SENATE BILL NO. 599

May 11, 1999, Introduced by Senator ROGERS and referred to the
Comm ttee on Finance.

A bill to permt the establishnment and mai nt enance of educa-
tion savings accounts; to provide for certain tax deductions; to
prescri be the requirenents of and restrictions on educati on sav-
i ngs accounts; and to provide penalties and renedi es.

THE PEOPLE OF THE STATE OF MICHIGAN ENACT:

Sec. 1. This act shall be known and nay be cited as the
"education savi ngs account act".

Sec. 2. As used in this act:

(a) "Account admnistrator” nmeans a state chartered bank
savi ngs and | oan association, credit union, or trust conpany
authorized to act as fiduciary and under the supervision of the
financial institutions bureau of the departnent of consuner and
i ndustry services; or a national banking association or federal
savings and | oan association or credit union authorized to act as

fiduciary in this state.
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(b) "Account holder" nmeans an individual who establishes an
educati on savi ngs account.

(c) "Education savings account"™ or "account" nmeans an
account established in this state under this act with an account
adm nistrator to pay eligible education expenses.

(d) "Eligible educati on expenses" neans expenses paid by the
taxpayer for tuition, books, fees, and supplies related to or in
support of the attendance of any individual at an institution of
hi gher educati on.

(e) "Institution of higher education"” neans a coll ege or
uni versity described in section 4, 5 or 6 of article VIII of the
state constitution of 1963, a junior college or community coll ege
establ i shed pursuant to section 7 of article VIII of the state
constitution of 1963, or a vocational programthat |eads to voca-
tional certification and the training for which has instructional
and educati onal conponents.

Sec. 3. (1) Beginning January 1, 2000, an individual my
contract with an account admi nistrator to establish an education
savi ngs account and nake deposits into the account.

(2) Except as provided in section 5, deposits up to a maxi -
mum of $10, 000. 00 per tax year nade into and interest earned on
nmoney in an account are not subject to the state incone tax
i nposed under the incone tax act of 1967, 1967 PA 281, MCL 206.1
to 206. 532.

Sec. 4. (1) An account admnistrator shall adm nister the

educati on savi ngs account from which the paynent for eligible
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education expenses is nmade and has a fiduciary duty to the
account hol der of the account.

(2) The account adm nistrator shall utilize the funds held
in an education savings account solely to pay the eligible educa-
tion expenses clained by the account hol der.

(3) To receive noney froman account to pay for eligible
educati on expenses, the account hol der shall submt docunentation
of education expenses paid by the account holder to the account
adm ni strator, and the account adm nistrator shall reinburse the
account hol der fromthe account holder's account for eligible
educati on expenses.

Sec. 5. (1) If an account holder wthdraws noney fromhis
or her education savings account for any purpose other than a
pur pose described in section 4(2), the anount w thdrawn shall be
added to the account holder's taxable inconme as defined in sec-
tion 30 of the incone tax act of 1967, 1967 PA 281, MCL 206. 30,
and is subject to the tax inposed under the incone tax act of
1967, 1967 PA 281, MCL 206.1 to 206.532, in the year the wth-
drawal is nade.

(2) Subject to subsection (3), if the account hol der wth-
draws noney for any purpose other than a purpose described in
section 4(2), the admnistrator shall w thhold fromthe anmount of
the wi thdrawal and pay to the departnment of treasury on behal f of
t he account holder and fromthe noney in the account the esti-
mat ed tax due on the anount of the wthdrawal and a penalty equal

to 10% of the ampbunt of the w t hdrawal .
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(3) The ampunt of a disbursenent of any assets of an
educati on savi ngs account pursuant to a filing for protection
under title 11 of the United States Code, 11 U S.C. 101 to 1330
by an account holder is not considered a wthdrawal for purposes
of this section.

(4) Upon the death of the account hol der, the account adm n-
istrator shall distribute the principal and accunul ated interest
of the education savings account to the estate of the account
hol der.

Enacting section 1. This act does not take effect unless

Senate Bill No. 600

of the 90th Legislature is enacted into | aw
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