of the City, many of these businesses are well established and their 
client base is centered within the City limits. Sales revenue growth in the City closely 
matches the growth in BPT revenues. Also, “exempt” businesses through merger activity and 
their enhanced competitiveness have resulted in solid growth for the City. It is apparent that 
while there has not been wholesale exodus from the City, new business growth and 
development  is occurring more readily elsewhere in the County than in the City itself. 
 
A comparison of the advantages and disadvantages of doing business in the City pits the 
attractions of the City against the economic burden of its tax structure.   
 

Advantages Disadvantages 
• Prestigious to operate in the City • Availability of parking 
• Large business client base • Cost of parking (Parking Tax) 
• Availability of resources and support 

services (IRS, library, etc.) 
• Tax structure on businesses (Based on Gross Rev) 
• Higher office rent (Real Estate Tax) 

• Command a higher billing rate  
• Shopping on lunch hour  
EMPLOYMENT ANALYSIS 
 

...NEW BUSINESS 
GROWTH AND 
DEVELOPMENT IS 
OCCURRING MORE 
READILY  
ELSEWHERE IN  
THE COUNTY  
THAN IN THE  
CITY ITSELF. 
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There are several indicators of the employment trends in the City. Employment in the City 
grew at the rate of 0.92 percent per year from 1985 to 1995. Employment is expected to 
remain flat from 1996-1999. Employment appears to have peaked in 1991 at 327,700 and has 
consistently fallen to its present level, where it is expected to remain virtually unchanged. 
This relatively rapid growth from 1987 to 1991 parallels the revenue gains for 1987-1992 
which showed City sales revenue growing faster than that of the County. But, a stabilization 
in employment levels corresponds to the diminished growth rate in the number of business 
establishments with payroll in the City over this same time period. 
 
The Occupation Privilege Tax is a $10 tax paid annually by every person working in the City. 
This tax is paid by residents and commuters alike. The number of workers who paid the tax 
from years 1984 through the forecasted period ending 1999 are shown below. 
 

City of Pittsburgh Occupation Privilege Tax Accounts: 1984-1999
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 Source: City of Pittsburgh Operating Budgets 
The number of accounts paying the Earned Income Tax has remained either generally flat or 
slightly declining from 1990 to the present. In 1990, City residents that worked anywhere in 
the County numbered 149,213. This number fell to a low of 144,871 in 1992. Latest figures 
report 145,000 accounts in 1993. The most recent forecast is for Earned Income Tax revenue 
to remain almost flat, rising by only $300,000 from 1994 to 1999. 
 
According to the Bureau of Labor Statistics, employment in the City for 1982-1987 grew 
30.8 percent, compared to 48 percent in the County. From 1987 to 1992, both City and 
County employment grew by 16 percent. However, employment trends began to change 
dramatically around 1990. Chart #1 in the appendix depicts employment trends from 1990 to 
1995. Three interesting patterns have emerged: 
 
• The number of city residents employed has remained virtually unchanged. The number of 

residents who either work within the city or commute outside the City has stabilized in 
the vicinity of 150,000. 

 
• Employment throughout Allegheny County (excluding the City of Pittsburgh) has gained 

steadily since 1991, rising from roughly 337,000 to almost 363,000 in 1995. 
 

EMPLOYMENT 
THROUGHOUT 
ALLEGHENY 
COUNTY  
(EXCLUDING THE 
CITY OF 
PITTSBURGH) HAS 
GAINED STEADILY 
SINCE 1991...THE 
EMPLOYMENT  
LEVEL IN THE CITY 
(INCLUDING BOTH 
RESIDENTS AND 
COMMUTERS) HAS 
FALLEN STEADILY 
SINCE 1991. 
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• The employment level in the City (including both residents and commuters) has fallen 
steadily since 1991. City-based employment has declined from roughly 328,000 in 1991 
to 313,000 in 1995. 

 
• The employment base in Allegheny County is continuing to grow  steadily but slowly. 

The total employment within Allegheny County as a whole has risen from 665,507 in 
1991 to 675,657 in 1995. 

 
The disturbing revelations are in the combined impact of dwindling City-based employment 
and the anemic pace of new business startups in the City. These factors lay the groundwork 
for declining economic vitality in the years ahead. A lack of new businesses operating in the 
City erodes the foundation on which both future sales revenues and employment growth are 
based. The stagnant-to-diminishing City based employment indicates that growth in City 
operating businesses is coming more from “soft dollar” sales revenue increases as opposed to 
“hard dollar” growth in the physical size and numbers of businesses. The decline in 
employment will be felt across the board in all areas from occupation tax revenues to parking 
tax revenues to earned income tax revenues.  
 

VARIOUS TAX SCENARIOS 
 
The City of Pittsburgh is faced with a particular dilemma. Based on the tax structure in 
Pennsylvania, local communities are limited in the flexibility of which types of taxes and to 
what extent they can be levied. The challenge for Pittsburgh is to simultaneously minimize its 
tax burden, encourage business and economic development, manage the city’s resources 
effectively, and to remain fiscally solvent. 
 
TAXES PAID ON BUSINESS CONDUCTED IN THE CITY  
 
The local business tax structure is a hodgepodge of working around state legislative 
constraints and attempting to collect revenues at the point of service. Relative tax burden is as 
much a function of the type of business (manufacturing, service, etc.) as it is the form of legal 
organization (corporation, sole proprietor, etc.).  
 
A. Manufacturers are not subject to a gross receipts (business privilege) type tax. At the 
state level, the manufacturers exemption excludes manufacturing assets from the capital stock 
tax. A business that can be defined as a manufacturer, such as a newspaper, printer or 
publisher, is not subject to either a business privilege tax or a mercantile tax.   
 
Manufacturers operating in the City of Pittsburgh pay the least in direct  Act 511 type taxes 
on the local level. However, they do pay sizable real estate taxes as well as support 
significant employment. This employment is often made up of urban residents who pay their 
wage and occupation taxes to the city. 
 
B. Service trades and professionals are subject to the business privilege tax. If they are not a 
corporation, they must also pay the Earned Income Tax since all business income is 
considered personal income. Thus, a self-employed person in a taxable business pays a tax on 
both the gross receipts and the net profits of the business. But, if they are incorporated, a state 
corporate net income tax is paid, and no net profits tax is paid at the local level. 
 
The predominant types of commercial activity subject to the Business Privilege Tax are:  
accounting, legal, medical and health care, nursing, business services, consulting, 

THE LOCAL 
BUSINESS TAX 
STRUCTURE IS  
A HODGEPODGE  
OF WORKING 
AROUND STATE 
LEGISLATIVE 
CONSTRAINTS  
AND ATTEMPTING  
TO COLLECT 
REVENUES AT  
THE POINT OF 
SERVICE. 
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engineering, architecture, real estate, child care, transportation, personal care homes, skilled 
trades, and construction activity.  
 
C. Retail and wholesale businesses pay a mercantile tax which is similar to the BPT but 
levied at 1 or 2 mills instead of 6 mills. A sole proprietor or partnership would pay the wage 
tax on their business profits. 
 
D. A business or industry segment that is specifically exempted from a gross receipts tax 
and which is also a corporation would pay no direct tax to the City itself. Such firms are 
exempt from the Business Privilege Tax, and the business income is subject to the corporate 
net income tax. 
 
The scenarios described above focused on the taxes that represent the most common (and 
largest) revenue streams to the city. There are numerous other costs (taxes and fees) 
associated with owning a business in the City which are not mentioned here. These various 
scenarios reveal a pervasive patchwork of tax burden that is neither uniform nor levied on a 
fair and equitable basis. The economic reality is that one type of business can pay substantial 
local taxes and another type of business can pay virtually no local taxes, even if they both 
operate in the same locality. It is this uniformity issue that gives rise to the “fairness” issue is 
punitive and becomes a disincentive to operate a business within the City. Moreover, the 
business privilege tax as a busy on gross receipts violates the  “ability to pay” principle of 
taxation, the most  basic of all taxation criteria.   
 

WHAT THE CITY CAN DO 
 
ALTERNATIVE #1 - REDUCE THE SIZE OF CITY GOVERNMENT 
 
The single most important step the City can take to attain fiscally sound local government is 
to reduce the size and role of government. This approach makes it possible to lower the cost 
of running the City government and at the same hold constant or lower the tax burden on 
residents, non-residents and business owners alike. Operations can be streamlined, greater 
efficiencies realized and real cost reductions in the management and delivery of city services 
can be attained 
 
The sober reality is that the dynamics of the local Pittsburgh economy and that of the 
expanding region are intertwined. The population of the City has fallen to about half its level 
of 40 years ago. This smaller base is incapable of supporting a City government that is now 
on a scale far out of proportion to its population. The only two choices are to try to increase 
revenues and continue business as usual, or to downsize to a level compatible with its tax 
base. Economic forces are working against an increase in taxes.  The most reasonable choice 
is to reduce the size of government, cut costs and bring the City’s expenditures into line with 
projected revenue.  
 
Raising taxes or adding new taxes will cause more businesses and employment to leave the 
city reducing the rate of business startups and lead to a permanent loss of future tax receipts. 
In the short run, tax revenue might increase. But these increases will be short-lived. A steady 
transformation occurs over time as business and people relocate in an attempt to minimize 
their tax burdens. 
 
ALTERNATIVE #2 - REPEAL OR REDUCE THE BPT AND IMPLEMENT TAX REFORM 
  

THE  ECONOMIC 
REALITY IS THAT  
ONE TYPE OF 
BUSINESS CAN  
PAY SUBSTANTIAL 
LOCAL TAXES AND 
ANOTHER TYPE OF 
BUSINESS CAN  
PAY VIRTUALLY NO 
LOCAL TAXES,  
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BOTH OPERATE  
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LOCALITY. IT IS  
THIS UNIFORMITY 
ISSUE THAT GIVES 
RISE TO THE 
“FAIRNESS” ISSUE, 
IS PUNITIVE AND 
BECOMES A 
DISINCENTIVE TO 
OPERATE A 
BUSINESS WITHIN  
THE CITY. 
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The service sector is growing but not at a rate that fully offsets the loss of manufacturing jobs 
over the last 15 years. A total repeal of the BPT would send a strong message about 
Pittsburgh’s commitment to its business community. It is vital for the City to encourage 
business owners to locate within its borders. Business establishments are the center of 
economic vitality. They represent the City’s basic source of revenues which originate from 
employment based taxes, parking and associated revenues and through the maintenance and 
growth of the value of commercial property, which generates real estate taxes. 
 
Encouraging business with a tax repeal will also be an investment in the existing economy. 
This will enhance the business environment of the City. There are many favorable aspects to 
working and running a business in the City. A bold stroke like tax repeal will be viewed very 
positively and bolster the reputation and the attractiveness of the City. 
 
Tax reform should be undertaken in conjunction with a tax repeal or some form of 
modification of the BPT in an effort to remain revenue neutral. There are limited avenues to 
modify local taxation. Any change in the other Act 511 taxes must be enacted on the state 
level. 
 
• The Occupation Privilege Tax is a promising candidate to replace part of the business 

privilege tax. It is a once-a-year, lump sum tax that is uniformly levied and not based on 
income levels. A modest dollar value increase to a level indexed to the CPI would 
generate about $20 million. 

 
• The range of businesses subject to the BPT could be broadened to include many of the 

industries currently “informally” exempt (insurance, transportation, etc.) The rate should 
be lowered simultaneously, in order to not increase overall tax burden, but to achieve 
greater uniformity. At a minimum, the City should consider doubling the base and cutting  
the rate in half.    

  
The overall goal of tax reform in the City would be to realign the tax structure in order to 
achieve a reasonable basis for tax collections as well as achieve a fair and uniform levy. 
 
ALTERNATIVE #3 - LEAVE THE BUSINESS PRIVILEGE TAX UNCHANGED 
 
The city can continue to collect the Business Privilege Tax. It is the third largest tax revenue 
source and accounts for 11.6% of the 1996 budget. This tax is being collected from only a 
portion of the businesses in the City. It is burdensome and unevenly applied. Local 
government officials can choose to ignore the protests of those affected most by the tax, in 
order to protect an important revenue. However, the heavy taxation on business is a factor 
negatively affecting its growth and development. 
 
 
 
 

POLICY RECOMMENDATION 
 
Economic vitality is a must for Pittsburgh if it is to continue as an example of a large city that 
has avoided the decay of many other large cities. The existence of a Business Privilege Tax, 
especially as it is currently applied,  is clearly problematic. The business owners who must 
continue to pay the tax in this environment become cynical and embittered. Human nature 
and common sense will stimulate rational people to avoid the tax. In the long run, the 

A TOTAL REPEAL  
OF THE BPT  
WOULD SEND A 
STRONG MESSAGE 
ABOUT 
PITTSBURGH’S 
COMMITMENT TO  
ITS BUSINESS 
COMMUNITY.   
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commercial activity will gravitate to other communities, further eroding the tax base of the 
City of Pittsburgh. Therefore, Alternative #3, to keep the tax as is, cannot be a viable option. 
 
The exemption of part of the investment industry is an economic reality. Since it is a 
legislative initiative, it is final and unlikely to be repealed. This group has not paid a business 
privilege tax for almost thirty years. Therefore, the city is not “cash-out-of-pocket” in a 
pragmatic sense .It continues to exempt those firms exempted since 1968 and continues to tax 
those firms that have always paid the tax.  The exemption was granted years ago. The City 
would renege on its commitment to this industry if it were repealed. Many of these firms have 
deliberately expanded their operations and housed them in the city specifically due to the 
exemption. 
 
A combination of Alternatives #1 and #2 calling for government spending reductions, tax 
repeal and tax reform are the prudent and forthright choices. The privatization of the 
management and delivery of certain city services offers an effective method to continue to 
provide essential services and at the same time lower the cost of government. 
 
Cost cutting and downsizing can be achieved through the implementation of a comprehensive 
privatization program. This change in revenue streams will serve as a catalyst for more 
aggressive privatization. While $36 million is a sizable sum, it is only 11.6% of the city’s 
budget. A combination of cost savings, economic growth and tax reform can be achieved that 
will save taxpayers this amount and position the city for the 21st century.  
 
The business community wins by achieving tax relief, the elimination of an “unfair and 
unevenly” applied tax and a renaissance of economic hope for conducting business operations 
in the City. The many benefits of the city such as higher billing rates and large client bases 
are enhanced by a more friendly economic environment. 
 
The City of Pittsburgh wins by aiding the very groups that are going to be major engines of 
growth. The service and professional sectors have led the way in Pittsburgh’s transformation 
from a heavy manufacturing orientation to a professional, service based, high technology 
local economy. The revenue loss from a repeal of the BPT will be partially offset by a greater 
flow of people into the City and its associated multiplier effect of dollars earned and spent in 
the City. 

...GOVERNMENT 
SPENDING 
REDUCTIONS, TAX 
REPEAL AND TAX 
REFORM  ARE THE 
PRUDENT AND 
FORTHRIGHT 
CHOICES. 
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APPENDIX A 
Legislative History and Judicial Precedents 

 Regarding The Business Privilege Tax In The City of Pittsburgh 
 
Pittsburgh v. Allegheny Valley Bank - In 1980, the Supreme Court upheld an earlier ruling lower court 
ruling that banks were indeed exempt from a BPT on a local level.  The court inferred that the extensive 
regulation by the Commonwealth of Pennsylvania  “preempted” the City from imposing the tax. The 
court also ruled that the unique historical status of the banking industry and the state’s interest in 
preserving the soundness of the industry also justified the exemption. It was in the wake of this decision 
which legally exempted the banking industry that lead to informal exemption of the securities industry in 
Western PA in the early 1980’s. 
 
Philadelphia v. Tax Review Board - The securities firm of Jannery, Montgomery and Scott (Jannery) 
filed tax refund petitions with the Philadelphia Dept. of Revenue for payments made previously of 
Philadelphia’s “mercantile tax on gross receipts.” The sole basis of the argument for exemption was the 
precedent set in the Allegheny Valley Bank case. Jannery argued that the heavy regulatory burden on the 
securities industry is similar to the regulatory burden upon banks. Therefore, they were entitled to a 
similar exemption under the so called “preemption doctrine.” 
 
The petitions were denied by the Philadelphia Department of Revenue and Jannery appealed to 
Philadelphia’s Tax Review Board (TRB). The TRB overruled and granted the exemptions to Jannery. The 
City of Philadelphia then filed suit against the TRB and argued the case on December 5, 1990. In the end, 
the Commonwealth Court of Pennsylvania on January 3, 1992 decided in favor of the City. The court 
ruled that the state regulation of the securities industry did not preempt a local government from imposing 
this type of tax. This court ruling opened the door, with the backing of legal precedent, for the cities to 
proceed with collecting the Business Privilege Tax from securities/investment companies operating 
locally. The final outcome of the Jannery case and its possible future implications on the investment 
industry is what ultimately lead to the introduction and passage of PA Senate Bill 1600. 
 
Other Case Law Precedents - Several other court decisions with regard to a local tax being preempted by 
the state’s regulation of a specific industry are briefly described below: 
 
• Liberty Bell Racing Association - This case centered around the local taxation of racing receipts. The 

court ruled that an earlier law, The Harness Horse Racing Meeting Corporations Act, prevails over 
other more general tax laws such as the Local Tax Enabling Act of 1965. It was ruled that this piece 
of legislation spells out very specific regulations and delineated what and how taxes on racing would 
be imposed and collected. Apparently, a business privilege type tax is not one of the taxes included in 
the horse racing act. Therefore, this law supersedes any other law that would attempt to tax this 
specific industry. 

 
• Wilsbach Distributors - Loosely related, but referenced in the Jannery ruling was the exemption of 

beer distributors. This court ruling cites the preemption doctrine as it relates to the state’s “pervasive 
regulation and taxation of the liquor industry.”  Thus, beer distributors are exempted from a local tax 
on gross receipts. 

 
• Helsel v. Harrisburg - This case involved real estate agents and the possible exemption of the real 

estate industry from a local gross receipts based tax. Helsel contended that the Real Estate Licensing 
and Registration Act was similar to the Liberty Bell Racing case. The court ruled against Helsel. The 
basis for denying the request for exemption was different than previous cases. The court ruled that 
“licensing is intended to establish a system of control over the ethical character and conduct of real 
estate brokers.” This regulatory control over professional licensing is intended to protect the public. It 
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does not represent the same type of onerous and pervasive regulation of the banking and horse racing 
industries. 

 
The Allegheny Valley Bank ruling as well as these other court decisions that exempted specific industries 
created considerable dissension among the court justices. Concern centered around the blurred lines being 
drawn between regulatory/police power and taxation power. The courts contend that the multiplicity of 
specific exemptions to make local taxes off limits tends to erode the local tax base and shift tax burden to 
other taxpayers. The Jannery decision was intended to clarify this distinction between regulatory and 
taxation powers. 
 
Thus, the Jannery reversal was based on the courts belief that the regulation of the securities industry is 
indeed pervasive, but its regulatory intention is not to be “tax like” as it was held to be in the Allegheny 
Valley Bank case. The court contends securities regulation is similar to that of real estate agents. Its 
purpose is related to the ethical conduct of broker-dealers in order to prevent fraudulent sales of 
securities. The intent of existing regulation is to protect the investing public and not to prohibit local 
taxes.  The system of fees paid by the players in the investment industry does not amount to the extensive 
system of taxation found in the Liberty Bell racing decision. 
 

APPENDIX B 
Occupation Privilege Tax - Number of Accounts 

 

 
Year 

Number 
Taxpayers 

 
Year 

Number 
Taxpayers 

 
Year 

Number 
Taxpayers 

1984  282,766 1990  319,649 1995 F 312,700 
1985  288,898 1991  327,700 1996 F 313,600 
1986  281,961 1992  318,300 1997 F 313,600 
1987  289,809 1993  313,100 1998 F 313,600 
1988  300,669 1994  314,080 1999 F 313,600 
1989  307,191     
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