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Stricken language would be deleted from present law. Underlined language would be added to present law.

State of Arkansas

81st General Assembly A B I II

Regular Session, 1997 HOUSE BILL 2257

By: Representative Ferguson

For An Act To Be Entitled
"AN ACT TO BE KNOWN AS THE ARKANSAS MEDI CAL CARE SAVI NGS
ACCOUNT ACT OF 1997; AND FOR OTHER PURPOSES. "

Subtitle
“AN ACT TO BE KNOWN AS THE ARKANSAS
MEDI CAL CARE SAVI NGS ACCOUNT ACT OF
1997 . "

BE | T ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ARKANSAS:

SECTION 1. Short title. This act may be cited as the "Arkansas Medi cal
Care Savings Account Act of 1997."

SECTION 2. Definitions. As used in this act, unless it clearly appears

ot herwi se, the follow ng definitions apply:

(1) "Account administrator" neans:

(A) a state or federally chartered bank, savings and | oan

association, credit union, or trust conpany;

(B) a health care insurer;

(C) a certified public accountant |icensed to practice in this

state; or
(D) an enployer if the enployer has a self-insured health plan
under ERI SA

(2) "Account holder" neans an individual who is a resident of this state

and who establishes a nedical care savings account or for whose benefit the

account is established.

(3) "Dependent" neans the spouse of the enployee or account holder or a
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child of the enpl oyee or account holder if the child is:

(A) under twenty-three (23) years of age and enrolled as a full-

time student at an accredited college or university or is under nineteen (19)

years of age

(B) legally entitled to the provision of proper or necessary

subsi stence, education, nedical care, or other care necessary for the health,

gui dance, or well-being of the child and is not otherw se emanci pated, self-

supporting, married, or a nenber of the arnmed forces of the United States; or

(C nmentally or physically incapacitated to the extent that the

child is not self-sufficient.

(4) "Eligible nmedi cal expense" nmeans an expense paid by the enpl oyee or

account hol der for nedical care defined by 26 U . S.C. 213(d) for the enpl oyee

or account hol der or a dependent of the enpl oyee or account hol der

(5) "Enpl oyee" neans an enpl oyed individual for whose benefit or for the

benefit of whose dependents a nedical care savings account is established. The

termincludes a sel f-enpl oyed individual

(6) "ERI SA" neans the Enpl oyee Retirenent Incone Security Act of 1974,
Public Law 93-406.

(7) "Health care insurer" neans any insurance conpany, hospital and

nmedi cal services corporation, or health nmaintenance organi zation i ssuing or

delivering health benefit plans in this state and subject to any of the

foll owing | aws:

(A) the Arkansas |nsurance Code, Arkansas Code 23-60-101, et seq.

(B) Arkansas Code 23-75-101, et seq. pertaining to hospital and

nmedi cal service corporations;

(C) Arkansas Code 23-76-101, et seq. pertaining to health

mai nt enance organi zati ons;

(D) any successor |aw of the foregoing; and

(E) any self-funded program for governnental enployees.

(8) "Medical care savings account" or "account" nmeans an account

established with an account adnministrator in this state pursuant to Section 3

of this act.

SECTI ON 3. Est abl i shment of account.

(a) An enployer, except as otherw se provided by statute, contract, or

a collective bargaining agreenment, may establish a nedical care savings
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account for an enpl oyee of the enpl oyer or for a dependent of the enpl oyee.

(b) An individual who is a resident of this state may establish a

medi cal care savings account for that individual or for a dependent of the

i ndi vi dual

(c) Before naking any contributions to an enpl oyee's account, an

enpl oyer shall informan enployee in witing of the state and federal tax

status of contributions nade pursuant to this chapter

(d) Upon agreenent between an enpl oyer and an enpl oyee, an enpl oyee may

have the enpl oyer contribute to the enpl oyee's nedical care savi ngs account,

to a health insurance policy or programfor the enployee, or to both the

account and the policy or program

SECTI ON 4. Tax exenption - conditions.

(a) Except as provided in this section, the ampunt of principal provided

for in subsection (2) contributed annually by an enpl oyee or account holder to

an account and all interest or other incone on that principal my be excl uded

fromthe i ncome of the enpl oyee or account hol der for the purpose of conputing

Arkansas |Inconme Tax liability, as long as the principal and interest or other

i ncome is contained within the account or withdrawn only for payment of

eligible nedical expenses or for the long-termcare of the enpl oyee or account

hol der or a dependent of the enpl oyee or account holder. Any part of the

princi pal or incone, or both, withdrawn from an account nmay not be excl uded

under subsection (2) and this subsection if the anpunt is withdrawn fromthe

account and used for a purpose other than an eligible nmedical expense or the

Il ong-term care of the enpl oyee or account hol der or a dependent of the

enpl oyee or account hol der

(b) An enpl oyee or account hol der nmay exclude as an annual contribution

in one (1) year no nore than three thousand dollars ($3,000). There is no

limtation on the anobunt of funds and interest or other inconme on those funds

that may be retained tax-free within an account.

(c) An enployee or account holder nmay in one (1) year deposit into an

account more than the amount excluded pursuant to subsection (2) if the

exenption claimed by the enpl oyee or account holder in the year does not

exceed three thousand dollars ($3,000). An enpl oyee or account hol der who

deposits nore than three thousand dollars ($3,000) into an account in a year

may exclude fromthe enployee's or account holder's incone for the purpose of
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conmputing Arkansas Inconme Tax liability in a subsequent year any part of three

t housand dollars ($3,000) per year not previously excluded.

(d) The transfer of money in an account owned by one enpl oyee or account

hol der to the account of another enpl oyee or account holder within the

i mediate famly of the first enployee or account hol der does not subject

ei ther enpl oyee or account holder to tax liability under this section. Anpunts

contained within the account of the receiving enpl oyee or account hol der are

subject to the requirenents and linitations provided in this section.

(e) The enpl oyee or account hol der who establishes the account is the

owner of the account. An enpl oyee or account holder may withdraw noney in an

account and deposit the nobney in another account with a different or with the

same account administrator without incurring tax liability.

(f) The anpbunt of a di sbursenent of any assets of a nedical care savings

account pursuant to a filing for protection under the United States Bankruptcy

Code, 11 U.S.C. 101 to 1330, by an enpl oyee or account hol der does not subject

the enpl oyee or account holder to tax liability.

(g) Wthin thirty (30) days of being furnished proof of the death of the

enpl oyee or account hol der, the account administrator shall distribute the

princi pal and accumrul ated interest or other incone in the account to the

estate of the enpl oyee or account hol der

SECTION 5. Wthdrawal of funds from account for purposes other than

medi cal expenses and | ong-term care.

(a) An enployee or account hol der nmay wi thdraw nmoney fromthe

i ndi vidual's nedical care savings account for any purpose other than an

eligible nedical expense or the long-termcare of the enpl oyee or account

hol der or a dependent of the enpl oyee or account holder only on the | ast

busi ness day of the account administrator's business year. Mney w t hdrawn

froman account pursuant to this subsection nmust be taxed as ordinary incone

of the enpl oyee or account hol der

(b) I'f the enployee or account hol der w thdraws noney fromthe account

other than for eligible nedical expenses or long-termcare or other than on

the | ast business day of the account adnministrator's business year, the

adm ni strator shall withhold fromthe amunt of the w thdrawal and, on behal f

of the enployee or account holder, pay as a penalty to the Departnent of

Revenue an anmpunt equal to ten percent (10% of the amount of the wi thdrawal.
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Paynments made to the departnent pursuant to this section nmust be deposited in

the general fund. Money wi thdrawn from an account pursuant to this subsection

must be taxed as ordinary incone of the enpl oyee or account hol der

SECTION 6. Adninistration of account.

(a) An account adnministrator shall admnister the nmedical care savings

account from which the paynent of clains is made and has a fiduciary duty to

the person for whose benefit the account is adm nistered.

(b) Not nore than thirty (30) days after an account admi nistrator begins

to administer an account, the account adm nistrator shall notify in witing

each enpl oyee and account hol der on whose behal f the account admni ni strator

adm ni sters an account of the date of the |last business day of the account

adm ni strator's busi ness year.

(c) An account adnministrator may use funds held in a nedical care

savi ngs account only for the purpose of paying the eligible nedical expenses

of the enployee or account holder or the enployee's or account holder's

dependents, purchasing long-termcare insurance or a long-termcare annuity

for the long-termcare of the enpl oyee or account hol der or a dependent of the

enpl oyee or account hol der, or paying the expenses of adm nistering the

account. Funds held in a nmedical care savings account may not be used to pay

nmedi cal expenses or for a long-termcare insurance policy or annuity of the

enpl oyee or account hol der or a dependent of the enployee or account hol der

that is otherw se reinmbursable, including nmedical expenses payabl e pursuant to

an aut onobil e i nsurance policy, workers' conpensation insurance policy or

sel f-insured plan, or another health coverage policy, certificate, or

contract.

(d) The enpl oyee or account hol der may subnit docunmentation of eligible

medi cal expenses paid by the enpl oyee or account hol der or a dependent of the

enpl oyee or account holder in the tax year to the account adm nistrator, and

the account adnministrator shall reinburse the enpl oyee or account hol der from

the enpl oyee's or account holder's account for eligible nedical expenses.

(e) The enpl oyee or account hol der may subnit docunmentation of the

purchase of long-termcare insurance or a long-termcare annuity for the

enpl oyee or account hol der or a dependent of the enployee or account holder to

t he account adm nistrator, and the account adm nistrator shall reinburse the

enpl oyee or account holder fromthe enpl oyee's or account holder's account for
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paynments nade for the purchase of the insurance or annuity. The account

adm ni strator may al so provide for a systemof automatic withdrawals fromthe

account for the paynment of long-termcare insurance premnm uns or an annuity.

(f) If an enployer nmakes contributions to a nmedical care savi ngs account

on a periodic installnment basis, the enployer may advance to an enpl oyee,

interest free, an anpunt necessary to cover nedi cal expenses incurred that

exceeds the ampbunt in the enployee's nedical care savings account at the tine

the expense is incurred if the enployee agrees to repay the advance from

future install nents or when the enpl oyee ceases enpl oynent with the enpl oyer

SECTION 7. False clains prohibited - Penalty.

(a) A person nay not knowi ngly prepare or cause to be prepared a fal se

claim receipt, statenent, or billing to justify the withdrawal of noney from

an account.

(b) A person who violates subsection (1) by preparing or causing the

preparation of a false claim receipt, statenent, or billing in an amount not

exceeding three hundred dollars ($300) is guilty of theft and upon conviction

shall be fined an ambunt not to exceed five hundred dollars ($500) or be

i mprisoned in the county jail for a termnot to exceed six (6) nonths, or

both. A person convicted of a second offense shall be fined five hundred

dollars ($500) or be inprisoned in the county jail for a termnot to exceed

six (6) months, or both. A person convicted of a third or subsequent offense

shall be fined one thousand dollars ($1,000) and be inprisoned in the county

jail for a termof not less than thirty (30) days or nore than six (6) nonths.

(c) A person who violates subsection (1) by preparing or causing the

preparation of a false claim receipt, statement, or billing in an anpunt of

three hundred dollars ($300) or nore is guilty of theft and upon conviction

shall be fined an ampunt not to exceed fifty thousand dollars ($50,000) or be

i mprisoned in the state prison for a termnot to exceed ten (10) years, or

bot h.

(d) Anmpunts involved in thefts committed pursuant to a conmon schene or

the sane transaction, whether fromthe sane person or several persons, may be

aggregated in determning the value of the ambunt withdrawn from an account in

violation of this section.

SECTION 8. Al provisions of this act of a general and permanent nature
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are anendatory to the Arkansas Code of 1987 Annotated and the Arkansas Code

Revi si on Comni ssi on shall incorporate the sane in the Code.

SECTION 9. If any provision of this act or the application thereof to
any person or circunstance is held invalid, such invalidity shall not affect
ot her provisions or applications of the act which can be given effect w thout
the invalid provision or application, and to this end the provisions of this

act are declared to be severable.

SECTION 10. All laws and parts of laws in conflict with this act are

her eby repeal ed.
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