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118th MAINE LEGISLATURE 

FIRST REGULAR SESSIONm 1997 
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H.P.743 House of Representatives, February 11, 1997 

An Act to Establish Medical Savings Accounts. 
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Be it enacted by the People of the State of Maine as follows: 
2 

Sec. 1. 36 MRS A §5122, sub-§I, ~G, as amended by PL 1995, c. 
4 641, §1 and affected by §7, is further amended to read: 

6 G. Pick-up contributions paid by the taxpayer's employer on 
the taxpayer's behalf to the Maine State Retirement System 

8 as defined in Title 5, section 17001, subsection 28-A; aBe 

10 Sec. 2. 36 MRSA §5122, .sub-§I, ~H, as amended by PL 1995, c. 

12 

14 

16 

18 

20 

22 

24 

26 

641, §2 and affected by §7, is further amended to read: 

H. The absolute value of the amount of any net operating 
loss arising from tax years beginning on or after January 1, 
1989, but before January 1, 1993, that arises from an S 

Corporation with total assets for the year of at least 
$1,000,000 and that pursuant to the United States Internal 
Revenue Code, Section 172 is being carried back for federal 
income tax purposes to the taxable year by the taxpayer..-; and 

Sec. 3. 36 MRSA §5122, sub-§l, ~J is enacted to read: 

J. Amounts withdrawn pursuant to section~.,-subsection 4 
Q:¥ the taxpa:¥er dur ing the tax~2Elar from an individual. 
medical ~gs account estqblished in the~axpa:¥er's name. 

Sec. 4. 36 MRSA §5122, sub-§2, ~H, as amended by PL 1995, c. 
28 639, §16, is further amended to read: 

30 

32 

34 

36 

38 

40 

42 

44 

46 

H. For each taxable year subsequent to the year of the 
loss, an amount equal to the absolute value of the net 
operating loss arising from tax years beginning on or after 
January 1, 1989, but before January 1, 1993, for which 
federal adjusted gross income was increased in accordance 
with subsection 1, paragraph H and that pursuant to the 
Code, Section 172 was carried back for federal income tax 
purposes, but only to the extent that: 

(1) Maine taxable income is not reduced below zero; 

(2) The taxable year is wi thin the allowable federal 
period for carry-over; and 

(3) The amount has not been previously used as a 
modification pursuant to this subsection; aBe 

Sec. 5. 36 MRSA §5122, sub-§2, ~, as enac ted by PL 1995, c. 
48 639, §17, is amended to read: 
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2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

22 

24 

26 

28 

30 

I. For income tax years beginning on or after January l, 

1991, an amount equal to the amount by which federal taxable 
income was reduced because of vessel earnings from fishing 
operations that were contributed to a capi tal construction 
fundv-Land 

Sec. 6. 36 MRSA §5122, sub-§2"J is enacted to read: 

J_. ___ ContributiQns or dfmosi ts to an individual medical 
savings account established under chapter 914 subject to the 
~~lowin9-limitations. 

l~The_~.illlt.. of contribullQruL ma.d~.~ ___ tM 
taxpayer' S employl'L~ durin\iL-..th§L taxable~.~--.tM 
.t9_JU2~J? individual medicAl savings account ___ tQ 
the extent_~h9~ the emEl~ontributions are 
included in the taxpayJli.' s federal adjusted gIQ£§ . 

.in.c orne ;_an..d 

i.hl The amQJm_t deposite.cLJ;ur_--tbe taxp~_L-in~ 
.Q.ccQunLgur ing the taxable year. 

l£L_Th.!LJ&Jill..Q..Y~.L.L.JmU?J, oye CJII..ay- s ubt r ac t the.... arno un t_..Ql 
.contr.iJ:lli.U_Qns ~~ the .e...I1.1Llloyer ~L_an inclividual 
medi Q..Q.LSji vi n.gJLA.Q.c..oun t e stab 1 i slleL~the taK12..aytl~ 

be.half to the extent that the contributions are...llQ...t 
deductible under the Code .. 

Sec. 7. 36 MRSA §5164, sub-§l, as enacted by P&SL 1969, c. 
32 154, §F, §l, is amended to read: 

34 1. Fiduciary adjustment defined. The fiduciary adjustment 
saa,lJ.·--ee .is. the net amount of the modifications described in 

36 section 5122, including subsection 3 if the estate or trust is a 
beneficiary of another estate or trust, which relates to items of 

38 income or deduction of an estate or trust. 

40 Interest incomEL earned on a trust that is f1J?tabli§.hed as an 
individual medical savings account pursuant to chapter _~is not 

42 included as income if the interest income is received on 
Q..bligations of a state, territory or --l?Q§session of the United 

44 St~_~or a political subdivision of a state, territory o~ 

possession that is located outside of this State_. Interest 
46 .§..a1;:.~ trust that is established as an individual medical 

savings account may be subtracted from the adjusted gross income 
48 to the extent that the income is included in the trust's Maine 

gross income during the taxable year. 
50 
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Sec. 8. 36 MRSA §5200·A, sub-§2, ~G, as amended by PL 1991, c. 
2 548, Pt. A, §29, is further amended to read: 

4 G. Fifty percent of the apportionab1e dividend income the 
taxpayer received during the taxable year from an affiliated 

6 corporation that is not included with the taxpayer in a 
Maine combined report, except that this modification must be 

8 phased in over 5 years in accordance with the following 
schedule: 

10 

12 

14 

16 

18 

Taxable year beginning 
in: 

1989 
1990 
1991 
1992 
1993 or thereafter 

Subtractable 
dividend income: 

100,,0 

20°'0 
30°'0 
40 0

/0 

500,,0; ana 

20 Sec. 9. 36 MRS A §5200-A, sub-§2, ~H, as amended by PL 1995, c. 

22 

24 

26 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

639, §20, is further amended to read: 

H. For each taxable year subsequent to the year of the 
loss, an amount equal to the absolute value of the net 
operating loss arising from tax years beginning on or after 
January 1, 1989 but before January 1, 1993 and that, 
pursuant to the Code, Section 172, was carried back for 
federal income tax purposes, but only to the extent that: 

(1) Maine taxable income is not reduced below zero; 

(2) The taxable year is within the allowable federal 
period for carry-over; and 

(3) The amount has not been previously used as a 
modification pursuant to this subsectionT; and 

Sec. 10. 36 MRSA §S200-A, sub o §2, ~I is enacted to read: 

I. The amount of contribut.ions madE1 by the taxpay_~@ri® 
the taxable year to individual medical savings account~ 

established on behalf of the taxpayer t s emPl.mcee~rsuant 

to chapter 914 to the extent that the contributions are not 
deductible under the Code. 

Sec. It. 36 MRS A c. 914 is enacted to read: 
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CHAPTER 914 
2 

INDIVIDUAL MEDICAL SAVINGS ACCOUNT ACT 
4 

S§601. Short title 
6 

This chapter may be known and cited as the "Individual 
8 Medical Savings Account Act. " . 

10 §6602. Definitions 

12 ~_ used in t~~ter, unless the context otherwise 
indicates, the following terms have the following meanings. 

14. 
1. Account holder. "Account holder" means an individual on 

16 w4Qse behglf an individual medical savings account is established. 

18 2. Eligible medical el!;penses. "Eligible medical expenses" 
mean~xpenses paid by or on behalf of an account holder for 

20 medical care that is described in the Internal Reyenue ~ 
Section 213(d). "ElW1;Ue medical expenses" includes health 

22 insurance premiulillL_and deductibles. 

24 

26 

28 

3. Household.~. _____ "~H~Q~u~s~e~,h~o_=l~d~_'_'_~m~e~a~n"'s'--~tch~e~ __ t~a~x~p~a~y~e~rL,----"t~h~e 
taxpayer's spouse and members of the taxpayer's household for 
whom the taxpayer is entitled to claim an exemption as a 
~ndent under Par~ 

4. Individual medical savings account. "Individual medical 
30 savings account" or _ "account" means a trust created or organized 

to pay eligible medi~expenses. 
32 

34 

36 

38 

40 

42 

44 

5. Trustee. "Trustee" means: 

A. A financial institution that is authorized to conduct 
business~this State as a fiduciarYi 

B, An insurance company that is authorized to conduct 
insurance business in this State; or 

C. An employer, if the empl~r has a self-insured health 
J.U..~.J;,hat meeJ:JL....the requirements of the federal Employee 
Retirement Inco~~c...urity Act of 1974, 29 United States 
Code, Sections 101 to 1461, as amended. 

46 §6603. Establishment and procedures 

48 Individual medical savings accounts may be established 

50 

52 

subj ect_..J;,..,o the following procedures. 

1. Heal th :j"nsurance .-"c""o"-'v"-'e""'r"'-""a"l;lg"'e'-'.'----'P~,r"_"'_i"'o_=_r _ _"t"'o'___"e"_'s'_t"_a"""'b_=l'_"i'_'s"-,h~~,,,-' n<=g_-",a"",n 
individual medical savings account, the prospective account 
holder must obtain or have health care cover~ 
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2 :2. Trust establishment. A resident ~ establish an 
individual medical savings account for taxable years beginning 

4 after December 31, 1995. The account must be established as a 
trust under the laws of this State and placed with a trustee. At 

6 the time of establishment, the trustee shall notify----.thL.llCCount 
holder of potential federal income tax liability th~...9.Y-be 

8 associated with the account. 

10 3. Payment of medical ru!="penses. Th~trus tesL.l!l9.Y.. __ illilL_the 
funds in an account so~ to pay el.igibl~medi.cJJ.L.eX!?enSe1LM 

12 the account holder and members of the account holder's household 
that are n~ otherwise covere..!:L....J,l.J.W.§..L __ .tlliL accoupt hol.9~L~ 

14 fJxist..ins.- mediQ~_...c.Q.Y.fJ..r...~. __ J;f the account holder_._submit.Q. 
appropriat~Q.Qumentation to the trustee, the trust~_ may_.a.lSQ 

16 reimburse the account_ holder (rom ~QQ.unt funds for _ elki.:Ql.e. 
medical ~e..nses p~QJrectly by the.-2ccount holder dV-XiIl9. __ the 

18 taxable year. 

20 Funds _ deposited into the accoullL~ not be used to~y_-.th.e. 

premiums of the health insura.nce G.~age requ1-red unde.£ 
22 subsectiQn 1 if the premiums are for~erage fru:._.:tll~ID.SLY-eQ."!: 

in which th~ ~lJ.t waR .establis@Ji.!.-Dm.QlL..ilQrrL~G.Qunt_I!illY 
24 be used to pay for health in~~~nce cQ~age fJLL-~~gllent 

years •. If at any time th.e health insurance lap.9_~ the trUS~eJ;t 

26 m.ay use fundL-..d.eposited in .. ..-th_8 account tQ pay the . . -PLemiulJ1 
required to re&.tor~th8 coverage, subject to tpe~mi_t§._:tLQ1lJL_()f 

28 this s~bsection. 

30 4. Withdrawals for other pur~. The account holder may 
withdraw funds from the account for purpose~..Q..t.heK-..tJ1an those 

32 expenR~llowed under subsection 3 on the last busines.§_~~J: 
.tlliL calendar ~ __ wi thout incurrin9-Q.....wi tbdrawal penal~...li __ an, 

34 ~...Ql,!nt hQlder withdraws funds at any- other time < other than for 
those purposes allowed in~bsect.i,on 3, the §.ccount holder must 

36 pay a penal t~qual to 10"'0 of the amou!lt-.N.ithOrawlJ.-,-_.J'JJ.sL'p~nalty 

must ....b5L..J?aid to the BU.L~~Qf_Taxation __ aL-.the ___ &.Qme _timt;L the 
38 account holder. files an income tax return under this TttJ,.~._for 

the t..gxable year in which the funds were withdrawn. The Stqt~ 

40 Tax Assessor must credit all penaltie~ceiveJi. __ t& .. _thfJ~eneral 
Fund. 

42 
5. Employer account~. Upon agreemen_t between an employer 

44 and an employee, the employer ma~ 

46 

48 

50 

A. Contribute to the employee's individu~l medical savin~ 

account: 

B. Make or continue to make contributions to the employee's 
medical coverage; or 

Page 5-LR0022 (1) 



C. Contribute to both the employee's individual medical 
2 savings account and the employee's medical coverage. 

4 Employer contributions to an employee's account are not 
considered income to the employee until they are withdrawn from 

6 the accoun~ 

8 6. Limits. In each taxable year, total deposits made to 
the account may not exceed $4,000. 

10 
7. Trustee reports. A trustee of an .indi vidJ.l~edic!;ll 

12 savings account spall--.lDA~~.re--P~J~arding the account to the 
Bureau of Taxation and to the accou~older detailing 

14 ~.Q.!lt.ributions.L....- income earned during the taxable ~h 
di~ributions and other related information the bureau may 

16 ~eguire ~~£lulation. The report must be furnished to the 
JdJJ£§illL at the time and in the manner prescrib~J1L. the bureau. 

18 The report_to the accoun~Qlder mu~e provided by J!;lnuar~~t 
of the year following ~ calendar year to which the report 

20 relates. 

22 8. Death of account ~older. Upon th~~h of the account 
holder, the trustee shall distribute the principal and 

24 accumulated int--tl~s.t._QL __ tlliL indi~al medical s!;lvings account to 
the_ est~.f--.t1l..§....~ount holder. 

26 
9. Tax consegy&nces. Any amount deposited into the 

28 account, withiJL....t.he limits established in this chapter, may be 
subtracted from taxable .. income of the account holder during the 

30 same tax ~ear. Funds withdrawn pursuant to subsection 4 must be 
considered as income to the account holder for the purpose of 

32 computing adjusted.....w:oss income. 

34 §6604. Individual medical savings accounts option for state 

36 

38 

40 

employees 

The Commissioner of Administrative and Financial 
in order to allow state e~ees_ to participate in an 
medical services account plan, shall do the following: 

Serviceh 
individual 

1. Establish option. Obtain a health and accident coverag~ 
42 option for full-time officers apd employees of this state and its 

departments. and agencies that combines a high-deductible plan 
44 l'Lith an individualmediCA.L.savings account established under this 

Qbapt~J;'. .. _____ :rhis _option must be made available to full-time 
46 offiQers and employees any time after December .. 31. 1995 but no 

later than January I, 1999; 
48 

fo_o_ Limit. :funding. Refrain from~ending public funds for 
50 those officers and employees who clJ.oose the _optio~.JJnder 
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subsection 1 in excess of funds spent on nonparticipating 
2 officers and employees: 

4 

6 

3. Limit deposits. Ensure that deposits made to the 
.",i...,n.."d""i,,--v,,-,l=-" d""-"'u""a"'l'--'m!!Ce"-d'='-=i-"c""a"'l'----'s"'-"'a_vy.~i'_"_n""g"_'s"___"'a'_"c'_'c'_"o"_'u",n"-"t",s-----"d,,,o,,-. no t ex c e e d the 1 i mit a tj 0 nJ? 
established by this chapter; and 

8 4. Report. Report on a regular basis to the joint standing 
committee of the Legislature havin9:-- jurisdiction over insurance 

10 matte.rs regarding _ the development and implementatJon _ of ---.th.§l. 
coverage option under this section. 

12 

14 SUMMARY 

16 This bill establishes an individual medical savings account 
to allow an employee or an employer for the credit of the 

18 employee, or both, to deposit up to $4,000 per year in an 
interest-earning trust account for payment of certain medical 

20 expenses. Amounts deposited in the account are not considered 
income for state income tax purposes until withdrawn from the 

22 account for any other reason than payment of permissible medical 
expenses. 

24 
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