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1 Section 1. Section 422.7, Code 1995, is anended by adding
the foll owi ng new subsecti ons:

NEW SUBSECTI ON. 32. Subtract up to one thousand ei ght
hundred doll ars contributed by the individual, the
i ndi vidual's enployer, or a public agency, in the aggregate to
a famly health account for the individual, or up to four
thousand two hundred dollars contributed by the individual,
the individual's enmployer, or a public agency, in the
aggregate to a famly health account for the individual and
the individual's spouse and dependents. However, the anount
to be subtracted shall be reduced, but not bel ow zero, by the
amount of health insurance prenmiuns paid by the taxpayer's
enpl oyer covering the taxpayer or the taxpayer's spouse or
dependent which premi uns were not subject to state incone tax.
The deduction for contributions to a famly health account is
allowed if the net income is forty thousand dollars or less in
the case of a narried individual, an unmarried head of
househol d, or a surviving spouse or the net inconme is thirty
thousand dollars or less in the case of all other persons. In
the case of a narried individual, the conbined net incone of
bot h spouses shall be consi dered.

NEW SUBSECTI ON. 33. Subtract to the extent included,
interest earned in the tax year on a fam |y health account
unl ess the interest is withdrawn and not used for any of the
approved purposes described in section 505.22, subsection 1,
paragraph "f".

NEW SUBSECTI ON.  34. Add to the extent not included,
anounts withdrawn froma fanmly health account which were not
used for any of the approved purposes described in section
505. 22, subsection 1, paragraph "f", and which represent tax
benefits previously taken by the individual

Sec. 2. NEWSECTION. 505.22 FAMLY HEALTH ACCOUNT
AUTHORI ZED.

1. A financial instrunent known as the fanmily health
account is established. A famly health account shall have
all of the follow ng characteristics:

a. The account is kept in the nanme of the individual, the
i ndi vidual's spouse, or the individual's dependent.

b. Deposits of up to one thousand ei ght hundred dollars
for an individual and four thousand two hundred dollars for an
i ndi vidual and the individual's spouse or dependents can be
made to the famly health account in the year.

c. The account earns income or interest.

d. In the case of death of an individual with a famly
heal th account, the bal ance can be transferred to the account
of the spouse or dependent or an account can be set up for the
spouse or dependent. The balance of an individual's famly
heal th account that transfers to the spouse or dependent at
the tine of death is not subject to the state inheritance tax.

e. A fanmly health account may be used for any of the
foll owi ng purposes and paynments from the account are
restricted to the foll ow ng

(1) To receive subsidies fromthe state or federa
governnent to assure access to health insurance or health
care.

(2) To receive contributions fromenployers and ot hers on
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a tax-exenpt basis to the extent otherw se pernitted by state
and federal incone tax |aw

(3) To receive deposits of pretax income to provide a
savings vehicle for future insurance prem um copaynent, and
deducti bl e requirenents.

(4) To accrue interest income on a tax-exenpt or tax-
deferred basis to the extent otherwi se pernmitted by state and
federal income tax |aw.

(5) To purchase a private health plan froman insurer
heal t h mai nt enance organi zati on, or organi zed delivery system
aut horized to do business in lowa, either directly or through
a heal th insurance purchasi ng cooperative.

(6) To participate in an enpl oyer-sponsored health benefit
pl an.

(7) To exercise rights through an empl oyer-sponsored
heal th benefit plan provided under the federal Consolidated
Omi bus Budget Reconciliation Act of 1986.

(8) To nmake paynents to health care providers necessary to
satisfy copaynent or deductible requirenments under a health
pl an.

(9) To nmake paynents to |icensed health care providers.

(10) To make payments for necessary and appropriate |ong-
term care services, and long-termcare insurance coverage
approved by the comn ssioner.

f. Amounts withdrawn for any of the foll owi ng approved
purposes do not result in incone to the holder of a famly
heal t h account:

Payment of costs identified under paragraph "e",
subpar agraphs (5), (6), (7), (8), (9), and (10), for the
i ndi vidual, the individual's spouse, and the individual's
dependent to the extent that the expenditures qualify for the
deduction for nedical care under section 213(a) of the
I nternal Revenue Code without regard to whether the
expendi tures exceed seven and one-half percent of the
i ndividual 's federal adjusted gross incone. However, any
expenditure for an approved purpose which is paid fromthe
fam |y health account shall not be deducted as a nedica
expense under section 422.9, subsection 2, or as health
i nsurance costs of self-enployed individuals under section
162(1) of the Internal Revenue Code.

g. A financial institution holding a fam |y heal th account
shal | make an annual report to the departnent of revenue and
finance on contributions and withdrawals to the account in the
year pursuant to rules of the departnent.

h. A financial institution admnistering a famly health
account shall be able to process clains agai nst the account
el ectronically subject to reasonable terns and conditions as
determ ned by the insurance division and consistent with the
requi renents of the conmunity health managenent information
system

i. If an individual nakes a withdrawal fromthe
individual's famly health account in the tax year and the
wi thdrawal is not for one of the purposes described in
paragraph "f", a civil penalty of ten percent shall be inposed
on the anmpunt w thdrawn pursuant to rules of the departnent.

2. As a condition of maintaining a fanmily heal th account
the individual or famly nust secure and nmaintain a health
benefit plan. The plan nust provide for copaynents,
deducti bl es, or out-of-pocket maxi munms consistent with the
aver age bal ance of the fanmily health account.

3. As used in this section, unless the context otherw se
requires:

a. "Account holder"” nmeans an individual for whose benefit
a famly health account is established.

b. "Dependent" neans the sanme as defined in section 152 of
the Internal Revenue Code.

c. "Financial institution"” means a private insurer, health
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mai nt enance organi zati on, organi zed delivery system health
i nsurance purchasing cooperative, or a financial institution
approved by the insurance division as an investnent nmechani sm
for famly health accounts and |icensed to do business in this
state.

d. "Internal Revenue Code" neans the sane as defined in
section 422. 3.

Sec. 3. This Act takes effect January 1, 1996, for tax

years beginning on or after that date.
EXPLANATI ON

This bill allows a deduction for anpbunts of contributions

to a famly health account. 1In addition, the bill allows a

deduction from adj usted gross incone for the interest earned
on a fanmily health account to the extent not withdrawn or not
used for a nonapproved purpose.

New section 505.22 is created which establishes fanmly
heal th accounts to provide for the paynent of health care
costs for certain individuals.

The bill is effective January 1, 1996, for tax years
begi nning on or after that date.
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