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HOUSE BILL
No. 884 %
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AN ACT
Amendi ng the act of March 4, 1971 (P.L.6, No.2), entitled "An
act relating to tax reformand State taxation by codifying
and enunerating certain subjects of taxation and inposing

t axes thereon; providing procedures for the paynent,

col l ection, adm nistration and enforcenent thereof; providing

for tax credits in certain cases; conferring powers and

i mposi ng duties upon the Departnent of Revenue, certain

enpl oyers, fiduciaries, individuals, persons, corporations

and other entities; prescribing crinmes, offenses and

penalties,” further defining "taxable incone"; and further
providing for settlenent and resettl enment.

The CGeneral Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. Section 401(3)1 of the act of March 4, 1971
(P.L.6, No.2), known as the Tax Reform Code of 1971, is anended
by addi ng a paragraph to read:

Section 401. Definitions.--The followi ng words, terns, and
phrases, when used in this article, shall have the neaning
ascribed to themin this section, except where the context

clearly indicates a different neaning:

* * %

(3) "Taxable incone." 1. * * *
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(t) (1) |If two or nore corporations are owned or controlled

directly or indirectly by related parties, the departnent, under

section 407, nmay disall ow or reduce deductions for interest

expenses, costs and i ntangi bl e expenses pai d, accrued or

incurred in connection with one or nore transacti ons between or

anong corporations, if the Secretary of Revenue deterni nes both

of the foll owi ng:

(i) That the disall owance or reduction i s necessary because

the evasion of taxes is the princi pal purpose of transactions

t hat have no i ndependent busi ness purpose or econoni ¢ substance.

(ii) That the disall owance or reduction i s necessary in

order to reflect an arns' |length standard, as that phrase is

defined in the Federal incone tax requl ati ons i npl enenti ng

section 482 of the Internal Revenue Code of 1986 (Public Law 99-

514, 26 U.S. C. 8§ 482).

(2) These provisions shall be strictly construed in favor of

the taxpayer and interpreted and applied in confornmty with the

requi renents of section 482 of the Internal Revenue Code of 1986

and the requl ati ons adopted by the Internal Revenue Service to

i mpl enent it, except to the extent of any inconsi stency between

this section and section 482 of the |Internal Revenue Code of

(3) There shall be a presunption against a finding by the

Secretary of Revenue of tax evasion in the foll ow ng:

(i) For transactions anpng rel ated parties where all of the

rel ated parties are subject to the inposition of tax pursuant to

secti on 402.

(ii) For transactions where one or nore of the rel ated

parties qualify for Pennsylvania tax i ncentive prograns to the

extent to which such transactions are subject to the tax
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i ncentive program

(iii) For transactions anpng rel ated parti es when the terns

and conditions of the transactions are subject to the

jurisdiction of another Federal or State agency.

(iv) For related parties who are subject to and file a

corporate tax return based on net incone.

(v) For an entity whose controlling equity interest is

directly or indirectly owned for the benefit of a Pennsyl vani a-

based organi zati on organi zed i n accordance with secti on

501(c)(3) of the Internal Revenue Code of 1986.

* * %

Section 2. Section 407 of the act is anmended by adding a
subsection to read:
Section 407. Settlenent and Resettlenent.--* * *

(f) Notwi thstanding the requirenents of this section, other

provisions of this act and the act of April 9, 1929 (P.L. 343,

No. 176), known as "The Fiscal Code," upon the receipt of the

reconmendati ons of the Corporate Tax Ref orm Conm ssi on, and not

later than July 1, 2004, the departnment, acting jointly with the

Board of Fi nance and Revenue, shall publish a notice of proposed

rul emaking to nodify the procedures for settl enents and

resettl enents and the consi deration of tax appeals. Upon final

adopti on pursuant to the act of June 25, 1982 (P.L.633, No.181),

known as the "Requl atory Review Act," the requl ati ons:

(1) WMay nodify procedures for settlenent and resettl enent of

accounts and consi derati on of tax appeals prescri bed under this

act and "The Fi scal Code."

(2) WMy nodify the duties and responsibilities of the

departnent and the Board of Fi nance and Revenue.

(3) WMay not affect a taxpayer's right to seek de novo revi ew
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of deci sions regardi ng taxes by the Commpbnweal th Court.

Section 3. The addition of section 401(3)1(t) of the act

shall apply to taxable years beginning on or after January 1,

1
2
3
4 2006, but shall not authorize the adjustnent of net operating
5 loss deductions carried forward fromprior tax years.

6

Section 4. This act shall take effect imediately.
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