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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 2903 *%%

| NTRODUCED BY BOYES, BENN NGHOFF, CORRI GAN, ADOLPH, ARGALL,
ARMSTRONG, BAKER, BARD, BARRAR, BELFANTI, BOSCOLA, BROME,
CALTAG RONE, L. I. COHEN, COLAFELLA, COLAlI ZZO, CORNELL, COY,
DALLY, DEMPSEY, EGOLF, FAI RCH LD, FARGO, FICHTER, FLICK
GANNCN, CEI ST, CGEORGE, G GIOITlI, GODSHALL, GORDNER, GRUI TZA,
HALUSKA, HARHART, HENNESSEY, HERMAN, HERSHEY, HESS,
HUTCHI NSON, KENNEY, LAUGHLIN, LEDERER, MAHER, MAI TLAND
MARSI CO, MASLAND, McCALL, Ml LH NNEY, MELI O M COZZI E,
M LLER, NAILCOR, N CKOL, OLASZ, ORI E, PESClI, PETRARCA,
PETRONE, PHI LLIPS, PIPPY, PRESTON, READSHAW ROBERTS, ROGCSS,
RUBLEY, SANTONI, SATHER, SCHRODER, SCHULER, SEMVEL, SERAFI NI
SEYFERT, SHANER, S. H SM TH, STABACK, STAI RS, STERN
STEVENSON, E. Z. TAYLOR, THOVAS, TRUE, VANCE, WALKO, WAUGH
WLT, M N WR GAT AND ZUG OCTOBER 20, 1998

REFERRED TO COWM TTEE ON FI NANCE, OCTOBER 20, 1998

AN ACT
1 Anending the act of March 4, 1971 (P.L.6, No.2), entitled "An
2 act relating to tax reformand State taxation by codifying
3 and enunerating certain subjects of taxation and inposing
4 t axes thereon; providing procedures for the paynent,
5 col l ection, adm nistration and enforcenent thereof; providing
6 for tax credits in certain cases; conferring powers and
7 i nposi ng duties upon the Departnent of Revenue, certain
8 enpl oyers, fiduciaries, individuals, persons, corporations
9 and other entities; prescribing crinmes, offenses and
10 penalties,” further providing for definitions, for transfers
11 subject to inheritance tax and for transfers not subject to
12 i nheritance tax; and providing for taxation of transfers to
13 menbers of the same famly and for taxation of a qualified
14 fam | y- owned busi ness interest.
15 The General Assenbly of the Conmonweal th of Pennsyl vani a

16 hereby enacts as foll ows:
17 Section 1. Section 2102 of the act of March 4, 1971 (P.L.6,
18 No.2), known as the Tax Reform Code of 1971, is anended by
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addi ng definitions to read:

Section 2102. Definitions.--The follow ng words, terns and
phrases, when used in this article, shall have the neanings
ascribed to themin this section, except where the context
clearly indicates a different neaning:

* * %

Menbers of the sane famly." A transferor, the transferor's

brothers and sisters, the brothers and sisters of the

transferor's parents and grandparents, their ancestors, |ineal

descendants, spouses and their estates. Individuals rel ated by

the half bl ood or | egal adoption shall be treated as if they

were rel ated by the whol e bl ood.

* * %

"Qualified fam | y-owned business interest." A qualified

fam | y-owned business interest as defined in secti on 2033A(e) of

the Internal Revenue Code of 1986 (Public Law 99-514, 26 U. S. C

§ 1 et seq.).

"Qualified heir." A qualified heir as defined in section

2033A(1)(1) of the Internal Revenue Code of 1986 (Public Law 99-

514, 26 U.S.C. 8 1 et seq.).

* * %

Section 2. Section 2107 of the act, added August 4, 1991
(P.L.97, No.22) and reenacted June 30, 1995 (P.L.139, No.21), is
amended to read:

Section 2107. Transfers Subject to Tax.--(a) The transfers
enunerated in this section are subject to the tax inposed by
section 2106.

(b) Al transfers of property by will, by the intestate | aws
of this Commonweal th or, in the case of a transfer froma

nonresi dent, by the | aws of succession of another jurisdiction
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are subject to tax. The transfer of property of a person

determ ned by decree of a court of conpetent jurisdiction to be
a presuned decedent is subject to tax within the neaning of this
section and section 2108.

(c) (1) Al transfers of property specified in subcl auses
(3) through (7) which are made by a resident or a nonresident
during his lifetime are subject to tax to the extent that they
are made w t hout val uabl e and adequate consideration in noney or
noney's worth at the tinme of transfer.

(2) Wen the decedent retained or reserved an interest or
power with respect to only a part of the property transferred,

i n consequence of which a tax is inposed under subcl auses (4)
through (7), the anmount of the taxable transfer is only the
val ue of that portion of the property transferred which is
subject to the retained or reserved interest or power.

(3) A transfer conformng to subclause (1) and nmade wthin
one year of the death of the transferor is subject to tax only
to the extent that the value at the tinme of the transfer or
transfers in the aggregate to or for the benefit of the
transferee exceeds [three thousand dollars ($3,000)] ten

t housand dollars ($10,000) during any cal endar year.

(4) A transfer conformng to subclause (1) which takes
effect in possession or enjoynent at or after the death of the
transferor and under which the transferor has retained a
reversionary interest in the property, the value of which
interest immedi ately before the death of the transferor exceeds
five per cent of the value of the property transferred, is
subject to tax. The term"reversionary interest" includes a
possibility that property transferred may return to the

transferor or his estate or may be subject to a power of
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di sposition by him but the term does not include a possibility
that the inconme alone fromthe property may return to himor
beconme subject to a power of disposition by him

(5) A transfer conformng to subclause (1), and under which
the transferor expressly or inpliedly reserves for his life or
any period which does not in fact end before his death, the
possessi on or enjoynent of, or the right to the inconme from the
property transferred, or the right, either alone or in
conjunction with any person not having an adverse interest, to
desi gnate the persons who shall possess or enjoy the property
transferred or the incone fromthe property, is subject to tax.

(6) A transfer conform ng to subclause (1), and under which
the transferee prom ses to nmake paynents to, or for the benefit
of, the transferor or to care for the transferor during the
remai nder of the transferor's life, is subject to tax.

(7) A transfer conformng to subclause (1), and under which
the transferor has at his death, either in hinmself alone or in
conjunction with any person not having an adverse interest, a
power to alter, amend or revoke the interest of the beneficiary,
is subject to tax. Simlarly, the relinqui shnment of such a power
wi thin one year of the death of the transferor is a transfer
subject to tax except as otherw se provided in subclause (3).

(d) Al succeeding interests which follow the interest of a
surviving spouse in a trust or simlar arrangenent, to the
extent specified in section 2113, are transfers subject to tax
as if the surviving spouse were the transferor.

Section 3. Section 2111 of the act is amended by addi ng a
subsection to read:

Section 2111. Transfers Not Subject to Tax.* * *

(s) Subject to the provisions of section 2118, transfers of
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a qualified fam | y-owned busi ness i nterest shall be exenpt from

i nheritance tax to the extent that such interest is exenpt from

Federal estate tax under section 2033A of the |Internal Revenue

Code of 1986 (Public Law 99-514, 26 U.S.C. 8 1 et seq.) except

that the exenption shall not be allowed if the principal place

of business of the qualified fam | y-owned business interest is

not located in this Conmmbpnweal t h.

Section 4. The act is anmended by addi ng sections to read:

Section 2114. Taxation of Transfers to Menbers of the Sane

Famly.--(a) Notw thstanding the provisions of section 2107, a

transfer or transfers to a menber of the same famly i s subject

to tax only to the extent that the value at the tine of the

transfer or transfers in the aggregate for all nenbers of the

sane famly exceeds one hundred fifty thousand doll ars

($150, 000).

(b) When the value at the tine of transfer or transfers in

the aggregate for all nenbers of the sane famly exceeds one

hundred fifty thousand dollars ($150,000), the value of the

transfer or transfers subject to tax shall be deterni ned by

multi plying the fraction cal cul ated in subcl ause (1) by the

val ue cal cul ated in subcl ause (2), as foll ows:

(1) The value of the transfer or transfers to a nenber of

the sane fam ly divided by the aggregate value of transfers to

all nenbers of the sane famly.

(2) The aggregate value of transfers to all nenbers of the

sane famly | ess one hundred fifty thousand dollars ($150, 000).

Section 2118. Taxation of a Qualified Fanm | y- Omed Busi ness

Interest.--(a) There is inposed an inheritance tax on the val ue

of a qgualified fanm |y-owned business interest not subject to tax

under section 2111(s) if, within ten years after the date of the
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decedent's death and before the date of the qualified heir's

(1) the material participation requirenents described in

section 2032A(C)(6)(B) of the Internal Revenue Code of 1986

(Public Law 99-514, 26 U.S.C. 8 1 et seq.) are not nmet with

respect to the qualified fam | y-owned busi ness interest which

was acqui red or passed fromthe decedent;

(2) the qualified heir di sposes of any portion of a

qualified fam | y-owned business interest to a person other than

a nenber of the sane famly of the qualified heir; or

(3) the principal place of business of a trade or busi ness

of the qualified fanm |y-owned busi ness i nterest ceases to be

|l ocated in this Commonweal t h.

(b)Y The anmpbunt of the inheritance tax i nposed under

subsection (a) shall be equal to the val ue of the excl usion

provi ded under section 2111(s) calcul ated at the rates

applicable to the qualified heirs under section 2106.

(c) The tax cal cul ated under subsection (b) shall bear

interest fromnine nonths after the date of the decedent's death

to the date of paynent of the tax as provi ded under section 806

of the act of April 9, 1929 (P.L.343, No.176), known as The

Fi scal Code.

(d) The provisions of section 2114 shall not apply to the

tax cal cul ated under this section.

Section 5. The anmendnent or addition of sections 2102, 2107,
2111(s), 2114 and 2118 shall apply to the estates of decedents
dying on or after January 1, 1999 and to inter vivos transfers
made by decedents dying on or after January 1, 1998, regardl ess
of the date of transfer.

Section 6. This act shall take effect imediately.
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