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SUBJECT: Health Savings Account Deduction Conformity

REVENUE ESTIMATE CHANGED.

FURTHER CONCERNS IDENTIFIED.

REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED/AMENDED
X Eebruary 17, 2010 / March 10, 2010, STILL APPLIES.

X OTHER - See comments below.

SUMMARY OF BILL
This bill would allow a deduction on a California personal income tax return for contributions to a

Health Savings Account (HSA) similar to the HSA deduction allowed on the federal individual
income tax return for the same taxable year.

SUMMARY OF REVISION

The “This Bill” section of the department’s analysis is being revised because two items listed in
that section were suggested amendments rather than part of the bill.

The original analysis made the following two misstatements:

1. That the penalty would be modified to two and one-half percent.
2. That a $50 penalty would be imposed for each failure to file an HSA report.

POSITION

Pending.
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Assembly Bill (Villines and Smyth)

Introduced February 17, 2010 and Amended March 10, 2010
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ANALYSIS

THIS BILL (revised)

Starting with taxable year 2010, this bill would conform to the federal HSA provisions, as follows:

1. Allow the same above-the-line deduction for contributions to an HSA by or on behalf of an
individual and adopts the rules applicable to the trust itself for the trust to be exempt from
tax. In addition, the disqualified distribution penalty applicable to HSAs for California
purposes would be the same as the federal rate of 10 percent. Consistent with general
conformity policy in other areas, the federal 6-percent excise tax on excess contributions
and the federal estate tax provisions are not being conformed to by this bill.

2. Allow the same exclusion from an employee's gross income for the amount of any
contributions to an HSA (including salary-reduction contributions made through a cafeteria
plan) made on the employee's behalf by their employer.

3. Allow tax-free rollovers from Medical Savings Accounts to be made to HSAs, as well as
tax-free rollovers between HSAs, without penalty.
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