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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 158 %5

I NTRODUCED BY CONTI, REINARD, CLYMER, MELI O, FICHTER, ZUG
PESCI, ROONEY, GORDNER, BAKER, M N. WRI GHT, ARGALL,
G Gl OrTl, STURLA, McCALL, TRAVAGIO L. |. COHEN, LaGROITA,
CURRY, BATTI STO, BUNT, HERMAN, CORPORA, J. TAYLOR, STEELMAN,
TRELLO, BROWNE, RAMOS, STERN, ALLEN, E. Z. TAYLOR, BOSCCLA,
CORNELL AND JAMES, FEBRUARY 3, 1997

REFERRED TO COW TTEE ON FI NANCE, FEBRUARY 3, 1997
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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,” providing for the personal inconme tax treatnent
of contributions to and distributions froma Keystone
I nvest ment and Retirenent Account.

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

Section 1. Section 301(d) and (f) of the act of March 4,
1971 (P.L.6, No.2), known as the Tax Reform Code of 1971,
anended Decenber 3, 1993 (P.L.473, No.68) and June 30, 1995
(P.L.139, No.21), are anended and the section is anmended by
addi ng cl auses to read:

Section 301. Definitions.--The followi ng words, terns and

phrases when used in this article shall have the neaning
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ascribed to themin this section except where the context
clearly indicates a different neaning. Any reference in this
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) paynments commonly
known as public assistance, or unenpl oynment 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
conmbat 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
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organi zati on exenpt from Federal tax under section 501(c)(3) of
the Internal Revenue Code of 1954 which is |icensed by the
Commonweal th or a political subdivision thereof as a pl acenent

agency[.]; or (ix) qualified distributions froma Keystone

| nvest nent and Retirenment Account.

* * %

(f) "Dividends" nmeans any distribution in cash or property
made by a corporation, association, business trust or investnent
conpany with respect to its stock out of accunul ated ear ni ngs
and profits or out of earnings and profits of the year in which
such dividend is paid: Provided, however, That the term
"di vi dends" shall not include:

(1) a distribution of the stock of a corporation nmade by the
corporation originally issuing same to its own stockholders if
such distribution is not treated as personal inconme for Federal
i ndi vi dual income tax purposes; or

(i1i) for taxable years beginning on or after January 1,
1993, a distribution made by an investnent conmpany out of
earnings and profits derived frominterest that is statutorily
free from State and | ocal taxation under Article XXIX of this
act or the act of August 31, 1971 (P.L.395, No.94), entitled "An
act exenpting fromtaxation for State and | ocal purposes within
t he Comonweal th certain obligations, their transfer and the
i ncome therefrom (including any profits nade on the sale
thereof), issued by the Comonweal th, any public authority,
commi ssi on, board or other agency created by the Commonweal t h,
any political subdivision of the Cormonwealth or any public
authority created by any such political subdivision,” or the
|aws of the United States[.]; or

(iii) qualified distributions froma Keystone | nvestnment and
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Retirenment Account or dividends earned by or accrued to such an

account.

(1.3) "Keystone |Investnent and Retirenent Account"” or "KIRA"

means an i ndividual retirenent plan which is designated at the

tine of the establi shnent of the plan as a Keystone | nvest nent

and Retirenent Account. The aggregate anpunt of contri butions,

other than roll over contributions, for any taxable year to al

KI RA accounts nmmi ntai ned for the benefit of an individual shal

not exceed the | esser of five thousand dollars ($5,000) or an

anount equal to the conpensation includable in subsection (d) of

this section. No rollover contribution may be nade to a Kl RA

account unl ess such contribution is from anot her Kl RA account.

* * %

(0.3) "Qualified D stributions froma Keystone | nvest nent

and Retirenent Account" neans:

(1) The term"qualified distributions" neans any paynment or

di stri bution:

(i) WNnde for retirenent but only on or after the date on

which the individual attains fifty-nine and one-half years of

age.

(ii) WMnde for the purchase of a first-ti ne honebuyer

(iii) W©Made for the qualified hi gher educati on expenses of

t he taxpayer.

(iv) WMade for the first-tine start-up of a business within

this Conmonweal t h.

No paynent or distribution shall be treated as a qualified

distribution if it is nade within the five-taxabl e-year period

begi nning with the first taxable year for which the individual

made a contribution to a KIRA account established for such
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i ndi vi dual .

(2) For purposes of this subclause, the foll owing terns have

the foll owi ng neani ngs:

(i) "Qualified first-tine honebuyer distributions" neans any

paynent or distribution received by an individual to the extent

t hat such paynent or distribution is used by the individual

before the close of the sixtieth day after the day on whi ch such

paynent or distribution is received to pay qualified acquisition

costs with respect to a principal residence for such individual

as a first-ti me honebuyer

(ii) "First-tine honebuyer" neans any individual if such

individual (and, if married, such individual's spouse) had no

present ownership interest in a principal residence during the

t hree-year period ending on the date of acquisition of the

princi pal residence to which this paraqgraph applies.

(iii) "Qualified higher educati on expenses" neans tuition,

f ees, books, supplies and equi pnent required for the enrol |l nent

or attendance of the taxpayer, the taxpayer's spouse, the

taxpayer's child or grandchild for the purpose of obtaining

hi gher education at an eligi ble education institution as defi ned

in section 135(c)(3) of the Internal Revenue Code of 1986

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

(iv) "First-tine start-up of a business" neans the initial

creation of a business within this Conmmpbnweal th. Any i ndi vi dual

using the distribution in order to start a busi ness shall not

have present ownership i nterest exceeding five per cent of a

busi ness during the three-year period ending on the date of

acqui sition of a new business to which this distribution

* * %
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Section 2. Section 303(a)(6) of the act, added August 31,
1971 (P.L.362, No.93), is anmended and cl ause (3) of the
subsection is anended by addi ng a paragraph to read:

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

* x *

(3) * * =

The term "net gains or income" shall not include qualified

distributions froma Keystone | nvestnent and Retirenent Account

or any net gains or interest earned by or accrued to such an

account .

(6) Interest derived fromobligations which are not
statutorily free from State or |ocal taxation under any other
act of the General Assenbly of the Comonweal th of Pennsyl vani a

or under the laws of the United States. Interest shall not

i nclude qualified distributions froma Keystone | nvestnent and

Retirenent Account or any net gains or interest earned by or

accrued to such an account.

* * %

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

Secti on 352. 2. KIRA Penalty.--There shall be a ten per cent

penalty i nposed on distributions froma KlIRA account which are

not qualified under section 301(0.3) of this act.

Section 4. This act shall apply to taxable years begi nning
January 1, 1998, and each year thereafter

Section 5. This act shall take effect imediately.
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