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THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 1184 %5

I NTRODUCED BY FOLMER, EI CHELBERGER, PI CCOLA, BROME AND REGOLA,
DECEMBER 7, 2007

REFERRED TO BANKI NG AND | NSURANCE, DECEMBER 7, 2007
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AN ACT
Aut hori zi ng enpl oyees of the Commonweal th and political
subdi vi sions to establish health savings accounts; and
providing for the requirenents of health savings accounts and
for tax exenption under certain circunstances.

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 Governnent
Enpl oyee Heal t h Savi ngs Account Act.

Section 2. Definitions.

The foll ow ng words and phrases when used in this act shal
have the neanings given to themin this section unless the
context clearly indicates otherw se:

"Deductible.” The total deductible for an eligible
i ndi vidual and all the dependents of that eligible individual
for a cal endar year.

"Dependent. " The spouse or child of an eligible individual

as defined in section 152 of the Internal Revenue Code of 1986



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

(Public Law 99-514, 26 U S.C. § 152).

"Eligible individual." An individual taxpayer, including an
enpl oyee of an enpl oyer who is a governnent enployee, who
contributes to a health savings account on the enpl oyee's behal f
and who:

(1) Must be covered by a high deductible health plan
individually or with a dependent.
(2) WMy not be covered under any health plan that is not

a high deductible health plan, except for:

(i) Coverage for accidents.
(i) Workers' conpensation insurance.
(iti1) Insurance for a specified disease or illness.
(iv) Insurance paying a fixed anmount per day per
hospi talization.
(v) Tort liabilities.
(3) Establishes or on whose behalf the health savings
account is established.

"Enpl oyer." The Commonweal th and any political subdivision
t hat enpl oys an i ndi vi dual .

"Governnent enpl oyee.” An individual enployed by the
Commonweal th or a political subdivision.

"Heal t h savi ngs account” or "account." A trust or custodian
established in this Coomonweal th pursuant to a health savi ngs
account program exclusively to pay the qualified nedical
expenses of an eligible individual or the individual's
dependents, but only if the witten governing instrunment
creating the account neets the follow ng requirenents:

(1) Except in the case of a rollover contribution, no
contribution will be accepted:

(i) wunless it is in cash; or
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1 (i1i) to the extent such contribution, when added to
2 the previous contributions to the account for the
3 cal endar year, exceeds 100% of the eligible individual's
4 deductible or $2,600 for an individual or $5,150 per
5 fam |y, whichever is |ower.
6 (2) The trustee or custodian is a bank, an insurance
7 conmpany or anot her person approved by the Secretary of Health
8 and Human Servi ces.
9 (3) No part of the trust assets will be invested in life
10 i nsurance contracts.
11 (4) The assets of the account will not be comm ngl ed
12 with other property except as allowed for under I ndividual
13 Retirement Accounts.
14 (5) The eligible individual's interest in the account is
15 nonf or f ei tabl e.
16 "Heal t h savi ngs account program or "program" A program
17 that includes all of the follow ng:
18 (1) The purchase by an eligible individual or by an
19 enpl oyer of a high deductible health plan.
20 (2) The contribution into a health savings account by an
21 eligible individual or on behalf of an enpl oyee or by the
22 enpl oyer. The total annual contribution may not exceed the
23 anount of the plan's higher deductible or the anounts |isted
24 in paragraph (1)(ii) of the definition "health savings
25 account" or "account."
26 "Hi gh deductible.” The term neans:
27 (1) In the case of self-only coverage, an annual
28 deducti bl e i ncreased each year by a cost-of-1iving adjustnment
29 that is not |ess than $1,000 and the sum of the annual
30 deducti bl e and ot her annual out- of - pocket expenses required
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to be paid under a plan for covered benefits and that does

not exceed $5, 000.

(2) In the case of fam |y coverage, an annual deductible

i ncreased each year by a cost-of-living adjustnent of not

| ess than $2,000 and the sum of the annual deductible and

ot her annual out-of - pocket expenses required to be paid under

a plan for covered benefits and that does not exceed $10, 000.
A plan shall not fail to be treated as a hi gh deducti bl e plan by
reason of its failure to include a deductible for preventive
care or, in the case of a network plan, for having out-of-pocket
expenses that exceed these limts on an annual deductible for
servi ces provided outside the network.

"Hi gh deductible health plan.” A health coverage policy,
certificate or contract that provides for paynents for covered
benefits that exceed the higher deductible.

"Qualified nmedical expense.” An expense paid by a taxpayer
for nmedical care described in section 213(d) of the Internal
Revenue Code of 1986 (Public Law 99-514, 26 U S.C. 8§ 213(d)).
Section 3. Applicability and scope.

(a) GCeneral rule.--The provisions of this act shall apply
al so to taxpayers who do not receive preferred Federal tax
treatment for a health savings account under section 223 of the
I nternal Revenue Code of 1986 (Public Law 99-514, 26 U S.C. 8§
223).

(b) Annual limtation on deposits.--For taxable years
begi nni ng after Decenber 31, 2007, a resident of this
Commonweal th or an enpl oyer shall be allowed to deposit
contributions to a health savings account. The anmount of deposit
shall not exceed the anmount of the plan's high deductible, nor

$2,600 for an individual policy and $5,150 for a famly policy.
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(c) Tax exenption.--Except as provided in section 5,
principal contributed to and interest earned on a health savings
account and noney reinbursed to an eligible individual or an
enpl oyee for qualified nedical expenses are exenpt fromtaxation
under the act of March 4, 1971 (P.L.6, No.2), known as the Tax
Ref orm Code of 1971
Section 4. Distribution of funds from health savings accounts.

(a) GCeneral rule.--Atrustee or custodian of a health
savi ngs account shall utilize the funds held in the health
savi ngs account solely for the purpose of paying the qualified
nmedi cal expenses of the eligible individual or the individual's
dependents or to purchase a health coverage policy certificate
or contract if the eligible individual is receiving unenpl oynment
conpensation, is exercising continuation privileges under
Federal law or is purchasing a long-termcare insurance
contract, or to pay for health insurance other than a Medicare
suppl enental policy for those who are Medicare eligible.

(b) Restriction of use of funds.--Funds held in a health
savi ngs account may not be used to cover expenses of an eligible
i ndi vidual or the individual's dependents that are otherw se
covered, including, but not limted to, a nmedical expense
covered pursuant to an autonobile insurance policy, workers'
conpensati on i nsurance policy or self-insured plan or another
enpl oyer - funded health coverage policy, certificate or contract.
Section 5. Wthdrawal s from heal th savi ngs accounts.

(a) GCeneral rule.--Subject to the provisions of this
section, an eligible individual nay w thdraw noney fromthe
i ndi vidual's health savings account for any purpose, other than
a purpose described in section 4(a).

(b) Tax consequences of certain wthdrawal s.--Subject to the
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provi sions of subsection (c), if an eligible individual

wi t hdraws noney fromthe individual's health savings account for
any purpose, other than a purpose described in section 4(a) at
any other tine, all of the follow ng apply:

(1) The armount of the withdrawal is income under the act
of March 4, 1971 (P.L.6, No.2), known as the Tax Reform Code
of 1971, in the tax year of the w thdrawal.

(2) Interest earned on the account during the tax year
in which a withdrawal under this subsection is nmade is incone
for the purposes of the Tax Reform Code of 1971.

(c) Effect of bankruptcy.--The anount of disbursenent of any
assets of a health savings account pursuant to a filing for
protection under 11 U S.C. (relating to bankruptcy) by an
eligible individual or person for whose benefit the account was
established is not considered a withdrawal for purposes of this
section. The anmount of the disbursenment is not subject to
taxati on under the Tax Reform Code of 1971 and subsection (b)
does not apply.

(d) Transfers between spouses or former spouses.--The
transfer of an eligible individual's interest in a health
savi ngs account to an eligible individual's spouse or forner
spouse shall not be considered a taxable transfer nmade by such
eligible individual, notw thstandi ng any ot her provision of this
act and this interest shall, after the transfer, be treated as a
heal t h savings account with respect to which the spouse is the
el i gi bl e i ndividual .

(e) Effect of eligible individual's death.--Upon the death
of the eligible individual, the trustee or custodian shal
di stribute the principal and accumul ated interest of the health

savi ngs account to the estate of the deceased.
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(f) Effect of changed enpl oynent.--If an enpl oyee becones
enpl oyed with a different enployer that participates in a health
savi ngs account program the enployee may transfer his or her
heal t h savings account to that new enployer's trustee or
custodian or to an individually purchased account program

Secti on 6. Ef fecti ve date.
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This act shall take effect in 60 days.
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