
SESSIONOF2006 Act 2006-116 1137

No. 2006-116

AN ACT
HB 859

Amending the act of March 4, 1971 (P.L.6, No.2), entitled “An act relating to tax
reform and State taxation by codifying and enumeratingcertain subjectsof
taxation and imposing taxes thereon;providing proceduresfor the payment,
collection, administrationand enforcementthereof; providing for tax credits in
certain cases;conferringpowers and imposing duties upon the Departmentof
Revenue,certain employers,fiduciaries, individuals, persons,corporationsand
other entities; prescribingcrimes, offensesand penalties,”further providing, in
salesandusetax, for definitionsand for alternateimposition; furtherproviding, in
corporatenet income tax, for definitions; and further providing, in researchand
developmenttax credit, for credit for researchand developmentexpenses,for
time limitations, for limitationson creditandfor termination.

The GeneralAssembly of the Commonwealthof Pennsylvaniahereby
enactsas follows:

Section 1. Section 201(c) of the act of March 4, 1971 (P.L.6, No.2),
known as the Tax ReformCode of 1971, amendedMay 7, 1997 (P.L.85,
No.7),is amendedto read:

Section201. Definitions.—Thefollowing words,termsandphraseswhen
usedin this Article II shallhavethemeaningascribedto themin this section,
exceptwherethecontextclearly indicatesa differentmeaning:

(c) “Manufacture.” The performanceof manufacturing,fabricating,
compounding,processingor other operations,engagedin as a business,
which place any tangible personal property in a form, composition or
characterdifferentfromthat in which it is acquiredwhetherfor saleor useby
themanufacturer,andshall include,butnotbelimited to—

(1) Every operationcommencingwith the first production stage and
endingwith thecompletionof tangiblepersonalpropertyhaving thephysical
qualities (including packaging,if any, passing to the ultimate consumer)
which it has when transferred by the manufacturerto another~;1.For
purposesof this clause, “operation” shall include clean roomsand their
componentsystems,including: environmentalcontrol systems,antistatic
vertical walls and manufacturing platforms and floors, which are
independentofthe real estate;processpiping systems;specializedlighting
systems;deionizedwater systems;processvacuum and compressedair
systems;process and specialty gases; and alarm or warning devices
specifically designedto warn of threatsto the integrity of theproduct or
people.For purposesof this clause, a “clean room” is a location with a
self-contained,sealedenvironment with a controlled, closedair system
independentfrom thefacility’s generalenvironmentalcontrol system.
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(2) The publishing of books, newspapers,magazines and other
periodicalsandprinting~;].

(3) Refining, blasting,exploring,mining andquarryingfor, or otherwise
extractingfrom the earthor from wasteor stockpiles or from pits or banks
any natural resources,minerals and mineral aggregatesincluding blast
furnaceslagi;].

(4) Building, rebuilding, repairing and making additions to, or
replacementsin or upon vesselsdesignedfor commercialuse of registered
tonnageof fifty tons or more when producedupon special order of the
purchaser,or when rebuilt, repairedor enlarged,or when replacementsare
madeupon orderof, or for theaccountof theownerl;I.

(5) Researchhaving as its objective the production of a new or an
improved(i) productor utility service,or (ii) methodof producinga product
or utility service,but in eithercasenot includingmarketresearchor research
having as its objectivethe improvementof administrativeefficiency.

(6) Remanufacturefor wholesaledistribution by a remanufacturerof
motor vehiclepartsfrom usedparts acquiredin bulk by the remanufacturer
usingan assemblyline processwhich involvesthe completedisassemblyof
suchpartsand integrationof thecomponentsof suchpartswith otherusedor
new componentsof parts,includingthesalvaging,recyclingorreclaimingof
usedpartsby the remanufacturer.

(7) Remanufactureor retrofit by a manufactureror remanufacturerof
aircraft, armoredvehicles,otherdefense-relatedvehicleshaving a finished
value of at leastfifty thousanddollars ($50,000).Remanufactureor retrofit
involves the disassemblyof such aircraft, vehicles,parts or components,
includingelectricor electroniccomponents,the integrationof thosepartsand
componentswith other usedor new parts or components,including the
salvaging,recyclingor reclaimingof the usedpartsor componentsand the
assemblyof the new or usedaircraft, vehicles, parts or components.For
purposesof this clause,the following terms or phraseshave the following
meanings:

(i) “aircraft” meansfixed-wingaircraft, helicopters,poweredaircraft, tilt-
rotor or tilt-wing aircraft,unmannedaircraft andgliders;

(ii) “armored vehicles” means tanks,armedpersonnelcarriersand all
otherarmedtrackor semitrackvehicles;or

(iii) “otherdefense-relatedvehicles”meanstrucks,truck-tractors,trailers,
jeepsandotherutility vehicles,includinganyunmannedvehicles.

The term“manufacture”shallnot includeconstructing,altering, servicing,
repairingor improvingrealestateorrepairing,servicingor installing tangible
personalproperty,nor the cooking,freezing or baking of fruits, vegetables,
mushrooms,fish, seafood,meats,poultryorbakeryproducts.

***

Section 1.1. Section205(a)of the act, amendedJuly 7, 2005 (P.L.149,
No.40), is amendedto read:
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Section 205. AlternateImposition of Tax; Credits.—(a) If any person
activelyandprincipally engagedin the businessof sellingnewor usedmotor
vehicles, trailersor semi-trailers,and registeredwith the departmentin the
“dealer’s class,” acquiresa motor vehicle, trailer or semi-trailer for the
purposeof resale,andprior to such resale,usesthe motor vehicle, trailer or
semi-trailerfor a taxableuseunderthis act, [suchj thepersonmay paya tax
equal to six percentof the fair rentalvalue of themotor vehicle, trailer or
semi-trailer during such use. This section shall not apply to the use of a
vehicleas awrecker,partstruck, deliverytruckorcourtesycar.

Section2. Section40l(3)2(a)(9)and4(c) of the act, amendedMay 12,
1999 (P.L.26, No.4) and June29, 2002 (P.L.559,No.89), are amendedto
read:

Section 401. Definitions.—Thefollowing words, terms, and phrases,
when used in this article, shall have the meaningascribedto them in this
section,exceptwherethecontextclearly indicatesa differentmeaning:

(3) “Taxableincome.” * * *

2. In casetheentirebusinessof any corporation,otherthana corporation
engagedin doingbusinessas a regulatedinvestmentcompanyas definedby
the Internal Revenue Code of 1986, is not transactedwithin this
Commonwealth,the tax imposedby this article shall be basedupon such
portion of the taxableincomeof suchcorporationfor the fiscal or calendar
year,as definedin subclause1 hereof,andmaybedeterminedasfollows:

(a) Division of Income.

(9) (A) Exceptas providedin subparagraph(B)~, all businessincome
shall be apportioned to this State by multiplying the income by a
fraction, the numerator of which is the property factor plus the payroll
factor plus three timesthe salesfactor, and the denominator of which is
five.]:

(i) For taxableyearsbeginning before January 1, 2007,all business
income shall be apportionedto this Stateby multiplying the income by a
fraction, the numerator of which is the propertyfactor plus the payroll
factor plus three timesthe salesfactor and the denominatorof which is
five.

(ii) For taxableyearsbeginning afterDecember31, 2006,all business
income shall be apportionedto this State by multiplying the incomeby a
fraction, the numeratorof which is the sum offifteen timestheproperty
factor, fifteen timesthe payrollfactor and seventytimesthe salesfactor
andthedenominatorofwhich isonehundreiL

(B) For purposesof apportionmentof thecapitalstock - franchise tax as
providedin section602 of Article VI of this act, theapportionmentfraction
shallbe thepropertyfactorplus thepayroll factorplus the salesfactorasthe
numerator,andthedenominatorshallbethree.
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4•***
(c) (1) Thenet loss deductionshallbe thelesserof Itwo million dollars

($2,000,000)or the]:
(A) (I) For taxable years beginning before January 1, 2007, two

million dollars ($2,000,000);
(II) For taxableyearsbeginningafter December31, 2006,the greater

of twelve andone-halfper cent of taxable income as determinedunder
subclause 1 or, if applicable, subclause 2 or three million dollars
($3,000,000);or

(B) Theamountof the net loss or losseswhichmaybecarriedoverto the
taxable year or taxable income as determinedunder subclause1 or, if
applicable,subclause2.

(1.1) In no event shall the net loss deductioninclude more than five
hundredthousanddollars ($500,000), in the aggregate,of net lossesfrom
taxableyears 1988 through1994.

(2) (A) A net lossfor a taxableyearmayonly becarriedoverpursuantto
the following schedule:

• TaxableYear Canyover
1981 1 taxableyear
1982 2 taxableyears

• 1983-1987 3 taxableyears
1988 2 taxableyearsplus

1 taxableyear
startingwith the
1995 taxableyear

1989 • 1 taxable year plus
2 taxable years

startingwith the
1995 taxableyear

1990-1993 3 taxableyears
startingwith the
1995taxableyear

1994 1 taxable year
1995-1997 10 taxableyears
1998andthereafter 20 taxableyears

(B) The earliestnet loss shallbe carriedover to theearliesttaxableyear
to which it may be carriedunderthis schedule.The total net loss deduction
allowed in any taxable year shall not exceed [two million dollars
($2,000,000).]:

• (I) Two million dollars ($2,000,000)for taxableyearsbeginningbefore
January 1, 2007.

(II) The greateroftwelveand one-halfper cent ofthetaxable income
as determinedunder subclause1 or, if applicable,subclause2 or three
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million dollars ($3,000,000)for taxableyearsbeginning after December
31, 2006.

Section3. Section1703-B of the act, addedMay 7, 1997 (P.L.85,No.7),
is amendedto read:

Section1703-B. Credit forResearchandDevelopmentExpenses.—(a)A
taxpayer who incurs Pennsylvaniaqualified researchand development
expensein a taxableyear may apply for a researchand developmenttax
creditasprovidedin this article. By September15, a taxpayermustsubmitan
application to the departmentfor Pennsylvaniaqualified researchand
developmentexpenseincurredin the taxableyear that endedin the prior
calendaryear.

(b) [A] Thefollowingapply:
(1) Except asprovidedin paragraph (2), a taxpayerthat is qualified

undersubsection(a) shall receivea researchand developmenttax credit for
the taxableyear in the amountof tenpercentof theexcessof thetaxpayer’s
total Pennsylvania qualified researchand developmentexpensefor the
taxableyearoverthetaxpayer’sPennsylvaniabaseamount.

(2) A taxpayer that is a small business and is qualified under
subsection(a) shall receivea researchanddevelopmenttax creditfor the
taxable year in the amount of twenty per cent of the excess of the
taxpayer’stotal Pennsylvaniaqualified researchanddevelopmentexpense
for thetaxableyearoverthetaxpayer’sPennsylvaniabaseamount.

(c) By December15 of the calendaryear following the close of the
taxable year during which the Pennsylvania qualified research and
developmentexpensewas incurred,thedepartmentshall notify thetaxpayer
of the amount of the taxpayer’s researchand developmenttax credit
approvedby thedepartment.

Section4. Section 1707-B of the act, amendedJune29, 2002 (P.L.559,
No.89), is amendedto read:

Section 1707-B. Time Limitations.—A taxpayeris not entitled to a
researchanddevelopmenttax credit for Pennsylvaniaqualified researchand
developmentexpensesincurredin taxableyears ending after December31,
[2006] 2015.The terminationdatein section 41(h) of the Internal Revenue
Code of 1986 (Public Law 99-514, 26 U.S.C. § 41(h)) does not apply to a
taxpayerwho is eligible for the researchanddevelopmenttax credit under
this article for the taxable year in which the Pennsylvania qualified research
anddevelopmentexpenseis incurred.

Section 5. Section 1 709-B(a) of the act, amendedDecember23, 2003
(P.L.250,No.46),is amendedto read:

Section 1709-B. Limitation on Credits.—(a) The total amount of credits
approved by the department shall not exceed Ithirty million dollars
($30,000,000)]forty million dollars ($40,000,000)in anyfiscalyear.Of that
amount, Isix million • dollars ($6,000,000)] eight million dollars
($8,000,000)shall be allocated exclusively for small businesses.However, if
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the total amounts allocated to either the group of applicants exclusive of
small businesses or the group of small business applicants is not approved in
any fiscal year, the unused portion will become available for use by the other
groupof qualifying taxpayers.

Section 6. Section 1712-B of the act, amended June 29, 2002 (P.L.559,
No.89), is amended to read:

Section 1712-B. Termination.—The department shall not approve a
research and development tax credit under this article for taxable years
ending after December 31, 12006] 2015.

Section7. This act shall apply as follows:
• (1) The following provisions shall apply to all credits awarded after

June30, 2006: •

(i) The amendment of section 1703-B of the act.
(ii) The amendment of section 1707-B of the act.
(iii) The amendmentof section 1 709-B(a) of the act.
(iv) The amendment of section 1712-B of the act.

• (2) The amendmentof section401(3)2(a)(9)and 4(c) of the act shall
apply to taxable years beginning after December 31, 2006.
Section 8. This act shall take effect July 1, 2006, or immediately,

whichever is later.

APPROVED—The12thdayof July, A.D. 2006.

EDWARD G. RENDELL


