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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,"
definition of "manufacture”; and further providing, in
personal inconme tax, for inposition and, in corporate net

i ncome, for definitions andinpoesttion.
The General Assenbly of the Conmonweal th of Pennsyl vani a

her eby enacts as foll ows:

Section 1. Section 201(c) of the act of March 4, 1971

(P.L.6, No.2), known as the Tax Reform Code of 1971, anended May

7, 1997 (P.L.85, No.7), is anended to read:

Section 201. Definitions.--The followi ng words, terns and

further providing, in sales and use tax, for the
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phrases when used in this Article Il shall have the neaning
ascribed to themin this section, except where the context
clearly indicates a different neaning:

* x *

(c) "Manufacture."” The perfornmance of nmanufacturing,
fabricating, conpounding, processing or other operations,
engaged in as a business, which place any tangi bl e personal
property in a form conposition or character different fromthat
in which it is acquired whether for sale or use by the
manuf acturer, and shall include, but not be limted to--

(1) Every operation comrencing with the first production
stage and ending with the conpl etion of tangi ble personal
property having the physical qualities (including packaging, if
any, passing to the ultimte consuner) which it has when

transferred by the manufacturer to another[;]. For purposes of

this clause "operati on" shall include clean roons and their

conponent systens, including; environnental control systens,

antistatic vertical walls and manufacturing platforns, and

floors, which are i ndependent of the real estate; process piping

systens; specialized |lighting systens; deioni zed water systens;

process vacuum and conpressed air systens; process and specialty

gases; and al arm or warni ng devi ces specifically designed to

warn of threats to the inteqrity of the product and/or peopl e.

For purposes of this clause a "clean roont is a |location with a

sel f-cont ai ned, seal ed environnent with a controlled cl osed air

system i ndependent fromthe facility's general environnental

control system

(2) The publishing of books, newspapers, nagazi nes and ot her
periodicals and printing[;].

(3) Refining, blasting, exploring, mning and quarrying for,
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or otherwi se extracting fromthe earth or fromwaste or stock
piles or frompits or banks any natural resources, mnerals and
m neral aggregates including blast furnace slag[;].

(4) Building, rebuilding, repairing and maki ng additions to,
or replacenents in or upon vessels designed for comercial use
of registered tonnage of fifty tons or nore when produced upon
speci al order of the purchaser, or when rebuilt, repaired or
enl arged, or when replacenents are made upon order of, or for
t he account of the owner[;].

(5) Research having as its objective the production of a new
or an inproved (i) product or utility service, or (ii) method of
produci ng a product or utility service, but in either case not
i ncl udi ng market research or research having as its objective
the inprovenent of adm nistrative efficiency.

(6) Remanufacture for whol esale distribution by a
remanuf acturer of notor vehicle parts fromused parts acquired
in bulk by the remanufacturer using an assenbly |ine process
whi ch invol ves the conpl ete di sassenbly of such parts and
integration of the conponents of such parts with other used or
new conponents of parts, including the salvaging, recycling or
reclaimng of used parts by the remanufacturer.

(7) Remanufacture or retrofit by a manufacturer or
remanufacturer of aircraft, arnored vehicles, other defense-
rel ated vehicles having a finished value of at least fifty
t housand dol | ars ($50,000). Renanufacture or retrofit involves
t he di sassenbly of such aircraft, vehicles, parts or conponents,
including electric or electronic conponents, the integration of
t hose parts and conponents with other used or new parts or
conmponent s, including the sal vaging, recycling or reclaimng of

the used parts or conmponents and the assenbly of the new or used

20050H0515B3173 - 3 -
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aircraft, vehicles, parts or conponents. For purposes of this
clause, the following terns or phrases have the follow ng
nmeani ngs:

(i) m"aircraft” neans fixed-wing aircraft, helicopters,
powered aircraft, tilt-rotor or tilt-wing aircraft, unmanned
aircraft and gliders;

(ii) "arnored vehicles" neans tanks, arned personnel
carriers and all other arned track or semtrack vehicles; or

(ti1) "other defense-rel ated vehicles" neans trucks, truck-
tractors, trailers, jeeps and other utility vehicles, including
any unmanned vehi cl es.

The term "manufacture” shall not include constructing,
altering, servicing, repairing or inproving real estate or
repairing, servicing or installing tangi ble personal property,
nor the cooking, freezing or baking of fruits, vegetables,
mushroons, fish, seafood, neats, poultry or bakery products.

* %k

Section 2. Section 302 of the act, amended Decenber 23, 2003
(P.L.250, No.46), is anended to read:

Section 302. Inposition of Tax.--(a) Every resident
i ndi vidual, estate or trust shall be subject to, and shall pay
for the privilege of receiving each of the classes of incone
herei nafter enunerated in section 303, a tax upon each doll ar of
i ncome received by that resident during that resident's taxable
year at the [rate of three and seven hundredths per cent.]

foll owi ng rates:

(1) Three and seven hundredths per cent for the taxable year

commenci ng afterDPecenber—31 2003 and ending before January—1- <—
20074—- WTH OR W TH N CALENDAR YEARS 2004, 2005 AND 2006. <—

(2) Three and three FIVE hundredths per cent for the taxable <—

20050H0515B3173 - 4 -
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vear commenci ng after Pecenber—31—2006—and ending before <—
Jandary—1.—2008-—

3 | oni bt e adt] : I N
vear—comencingafter Pecenrber—31—2007- WTH OR WTH N CALENDAR <—
YEAR 2007, and each taxabl e year thereafter

(b) Every nonresident individual, estate or trust shall be
subject to, and shall pay for the privilege of receiving each of
t he cl asses of inconme hereinafter enunmerated in section 303 from
sources Wthin this Comopnweal th, a tax upon each dollar of
i nconme received by that nonresident during that nonresident's
taxabl e year at the [rate of three and seven hundredths per

cent.] follow ng rates:

(1) Three and seven hundredths per cent for the taxabl e year

commenci ng after DPecenber— 312003 and ending before January—1- <—
2007 WTH OR W THI N CALENDAR YEARS 2004, 2005 AND 2006. <

(2) Three and three FIVE hundredths per cent for the taxable <—
vear commenci ng afterDPecerber—31 2006 and before January 31— <—

N
|

vear—comrencingafter Pecenber—31—2007- WTH OR WTH N CALENDAR
YEAR 2007, and each taxabl e year thereafter

Section 3. Section 401(3)2(a)(9) and 4(c) of the act,
anended May 12, 1999 (P.L.26, No.4) and June 29, 2002 (P.L.559,
No. 89), are anended 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." * * *

20050H0515B3173 - 5 -
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2. In case the entire business of any corporation, other
than a corporation engaged in doing business as a regul ated
i nvest ment conpany as defined by the Internal Revenue Code of
1986, is not transacted within this Commonweal th, the tax
i nposed by this article shall be based upon such portion of the
t axabl e i ncone of such corporation for the fiscal or cal endar
year, as defined in subclause 1 hereof, and may be determ ned as
fol | ows:

(a) Division of Incone.

* x *

(9) (A Except as provided in subparagraph (B)[, al
busi ness i ncome shall be apportioned to this State by
mul ti plying the incone by a fraction, the nunmerator of which is
the property factor plus the payroll factor plus three tinmes the
sal es factor, and the denom nator of which is five.]:

(i) For taxable years ending BEGA NNI NG before January 1

2006 2007, all business i ncone shall be apportioned to this

State by nultiplying the i ncone by a fraction: the nunerator of

which is the property factor plus the payroll factor plus three

tines the sales factor; and the denom nator of which is five.
(ii) For taxable years beqgi nni ng after—BPecenrber 312005
and—ending before Janvyary—1—2007 | N CALENDAR YEAR 2007, al

busi ness i ncone shall be apportioned to this State by

nultiplying the incone by a fraction: the nunerator of which is
the sum of twelveand-ene-—half FIFTEEN tines the property
factor, twelveand-ene-half FIFTEEN tines the payroll factor and
seventy-five SEVENTY tines the sales factor; and the denom nator

of which is one hundred.

(iii) For taxable years begi nni ng after—Pecenpber—31—2006 I N

CALENDAR YEAR 2008, all business i ncone shall be apporti oned to

20050H0515B3173 - 6 -
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this State by nmultiplying the i ncone by a fraction: the
nunerator of which is the sum of ene-half times the property
factor, ene-half times the payroll factor and nihe El GHT tines

the sales factor; and the denonmi nator of which is ten.

(1V)  FOR TAXABLE YEARS BEG NNI NG I N CALENDAR YEAR 2009, ALL

BUSI NESS | NCOVE _SHALL BE APPORTI ONED TO TH S _STATE BY

MULTI PLYI NG THE | NCOVE BY A FRACTION: _THE NUVERATOR OF WVHICH I S

THE SUM OF ONE-HALF TI MES THE PROPERTY FACTOR, ONE-HALF Tl MES

THE PAYROLL FACTOR AND NINE TI MES THE SALES FACTOR; AND THE

DENOM NATOR OF VWHICH | S TEN.

(V) FOR TAXABLE YEARS BEG NNI NG I N CALENDAR YEAR 2010, AND

EACH TAXABLE YEAR THEREAFTER, ALL BUSI NESS | NCOVE SHALL BE

APPORTI ONED TO THI S STATE BY MULTIPLYI NG THE | NCOVE BY THE SALES

(B) For purposes of apportionnment of the capital stock -
franchise tax as provided in section 602 of Article VI of this
act, the apportionnment fraction shall be the property factor
plus the payroll factor plus the sales factor as the nunerator,

and the denom nator shall be three.

20050H0515B3173 - 7 -
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(© (1) THE NET LOSS DEDUCTI ON SHALL BE THE LESSER OF [ TWO

M LLI ON DOLLARS ($2, 000, 000) OR THE] -
(A (I) FOR TAXABLE YEARS BEG NNI NG BEFORE JANUARY 1, 2007,

TWO M LLION DOLLARS ($2, 000, 000);

(1) FOR TAXABLE YEARS BEG NNI NG I N CALENDAR YEAR 2007, FIVE

M LLION DOLLARS ($5, 000, 000);

(11'1) FOR TAXABLE YEARS BEG NNI NG I N CALENDAR YEAR 2008,

SEVEN AND ONE-HALF M LLION DOLLARS ($7,500, 000);

(1V)  FOR TAXABLE YEARS BEG NNI NG I N CALENDAR YEAR 2009, TEN

MLLION DOLLARS ($10, 000, 000);

(V) FOR TAXABLE YEARS BEG NNI NG I N CALENDAR YEAR 2010, AND

EACH TAXABLE YEAR THEREAFTER, TEN M LLI ON DOLLARS ($10, 000, 000)

OR SEVENTY- FI VE PER CENTUM OF THE TAXABLE | NCOVE AS DETERM NED

UNDER SUBCLAUSE 1 OR, | F APPLI CABLE, SUBCLAUSE 2, VWH CHEVER | S

GREATER; OR

CARRI ED OVER TO THE TAXABLE YEAR OR TAXABLE | NCOVE AS DETERM NED
UNDER SUBCLAUSE 1 OR, |F APPLI CABLE, SUBCLAUSE 2.

(1.1) I N NO EVENT SHALL THE NET LOSS DEDUCTI ON | NCLUDE MORE
THAN FI VE HUNDRED THOUSAND DOLLARS ($500, 000), | N THE AGGREGATE,
OF NET LOSSES FROM TAXABLE YEARS 1988 THROUGH 1994.

(2) (A Anet loss for a taxable year nmay only be carried
over pursuant to the foll ow ng schedul e:

Taxabl e Year Carryover

1981 1 taxabl e year

20050H0515B3173 - 8 -
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1982 2 taxabl e years
1983-1987 3 taxabl e years
1988 2 taxabl e years plus
1 taxabl e year
starting with the
1995 taxabl e year
1989 1 taxabl e year plus
2 taxabl e years
starting with the
1995 taxabl e year
1990- 1993 3 taxabl e years
starting with the

1995 taxabl e year

1994 1 taxabl e year
1995
-1997 10 taxabl e years
1998 and thereafter 20 taxabl e years
By —TFhe—eartiest—rnettoss—shall—be——carriedover—to-the <—

(B) THE EARLI EST NET LGOSS SHALL BE CARRI ED OVER TO THE <—
EARLI EST TAXABLE YEAR TO VHICH I T MAY BE CARRI ED UNDER THI S

20050H0515B3173 - 9 -
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SCHEDULE. THE TOTAL NET LOSS DEDUCTI ON ALLOWED | N ANY TAXABLE
YEAR SHALL NOT EXCEED [ TWO M LLI ON DOLLARS ($2, 000, 000).]:
(1) T™WO MLLION DOLLARS ($2, 000, 000) FOR TAXABLE YEARS

BEG NNI NG BEFORE JANUARY 1, 2007.

(1) FIVE MLLION DOLLARS ($5,000,000) FOR TAXABLE YEARS

BEG NNI NG | N CALENDAR YEAR 2007.

(11'l) SEVEN AND ONE-HALF M LLION DOLLARS ($7,500,000) FOR

TAXABLE YEARS BEG NNI NG | N CALENDAR YEAR 2008.

(I1V) TEN MLLION DOLLARS ($10, 000, 000) FOR TAXABLE YEARS

BEG NNI NG | N CALENDAR YEAR 2009.

(VM)  TEN MLLION DOLLARS ($10, 000, 000) OR SEVENTY-FI VE PER

CENTUM OF THE TAXABLE | NCOVE AS DETERM NED UNDER SUBCLAUSE 1 OR,

| F_APPLI CABLE, SUBCLAUSE 2, VWH CHEVER | S GREATER, OF THE TAXABLE

| NCOVE FOR TAXABLE YEARS BEG NNING IN CALENDAR YEAR 2010, AND

EACH TAXABLE YEAR THEREAFTER.

20050H0515B3173 - 10 -
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SECTI ON 4.

TH' 'S ACT SHALL TAKE EFFECT JANUARY 1, 2007.
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