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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 2299 %5

| NTRODUCED BY PAYNE, ALLEN, BAKER, BALDW N, BOYD, CLYMER
DENLI NGER, GODSHALL, HERMAN, HERSHEY, HUTCHI NSQON, KI LLI ON,
MAI TLAND, MAJOR, Ml LHATTAN, MJSTI O, PI CKETT, REED, REl CHLEY,
SCAVELLO, R STEVENSON, TIGUE, TURZAI, LEH, MARSI CO
FAI RCH LD, T. STEVENSQON, CAUSER, HARRIS, S. MLLER
HENNESSEY, METCALFE, CREI GHTON, CAPPELLI, G NCGRI CH, DALLY,
CRAHALLA, HARHART, EGOLF, BENN NGHOFF, BROMNE AND
E. Z. TAYLOR JANUARY 26, 2004

REFERRED TO COW TTEE ON HEALTH AND HUVAN SERVI CES,
JANUARY 26, 2004
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AN ACT
Aut hori zi ng the establishnment and mai nt enance of health savings
accounts; exenpting contributions fromtaxation; inmposing
restrictions on health savings accounts; and prescri bing
penal ti es.
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 Health
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:

"Account adm nistrator.” Any of the follow ng:

(1) A national or State-chartered bank or Federal or



1 St ate-chartered savings and | oan associ ati on, savi ngs bank or
2 credit union.

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

4 (3) An insurance conpany authorized to do business in

5 this Commonweal th pursuant to the act of May 17, 1921

6 (P.L.682, No.284), known as The I nsurance Conpany Law of

7 1921, or a health care corporation operating pursuant to 40
8 Pa.C.S. Ch. 61 (relating to hospital plan corporations).

9 (4) A broker-dealer, commodity issuer, investnent

10 advi sor or agent registered pursuant to the act of Decenber
11 5, 1972 (P.L.1280, No.284), known as the Pennsyl vani a

12 Securities Act of 1972.

13 (5) A third-party admnistrator with a current

14 certificate of authority issued pursuant to the laws of this
15 Commonweal t h.

16 (6) A certified public accountant licensed to practice
17 in this Comonweal th pursuant to the act of May 26, 1947

18 (P.L.318, No.140), known as the CPA Law.

19 (7) An attorney licensed to practice in this
20 Commonweal t h.
21 (8) An enployer, if the enployer has a self-insured
22 heal t h pl an under the Enployee Retirement Inconme Security Act
23 of 1974 (ERI SA).
24 (9) An enployer that participates in a health savings
25 account program
26 "Account holder."” An individual taxpayer, including an
27 enpl oyee of an enpl oyer who contributes to a health savings
28 account on the enpl oyee's behal f, who:
29 (1) |Is covered by a high deductible health plan
30 individually or with dependents.
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(2) My not be covered under any health plan that is not
a hi gh deductible health plan except for any of the
fol | ow ng:

(i) Coverage for accidents, disability, dental care,

vi sion care or |ong-term care.

(1i) Workers' conpensation cover age.

(iti1) Insurance for a specified disease or illness.

(iv) Insurance paying a fixed anmount per day per
hospi talization.

(3) Establishes or on whose behalf the health savings
account is established.

"Deductible."” The total deductible for an account hol der and
all the dependents of that account holder for a cal endar year.

"Dependent."” The spouse or a child of the account hol der if
the child is any of the follow ng:

(1) Under 19 years of age or under 23 years of age and
enrolled as a full-tinme student at an accredited coll ege or
uni versity.

(2) Legally entitled to the provision of proper or
necessary subsi stence, education, nedical care or other care
necessary for that individual's health, guidance or well -
bei ng and not ot herw se emanci pated, self-supporting, married
or a nenber of the arned forces of the United States.

(3) Mentally or physically incapacitated to the extent
that that individual is not self-sufficient.

"Domicile.” A place of an individual's true, fixed and
per manent home and principal establishnent to which, whenever
absent, that individual intends to return. Domcile continues
until anot her permanent home or principal establishnent is

est abl i shed.
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"Eligible nedical 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)).

"Enpl oyee.” An individual for whose benefit or for the
benefit of whose dependents a health savings account is
established. The termincludes a self-enployed individual.

"ERI SA." The Enpl oyee Retirenment Incone Security Act of 1974
(Public Law 93-406, 88 Stat. 829).

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

(1) Except in the case of a rollover contribution, no
contribution may be accept ed:

(i) wunless it is in cash; or

(i1i) to the extent such contribution, when added to
previous contributions to the account for the cal endar
year, exceeds 100% of the account hol der's deductible or
$2,600 for an individual or $5,150 per family, whichever
is | ower.

(2) The trustee or custodian is a bank, an insurance
conmpany or anot her person who qualified as a trustee under
section 220(d)(1)(B) of the Internal Revenue Code of 1986
(Public Law 99-514, 26 U.S.C. § 220(d)(1)(B)).

(3) No part of the trust assets may be invested in life
i nsurance contracts.

(4) The assets of the account nmay not be comm ngled with

ot her property except as allowed for Individual Retirenent
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Accounts.
(5) The account holder's interest in the account is
nonforfeitable.

"Heal t h savi ngs account program or "program" A program

1

2

3

4

5 that includes all of the follow ng:
6 (1) The purchase by an account hol der or by an enpl oyer
7 of a qualified higher deductible health plan.

8 (2) The contribution into a health savings account by an
9

account hol der or on behalf of an enpl oyee by the account

10 hol der's or that person's enployer, provided that the total
11 annual contribution does not exceed the anount of the plan's
12 hi gher deductible or the amounts |isted in paragraph (1) (ii)
13 of the definition of "health savings account,” whichever is
14 | ower .

15 (3) An account administrator to adm nister the health

16 savi ngs account from which paynent of clains is made provided
17 that not nore than 30 days after the account adm nistrator

18 begins to adm nister the account, the account adm nistrator
19 notifies in witing each account hol der on whose behalf the
20 adm ni strator adm nisters the account of the date of the |ast
21 busi ness day of the admi nistrator's business year.

22 "Hi gher deductible.” The term neans:

23 (1) In the case of self-only coverage, an annual

24 deductible which is not |ess than $1,000 nor nore than

25 $5, 000.

26 (2) In the case of fam |y coverage, an annual deductible
27 of not less than $2,000 nor nore than $10, 000.

28 "Qualified high deductible health plan.” A health coverage

29 policy, certificate or contract that provides for paynents for
30 covered benefits that exceed the higher deductible and that is
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pur chased by an account hol der or an enployer for the benefit of
an enpl oyee and the enpl oyee' s dependents.
Section 3. Nature of program

(a) GCeneral rule.--The provisions of this act shall apply to
t axpayers who are not receiving preferred Federal tax treatnent
for a health savings account under section 220(a) of the
I nternal Revenue Code of 1986 (Public Law 99-514, 26 U S.C. 8§
220(a)).

(b) Scope. --

(1) For taxable years begi nning after Decenber 31, 2003,
a resident of this Commonwealth shall be allowed to deposit
contributions to a health savings account. The anmount of
deposit for cal endar year 2004 and subsequent years shall not
exceed the anmount of the plan's higher deductible nor $2,600
for an individual policy and $5,150 for a famly policy.

(2) For tax years beginning after Decenber 31, 2003, an
enpl oyer may offer a health savings account programto the
enpl oyer' s enpl oyees.

(c) Duty to informenployees.--An enployer that offers a
heal t h savi ngs account program shall informall enployees in
witing of the Federal tax status of contributions made pursuant
to this act before nmaking contributions.

(d) Tax exenption.--Except as provided in section 5,
principal contributed to and interest earned on a health savings
account and noney reinbursed to an account hol der or an enpl oyee
for eligible nmedical expenses are exenpt from taxation under the
act of March 4, 1971 (P.L.6, No.2), known as the Tax Reform Code
of 1971.

Section 4. Distribution of account funds.

(a) Authorized purposes. --
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(1) The account adm nistrator shall utilize the funds
held in a health savings account solely for the purpose of:
(i) Paying the eligible nedical expenses of the
account hol der or the account hol der's dependents.
(i1i) Purchasing a health coverage policy certificate
or contract if the account holder is receiving

unenpl oynment conpensation, is exercising continuation

privileges under Federal |law or is purchasing a |ong-term

care insurance contract.
(ti1) Paying for health insurance other than a

Medi care suppl enental policy for those who are Medicare

el i gi bl e.

(2) Funds held in a health savings account shall not be
used to cover expenses of the account hol der or the account
hol der's dependents that are otherw se covered, including,
but not limted to:

(1) nedical expense covered pursuant to an

aut onobi | e i nsurance policy;

(i1i) workers' conpensation insurance policy or self-

i nsured plan; or

(1i1) another enployer-funded health coverage
policy, certificate or contract.

(b) Subm ssion of docunentation.--The account hol der may
submt docunentation of nedical expenses paid by the account
hol der or the enpl oyee during the tax year to the account
adm ni strator. The account adm nistrator shall reinburse the
account holder fromthe account holder's account for eligible
nmedi cal expenses.

(c) Limtation.--Funds held in a health savings account nmay

not be used to cover nedical expenses of the account hol der or
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t he account hol der's covered dependents that are otherw se
covered by any other health plan.

(d) Advances perm ssible.--1f an enpl oyer makes
contributions to a health savings account programon a periodic
instal |l ment basis, the enployer may advance to an enpl oyee,
interest free, an anmount necessary to cover nedi cal expenses
incurred that exceed the amobunt in the enployees' health savings
account when the expense is incurred, if the enpl oyee agrees to
repay the advance fromfuture installnments or when the
i ndi vi dual ceases to be an enpl oyee of the enpl oyer.

Section 5. Account wthdrawals.

(a) General rule.--Notwthstandi ng subsections (c), (d), (e)
and (f), an account hol der nay w thdraw noney fromthe account
hol der's health savi ngs account for any purpose other than a
pur pose described in section 4(a) only on the | ast business day
of the account adm nistrator's business year. Mney w thdrawn
pursuant to this subsection is income for the purpose of the act
of March 4, 1971 (P.L.6, No.2), known as the Tax Reform Code of
1971.

(b) Effect of w thdrawal.--Subject to subsection (c), if the
account hol der wi thdraws noney for any purpose other than a
pur pose described in section 4(a) at any other tine, all of the
foll ow ng apply:

(1) The armount of the withdrawal is inconme for the

pur poses of the Tax Reform Code of 1971 in the tax year of

t he withdrawal .

(2) Interest earned on the account during the tax year
in which a withdrawal under this subsection is nmade is incone

for purposes of the Tax Reform Code of 1971.

(c) Bankruptcy.--The anount of disbursenent of any assets of
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a health savings account pursuant to a filing for protection
under 11 U. S.C. 101, et seq. (relating to bankruptcy) by an
account hol der or person for whose benefit the account was
established shall not be construed as a withdrawal for purposes
of this section. The ampbunt of a di sbursenent shall not be

subj ect to taxation under the Tax Reform Code of 1971 and
subsection (b) does not apply.

(d) Account transfer caused by marital dissolution.--The
transfer of an account holder's interest in a health savings
account to an account hol der's spouse or former spouse under a
di vorce or separation instrunment shall not be construed a
taxabl e transfer made by such account hol der, notw t hstandi ng
any other provision of this act, and such interest shall, after
such transfer, be treated as a health savings account with
respect to which such spouse is the account hol der.

(e) Death of account holder.--Upon the death of the account
hol der, the account adm nistrator shall distribute the principal
and accunul ated interest of the health savings to the estate of
t he deceased.

(f) Postenpl oynent account mai ntenance. --

(1) If an enployee is no | onger enployed by an enpl oyer
that participates in a nmedical savings account program and

t he enpl oyee, not nore than 60 days after the individual's

final day of enploynent requests in witing to the forner

enpl oyer's account adm nistrator that the account remain with

that adm nistrator and that account adm nistrator agrees to
retain the account, the noney in the health savings account
may be utilized for the benefit of the enployee or the

enpl oyee' s dependents subject to this act and remai n exenpt

fromtaxation pursuant to this act.
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(2) Not nore than 30 days after the expiration of the 60
days, if the account adm ni strator does not accept the forner
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 amobunt in the account on that day that amount is subject
to taxation pursuant to subsection (a).

(3) If an enployee beconmes enployed with a different

enpl oyer that participates in a health savings account
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program the enployee nay transfer the individual's health
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savi ngs account to that new enpl oyer's account adm nistrator

=
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or to an individually purchased account program

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