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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 518 %
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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 providing, in corporate net incone tax,
for the definition of "taxable incone.”

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

Section 1. Section 401(3)1(a) of the act of March 4, 1971
(P.L.6, No.2), known as the Tax Reform Code of 1971, anended May
12, 1999 (P.L.26, No.4), is anended and clause (3)1 is anmended
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



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

clearly indicates a different neaning:

* %

(3) "Taxable incone.” 1. (a) 1In case the entire business
of the corporation is transacted within this Conmonweal th, for
any taxabl e year which begins on or after January 1, 1971,
taxabl e i ncone for the cal endar year or fiscal year as returned
to and ascertained by the Federal Government, or in the case of
a corporation participating in the filing of consolidated
returns to the Federal Governnent, the taxable incone which
woul d have been returned to and ascertai ned by the Federal
Governnment if separate returns had been nade to the Federal
Governnment for the current and prior taxable years, subject,
however, to any correction thereof, for fraud, evasion, [or
error as finally ascertained by the Federal Governnment] error,

or addback as provi ded pursuant to paragraph (t)(1).

* * %

(t) (1) |In accordance with paragraph (a), taxable incone

shall include the anbunt of the deduction for interest expenses

and costs and i ntangi bl e expenses and costs paid, accrued or

incurred to or in connection with one or nore transacti ons with

rel ated nenbers of the corporation

(2) The followi ng transacti ons between rel ated nenbers of a

corporation shall not be subjected to the addback provi ded for

in this paragraph:

(A) An arnms-length transacti on between a corporati on and a

rel ated nenber resident in a foreign nation that has in force a

conpr ehensi ve i ncone tax treaty with the United States when the

transaction i nvolves the licensing or sublicensing of intangible

property owned by the rel ated nenber and used by the corporation

in its busi ness operation.
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(B) A transaction that produces interest expenses and costs

pai d, accrued or incurred in connection with an arm s-1enqgth

loan froman institution defined in section 701.5 or section

(C) A transaction that produces interest expenses and costs

pai d, accrued or incurred in connection with paynents of

transition bonds i ssued pursuant to 66 Pa.C.S. § 2812 (rel ati ng

to approval of transition bonds).

(D) A transaction that produces interest, expenses and costs

pai d, accrued or incurred in connection with an arm s-1enqgth

| oan nade i n connection with a centralized treasury functi on or

a centralized cash nanagenent function of rel ated nenbers.

(3) The followi ng words, terns and phrases when used in this

par agr aph, shall have the neani ng ascribed to themin this

subpar agr aph, except where the context clearly indicates a

di fferent neani ng:

(A "Intangi bl e expenses and costs"” includes all of the

(1) Expenses and costs for, related to or in connection with

t he acqui sition, use, nmintenance or nmanagenent, ownershi p sal e,

exchange or any other di sposition of tangi ble property to the

extent such amounts are all owed as deductions or costs in

deterni ni ng taxable i ncone before the operating | oss deducti on

and speci al deductions for the taxable year under the |nternal

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

(11) Royalty, patent, technical and copyri ght fees.

(111) Licensing fees.

(1V) Oher simlar expenses and costs.

(B) "Intangi bl e property" neans patents, patent

applications, trade nanes, tradenarks, service marks,
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1 copyrights, mask works, trade secrets and sinilar types of

2 intangible assets.

3 (C) "lInterest expenses and costs" neans anounts allowed as

4 deductions under section 163 of the Internal Revenue Code of

5 1986 (Public Law 99-514, 26 U.S.C. 8§ 163) for the purposes of

6 determning taxable incone under the Internal Revenue Code of

7 1986.

8 (D) "Related entity" neans any of the follow ng:

9 (1) A stockholder who is an individual or a nenber of the
10 stockholder's famly enunerated in section 318 of the Internal
11 Revenue Code of 1986 (Public Law 99-514, 26 U.S.C. 8§ 318), if
12 the stockholder and the nenbers of the stockholder's fanml|ly own
13 directly, indirectly, beneficially or constructively, in the
14 aqgregate, at least fifty per cent of the value of the
15 corporation's outstandi ng stock.

16 (Il) A stockholder or a stockholder's partnership, linted
17 liability conpany, estate, trust or corporation, if the

18 stockholder and the stockholder's partnerships, linited

19 liability conpanies, estates, trusts and corporations own

20 directly, indirectly, beneficially or constructively, in the
21 aggregate, at least fifty per cent of the value of the

22 corporation's outstanding stock.

23 (II'l') A corporation or a party related to the corporation in
24 a manner that would require an attribution of stock fromthe
25 corporation to the party or fromthe party to the corporation
26 under the attribution rules contained in section 318 of the

27 Internal Revenue Code of 1986, if the corporation owns,

28 directly, indirectly, beneficially or constructively, at |east
29 fifty per cent of the value of the corporation's outstanding

30 stock. The attribution rules contained in section 318 of the
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I nternal Revenue Code of 1986 shall apply for the purposes of

deterni ni ng whet her the ownership requirenents of this

definition have been net.

(E) "Related nenber" neans a person or other entity that,

with respect to the corporation during all or any portion of the

taxabl e year is any of the foll ow ng:

(1) Arelated entity as defined in this subparagraph.

(11) A conponent nmenber as defined in section 1563(b) of the
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11 (II'I) A person to or fromwhomthere is the attribution of

12 stock ownership in accordance with section 1563(e) of the

13 Internal Revenue Code of 1986.

14 (1V) A person that, notwithstanding its form of

15 organization, bears the sane relationship to the taxpayer as a
16 person_described in subclauses (1), (II) and (II1).

17 * x *

18 Section 2. The anmendnent or addition of section 401(3)1(a)

19 and (t) of the act shall apply to taxable years begi nning after
20 Decenber 31, 2004.

21 Section 3. This act shall take effect imediately.
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