Local Withholding Tax FAQs

Where do we register for local income tax withholdings?

As an employer, for earned Income taxes, you register with the earned Income tax officer
of the municipality/school district where your Pennsylvania business site is located.
Examples of buslness sites include but are not limited to factories, warehouses, offices
and residences of home based employees. For Local Services taxes you register with the
Local Services tax officer of the munlcipality/school district where your Pennsylvania
business site is located. Examples of buslness sites include but are not limited to factories,
warehouses, offices, businesses and residences of home based employees

Are we required to withhold local income taxes from all of our employees?

All employers with work sltes within the taxing jurisdiction are required by law to deduct
the earned income and Local Services taxes from thelr employees at that site if the tax is
listed In the Earned Income Tax Reglster or Local Services Tax Register of the Department
of Community and Economic Development,

Must we withhold from employees who reside in Pennsylvania but work at our
facility in another state?

The Local Tax Enabling Act does not require you to withhold earned Income taxas from an-
employee who resides in Pennsylvania working for you in your facllity In another state,
Some employers do witithold and remit earned Income taxes as a benefit to their
Pennsylvanian resldents who work out of state. The Act does not require employers to
withhold Local Services taxes from an employee since this is a tax levied at the actual
work location,

Who is a non-resident?
A non-resident is anyone who resides outside the taxing district.

Are wa required to remit local tax withholdings to each non-resident's taxing
jurisdiction?

Responsibility for transmitting withheld taxes of nonresidents to the employees' place of
residence rests with the tax officer, not with the employer.

Must we also register and remit local tax withholdings to the school district?
The Act requires employers {o register only with school districts who have a different
collector than the municipality.

Are there any exceptmns for withholding local taxes for the municipality/school
district?

Yes, Philadelphta and lf'lttsburgh have exceptions. Philadelphia falls under the Sterling Act
and requires employers {o withhold and remit earned Income taxes for alf thelr employees
who reside In Philadelphiasgven if they are emplayed at a site outslde of Philadelphla.
Pittsburgh City School Distriet has a simitar reguirement.

———— ——We-have heard that Act 7 requires employers to deduct the tax weekly. Isthis
true?If a municipality and school district's combined local setvices tax rate is more than
$10, employers must withhold the tax based on thelr number of annual payroll pertods



and are prohibited from withholding the tax in a lump-sum payment. Therefore, if an
employer pays lts employees weekly, the tax must be withheld weekly.

How often are employers required to submit tax revenue to the municipal tax
collector?

For municlpalitles and school districts with a combined tax rate of more than $10,
employers must submit tax revenue within 30 days of the end of each quarter,

What happens if an employee resigns? Must the employer try to collect the tax
from the former employee for the remainder of the year?

No. The employee Is now llable for the tax. If an employee quits, his previous employer
only needs to withhold the tax for the payroll periods In which he was employed. The new
employer will be responsible for withholding the tax from future paychecks.

If a municipality and school district’s combined local services tax rate is $10 or
Less, may the municipality continue to require that the full $1.0 be withheld in a
lump sum from the first paycheck of the year? :

Yes.,

Is the new $12,000 low-income exemption for the tax mandatory?

Each political subdivision that levies an LST at a rate of $10 or less Is permitted to exempt
those taxpayers whose total earned income and net profits from all sources within the
politicat subdtvision is less than $12,000. Each political subdivislon that levies an LST at a
rate exceeding $10 Is required to exempt persons whose total earned Income and net
profits from all sources within the political subdlvision Is fess that $12,000 for the calendar
year In which the LST is levied. The school disttict for the municipality in which a worksite
Is located may or may not levy an LST. If It does, the income exemption provided may
differ from the municipality and can be anywhere from $0 to $11,999, “Income from all
sources” is defined as the same “earned Income” and “net profits” that are used to
determine the local earned income fax.

Does Act 7 define “income from all sources” for purposes of the low income
exemption?
Yes. The act defines “Income from all sources” as the total earnings and net profits from

alt sources within the municipality for the calendar year In which the local services tax is
levied.

Shouid employers withhold the tax from employees who earn less than $12,000
low-income exemption?

Not If the employee files an upfront exemption certificate with both the employer and the
municipality affirming that he reasonably expects to recelve less than $12,000 during the
calendar year for which the exemption certificate Is filed.

What happens if the income of an individual who filed an upfront exemption
certificate exceeds $12,000 during the calendar year?

If that person’s earned income from the primary employer exceeds $12,000 or the
municipality’s tax collector Informs the employer that the employee’s iIncome has reached
$12,000, employers “restart” withholding of the LST by withholding: (1) a “catch~up”
lump sum tax equal to the amount of tax that was not withheld from the employee as a
result of the exemption; and (2) the same amount per payroll perlod that is withheld from
other employees, Except for monltoring when an employee who has filed an exemption
certificate earns more than $12,000, the Intent of the amendment Is that employers are
not responsible for investigating exemptions, monitoring tax exemption eligibility or
exempting an employee from the tax,



If an employee works in more than one municipality and each levies the local
service tax, which one has the priority for the collection of the tax?

The primary place of employment is determined the day the taxpaver flrst becomes
subject to the tax during the payroll period If the tax Is levied at more than $10. If the tax
Is levied at $10 or less, it Is the first place of employment during the calendar year based
on the following prloritles (listed in order): '

1. the municipality where the employee maintalns his or her princlpal office or Is
principalty employed;

2. the municipality where the employee lives and works If the municipality levies the
local services tax; and

3. the municipality where the employee works and Is nearest to his residence If that
municipality imposes the tax.

Related Resources

= 2008 Municipal Tax Rates

» American Payroll Assoclation ~ provides links to state agencies throughout the
United States (including Pennsylvania) that require withholding taxes.

o Pennsylvania's Department of Revenue

¢ PEITOAC - provides a link to the Pennsylvanla Earned Income Tax Officers,
Administrators And Coliectors Association, Inc.

« Philadelphla's Department of Revenue - provides information on Philadelphia's wage
taxes.

s Pittsburgh’s Department of Revenue - provides a wealth of information including a
ZIp Code guide, wage tax rates, and FAQs. '

« Pennsylvania Institute of Certifled Public Accountants (PICPA) —~ provides useful
Information and legislative updates on local taxes.



