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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,” further providing for the inposition of personal

i ncome tax on certain old-age or retirenment benefits.

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

Section 1. Section 301(d) of the act of March 4, 1971
(P.L.6, No.2), known as the Tax Reform Code of 1971, anended
June 30, 1995 (P.L.139, No.21), is amended and the section is
anmended by adding a clause to read:

Section 301. 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. Any reference in this
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article to the Internal Revenue Code shall include the Internal
Revenue Code of 1954, as anended to the date on which this
article is effective:

* %

(d) "Conpensation” neans and shall include sal aries, wages,
conmmi ssi ons, bonuses and incentive paynents whet her based on
profits or otherw se, fees, tips and simlar renuneration
received for services rendered, whether directly or through an
agent, and whether in cash or in property.

The term "conpensation” shall not nmean or include: (i)
periodi ¢ paynments for sickness and disability other than regular
wages received during a period of sickness or disability; or
(ii) disability, retirenment or other paynents arising under
wor knen' s conpensation acts, occupational disease acts and
simlar |egislation by any governnment; or [(iii) paynents
commonly recogni zed as old age or retirenent benefits paid to
persons retired fromservice after reaching a specific age or
after a stated period of enploynment; or] (iv) paynents comonly
known as public assistance, or unenploynment conpensation
paynents by any governnental agency; or (v) paynents to
rei nburse actual expenses; or (vi) paynents nade by enpl oyers or
| abor unions for progranms covering hospitalization, sickness,

di sability or death, supplenental unenploynent benefits, strike
benefits, social security and retirenent; or (vii) any
conpensation received by United States servicenen serving in a
conbat zone; or (viii) paynments received by a foster parent for
i n-honme care of foster children froman agency of the
Commonweal th or a political subdivision thereof or an

organi zati on exenpt from Federal tax under section 501(c)(3) of

the Internal Revenue Code of 1954 which is |icensed by the
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Commonweal th or a political subdivision thereof as a pl acenent
agency.

* * %

(x) "Ad age or retirenent benefit plan" neans and i ncl udes:

(i) any federally deferred paynent program authori zed under

Subtitle A, Chapter |, Subchapter D, Parts | and Il of the

I nternal Revenue Code of 1986 (Public Law 99-514, 26 U S.C. § 1

et seq.), including any pension plan, profit sharing plan, stock

bonus pl an, noney purchase pl an or Federal Enpl oyee's Thrift

Savings Plan; (ii) Internal Revenue Code of 1986 secti on 401(k)

plan; (iii) Internal Revenue Code of 1986 section 403(b) pl an;

(iv) sinplified enpl oye pensi on plan; (v) Keogh plan; or (vi)

any other old age or retirenent benefit plan.

Section 2. Section 303(a) of the act is amended by adding a
cl ause to read:

Section 303. Casses of Incone.--(a) The classes of incone
referred to above are as follows:

* * %

(9) OAd age or retirenent benefit plans to be taxed as

provided in section 304.1.

* * %

Section 3. The act is anmended by adding a section to read:

Section 304.1. Taxability of Od Age or Retirenment Benefit

Pl ans.--(a) Contributions to old age or retirenent benefit

pl ans shall be subject to taxation as foll ows:

(1) Contributions to an old age or retirenent benefit plan

made by an enpl oyer or a coll ective bargai ning unit on behal f of

an enpl oye are excluded fromthe i ncone of the enpl oye except as

may be otherwi se provided in this article.

(2) Contributions to an old age or retirenent benefit plan
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made by an enpl oye or by another individual, directly or

i ndirectly, whether through payroll deduction, a sal ary

reducti on agreenent, paynent direct to an enploye in cash or any

ot her program on behalf of the enpl oye, are excludable from

i ncone of the enpl oye.

(3) Contributions to an old age or retirenent benefit plan

by or on behalf of or attributable to a self-enpl oyed person are

excludable fromthe i ncone of the self-enpl oyed individual.

(b) (1) Except as provided in clause (2), (3) or (4),

anmounts distributed froman old age or retirenent benefit pl an

to an individual shall be included in the i ncone of that

i ndi vidual to the extent that contri butions to the old age or

retirenent benefit plan were not previously included in i ncone.

(2) Any distribution nade on or after the retirenent of an

i ndi vidual from enpl oynent after reaching a specified age or

after a stated period of enpl oyment shall not be included in the

i ncone of that individual to the extent that the anount of the

distribution represents a return of enpl oyer contri butions.

(3) Any distribution nade on or after the retirenent of an

i ndi vidual from enpl oynent after reaching a specified age or

after a stated period of enpl oynment shall not be included in the

i ncone of that individual to the extent that the anount of the

di stribution represents incone on all classes of assets held in

the old age or retirenent benefit plan.

(4) Any distribution nade for transfer into another old age

or retirenent benefit plan where the transferred anounts are not

i ncluded in i ncone under section 403(a)(4) of the Internal

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

(c) (1) Except as provided in clause (2), any premature

di stribution of enploye contributions to an old age or
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1 retirenment benefit plan will be subject to an additional tax

2 penalty equal to one per cent and calculated by adding to the

3 anount of the individual's tax deternined under section

4 302(a)(1) for the taxable year an anmpunt equal to one per cent
5 of the anpbunt of the premature distribution which is included in
6 the incone of that individual and is a return of that

7 individual's contributions to the old age or retirenent benefit
8 plan.

9 (2) The provisions of clause (1) shall not apply to any

10 premature distribution which satisfies any of the foll ow ng

11 criteria:

12 (i) The distribution is made on or after retirenment from
13 service after reaching a specified age or after a stated period
14 of enploynent.

15 (ii) The distribution is nade on or after the death of the
16 hol der.

17 (iii) The distribution is attributable to the taxpayer's

18 beconi ng permanently disabled, as defined by reqgulations

19 pronulgated by the Secretary of Revenue.
20 (iv) The distribution is nmade for the purpose of purchasing
21 long-termcare coverage or _a long-termcare insurance policy.
22 (v) The distribution is made for the purpose of purchasing
23 the taxpayer's first primary residence.
24 (vi) The distribution is nade by reason of financial
25 hardship of the taxpayer, as defined by requl ations pronul gated
26 by the Secretary of Revenue.
27 Section 4. This act shall take effect January 1, 1996.
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