FISCAL NOTE

Bill #: SB0386 Title: Increase penalty for withdrawal from medical
savings account

Primary Sponsor: Pease, G Status: As Introduced

Sponsor signature Date David Ewer, Budget Director Date

Fiscal Summary

FY 2006 FY 2007
Difference Difference
Expenditures:
General Fund $0 $0
Revenue:
General Fund $444 $1,777
Net Impact on General Fund Balance: $444 $1,777
[] Significant Local Gov. Impact [] Technical Concerns
[ 1 Included in the Executive Budget [ ] Significant Long-Term Impacts
[] Dedicated Revenue Form Attached [[] Needs to be included in HB 2

Fiscal Analysis

ASSUMPTIONS:

1. Under current law, employers may establish and make contributions to a medical care savings account for
an employee, or a dependent of the employee. In addition, any individual who is a resident of this state
may also establish and make contributions to a medical care savings account for the individual, or for a
dependent of the individual. Contributions to these accounts of up to $3,000 per year, plus any interest
accumulated on the account, are exempt from state income taxation. Withdrawals from the account for
purposes other than eligible medical expenses or long-term care, or other than on the last business day of
the account administrator’s business year, are subject to a penalty equal to 10% of the amount of the
withdrawal.

2. This bill will increase the penalty for withdrawals for items other than those allowed by law from 10% to
20% of the amount of the withdrawal.

3. Beginning with tax year 2003, the Department of Revenue began providing a line on the income tax form
to provide for recapture of penalties associated inappropriate withdrawals from medical savings, first-time
homebuyer, and family education savings accounts. In tax year 2003 a total of 32 full-year resident filers
reported total penalties of $5,332 for these accounts. Assuming that penalties are evenly divided among
these accounts, then about $1,777 in penalties is associated with medical savings accounts. Doubling the
penalty would increase revenue to the state general fund by this amount.
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Fiscal Note Request SB0386, As Introduced
(continued)

4. This bill is effective for withdrawals after October 1, 2005. The increased penalty will apply to one-fourth
of inappropriate withdrawals in tax year 2005, which will be reported on returns filed in FY 2006.
Revenue in FY 2006 will be increased by $444 ($1,777 / 4). The full year impact of $1,777 will first
occur in FY 2007.

5. There are no administrative impacts to the Department of Revenue from this proposal.

FISCAL IMPACT:

FY 2006 FY 2007
Difference Difference

Revenues:
General Fund (01) $444 $1,777

Net Impact to Fund Balance (Revenue minus Funding of Expenditures):
General Fund (01) $444 $1,777

EFFECT ON COUNTY OR OTHER LOCAL REVENUES OR EXPENDITURES:
None.




