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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
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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
penal ties,"” adding definitions; and further providing for the
capi tal stock franchise tax.

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

Section 1. Section 601(a) 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 definitions to read:

Section 601. Definitions and Reports.--(a) The follow ng
words, terms and phrases when used in this Article VI shall have
t he neaning ascribed to themin this section, except where the

context clearly indicates a different neaning:
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"Exchange-rel ated activities." Include the activities:

(1) of:

(i) acting as a market nmker, specialist, broker, floor

broker, introduci ng broker, dealer, floor trader, futures

commi ssi on nerchant, commpdity tradi ng advi sory, commpbdity pool

operator, or foreign currency option participant or in a simlar

capacity that is reqgistered with the Securities Exchange

Conmmi ssi on, the Pennsyl vania Securities Conm ssion or the

Commpdi ty Futures Tradi ng Conm SSi on;

(ii) otherwise dealing in, trading or hedgi ng securities,

muni ci pal securities, conmmpbdities, futures, options, hybrid

i nstrunents, derivative security products, derivative commodity

products, security futures, security futures products, foreign

currencies or foreign currency derivative products; or

(iii) performng clearing or settl enent functions in

securities, commpdities, futures, options, hybrid i nstrunents,

derivative security products, derivative commpdity products,

security futures, security futures products, foreign currencies

or foreign currency derivative products;

and

(2) on or through a national securities exchange, a

regi stered securities association, a reqi stered cl eari ng agency,

a foreign financial requlatory authority, a facility, a trading

facility, an alternative tradi ng system an el ectronic

communi cati ons network, an electronic trading facility, a

desi gnated contract narket, a derivatives transacti on executi on

facility, a derivatives clearing organi zati on or cl earing house

or simlar trading narket or facility. The terns "nmarket naker,"

"specialist," "national securities exchange," "registered

securities association," "foreign financial requl atory
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authority," "facility," "registered cl eari ng agency, "
"alternative tradi ng system" "el ectroni c conmuni cati ons
network," "security," "broker," "dealer," "security future" and

"security futures product" shall have the sane nmeani ng as set

forth under the Securities Exchange Act of 1934 (15 U.S.C. 8 78a

et seq.), as anmended, and the rul es pronul gated t hereunder. The

terms "comodity," "future," "option," "hybrid i nstrunent,"

"floor broker," "introducing broker," "floor trader," "trading

facility," "electronic trading facility," "futures conni Ssi on
merchant," "commodity tradi ng advi sor," "compdity pool
operator," "designated contract nmarket," "derivatives

transacti on execution facility" and "derivatives cl earing

organi zati on" shall have the same neaning as set forth under the

Commpdi ty Exchange Act (7 US.C. § 1 et seq.), as anended, The

Muni ci pal Securities Rul enmaki ng Board and the rul es pronul gat ed

t her eunder .

"Exchange-rel ated assets." Tangi ble and i ntangi bl e assets

used i n exchange-rel ated activities. Exchange-rel ated assets

include all of the follow ng, whether dealt, traded or used as

hedges in connection with securities exchange activities:

securities, nunicipal securities, conmmpdities, futures, options,

hybrid i nstrunents, derivative security products, derivative

commpdi ty products, security futures, security futures products,

foreign currencies, foreign currency derivative products,

exchange nenbershi ps and cash and deposits to the extent such

cash and deposits are used in or to support exchange-rel at ed

activities. Exchange-rel ated assets of an entity shall be deened

to i ncl ude:

(1) Any exchange-rel ated assets of any direct or indirect

subsidiary of the entity.
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(2) Any receivable resulting froma |loan to another entity

of funds or other assets for use in exchange-rel ated activities,

to the extent that the val ue of such exchange-rel ated assets i s

reflected in the value of assets held by the entity.

* * %

Section 2. Section 602(a) of the act, anmended May 24, 2000
(P.L.106, No.23), is anended and the section is anended by
addi ng a subsection to read:

Section 602. Inposition of Tax.--(a) That every donestic
entity fromwhich a report is required under section 601 hereof
shall be subject to, and pay to the departnment annually, a tax
which is the anmount conputed by nultiplying each dollar of the
capital stock value as defined in section 601(a) by the
appropriate rate of tax as set forth in subsection (h); except
that any donmestic entity or conpany subject to the tax
prescri bed herein may elect to conpute and pay its tax under and
in accordance with the provisions of subsection (b) of this
section 602: Provided, That the provisions of this section shall
not apply to the taxation of the capital stock of entities
organi zed for manufacturing, processing, research or devel opnment
pur poses, which is invested in and actually and excl usively
enpl oyed in carrying on manufacturing, processing, research or
devel opnent within the State, except such entities as enjoy and
exercise the right of em nent domain, but every entity organized
for the purpose of manufacturing, processing, research or
devel opnent except such entities as enjoy and exercise the right
of em nent domain shall pay the State tax of the anmpbunt conputed
by multiplying each dollar of the capital stock val ue as defined
in section 601(a) by the appropriate rate of tax as set forth in

subsection (h) upon such proportion of its capital stock, if
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any, as may be invested in any property or business not strictly
i ncident or appurtenant to the manufacturing, processing,
research or devel opnment business, in addition to the |ocal taxes
assessed upon its property in the district where located, it
being the object of this provision to relieve fromState
taxation only so nuch of the capital stock as is invested purely
in the manufacturing, processing, research or devel opnent pl ant
and business: [and] Provided further, That the provisions of
this section shall not apply to the taxation of so nmuch of the
capital stock value attributable to student | oan assets owned or
held by an entity created for the securitization of student

| oans or by a trustee on its behalf[.]: and Provided further,

That the provisions of this section shall not apply to the

taxation of so nuch of the capital stock value of an entity

attri butable to exchange-rel ated assets cal cul ated by incl udi ng

exchange-rel ated assets as assets relieved fromtaxati on under

the act of June 22, 1931 (P.L.685, No.250), entitled "An act

providing for the settlenent of capital stock tax in the cases

of corporations, joint-stock associations, |imted partnerships,

and conpani es whi ch own assets which are exenpted or relieved

fromcapital stock tax."

* * %

(b.1) The capital stock val ue before apporti onnent of an

entity subject to the capital stock or franchise tax shall not

i nclude that portion of the entity's capital stock val ue

attri butable to exchange-rel ated assets. The portion of capital

stock value attri butable to exchange-rel ated assets shall be

calculated by multiplying the entity's capital stock val ue,

ot herwi se determ ned under section 601, tines the val ue of

exchange-rel ated assets over the value of all assets. An entity
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1 nmay apportion its capital stock value after the exclusion

2 provided hereunder, as provided by |aw

3 * %

4 Section 3. This act shall apply retroactively to tax years
5 beginning on or after January 1, 2003.

6 Section 4. This act shall take effect imediately.
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