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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,"” providing for reinvestnent deduction.

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 subcl auses 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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3. 1. For taxable years beginning in 1998 and each taxabl e

vear thereafter, the greater of the net | oss deducti ons conputed

under subclause 4 or 4.1 shall be all owed fromtaxabl e i ncone.

* * %

4.1. (a) For taxable years after 1997, a special net | oss

deducti on shall be allowed fromtaxable i ncone for taxpayers

that reinvest in this Commonweal th. At the el ection of the

t axpayer, the special net | oss deducti on shall be detern ned

under subclause 1 or 2 and is limted to the anpunt of any

unused net | oss fromthe base taxable year to the taxabl e year

in which the net | oss deduction is to be cl ai ned.

(1) The increase in the corporation's in-State investnent

bet ween the base taxable year and the taxable year in which the

special net | oss deduction is to be clained; or

(2) the cost of annual capital additions used in this

Commpnweal th during the taxabl e year.

(b) The "base taxable year" is the 1990 taxable year for tax

vears 1998, 1999 and 2000. Thereafter, it is the taxable year

whi ch precedes the current taxable year by ten years.

(c) For purposes of calculating the increase in the

corporation's in-State i nvest nent between the base taxabl e year

and the taxable year in which the special net | oss deduction is

to be claimed, the anpbunt of any special net | oss previously

deducted during the base period shall be subtracted in

deternmining the increase in the corporation's in-State

i nvest nent.

(d) The "base period" is the period of tine between the base

t axabl e year and the year in which the net | oss deduction is to

be cl ai ned.

(e) For purposes of subclause 1, "in-State i nvestnent" neans
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t hat anount of property owned by the corporati on and | ocated in

this Commonweal th, as reported on the corporation's corporate

net incone tax return as its Pennsyl vania property factor

pursuant to TRC section 401(3)2(a)(10).

(f) For purposes of subcl ause 2, annual capital additions"

means real and depreci abl e tangi bl e personal property, which is

pl aced in service during the taxable year and used in this

Commpnweal th during the taxable year. Property owned by the

taxpayer is valued at its original cost. Property rented by the

t axpayer is valued at eight tines the net annual rental rate.

(g) No |loss shall be a carryover froma taxabl e year when

the corporation elects to be treated as a Pennsylvania S

corporation pursuant to section 307 of Article Ill of this act

to a taxabl e year when the corporation is subject to the tax

i nposed under this article.

(h) Paragraph (g) shall not prevent a taxable year when a

corporation is a Pennsylvania S corporation from bei ng

consi dered a taxable year for determ ning the nunber of taxable

vears to which a net | oss nay be a carryover

(i) For purposes of the net | oss deduction, the short

t axabl e year of a corporation, after the revocati on or

term nation of an election to be treated as a Pennsylvania S

corporation pursuant to sections 307.3 and 307.4 of Article |11

of this act, shall be treated as a taxabl e year

(i) In the case of a nerger, |liquidation or reorgani zati on

of a corporation in the manner described in section 381 of the

I nternal Revenue Code of 1986 (Public Law 99-514, 26 U . S.C. §

381), the anpunt of any unused net | osses and in-State

i nvest nent during the base period of any predecessor corporation

shal | be aggreqgated such that the surviving corporati on clai mng
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the net | oss deduction shall be considered to have been in

exi stence as a single entity during the entire base period for

subcl ause.

1
2
3 purposes of calculating the net |oss deduction under this
4
5

Section 2. This act shall take effect in 60 days.
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