PRRNTER S N0 1717

THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 1468 5
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AN ACT

Providing for the establishnment and regul ati on of individual and
enpl oyer - provi ded nmedi cal care savi ngs accounts.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:
Section 1. Short title.
This act shall be known and may be cited as the Medical Care
Savi ngs Account Act.
Section 2. Declaration of policy.
The CGeneral Assenbly finds and declares as foll ows:
(1) Alnobst 1,000,000 citizens of this Cormonwealth are
wi t hout health insurance, nany whil e between jobs, and nore
are underinsured because of the effects of rising health care

costs and spendi ng.
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(2) The costs of health care have forced sone enpl oyers
totrimthe level and availability of medical care benefits
to their enpl oyees.

(3) Overutilization of nmedical care services for
relatively small clainms is one of the nost significant causes
of high health care costs and spendi ng i ncreases.

(4) Typically, nore than two-thirds of all insurance
clains for health care spending are | ess than $3, 000 per
famly per year in this country.

(5) The projected dramatic increase in the ol der
popul ation in this Comonwealth will create even greater
demands on the Comonweal th to provide long-termcare for
t hose in need.

(6) In response to increases in health care spending,
nmedi cal care savings accounts shall be set forth to enhance
heal th insurance availability for citizens of this
Commonweal th, to provide incentives to elimnate unnecessary
medi cal treatnment and to encourage conpetition in seeking
heal th care.

(7) To alleviate the inpoverishnment of citizens of this
Commonweal th requiring |l ong-termcare, nedical care savings
accounts shall be set forth to pronote saving for long-term
care and to provide incentives for individuals to protect
t hensel ves from financial hardship due to a long-term health
care need.

(8) By setting aside noney in a nedical care savings
account :

(1) Mllions of citizens of this Comonweal th can

i nsure thenselves for both routine and maj or nedi cal

services and long-term care through enpl oyer-funded or
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1 i ndi vi dual - funded nedi cal care savi ngs account

2 arrangenents and reduced-cost qualified higher deductible
3 i nsurance policies.

4 (i1i) Enployees can change jobs, using the nedica

5 care savings account to provide for their health care

6 needs while they are between jobs.

7 (ii1) Sole proprietors during tinmes of recession

8 wi || have nedical dollars saved to cushion them

9 (tv) Individuals and famlies will continue to have
10 the freedomto choose their own doctor and other health
11 care service providers.

12 (v) High school graduates not attending coll ege and
13 full-time or part-tinme coll ege students no | onger

14 consi dered dependents will be able to afford health care
15 cover age.

16 (vi) Early retirees will have nedical dollars saved
17 to continue health coverage.

18 (vii) Health care costs and spending increases w |
19 be reduced by conparative shopping by consuners for
20 qual ity health care services.
21 (viii) The problemof long-termcare financing wll
22 be substantially reduced by enpowering the citizens of
23 this Commonweal th to save for their future needs.
24 Section 3. Definitions.
25 The foll ow ng words and phrases when used in this act shal
26 have the nmeanings given to themin this section unless the
27 context clearly indicates otherw se:
28 "Account adm nistrator.” Any of the follow ng:
29 (1) A nationally chartered or State-chartered bank, a
30 federally chartered or State-chartered savings and | oan
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association, a federally chartered or State-chartered savi ngs
bank, or a federally chartered or State-chartered credit
uni on.

(2) A trust conmpany authorized to act as a fiduciary.

(3) An insurance conpany authorized to do business in
this Cormmonweal th under the act of May 17, 1921 (P.L.789,

No. 285), known as The Insurance Departnent Act of 1921, or an
entity operating under 40 Pa.C.S. Ch. 61 (relating to
hospital plan corporations) or 63 (relating to professional
heal t h services plan corporations).

(4) A broker-dealer, commodity issuer, investnent
advi sor or agent registered under the act of Decenber 5, 1972
(P.L.1280, No.284), known as the Pennsylvania Securities Act
of 1972.

(5) A certified public accountant licensed to practice
in this Comonweal th under the act of May 26, 1947 (P.L. 318,
No. 140), known as The C P. A Law.

(6) An attorney licensed to practice in this
Commonweal t h.

(7) An enployer, if the enployer has a self-insured
heal t h pl an under the Enployee Retirement Inconme Security Act
of 1974, (Public Law 93-406, 88 Stat. 829).

(8) An enployer that participates in the nedical savings
account program

"“Account holder."™ A person or an enpl oyee who contributes or

whose enpl oyer contributes to a medical care savings account for
t he person or enployee's benefit, on whose behalf a nedical care

savi ngs account is established.

"Apportion," "apportioned" or "apportionment.” The prem um

30 differential between the premuns for a qualified higher
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deducti bl e plan and the plan previously offered by the enployer,
based on bona fide quotes frominsurers offering simlar
benefits for simlar enployees in the sane geographic area. In
the event that no plan was previously offered, the portion
contributed to a nmedical care savings account may be | ess than
t he deductible of the qualified higher deductible plan, and the
premumdifferential formula shall be based on bona fide quotes
for a | ow deductible health plan and a qualified higher
deductible plan offering simlar benefits for simlar enployees
in the sane geographic area.

"Deductible.” The total deductible for an enpl oyee and al
t he dependents of that enployee for a cal endar year.

"Dependent child."

(1) A person under the age of 18 who is not otherw se
emanci pated, married or a nenber of the armed forces of the
United States.

(2) A person who is nmentally or physically incapacitated
to the extent that the child is not self-sufficient.

(3) A person 23 years of age or younger who is enrolled
as a full-tinme student and who is legally entitled or subject
to a court order for the provision of proper and necessary
subsi stence, education, nedical care or any other care
necessary for the person's health, guidance or well -being.
"Enpl oyee." A person for whose benefit or for the benefit of

whose dependents a nedi cal care savings account is established.
"Health plan.” An individual health policy, subscriber
contract or certificate or plan or an enployee welfare benefit
pl an providing nmedical care as defined in the Internal Revenue
Code of 1986 (Public Law 99-514, 26 U S.C. 8 1 et seq.) to

partici pants or beneficiaries directly or through insurance,
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rei nbursenent or otherw se.

"I ndi vidual nedical care savings account." An account
created or organi zed to pay the eligible nedical, dental and
| ong-term care expenses of the account hol der and his dependents
to pronote good health that includes the purchase by the account
hol der of a qualified higher deductible plan.

"Medi cal Care Savings Account™ or "MCSA. " An account created
or organi zed by an enployer in this Conmonweal th out of which an
account hol der and his or her dependents can pay for nedical
care as defined in the Internal Revenue Code of 1986 (Public Law
99-514, 26 U.S.C. 8 1 et seq.) or other long-termcare expenses
to pronote good health that includes the purchase of a qualified
hi gher deductible health plan for the benefit of an enpl oyee and
t he enpl oyee' s dependents.

"Medi cal expenses."” Medical care, dental care, eye care or
| ong-term care. The term excludes prem uns for all insurance
except for a qualified higher deductible policy or |ong-term
care insurance.

"Qualified higher deductible plan.” A health plan which
provi des for paynent of covered benefits in excess of the
deducti ble and is purchased by an account hol der or by an
enpl oyer for the benefit of an enployee and the enpl oyee's
dependents for whomthe enpl oyer makes deposits into an MCSA,
whi ch deductible shall not be I ess than $1,000 and nore than
$5,000 for 1996, with the mni num and maxi mum adj usted annual |y
thereafter by a percentage equal to the previous year's increase
in the National Consuner Price I|ndex.

Section 4. Individual nedical care savings accounts.
(a) General rule.--A person may deposit cash contributions

to an individual nedical care savings account provided that
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total yearly contributions shall be nade on or before April 15
of each year and shall not exceed $5,000 for 1996 for the
account hol der and $1,000 for each dependent for 1996. This
maxi mum shal | be adjusted annually by a percentage equal to the
previ ous year's increase in the National Consumer Price |ndex.

(b) Treatnment of interest and reinbursenents.--1nterest
earned on an individual nedical care savings account and noney
rei nbursed to an account hol der for eligible nedical expenses
need not be included as personal incone taxable under Article
Il of the act of March 4, 1971 (P.L.6, No.2), known as the Tax
Ref orm Code of 1971

(c) Account by operation of |aw --The individual nedical
care savings account shall be placed with an account
adm ni strator. The account adm nistrator shall utilize the
account assets solely for the purpose of paying the nedical,
dental and | ong-term care expenses of the account hol der.

(d) Restrictions on wthdrawal.--Individual nedical care
savi ngs account funds may be w thdrawn by the account hol der for
a purpose other than paynent for medical care services, subject
to the followng restrictions and penalties:

(1) The deductible required for paynent of covered
benefits under the qualified higher deductible plan nust be
reserved at all tinmes or accounted for in eligible deductible
heal th care expenditures under the individual nedical care
savi ngs account on an annual basis.

(2) There shall be a distribution penalty payable to the
Depart ment of Revenue by the adm nistrator on behalf of the
account hol der for w thdrawal by the account hol der of
i ndi vi dual nedi cal care savings account funds not used for

heal th care expenditures. Account funds or any portion
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t hereof used as security for a loan shall be treated as

di stributed. Such penalty shall be 10% of the anount of

interest earned as of the date of wi thdrawal on the account,

and, upon such withdrawal, the interest earned shall be
subject to State incone taxation

(3) Wen a person is no |onger considered a |egal
dependent under a qualified higher deductible plan the
account holder may withdraw, w thout penalty or taxation, the
prem um necessary to purchase a new qualified higher

deducti ble plan and funds to neet the deductible to establish

an individual nedical care savings account for the person no

| onger considered a | egal dependent under the prior qualified
hi gher deducti bl e pl an.

(e) Disbursenment arising out of bankruptcy.--The anount of a
di sbursenent of any assets of a nedical care savings account
pursuant to a filing for protection under 11 U S.C. (relating to
bankruptcy), by an account hol der or person for whose benefit
t he account was established shall not be considered a w thdrawal
for purposes of this section. The anmpbunt of a disbursenent is
not subject to taxation under Article Ill of the Tax Reform Code
of 1971, and subsection (b) shall not apply.

(f) Treatnment of funds upon death.--Upon the death of the
account hol der, the account administrator shall distribute the
principle, and accunul ated interest, to the decedent's estate
and the noney taxed as part of the estate as provided by |aw or
distributed to the account holder's beneficiary, unless wthin
60 days after the account holder's death, the spouse or
dependents request in witing:

(1) the account admi nistrator remain the adm nistrator

of the account and the account adm nistrator agrees to retain
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t he account; or
(2) the account be transferred to a new account
adm ni strator.
Section 5. Authorizing nedical care savings accounts.

(a) Ofer of plan.--For the years beginning on or after
January 1, 1996, an enployer, except as otherw se provided by
statute, contract or collective bargaining agreenent may offer
an MCSA programto the enpl oyer's enpl oyees. An account hol der
covered under an MCSA arrangenent nmay deposit contributions
during a plan year into his or her Medical Care Savings Account
to increase the val ued amount of his or her apportionnment set
asi de by the enployer to cover nedical care expenses. The total
anount of the yearly apportionnent shall not exceed the
deducti ble of the qualified higher deductible plan and shall be
deposited on or before April 15 of each year.

(b) Tax exenpt nature of funds.--Any principle apportioned
under an MCSA arrangenent, any interest which may be earned
dependi ng on plan arrangenent and accounts used to pay for
nmedi cal expenses shall be exenpt from Pennsylvani a taxation.

(c) Benefit to account hol ders.--The enpl oyer may apportion
to account hol ders under a tax-exenpt MCSA arrangenent the
anount required to cover conpletely the account hol ders' and
account hol ders' dependents' deducti bles and coi nsurance, if
any, under the purchased qualified higher deductible plan.

(d) Advance of funds.--1f an enployer makes contributions to
a medi cal care savings account programon a periodic install nment
basi s, the enployer nay advance to an enpl oyee, interest free,
an anmount necessary to cover a mnedi cal expense that exceeds the
anount in the enployee's nedical care savings account when the

expense is incurred, if the enployee agrees to repay the advance
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1 fromfuture installnents or when the person ceases to be an

2 enployee of the enpl oyer.

3 (e) Restrictions on withdrawals.--An account hol der may

4 utilize his or her apportioned account noneys solely for the

5 purpose of paying nedical expenses incurred by the account

6 holder and his or her dependents, except that account hol ders

7 may withdraw on their apportionnent of account funds for a

8 purpose other than paynent of medi cal expenses subject to the

9 following restrictions and penalties:

10 (1) The deductible required for paynent of covered

11 benefits under the qualified higher deductible plan nust be
12 reserved at all tines or accounted for in eligible deductible
13 nmedi cal care expenditures under the account hol der's MSCA on
14 an annual basis.

15 (2) Any renmining anount of an account hol der's

16 apportionment at the end of the year will belong to the

17 account holder with no restrictions on how the noney may be
18 spent other than wi thdrawal s made to cover other than nedical
19 expenses becone fully taxable at the time of wthdrawal.
20 (3) There shall be a distribution penalty payable to the
21 Depart ment of Revenue by the adm nistrator on behalf of the
22 account hol der for wi thdrawal during a plan year by the
23 account hol der of MCSA funds not used for nedical care
24 expendi tures. Account funds or any portion thereof used as
25 security for a loan shall be treated as distributed. Such
26 penalty shall be 10% of the account holder's wthdrawal, and,
27 upon such withdrawal the interest earned shall be subject to
28 State income taxation.
29 (4) Wen a person is no |onger considered a |egal
30 dependent under a qualified higher deductible plan the
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enpl oyee may withdraw, w thout penalty or taxation, the

prem um necessary to purchase a new qualified higher

deducti ble plan and the funds to nmeet the deductible to

establish an individual nedical care savings account for the

person no | onger considered a | egal dependent under the prior
qual i fied hi gher deductible plan.

(f) Disbursenment arising out of bankruptcy.--The anobunt of a
di sbursenent of any assets of a nedical care savings account
pursuant to a filing for protection under 11 U S.C. (relating to
bankruptcy), by an account hol der or person for whose benefit
t he account was established shall not be considered a w thdrawal
for purposes of this section. The anmpbunt of a disbursenent is
not subject to taxation under Article Ill of the act of March 4,
1971 (P.L.6, No.2), known as the Tax Reform Code of 1971, and
subsection (b) shall not apply.

(g) Reporting.--An enployer that offers an MCSA program
shall informall enployees in witing of the Federal tax status
of contributions made under this act before making
contributions. Enployers shall cause to be issued to
partici pating enpl oyees at | east annually a statenent setting
forth amounts remaining in their accounts.

(h) Treatnment of funds upon death.--Upon the death of the
account hol der the account adm nistrator shall distribute the
princi pal and accunul ated interest of the MCSA to the decedent's
estate and it shall be taxed as part of the estate as provided
by law or distributed to the account hol der's beneficiary,
unl ess within 60 days after the account holder's death the
spouse or dependents request in witing:

(1) the account admi nistrator remain the adm nistrator

of the account and the account adm nistrator agrees to retain
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t he account; or
(2) the account be transferred to a new account

adm ni strator.

(1) Treatnment upon term nation or change of enploynent.--If
an enpl oyee is no | onger enployed by an enpl oyer that
participates in a nedical care savings account program and the
enpl oyee directs a witten request, not nore than 60 days after
the final day of enploynent to the former enployer's account
adm ni strator that the account remain with that adm nistrator
and that account adm nistrator agrees to retain the account, the
nmoney in the medical care savings account nay be utilized for
the benefit of the enployee or the enpl oyee's dependents subject
to this act and shall remain exenpt fromtaxation under this
act. Not nore than 30 days after the expiration of the 60 days,
if the account adm nistrator does not agree to retain the former
enpl oyee' s account, the enployer shall mail a check to the
former enpl oyee at the enployee's | ast known address equal to
the amount in the account on that day. The anmount is subject to
State incone taxation but is not subject to the penalty under
subsection (e)(3). If an enpl oyee becones enployed with a
di fferent enployer that participates in a medical care savings
account program the enpl oyee may transfer his nedical care
savi ngs account to the new enployer's account adm ni strator or
to an individual nedical care savings account w thout taxation
or penalty.

Section 6. Duties of account adm nistrator.
(1) The account adm nistrator shall utilize the funds
held in a nmedical care savings account solely for the purpose
of paying the eligible nedical expenses of the account hol der

or the account hol der's dependents, or to purchase a health
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1 coverage policy, certificate or contract, if the account

2 hol der does not ot herw se have health insurance coverage.

3 (2) Funds held in a nedical care savings account shal
4 not be used to cover nedical expenses of the account hol der
5 or the account hol der's dependents that are otherw se

6 covered, including, but not limted to, nedical expenses

7 covered under an autonobile insurance policy, workers'

8 conpensati on i nsurance policy or self-insurance plan, or

9 anot her enpl oyer-funded health coverage policy, certificate
10 or contract.

11 (3) The account hol der may submt docunentation of

12 nmedi cal expenses paid by the account hol der or the enpl oyee
13 during the tax year to the account adm nistrator. The account
14 adm ni strator shall reinburse the account holder fromthe
15 account hol der's account for eligible nedical expenses.

16 Section 7. No duplication of benefits.

17 Policies issued as a part of a nedical care savings benefit
18 shall not be required to duplicate expenses that may be proper
19 expenses covered by the nedical care savings benefit.
20 Additionally, the qualified higher deductible plan may provide
21 that the deductible specified in the insurance policy may be
22 increased by the amobunt of any benefits payabl e by any other
23 health benefits program or plan.
24 Section 8. Wthdrawal after certain age.
25 After an account hol der reaches 59 1/2 years of age or ol der,
26 wthdrawal s shall not be subject to the 10% penalty i nposed
27 under this act.
28 Section 9. Regul ations.
29 The I nsurance Departnent shall promul gate regulations to

30 inplement, adm nister and enforce this act.
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Section 10. Applicability.

This act shall apply to tax years begi nning January 1, 1996.
Section 11. Repeals.

Al'l acts and parts of acts are repeal ed insofar as they are
inconsistent with this act.

Section 12. Ef fecti ve date.

~N~ o o~ W ON

This act shall take effect in 90 days.
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