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No. 397

AN ACT

Amendingthe act of June1, 1889 (P. L. 420), entitled “A further
supplementto an act entitled ‘An act to provide revenueby
taxation’ approvedthe seventhday of June,Anno Domini one
thousandeight hundredandseventy-nine,”creatingan exthnp-
tion for researchand developmentwith regardto capitalstock
tax and franchise tax on domestic and foreign corporations,
joint-stock associations,limited partnershipsand companies.

Section 1. Subsections(a) and (b) of section 21,
act of June 1, 1889 -(P. L. 420), entitled “A further
supplementto anact entitled‘An actto provide revenue
by taxation’ approved the seventhday of June,Anno
Domini one thousandeight hundredand seventy-nine,”
amendedAugust 23, 1961 (P. L. 1100), are amended
to read:

Section 21. (a) That every domestic corporation
otherthan corporationsof the first class, non-profit cor-
porations,and cooperativeagricultural associationsnot
having capital stock and not conductedfor profit, and
every joint-stock association, limited partnership,and
companywhatsoever, from which a report is required
under the twentieth sectionhereof, shall be subject to,
and pay into the treasuryof the Commonwealthannu-
ally, through the Departmentof Revenue,a tax at the
rate of five mills upon each dollar of the actual value
of its whole capital stock of all kinds, including com-
mon, special,and preferred, as ascertainedin the man-
ner prescribedin said twentieth section:Provided,That
the tax of five mills imposedby this subsectionon re-
ports filed for the calendar years one thousandnine
hundred forty-seven,one thousandnine hundred forty-
eight, one thousandnine hundredforty-nine, one thou-
sand nine hundred fifty, one thousand nine hundred
fifty-one, one thousandnine hundredfifty-two, onethou-
sand nine hundredfifty-three, one thousandnine hun-
dred fifty-four, one thousand nine hundred fifty-five,
one thousandnine hundred fifty-six, and one thousand
nine hundredfifty-seven, or for the fiscal yearsbegin-
ning in the calendaryears one thousandnine hundred
forty-seven, one thousandnine hundredforty-eight, one

Section 3. This act shall take effect immediately.

APPRovED—The13th dayof August. A. D. 1963.

WILLIAM W. SCRANTON
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thousand nine hundred forty-nine, one thousandnine
hundredfifty, one thousandnine hundredfifty-one, one
thousand nine hundred fifty-two, one thousand nine
hundred fifty-three, one thousandnine hundredfifty-
four, one thousand nine hundred fifty-five, one thou-
sandnine hundredfifty-six and one thousandnine hun-
dred fifty-seven, shall apply to the taxation of capital
stock of corporations,limited partnershipsand joint-
stock associations organized for manufacturing pur-
poses,exceptingcompaniesengagedin the distilling of
liquors: Provided further, That after said eleven year
period the provisionsof this sectionshall not apply to
the taxation of the capital stock of corporations,limited
partnershipsand joint-stock associationsorganized for
manufacturing, [or] processing, research or ~levelop-
ment purposes,which is invested in and actually and
exclusively employed in carrying on manufacturing,
[Or] processing,research or developmentwithin the
State,exceptingcompaniesengagedin the distilling of
liquors and such as enjoy and exercise the right of
eminentdomain,but every corporation,limited partner-
ship or joint-stockassociationorganizedfor the purpose
of manufacturing, [or] processing,researchor develop-
mentshallpay the Statetax of five mills hereinprovided,
upon suchproportion of its capitalstock, if any, as may
be investedin any propertyor businessnot strictly in-
cident or appurtenantto the manufacturing, [or] proc-
essing, researchor developmentbusiness,in addition to
the local taxesassessedupon its propertyin the district
where located, it being the object of this proviso to
relieve from State taxation only so much of the capital
stock as is invested purely in the manufacturing, [or]
processing,researchor developmentplant and business.

(b) Every foreign corporation, joint-stock associa-
tion, limited partnership,andcompanywhatsoever,from
which a report is requiredunder the twentieth section
hereof, shall be subject to and pay into the treasury
of the Commonwealthannually, through the Depart-
ment of Revenue,a franchiseta~at the rate of five
mills upon a taxablevalue to be determinedin the fol-
lowing manner. The actualvalue of its whole capital
stock of all kinds, including common, special,and pre-
ferred, shall be ascertainedin the manner prescribed
in the twentieth section of this act, and shall then be
divided into threeequalparts.

(1) Of one third, such portion shall be attributed to
businesscarried on within the Commonwealth,as shall
be found by multiplying said third by afraction, whose
numerator is the value of the taxpayer’stangible prop-
erty not actuallyarid exclusivelyusedin manufacturing,
[or] processing, research or development, situated
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within the Commonwealth,and whose denominator is
the value of all the taxpayer’s tangibleproperty where-
ever situated.

(2) Of anotherthird, such portion shall be attributed
to businesscarriedon within the Commonwealth.asshall
be found by multiplying said third by a fraction, whose
numeratoris the expendituresof the taxpayerfor wages,
salaries,commissions,or other compensationto its em-
ployes not exclusively engagedin manufacturing, [or]
processing, research or developmentin this Common-
wealth and assignableto this Commonwealthas herein-
after provided, and whose denominator is the total
expendituresof the taxpayer for wages,salaries, com-
missions,or other compensationto all its employes.

(3) Of the remaining third, such portion shall be
attributed to businesscarried on within the Common-
wealth, as shall be found by multiplying said third by
a fraction, whosenumerator is the amount of the tax-
payer‘s gross receiptsfrom businessnotstrictly incident
or appurtenantto manufacturing, [or] processing,re-
searchor developmentin this Commonwealthassignable
to this Commonwealth as hereinafter provided, and
whosedenominatoris theamount of the taxpayer’sgross
receiptsfrom all its business.For the purposeof this
section, gross receipts shall not include receipts from
the sale,redemption,maturity or exchangeof securities,
except those held by the taxpayer primarily for sale
to customersin the ordinary course of its trade or
business.

The sum of the amounts, determinedin accordanceTaxable value.
with the foregoingthreerules,shall bethe taxablevalue.
In a case where only two of the foregoing three rules
are applicable,the remaining third equal part of the
value of the entire capital stock shall be divided into Where oniy two

rules applicable.
two equalparts,each of which shall be apportionedin
accordancewith oneof the remainingtwo rules. If only
oneof thethreerules is applicable,thatpartof theentire Where only one
capital stock attributed to businesscarried on within rule applies.
the Commonwealthshall be determinedsolely by that
rule.

The amount assignableto this Commonwealthof cx- Amount assign-
able to Corn-

penditures of the taxpayers for wages, salaries, com- monwealth of
missions,or other compensationto its employes,shall ~

be such expendituresfor the taxable year as representcompensation toIts employes.
the wages,salaries,commissions,or other compensation
of employesnot chiefly situated at, connectedwith, or
sent out from premisesfor the transactionof business
maintainedby the taxpayeroutside the Commonwealth.

The amount of the taxpayer’s gross receipts from Amou~tof tax-

businessassignableto this Commonwealthshall be, (1) ~

the amount of its gross receipts for the taxableyear
except thosenegotiatedor effected in behalfof the tax- wealth.
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payerby agentsor agencieschiefly situatedat, connected
with, or sent out from premisesfor the transactionof
businessmaintainedby the taxpayeroutsidethe Com-
monwealth,andexcept rentsand royalties,andinterests
and dividends, (2) rentals or royalties from property
situatedor from the use of patentswithin this Common-
wealth, and (3) dividends and interest, except such
dividendsand intcrest attributable to the businesscon-
diicted on premisesmaintainedby the taxpayeroutside
the Commonwealth. If a taxpayermaintainsan office,
warehouse,or other place of businessin a state other
than this Commonwealthfor the purposeof reducing
its tax underthis subsection,the Departmentof Revenue
shall, in determiningthe amount of its gross receipts
from businessassignable to this Commonwealth, in-
chide therein the gross receiptsattributed by the tax-
payer to the businessconductedat such place of busi-
nessin anotherstate.

In the caseof constructioncontractsnegotiatedor ef-
fected at an office in the Stateof Pennsylvania,but per-
formed outside the State,the gross receiptsundersuch
contracts shall be assignableoutside the State, except
that if the activities underany such contract to which
the gross receipts are attributable shall occur partly
within the State andpartly outsidethe State,such pro-
portion of the grossreceiptsundersaid contractshall be
assignableto Pennsylvaniaas the direct and indirect
costs incurred in Pennsylvaniaunder the contract for
the taxableyear bear to the total costsincurred there-
under for the taxableyear. In the ease of construction
contracts negotiated or effected at an office outside
the State,but performedin the State,the gross receipts
undersuch contractshall he assignableto the State,ex-
cept that if the activities under any such contract to
which the gross receipts are attributable shall occur
partly within the State and partly outside the State,
such proportion of the gross receipts under said con-
tract shall he assignableto Pennsylvaniaas the direct
and indirect costs incurred in the State under the con-
tract for the taxableyear bearto the total cost incurred
thereunderfor the taxableyear.

A rule shallnot be deemedto be inapplicablemerely
becauseall the tangiblepropertyor the expendituresof
a taxpayer for wages, salaries, commissions,or other
compensation,or the gross receiptsof the taxpayerare
found to be situated, incurred, or receivedwithout the
Commonwealth.

Notwithstandingthe foregoingprovisions of this sub-
section (h), the franchisetax of five mills imposedby
subsection(b) on reportsfiled for the calendaryears
one thousandnine hundrcd forty-seven, one thousand
nine hundred forty-eight, one thousandnine hundred



SESSION OF 1963. Act No. 397 803

forty-nine, one thousandnine hundredfifty, one thou-
sandnine hundredfifty-one, one thousandnine hundred
fifty-two, one thousand nine hundred fifty-three, one
thousand nine hundred fifty-four, one thousand nine
hundredfifty-five, one thousandnine hundredfifty-six
and one thousand nine hundred fifty-seven, and for
fiscal yearsbeginningin the calendaryear one thousand
nine hundred forty-seven, one thousandnine hundred
forty-eight, one thousandnine hundredforty-nine, one
thousandnine hundredfifty, one thousandnine hun-
dred fifty-one, one thousandnine hundredfifty-two, one
thousandnine hundred fifty-three, one thousandnine
hundred fifty-four, one thousand nine hundredfifty-
five, one thousandnine hundredfifty-six and one thou-
sandnine hundredfifty-seven,shallapply to the taxation
of corporations, limited partnershipsand joint-stock
associationsorganizedfor manufacturing [or] process-
ing research or developmentpurposesexcepting com-
panies engaged in the distilling of liquors, without
excluding from the numeratorsof the applicable frac-
tions tangible property actually and exclusively used
in manufacturing,[or] processing,researchor develop-
ment,compensationof employesexclusively engagedin
manufacturing,andgross receiptsfrom businessstrictly
incidentor appurtenantto manufacturing.

After said eleven year period the provisions of this
subsectionshall apply to the taxation of corporations,
limited partnerships and joint-stock associationsor-
ganizedfor manufacturing, [or] processing,researchor
developmentpurposes.

* * * * *

Tax to be
computed with-
out certain
exclusions.

Applicability of
subsection after
eleven years.

Section 2. Section 21 of the act is amendedby add- ~ti~~1d~ by
ing, after subsection(e), a new subsectionto read: adding a new

subsection (ci).
Section 21. * * *

(c.1) “Researchand development”shall meanactivi-
ties relating to the discoveryof new and the refinement
of known substances,products,processes,theories and
ideas,but shall not include activities directedprimarily
to the accumulationor analysisof commercial,financial
or mercantiledata.

* * * * *

Section 3. This act shall take effect immediately,
and shallapply to taxesimposedfor calendaryear 1963
and thereafter,or for fiscal yearsbeginningin 1963 and
thereafter.

APPROVED—The13th day of August, A. D. 1963.

Effective date
and applicability.

WILLIAM W. SCRANTON


