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AN ACT
Aut hori zi ng the establishnment and mai nt enance of health savings
accounts; providing an exclusion from State inconme tax; and
i nposing restrictions on health savings 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 Health
Savi ngs Account Act.
Section 2. Legislative intent.
It is the intent of the General Assenbly to extend to health
savi ngs accounts established pursuant to section 223 of the
I nternal Revenue Code of 1986 (Public Law 99-514, 26 U S.C. 8§
223) an exclusion from State i ncone tax.

Section 3. Definitions.

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

"Heal th insurance policy.” An individual or group health,
si ckness or accident policy or subscriber contract or
certificate issued by an entity subject to any one of the
fol | ow ng:

(1) The act of May 17, 1921 (P.L.682, No.284), known as
The | nsurance Conpany Law of 1921.

(2) The act of Decenber 29, 1972 (P.L.1701, No.364),
known as the Heal th M ntenance Organi zation Act.

(3) The act of May 18, 1976 (P.L.123, No.54), known as
t he I ndividual Accident and Sickness |nsurance M ni mum
St andar ds Act .

(4) 40 Pa.C.S. Ch. 61 (relating to hospital plan
corporations) or 63 (relating to professional health services
pl an corporations).

"Heal th savings account.” As defined in section 223(d) of
the Internal Revenue Code of 1986 (Public Law 99-514, 26 U S.C
8§ 223(d)).

"Qualified nmedical expenses." As defined in section 223(d)
of the Internal Revenue Code of 1986 (Public Law 99-514, 26
U S.C § 223(d)).

Section 4. State incone tax exclusion.

(a) GCeneral rule.--Any increase in the value of a health
savi ngs account, any paynent or distribution froma health
savi ngs account that is used exclusively to pay qualified
nmedi cal expenses and noney rei nbursed to an account hol der or an
enpl oyee for qualified health expenses shall be excluded from
taxation under Article Ill of the act of March 4, 1971 (P.L. 6,
No. 2), known as the Tax Reform Code of 1971.
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(b) Nonqualified paynments or distributions.--A paynent or
di stribution froma health savings account that is used for any
pur pose other than to pay qualified nedical expenses shall be
included in inconme under Article Il of the Tax Reform Code of
1971 to the extent that the ampbunts paid or distributed were not
previously included in incone. The cost recovery nethod shall be
used to determ ne the portion of the paynent or distribution to
be included in incone.
Section 5. Mandated benefits.

(a) GCeneral rule.--A health insurance policy that would
qual ify as a high deductible health plan under section 223(c)(2)
of the Internal Revenue Code of 1986 (Public Law 99-514, 26
U S C 8 223(c)(2)) shall be subject to any provision of |aw
mandating a m ni mum health insurance benefit or reinbursenent.

(b) Construction.--Nothing in this act shall be construed to
prohi bit or prevent a health insurance policy that would qualify
as a high deductible health plan under section 223(c)(2) of the
I nternal Revenue Code of 1986 from applying deductibles or
copaynents to benefits offered under these nmandated m ni num
heal th i nsurance benefits.
Section 6. Applicability.

Section 4 shall apply to taxable years beginning after
Decenber 31, 2004.
Section 7. Effective date.

This act shall take effect in 60 days.
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