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, (3) for b~nefits furnished by'lic~nsed' or certified providers 
on compliance wi~h conditions which' are in: addition to'those . 
required for licensure or certificati'on under State law; 

(4) for nu~si,ng facility 'services, (if covered under the 'policy), 
on~y- ,\. ,,' , . r . ",. " ..' 

.. '. ' (Al to 'care provided in facilities which provide aspeci
·fied·level of care; or , , 'r' " . 

, '" .(B) to ,~areprovid~d in facilities which. provide' for 24
,hour or other nursing care not required in order to, be li
censed by the State: or .. ' . 
(5) for 	 benefits on the continued paYqletit 'of premiums 

during periods' when' long-tenn' care is being receh:ed and for \ 
. wl:1ich claims under the policy are being filed:.,' ' l' 

(c) HQMEAND 'COl\1l\iUNITY CARE S~RVICES. - .' ... 
(1) SERVICES rNCLUDED.-Home and cO~lmunity care s~n:

. \ , . ice,s under a long-tenn care 'insurance .policy shall include- . 
. (A) home~based servic;es ('described in paragi-aph (2» 

, \,' 	 which are provid~d in a pla~e of r~sidence used as the indi
vidual's home (or, ihthe case of .services deScribed jn sub
paragraphslC), IF), and IG) of'~hat paragraph, which may . 

, be provided outside the indh"idual's residence), 'and . 
.(B)community·basedservices( de'scribed in paragi-aph 

'(3»). . " . "., ". \' . . "'. 

, (2) HOb-IE-BASED SERVICES. :~-:Ibe home·based services de-
Scribed 'm this.paragi-aph areas follows: ..... ' '.,' , ' 

. '. ' . (A) Ntirsing:cafe provided by or under the supervision 
, :ofa registeJ;'ed professional iuir:se. , 

, (B}'Ser.rices of a homema~er!home, health aide who. 
, has' successfully.,.C,Ompleted. a training and competency 
:evalulitiori program that meets minimum standards, estab
lished by~he Secretary under sectiop. 189Ha){3HO) of the 

" So~ial Security Act. . .,' ":-'. ' , ',. ,..' '., •. r.·. . . \ 

1, 

. (e) Personal asslstanceservlces furmshed by,' an mdl-.' . 
yidual who has successfully completed a: training and, com· ' . 
petency evaluation prQgi-am, that meets minimum;stan,d
ardsestablished by the SecretaJ'}::' .- - ',' 

. m (Medicalsocial·services. . 
.. ' rE). Physical. occup'ational, or respiratory therap~'or ' ' 

I', ' , spe~ch-Ianguagepathologj< ,: . ., r . . 

, .IF> Medic~', supplies (other, than .' drugs.. arid, 
... 	 biologicalsl, .assistive technologies; liridequipmentthar as-' 


sistin the performance,ofactiviti~s of daily livi.ng. ' .. 

.... (G) Patient'.and caregi\:er'·(incluqing family caregiver) 


\,' education and training ,to' dev,elop 'skills necessa~ toper-, , ~ \ 

'mit .the jndividual to 'remain .iri the home setting:'" . 
, _.(H). Such" other :home·based items. and services as the 

,\ . \ Secreta.ry may ~pprove.: . " ." . :', :,' ;:. . . 
'. '.. (3) ,COl\lMIJNrrY.BASED 'SERVICES: --:The .' community-based' ' •. 
services describ.ed in this paragraph are· as follows:' , . . . . "., 

, '.' (AI. Adult day care sen;ces pro\'idedby an adult day', 
',c,are progi-am' that me~ts 'minimuql stlmdards (indudix:tg, . ", 

the, pro'!i~ionof at l~astl .meala·cia)' and theprovi~ion of 
'necessarytransportationrestablished by the Secretary. 
. . .. (,a) In the case of indiv:iduals with' chronic mental ill-' 
ness; day. treatmen~ or other' partial ho~pitalizatioli servo. 
ices, psychosocial rehabilitation sen;ces. and clinic serV- : 
ices(~~ether or not furnished in' a .facility'; but' only· inso-' " 

'. far as such' serVices are equivalent to services described.in ' 
'subparagi-aph(AJ arid do not include indivic;iual therapy., 

' ..~ .I.e) Such other community-based items and services as 
'/ 

'the Secretary· II:lay . approve. .~, ....' 
'.'.,," 'f (.~) ,L,Il\tITArJON$ . .ON' cotrorrJoNs~~'lf a'··long-terIl?-. 'care .in

. -. I 

• 

, , surance ,policy provides benefits for home' and c'omplunity care 
".:, 

' 

serviCes, the policy.:.... ' , ',!. . , 
/ ... ' -, ~ . ~. ' 

\ : 
" . 

'" ,.J<' ,! 

, " . 
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(AJ may not limit such 'ben~fits wservices pro~:ided by .J. 

registered. nurses, licensed practical nurses: occupationaL 
physical. or 'speech therapists, or: social wdrl~ers; ',.' 

LB.) .may not' require benefits for such ser,ices to b,e 
provided by a nurse or therapist that can be provided. by 
ahame health aide or licensed or certified home care work· 

, er acting within the scope of the worker's lkerisure or cer~·. 
tification···· . ..... , . .... '. . 
", JC) ~ay not 'limit' such benefits to services provided by . 

. 'agencies o'r providers certified under title XVIIl·orXIX 9f ._ 
the Social Security Act; ' .. " (' . , 
"(J) may' not limit or exchide benefits for such services 

(i) by requiring .that -the policyholder would need nursing 
,care in a facility if home . and coinmunity. care services 
were not provided, .or. (ii) byr~quiring that the policyholder 
have an acute condition before .horrie and community,care 

. services are covered; and 	:.:' .' .' '.' . ' .' ,!., . 

. ' (E) must provide not less than $65 days of home·based ''1 

services~'and corrimuniti··based serVices .. 
(d) NURSING 'FACILITY SERVICES>- .:., ' .. ' '.' . '.' 

(1) TYPES OF SERVICES. -Nursing 'facility 'services under a 
long. term care ,insurance policy. shall inclllde ihefollo,"''ing: 

(ALNursingcare provided by or under'the supen'isi'on .' 
'\, ;

. of a registered professional ,nurse: .. ' . '. .'. " . 
,. '. '(B) Bed and board in connection with the furnishing of' .' 
such nursing care, ..". .. .,' ..' 

... ' .. (e) Physical, occupational,' :or respiratory therapy, or 

speech'lan:gua~epathology, fu.:ru.~l1ed by the facility. or ?y 


. others .under arrangements WIth tl1em made by the faclI·· .' . 

ity, .... . . " .' .,' . 

. (])) Medical social services:' . 
. ; . (E) .Such 'drugs, . biologicals,·. supplies, appliances; and' 


'equipment; furnished fO'r use in the facility as are ordi· 

. '. , . narily furnished .by, such facility Tor the care and treatment 


, , .' of. residents, . . . .,." . .... . 
'.... . ·(F) Medical services provided l:>v an intern or resident· ' 

iiHrmrung.of a hospital with which the facility has ip ef: 
fect a. transfer' agreemerit (meeting the requirements of' \ 

" 	 section 1861111 of the Social Security 'Act': under ateaching 
program, of sucn hospital.approv.ed. as prqvided . in the last 
sent~rice of's,ection 186Hbl' Of,suchAct•. and,.other diag·, 

".. ,nostic or ·therapeutic sef:\-1ces pro\ided 'by a. .hospital with 
" ' w hieh the fac~l~ty has su~h' an ?greement in effect.;, . .. , 

,,'> ,IG) Such other :set;.:lces Ilecessaryto the health of the 
. " • \' ~. - '.J"I' ~. 

resiaentscas are. generally pro\'ided by nursing facilities. ." i, 

.. , .' .... ,(2)MrNt~IUI\I' .DURATION;~If a long·ternl care insurance 
policy provides .benefits :for.nursing 'facility s~rdces,the: policy
shall provide - . .... . . '. ," '. ." :.", 

, ... :, .. IAfsuch benefits\\-ithrespectto all nursing facilities' .' 
!.' ' . .... 

'.</ as defin~d ,in'se,ction 191911;'1 .,of the. SoCial Security Act~ , 
, . -". , and, .~~., '.' 

,'. 	 J 

, "',' ·(Blnot. iess than.·365 davs of suchbenetl~s '\~ith.re: 

.). " . specNb: air. such nursing facilities.: • .. ' 


'.: ':, :.' .,.~.,: SEC.~10123, PROHIBITIOS OF DlsCRIMI!SATIOS. '. . '.' " 

. " -. . ,' .. A 10ng·ter'1ll care)nsut'ancepolicy may,not treatbimefits under \ 


",the polic:-,;' for anindh'idual \'{i~h. Alzheimer's·disease, with any re; 

, lated progressive degenerative.dementia of an organic origin, with 


;.. ",,' ': .. , , any 'mental diso.r:der oCa demonstrable organic origin. or with Hrv 
.' :. " "diseas~;.differerid)'·from. ben.efiqsforan. indivjdualhaving- anoth~r" 

. ~ ..,',' .',: ... , ,.medical condition for !~hich :bene,fits'may beniade available, For. 

.' ., ,purPoses ofthe:previQussentence.theterni-HIV disease" means 

,.;:" ·~';',.·:'·\infectiohwith:the~ human .im:munodeficienc\' \'inis. and' includes 


; ,.,. J.>::::~ 'I;>'" ';' anyconditioh' arising.jf11?niacquired ..immun~ deJiciellcy syndrome: 

,.:,j" ·:·;.SEC:J0124.:LIMlTATIor{ONCSE OF,.PREE.XISTING CONorTI()N LIMITS,'· 


. ·'j:(,~j\I~~. IsSti~CE.~... ; , :>",..... '.: ." ..... ' ....
..... , 

, 	 ',', • .... .' £, 

: '., \.: 

" '" 


'.-.' 
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. . (lJ I",' GE)iERAL':'-'Subjec~ tQ paragraph (2\ a long· term 
care' insurance polic,; may not' exclude or condition benefits 

.based on a medical- condition for ,which the policyholder reo 
('. ceived treatment or was otherwise 'diagnosed before the date of 

. issuance of the pOlicy. .' . . . . , 
, " (2) 6-MONTH LI~irr.-A long:Fenl1 care'insurance policy may 


excludehenefits under a poliCy, during ,its'first 6 months,· 

based: on a condition for which the policyholdeireceivedtreat- ' 

ment lor was othen\tise diagnosed during tl1e' 6 ,months before 

the poli!=y became effective. ' " ,'. .... - . ,".' . 


, ~ , '(S) REFERENCE', TO MEDICAL' DOCUMENTATION REQUffiE· 
·MENT . ...::For provision requiring medical d,ocumentation for in

dividuals 75 years or age or older at the time of policy issu
ance, see seCtion 10147. . .".' , ' 

, ' (b)REPLA~Er.IENT POLICIES.-If a long-term care insurance polo. 
icy .. replaces .another lo~g-term care. in~urarice policy, the rep~acing', 
policy shall waive any time periods {including 'waiting periods, . 
elimination periods, and probationary periods) applicabl~to pre-; 
existing conditions in .,the new policy for :similar qenefits. to the ex- . 

. i tent such time;was spent undeitheoriginal policy. , ' 
SEC. l0125.lJSE:OF 'FL'~CTIONAL AsSESSMENT. . . 

: . . ia ) Ll\J GENERAL,-lf 'a-Iong-term .care insurance policy limits' 
the eligibility for, .odevel of, benefits; the policy- , . 

, rlJshall specify ~hat, eligibility' for, .and the level of, .bene
fits available under .,.the policy~based ,on a functional assess- . 

,ment (described in subsection (c»; and . 
. (2) shall ,specify the level (or'levels) of physical, cognitive, 
or meIltal· impairment required under such ,an assessment _to 
obtain benefits·under the policy~.,' .. ' ',' . ',' 

.,' Ib) CONDUCT, OF.' ASSESS~IENT.:""Such assessment may not be 
~6nducted by an individt,tal- , "" ,":,. : 

. ,. (1) who has a' direct or indirect o~'nership or control inter
est in the' carrier ',issuing the' policy or 'an entity that. provides". , , ': .serr:~ces f6r which benefits· are avairable. under- the long"term , . 

'care insurance policy, or " , - ' " ...., '." " 
" :(2) who has.adirect or indirect affiliation or relationship 
With such a carrier or entitv if there is a financial' incentive 
that is. relatedto.:the·results:Of the assessment determination. , . 
Ic) .UNIFORM AsSESSMENT' !NSTRUME!\'T: ·AND· UNIFORM .F.OR.·' 

. MuUs.-Not'iater than Jul)' ,1; 1995"'7, . " , . , 
I' 

.;', (II 'the functional as'sessment referred to in subsection (a) 
", must'-: ,..' ,,' :. '. . /' . 

.' (A) be:b~sed on a profession<il 'assess,ment of the pol: 
icyholder's physical, cognitive. and mental abili~ies, and 

',C' ."fBI be conducted! in accordance .with a standard, repro
", ducible. unifo~ assessment instrument' and methodology : 
. 'designated by the Secretary; and . .' . J .,' .' , 

:(2) benefits shall be detel'mined in· accordance .with an eli·. 
" gibility formula. sp~cified in the Standards and based on the ' 


. " assessment described in paragraph n l.", " ' . " , 

,', td 'iApPEALS PROCESS..-Each,long-termcare insurance policy 


shall proyide for an appeals process; m~eting the 'Standards, for in- , 

, :.' di\'idu~ls\ll{hodispute' the results <;>f an assessment. conducted 

-t,. '.'" .underth,is section,including 'any detemlina,tion of eligibility,level 

. .' . 'of functional· impairment, or level of,benefits;" ' 


. ,", ;- ·SEC. 1~126.:REQUIREM,iNTS ~ORPREMIU'MS_' ': . ",' ,'.. '. . '... 

,',' , 

.. ;' '. 'tal INITIAL ISSVA..":CE. ...:Thepremium!? charged for th(initialis: . 
suance ofa.long-term care insurance -policy, shall be established in .' 

'accordance with a system .that ,ensures' that.premitmis- . 
'. '. ,(liacc:uratelyreflect the true lifetime cost. of the-policies, 

. (,' . tin order to mmimize premium rate increases/; . 
.' (,2) are'fully;supported' by an actuarial: memorandum; and 

: , (S/utilize lapse rates (in accordance \\'ith a t~ble specifi~d '.' 
'in the standards). ,,: . " . . , ';. '. 

'.- ,'" " ',Ib.1 RENEWALS.-Except as pro'dded in subsec~ion (e'''':''
'. '. : ~ ~ . '\'\ " , .,',. " - - . ',' . " '.. ' 

'., . " •• ', 'j.,•• " 
- ,'" 
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(1) I.K GE~ERAL; - The Stap.dards jn~il 'pro\ri.d~linlits .on 
the increases in premiumstha~ are allowable at the, time of.re· 
newa!. Such Standards shall' be at least as stringent as the 
limitations contained in the succeeding paragraphs or this' sub· /' 

section., ,"', ' ", ," , , : , " , 
, (2) PROHIBITION ON INCREASES IN FIRST 4, YEARS.-'Noin: 

'/ 

, crease in premiums shall be granted duripgthe' first 4 years 
, ofa policy's 'duration. , ,,', , .' " ,', 

, (3) REQUIREMENTS FOR CERTAINPREr.:rrUM INCREASES FOR ! 

INDMDUALS UNDER: AGE·7o.-ln the case ofa policyholder or 
certificateholder,of a long-term care insUrance policy V?ho. is 
Under the age of 70. a proposed premium increase ,,for renew~l. 
of the policy that .would result either-' , , ' , ,,' . 

. , '(A)in. die, pre.mium 'ex~~eding tWice the o'riginal pre:'
'mium'amount or' , ,,' '. ',,: ,',,' " 

, (B) in a ptemiuni increase; over any4-year perio9. ex- ' 
c~eding 25 perc~nt of the.premium in effect ,at; the begin
mngof suchpenod. " , ; . , . 

, sh'atl not be, granted:. . " " ". ' 
(4) REQUIREMENTS FOR PREMIUM INCREASES FOR 'INDI)TI'Q: 

, , UALS BE'rWEEN70.AND SO"{EARSOF ,AGE.-Inthe cl;lse ofa pol: ' 
icyholder- or ce.rtifica~eholder of a ,long· term care ins\lranc.e pol·, 
ic\' who is' at least 70.vears of age but under the age' of 80; no 
proposed'preniium increase for' renewal ofihe ,policy 'shalL-be 
granted iftheproposedpremitin; iIlcrease vy6uld' result in a

'[ . 
premiu.m 'increase, over any' 5·year period, exceeding 15 per·, 

cent .of the premium in effect: at the beginning of the period.


" (5)PROHmITIONON.PREMJUM INCREASES FOR INDrVTI)uALS 

80 YEARS, OF AGE OR OLDER.-:-In the case, ofa policynold!=r or 


, certificate holder. of along:term care insurance'policy who is 80 

~:ears 'of age or older. the premiums for such policy may "not .be· I ' 

'I' 

'increased. '. \ . ,", . 
. (cl SPECIAL RULES IN CASE OF INFLATION PROTECTION.-In the' 

,case of a policy that includes 'infla.tion protection benefits, the re
,quirements of subsection (b) shall not apply to any proposed or ex

· pected: premium increases' if the ,increases are consistent· with the 
increas!=s . attribut'apleto such inflation. protection .as 'Scheduled 
,within 'the policy and were contained in ,the outline, of coveragere

. , ~' ..... quired under 's¢ction 10136(bH9~:. ., ' .i' '., " 

· SEC.I012i.INFtATJON PROTEcrION;" . ' . 
. ' .(aJREQuIREMENTro' OFFER. -An insurer, offering for sale any . 
. . • ·long·terIJlcare ,insurance policy shall afTord~he purchaser the op-. 
'tion to obtain coverage', under "such policy of annual' i'ncreases in' 
, benefits (upon payment 'of incr~ased premiums) at rates in accord· 
,/ ance with subsection(bl, ' • : ' .... ' . .'. . 

;.

'.' '. (b I RAtE :.L~CREASE' INBE~EFITS; - For purposes of subsection, . " 

'. (a l., the ..benefits, under a:policyfor each year shall. be,increase9 by , 
, 

· ,a 'percentage of the full value of benefits under. the ,p~licy' for the, ' 
, /" 

pre~-ious year. which shall be not.:less thaIJ5 perceritof such vahie 

lorsuchotherr:-ate ofinctease as may:be determined by the Sec·' 


· retsty to be adequate to offset increases in ,the costs 'of, long~term' 

cares'er:yices for which·coverage is provided under the policy).. 

. .' . JCI'REQl"IRE!\IE.,,'T OF WRITTEN REJECTION. ...;, Inflation .protection 
, • in accordance ....-i'th subsection "(bl may ,be' excluded ~from the.co..'

. '';"<!,, ·erage under a policy only if the insu,redindi\'idua:l,(or; if different, 
\ . ': , ,.·the person responsible for payr'l1~nt of premiums) has rejected in'

'wniirigthe option to obtain siich coyerage.. " ,'. . 
': s'EC.~io128. SONFORFEmRE.."., . ' ... : . " ' . ., ; " .: 

, " '., (al.~~,.GE!':ERAi.,-Each:long:terni';care insurance poli~j' shall 
i ' ipro\-ide .. that if, the policy lapses after· the policy has been' in .effect 

.. ,.', :. ""1 •" fdrat le'ast 3 years. the policywill.prqvide without pa:imentof any 

, } :-: ~dditio'nal' p~emiUms·. benefits' oequ,al' ", to: a., perceritage '(specified 


"', '.', .. ::.:. under, the: Standardsl 'of ,the benefits' ,otherwise available at term. 

" ,(b, 'STA..'JDARDS:.;....The·Standards may'proyi.de that' the percen~; 


i .' ia:ge . under' subsection .. la) must increase based, upon the. period of; 
,.,'\'" :'tiineiri \\'hieh t'hepalic), was in effect. '.. .',' " , i 

.:,',,' • :." ••,._,',' ,I '" ", '.><.<.\. '.,' ',' 
. \/,' ,~ ",,: ".... ~.' 

!.' . 
" 

~~ .. 
, ~ , '. .....,,~ 

," 
" ,; ,.', ,".': 

, , , 
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SEC.I0129: DESIGl\"ATIO~ OF REPRESE~TATf\''"ES., , 

, (a) IN GENERAL. -The carrier issuing a long·term:care insur· 
'ance policy- ' ,', '", i " 

(1) at the time of issuance- of the policy shall require the, 
appl,icarlt 'or policyholder either- ,',' :( , 

, (Al' to ,designate not more than' 3 representatives 
, whom' the carrier shall notify'in the event that the policy·, 
" holder fails' ,to pay premiums, or' ,,-,' ' , 

, (El to 'provide ia written waiver (signed and, datea bv 
the applicant or ,policyholder) of the right to make such 

, ' designation; and ." ", , " , ,,' , 
, (2), shall permit ,the policyholder to make or alter such a 

designation not less frequerttly than annually, at the time of reo 
newal." " " , \' " 

, (bINo LEGAL OBLIGAT[()N,'ToP.W PREMrUMS.-An individual 
designated as a representative'under subsection '(a) is not under 
any legal' obligation to pay for premiums or to otherwise act in the 
event of a notification under this section. , , ' , - , ' 
SEC'. loi30. iSSUANCE, RENEWAL,AJ.ufcANCELLATION. 

'. ~'" , (a). IN GENERAL:-~O long·term care insurance pd!icy may b~ 
canceled or nonrenewed for an)' reason other than nonpayment of 
premium (subject' to subsection !d)' arid any npnforfeiture ,rights' , 
under section, 10128) or fraud or material misrepresenta'tion ,(sub· ' , 
ject to section l0145(c)).: ", , ',,' " , "'" ' , 
, (b) CONTINUATION AND CQm':ERsroNRIGHTS FORGRDUP POLl. 
, CIES:-, " I 

(1)' INGooRAL>:.... Ea~h group long·termcare 'insmancepol. 
r. • icy shall provide covered individuals'with a basis for 'continuo ;, " 

, ' ation or conversion in accordance, \\jth this subsection. ' , , 
I ,(2) BASIS FOR CONTrNt:iATION"7"'For purposes of paragraph, 

;(l),a policy pro\;de!\Ja basi,S for,~ontinuation ,of c9yerage if the " 
poIicymaintains coverage under the f:xistirig group policy , 
when, such coverage: would otherwise terminate and \ which is ", 
subject only to the cO,ntimledtimelvpayment'of prerl1ium wheri .. 

, due. A group poliCy, which, restricts provis'ion of benefits and, 
" '," ,services to or, contains, incentives to use certain providers or fa· 

" ' ' :, cilities,' may pro\;de:coritin~ation, benefits which are' silbstan
'tiallyeCluivalent to the,benefitsof,th~ existing group policy. / 

,," ' , '. (3) BASIS'FORCONVE,RSION. .,...;Fp(purposes of paragraph (1), 
, a policy "provides a basis' for 'conversion of coverage' if the policy' , 

:" entitles eacn individual- """ ,,', ,,". 
, !A) whose coverage under the ,group'policy would, oth·:, 

erWise be terminated for any reason: and ' , " " " 
" ,'~B) who ha~ been, c0l1tinu6usl,:.i ,insured urtder the pol. 

,'icy (or .group policy"which wasreplacedt for:, at least, 6 
, .' ',.mo'nthsbeforethe date of the termination: " , '; 

':. 
'.' to 'issuance 'of a:policy'pro'l.;ding-benefits :identical to, substan; \ 

, dally equivalent t%r in excess of... those Of the policy being 
terminated; without.'ev'iderice of insurabilit\". " . , 

, :,14i : GUIDELi:NES\ -FOR :DETERMbJ'ATIONOF SUBSTA.''TIAL ' 
";' 'EQUIVALENCE.~For ;the, purpose' of determining \\-hether ,bene: 

' .. -,fits under! such "polic~es' are, ,substantially '-equi\~~lent .~nder. : 
"" .' paragraphs (21' or ',(31, t1,le .S,ecretary shall establish, guidelines> 

'.. " for comparing lpng·term care insurance policies" , ' , ,:' ':" 
" , 

\, 
,(5) G~ouP ·REPLA'CEMENT, OF. f'OLIGIEs:-Ifa.group long· I, 

term care 'insurance ,policy, is, replaced,by another long·term , I 


,.",," ,care in~ur~nce policy pur~h~sed'by the san,le polic,:.~holder"the' 

\ .... ~uc::ceedlng, carner~shall offer cO\'erageto all persons covered 
 "I 

, ~under ,the: old group policy on its date of termina~ion'. Coverage 
"under the new grouppo!icy shall not result in any exclusion 

".,' ,:... ', ,', ~'{ for,. pree?"isting ,conditions tha~'- .\vQu·~d ha~"e "been 'cover,ed ,urid'er '" ' '\ ' 
" ,,),,:: t,h~group policj' being:replaced. ',/,; , ". ' , , 


,:,,/6'), PREMIUr--IS FOR REPUCEMENT 'OR CONVERSION.-In ,the '. 

case of acpnverted POlicy or a replacem'entpolicyissuedby the 


':'same -carriet that hag issued, a '}>re,vious policy and- issue,d to " 
the:'. same ,g:i'o!lP or; its, successor; or ,issued, to any individl.lal' 
·;!,"-t "" ~. '.', :.- ~~' , .... ' ,/ ,', .,"",J .• 

':';".,'. 

I. 

::,',' 
'/" 

j' " ,',' ,': ',', . 

, ' , 
 .' :" , ;" 
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covered b~:, the preYl0usgroD.p policy: tn~ premium, shall beca,l~'l 
cul?ted on the basis 'of the, insured's age at the inception of co\',~ 
erage under the, earliest previous policy which, became, the 

- basis for cthe converted or replaced policy iri the case of penefits 
which are the sanie as beI').efits that :were provided under ~ny ,
earlier policy.' '~" ,', 

, (c) GUARANTEED ISSUANCE.
, tlllN,GENERAL;:':'A carrier that 'sells or issues'long·term 

care insurance policies shall guara.i1tee that such 'policies shall 
.' be sold or issued to,.an ind"ividuaUfsuch, individual 'meets the 

minimum medical' underwriting requirements of/such policy, as' 

established in compliance with an age rating formula estab-', 

lished b~: ~he Secretary.' I, 

, " 


, , ·(2) POLICY UPGRADES. ~ , ' " 
, (A) CURRENT POLICIES.-Each long-term care insur: 
an~~. policy in effect' as of. the effective date of the Stand-, 
ar,ds established ,under section 10102 shall perrpit the pol
icyholder to purchase a polic)' that meets all such stand.: 
ards and ,the carrier shall directly, inform ea.ch such policy- ' 
holder 'of the right to, purcha~e an upgraded: policy under, 

, this paragraph: ':'; , , ' , , 
IB) Fl"TtJRE UPGRADES,"":' , , 

, " ' (i) IN GE:tJERAL. -,If a carrier of a long-term .care, 
iIjsurance policy provides f9r ,the ,issuance of policies , 

"\Vlth benefits ..that are greater than the benefits pre / 

viously ,proVided unifer such policies, the policyholqer 
of a 'long-term care ,insurance policy previously issued . 
by that carrier and still in forceha.s the right to 'pur
chase,a policy that. provides for such upgraded benefits' 

: arid 'thecarrjer shall direc~ly jnform' each ,such policy- " 
" : holder Qfthe 'existence of such an upgraded policy and 

': ,"the right to' purchase ,an upgraded policy, under this 
paragraph. ' ,,', ' " , 

,:,(ii) Llr-,IITATIoN. .....:Clause (i) shall 'not apply to a. ' 
pOlicyholder .who is eligible, {or was eligible at any,time 
,vithinthe previous 3, months} fot benefits under the 
long-term care insura.nce policy." , ,',. , ,",' 

',I 

" , ': I Ie) LIMITATIONON,r-,IEDICAL UNDERWRITING OF UP-:. 

...... " , GRAD,ED: POLlcrES,:REQLJIRED :lJNDr:R. FEDERAL OR STATE ' 
LAw.-With ,respect to a'poliC),~that"offers upgraded bene~ 

, '. fits in accordance ,with a n~w,-FederalorStaterequire-
, "ment, the carrier issuing the ,policy may ,not impose addi~ 

tio.nal medical 'underwrj'ting, criteria, except: that-':", ' " , 
,t,il the carri~rmay{utilize ~n: age' rate for such pol- ' 

-icy based on the formula establish,ed by the Secretary, , 
,,' . under subsection(clll), and :,' f, .: 

, : Iii) the carrier may irriposeadditi6nal mediCal uri 7 

, dervlriting criteria in relation to benefits to 'the extent / , 
, \ :.. they, were,npf'included in the ,pre'-1Qusly issued 'policy. , " 

IDl ,Ln..IITATroN<?N ~IED(CAL l'NDERWRITrNG ON OTHER: ( . ' 
. ", I. ,-! " ,UPGRApEDPOLlcn;:s.- With respeCt ;to an upgraded long· , 

" tenll care ,insurance policy that' offers bertefits that are 
,greater than the benefits required under ,Federal or, State 
reguirements; the carrier issuing the polie)-":" , ' 

, , /.. 
,~' ,.. ,:" ,Iil'exceptas pro\"iaed in 'clause (iil,<may not 'im~ 

, \ ':pose additional: medical ,\lriderwI-iting crit~ria ~rirela-,
" "'.' ' tiopto benefits, that are the sam~ :as"'thebenefits ' 

, .. , under the, previously, issued policy and ,the< premiums"! 
,;. ,:<:harged with ,respect to sucjl ,benefits ,may, not be 

" ,greater than ~he premiums, charged ''lith' 'respect to 
, ." ,suchbenefitsunder fhe,px:eviously issued poHey, , but , 

oc,:' *' '~. : ~ }iiJ rna}· Finlpos'e ,additional nledical ,underwriting-.• 

! , ::' criteria in cases where the State i'nsurance commis-" , I, 
, ,'sidnerdeterminesthat', the absence of such ~unden.... rit· " 

; .' " ~":.' , ,,,:', ,jng'would result in'adverse,selection of Insured, risks. ',I ' 

,,'." , ~ , ' ''.' ' ..:/:' I, ,. . "',' , : '" . , 

~ ,: 
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 " 
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. 'fE) APPROVAL 0 r., mGHER PRE~lI~-~IS REQCIRED.":' In .the 
case 6(a carrier 'that intends wotTer. upgraded policies at 

'. premiuml? that im(hi'gher than the premiums ch~rgedfor 
.' .their existing policies, such carrier must have such hlgher 

'premiums approved through thepr:ocess specified in sec- . \ .. 
· tion 10164. . . . . J .,. .'• '. 

· (F) CREDIT TOWARD NC>NFoRFEITURE·SENEFIT.-In the' 
case that a policy is replaced with an upgraded policy,.the 
upgraded policy shall provide for cred.it designed to assure 

. retention of a .policyholder's equity',. acc,ording ~o Ii formula 
'.\ -established by the Secretary, toward the nonforfeiture ben~. 

efit for periods ·of coverage under the 'previous long-term .' 
· care' insurance policy issued by the same carrier., 

.(d) EFFECT OFINCAPACITATION.- . 
(1) IN GENERAL.....:.Except as provided in paragraph. (2),' a 

long-term care insurance policy may not be canceled for , . . nonpayment if die policy holder is' determined, by a long-term 
. \ care provider. physician or other health. care provider, inde

.. pendent of the} carrier issuing the policy, ~o be coghitively, 
, .. mentally; or physically incapaCitated. ..... '. " . . 

(2) PERMITTED ,CANCEl:.LATION.-A long-term care insuranc'e·· 
. 'po!icymay be canceled. under 'paragraph!l) for nonpayment 

. if-.·· . , . . . 
. (A): the. peribd of 'such ~onpayment is i~) excess' of 30 

'" , 

days; and .. -.. ' " .. , .' .. J .... : .. 
. (B) notice of intent to cancel"land . right of reinstate· . 

. ment under paragraph (3n is received by ~l designated
representatives of the p'olicyholder after .the expiration 'of . 
the 'period specified:in subparagraph fA) a.nd not less, than . 
30 days prior to such cancellation." '" ' .. 

. ' (3) .REINSTATEMENT.....;,If aiong-term care insurance policy , . 
is canceled' for noilpiwment under this 'subsection, the policy 
iriaY-l?e reinstated w'ithout any loss in the policyholder's equity 
for purposes of a_ nonforfeiture benefit if the policyholder pays' 
all premiums owing:within a. period (specified in. the standards 
and of not less than 6 monthsl ·after the dat:e ,,0fthe, cancella·· 
tioo. ,: 

. \ 

. ..:SU~~'art B'::':S~les Practices'~:' . '.'. . " 
" • ,t'" 

, " ' , \",,' ",'. . - '" ' .; '.:,' " 

.... '~EC. 10131. CERTIFTCATION'OF·:tRAINING OF SALES .~OENTS.·:. 

. . A person may not sell or offer for sale. a long· term care ·insur· 


, . , ance poliey unless the person has been certified under the State 

. , , regulatof\' program or by the Secretary as' ha\'irig received training 


.' (in accordan~~ with section 101Q6) w,ith respect ~q such policies in 


. accordance,WIth the Standards., , ..... . '. 

'. SEC: 1.0132. DUTY OF'GOOD FAITH AND FAtR.DE.~UNG."· " . 


•... (a).· IN GENERAL.-Eachperson who. is selling 01' Offering for , . 
sale a long·,terrncare insurance policy has the duty of' good Jaith' 
arid fair dealing ~othe purchaser or: potential purchaser of such a 
pOlic,~.. ' ' .. .., . , 

'.. 
. : . "rb).PROHIBITED PRAcrtCES.:':':'A; .person is considered to have' 
, \;Q.la~ed ,subsect~on ~a)iftheperson·engage(in ?ny oft~e.f911owing J . 

practlces:. . . .. .,..,. , '.' \ 
. '(1) ;TwtSTlNG. ....:Knowingli',making·.any 'misleading rep~'! 

': re.sel1tation. or. ~ncomplete or fraudulent comparison of 'any 
.. long·term care insurance policy or carrier for the purpose of in· 

·ducing,b(.tending ito induce. any person to retain . or effect a 
'. 'i Jchari'ge' wi~hrespectto' a long·term care insurance 'policy .. 

. " '.' .', ! (2) HIGH' PRESSURE':TACTICS. ~ Emplo}>lng any, method of 
., :', ':' ..•... .lTl~tketing having the effect of. or intending to .. induce the pur· .. 

, . . chase oClong·term 'care' insurance 'polic}' through undue pres·' 
,~·sure.: .. ": ....... \." " .............,;. .." . .' :<' ..- '.. 

'. : ~'" ('Sr COLD:LEAD.ADVERTISING.-Making use directly' or indi·· . 
. ' rectlyof any method, of inar.keting which fails to disclose in ~' 
·.,conspicuous manner that a purpose of theh1ethod .of marketing 

.• -., ,," .>, "",' '. . .,'." , ' / 
" .! .,\: " , .. ' ': '. • 1.-. .. ~, . ,'t' . 

': ",' ,. ," 
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't~;~;~~~~t~:e~~~~~;;;:~~~~~:~o~~~~~~~tac~'wil1.~e madeby an 
. . 1.4) OTHERS, - Engaging in such other practices det'ermined 

inappropriat'e under stan'dards esta:blished by the Secretary.. 
(e) PROHrBITrON OF' COMPLET[ON OF' .l\lEDICAL: HISTORIES.-A: 

'. person who 'is selling 'or' offering ,for sale a' long-term care insurance' 
'pOlicy. may not complete the medical history port.ion of anapplica~ 
tion for any other indiVidual (other than a relative of the person). 
SEC. 10133. FINANCIAL GumE~iNES. . " 

· (a) DEVELOPMENT. ...,;:TIle Secretary, by 'July I, 1995. shall de
velop ,recommended minimum financial guidelin'es (inCluding both . , ,
income and asset criteria) that an individual should' meet, before. 

· purcha'sing a long·term ~are insurance . policy.' ~ .. ' .• " 
..' 

,(hJ CONSTRUCTION. -Nothirigin ?u~h guidelines shall penilit a ' 
· person who is selling ,or offering fo~ sale a long-t!,!rm care, insurarice ' 
'policy:to comp~l apotential.purchaser of such a policy (lirectly ot: 
· indirectly) to provide financial iriformation (as .a condition o,f pur: 
,chasiI1g,such~a poliCy: ".' :: ,~ . , '. '. . ". . '.' . '. . . 

'.~ , 

· SEC. 10134: PROHIBITIoN OFSALE OR ISSUANCE TO MEDICAID BENE· 
'FICIARIES. ' ..' . c-

Aperson may. not kriowinglysell o.r issl,le a long-ternl carei:n: 
su~anc!?' policy to an indh'idual \'" ho', is .eligil:;lJe for, med ical' assist- . 
ance '(other than only as a qualified medicare beneficiary)' under' . 

" -'" ,

title XIX of the Social SetUriiv Act. ' ,/ 
. SEC. 10135. PROHIBITION ()F S~LE OR'ISStj,~NCE OF DUPLICATE POLl. 

, CIES. " '. ' .~ 'J 

. . A"person 'may :.not gea /or issue Ii long·term care· insurance' 
pohcy~ ,':.' ',",' ',.' .. ' ,".'. .' . 

(l)knoWing that the policy provides for' coverage ,that 'du- ,/ 
.plicates coverage, alrea~y provided in another long·tenn care' 
insurance policy (unl'ess the pqlicy is intended to replace s.uch . 
other policy), or '. " -.' ' . ' , ,- . .r 

j~ , ' 
" . (2) for the benefit of'an individual unless the individual'(or 

r a representative of the' indh-iduall provides a'written, state· 
·meritto.the' effeCt.that the coverage under.. the new policy-:- . 

, " (A) does not ,duplicate other coverage in effect· under a 
.'long:tenn care insurance policy" .' ".,' .... 

(B) -will replace .another long.term care insurance- pol· '",' , . 
,:.' ,1 .. iey, or \. "." ~." . ", '..' ..' " ,~'. . 

I' 


, "~C). i~,fully payable . without., regard to ,?th~r.long.term 

.-,', . }.' ,car~ serYlC~S wh~ch'may be provldedtothe mdl\'1dl.1al. i: 


.SEC.-IOI36., (>ROVISIONOr OUTLINE.'OF·CO\~RAGE' AND OTHER' I.N~ . 

I , . ".~ORMATION.L:-,~' .... ,:." ",. ., •.. ,,'" 

,. . • (a) Otry:LiNE OFCOVERAGE'7A person inay not sellor offer for 

a. sale a long:.termcare· insurance polie\' for. the benefit of an indio . 
, ,\jd ua+ :..i., thout; providing 'to. the p1.,lrchaser or potential' purchaser 

\' ' 

" '
'. :. lor represeptative); before such. purchase. 'with - '..' :.', . 

,. (1) a copy of the' guidelines 'de\;eloped under section 10133 
, and an explanation of such guidelines: -, . ' 
· (2, an outline of7coveragethadncludes the information te· . 

, ,I quired under subsection Ihl;'and,. ,:',." ,'..... :. , . ( 

" (3,' information, _ I specified .. under the , Standards) 
" " · describingo:-,_, ',", ;"', I . ': ' ,", .. ..:., ' . . , 


" ., '. ,', . IA) theri~ht:oLi~d}vidualsito turndown t.he policy in 

:.,',' .. ' " 30 da\;s,and ,','.. ." '. . . . ". 


','. .. '. : ($':the 'right of indi\:iduals to canc;ela policy. and re- ' 

,1 • ... i. 

" .\ ". ·'cei'·€t:~ refund on· premiums paid. within 30 days' after the'' I . .' " ' date, thepolic\-isissued..' '; .'.... .",,:. ',( 

" ' .., ~' Iii. :appl~-ing this subsection)n ,thec'ase of agroup long-term, care . 
,ins.urance policy, the,carrier issuing the polie,: is res'ponsible for the 

:"pro\-ision 'of :the outline a'nd information to each certificate holder 
~" ·l)eforetnepolicy'takes effect'with re-specr' to' that certificate holder. 
,'. . .!bICONTEr..'TS OF OL'TLJ:NE: OF' 'COVERAGE::"":' The outline. of cO\'· 
:.' erage fo.reach~lorig-.term;care:;insurance policy shall bein a uniform 

. , ' 
. i. [orn~at. u~ili~i~,(g,simple~.easily:.u.n,derstood English•.as prescribed in 

. .. '.\, ~..~' --.::."~' ~~};:': :,~'~ "'''''. ,,)' 
':... • . :~ "-{.\>.;,' k', , ; .,' .- • 

.' ,: ;',' "'11 
<"" 
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guideiin~s isstied by the Secretary, Each o'~tline' shall include (in 
accordance with the Standards J at least the following: 

." '" . (1) k desCription' of the. principal 'benefits and: co\;erage . , 
, under the policy, hoo/ such'benefits and coverage compare to 

~he range of potential benefits and coverage available,upder,. 
such policies. and the eligibilit), criteria (if any) for such bene- , 
fits.· ".,.. . .' , .' ' . 

.'(2} A statemerit of the principal exclusions, reduction~. arid 
. limitations contained.in,thepolicy.," , . " ;' 

, .' . '.. (3) A statement of the terms under which ti?-e policy (or 
certificate in the case' of a group' po'licy) may be continued· iQ 'r· ' 
force or discontinued, the terms for continuation or conversion, 
.and any,reservation:'in the,policy of a right to change pI:e
miums. '. '..' .' '. ..' " . ' . . ' , 
. ,(4), Astatement that,the outline of;coverage 'is a sumnlary 
only. not a contract of insurance, a,ndthat the policy (or master 

, policy) contains the contractu-al provisions that govern. . '.,' 
.. (5) A deScrip~ion oLthe terms,;' specified)n section 1014.0,· 

. under which a p61~cy ,may be returnedartd .the .pi"emiu~re-
funded;' , '.' . . . . 
c (6nnrormation devet'oped 'by the ,Secretary on national a\'· 

!, ' e,-rage nursing hohle le·~gt·hs of stay and ,percentage of'~he P~)P~ 
ulation that requires ,.nursing 'facility or home care serVices. 
broken.doWn byage groups. 1 , ',.', '. " ' , 

'. '(7) .Information on average . costs (and variation in such 
costs). foi-nursing, facility care (and such other'care as the Sec
retary'may specUYlinthe. Unitea Stat:es., information on the " \ 

. value of benefits relative.rto such costs. and a statement that. 

this national av:erage varies by geographic re~on.~" .' .• , '., 


".' (8) A comparison of benefits, lover a period oCat least ,20 

year~; fOf policies. with and without inflation protection. ,. " 


:(9) ,A deClaration as to' whether the amount of benefits will' ' 
increase overtime, ,and, if 'so, a statement'of the 'type "and 
amount of. an)' limitations on .. and any premium increases for; 

. ,such benefit 'increases. ,.'.. '. , 
For purposes ofcarryingoutparagr~ph m,the ;Secretary shall 
publisharinually the national average ~ostsof nur~ing facility car'e, 
home health- care services; and other . long-term care 'services, as ' 
,may b~ deemed appropriate by the' Secretary. ' , 

': . {C)8,t:RTIFICATES:~A certificate 'issued . pursuant .to a group 

'.' long·term. care insurance ,policY shall inClude - " :.' .. .", .•


. .:.' m 'a d~scription: of the' 'principal benefits and coverage pro
, \. , 

, :; ,vided in the policy; ; <: : ..... , '.' .', . 'I, 

". '\"~.',. '~:, (~}:a statement or~.the priIfcipal e:xclusions, reductions} and 
· 'linlitations con~ainedjn the policy; and .' " _,", " , 
. :.: (3) ,a statement that the group ~master 'poli~y dete~mines 


" . • ,;governing' contractual provisions." '.... . - .' .' . 

. '(d) LONG-TERM CARE AS. PART OF LIFE,INSURANCE:'-In the case 


'9f a,long-term 'care, insurance. policy issued asa'p~rt of or a rider 

,'. II" ona life insurance policy, at the. time of policy,deli'veI'j; there shall 

b~ provided a policy summary that includes...,.. ,., •. . '. . 
\'.\ ; , , .. ,..:;rnan explana~icinof how the long.tern:t 'care benefits inter

;, . . . act~th other corilponeI,lts of the po!icy (including deductions, 

· 'from death.benefits,;;,,· " ,., .. '. :..' /' \', '..' .' , 


. \(2) an lliustratlonof. the amountofo~nefits, the length of 
benefit.· and the guaranteed . lifetime benefits (if any) for .each 

,covered person; . ," " " . -,: .' 
I. 

. ,. '(~) prinCipal ex~.lusions;reductions...and limitations' on ben
.. efits of long. term care;and,' .. '.' .' " .' ,. . 
, ,,' '. (4) ·adescription of the ta.x consequences of redeeming the-' 

_life insurance' polic.y: to :pa); for long:term care., '.. ' . I,~: 
.SEC: 10137. INFORMATiON' ,ON FINA.."ICIAL ARRANGEMENTS WITH 
" " ' GROUPS. ' , 

',',,;-:' A perso'n' may' not :'sell or offer'~forsale along-term care insur· 

", .', ,ancepolicy with respect 'to a member of-an organization with which 


. ,,' thEL:person,{or',the 'carrier iss,uing the policy). 'has a ,fin.ancial ar· 

'I' '''', ;7"< 'J ., . ' .'.' " . \".: .' . ~ 

"\ -{ ~: ',: 

, ....... , 

'- ';' .. ' , 
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, ral)gement 'of any type u'nless the person',disc'ioses, (in accoqlance 
, with the Standards) the nature of the fi,riancial' arrangement. " , 

Subpa~t <:-Carrier, Standards: 
, " 	 ." 

, SEC. 10141. REFUND OF PREMIUMS (FREE LOOK), -, " ' 
" 'If an application for, a long·terni care Insurance policY (or for 

'a certificate under a· grouplong;term ,carein,surance policy) is de-. 


, nied 'or an applicant returns a policy or: certificate within 30 days 

of the: date 'of its issuance; the carrier shall refund directly to'the, ' ' 

, applicant, not' later than,30, days after the date of ~he denial or re
, turn, any 'premiums paid' with respect, tosuc'h a polley. " , 

, ,,' SEC.10142.MAILINGQF POLICY., ' , " ' ' , , ' 
If-an applicatibn for, a long,termcare illsurance· policy (or for 

, a certificate under a, group long-term care instirance policy). is ap. I 

proved.. the carrier sh.all transmit to, the applicant the, poliCy of in; 
stirance not later than 30 days after the date ofthe approval. ," 
SEC. 11)143. PROMPT PAYMENT. " , ' , . 

, ,Acarrierissuing a long-term care ,insurance policy shall make. 
payment prom ptly t9 st".iisfy daimsfiled under such policy. ' ,.> ' 

'SEC. 10144.CLAIMS'DENrALS;' , " " , 
, (a) INfOR~1ATION ON DENW.SOf Ci..A[l\Is.~If,a claim under a ' 

" • I, long-term 'care· ins~ance r.0li~y ~s denied o,r'results in less than f~ll , 
·payment. the c~rner, shal • wlthm 30 days of the date of the dental 
or partial payment- ,': ' " ", ",", , " 
, ." (1) provide to the persopsubmitting thec1irirri. and to the'., 

persons (if any) des,ignated under s~ction 10129,-a written ex
. planation of the reasons for the denial or partial payment; \ 

, '(2) make available'to:such pe~son all information"directly' 
'relating to'such denial or partial paymtmt;'and'I\, ' ", ", ' 

,(3) inform the individual of the process 'established under, 
paragraph (3) for the appeal of the claim, denial. \ ' 

'(bf LI!'.IITATrON ON 'BASISFOR DENIAL.
, (1) :FAILURE TQ DISCLOSE INFORMATION.--No claim under 
,such ,a policy maybe denied ,on the' basis of a failure'to diSclose',,' 
information at :theiime 'of delivery (and issuance for delivery) 

"of the policY'if'the application for the Policy failed to request, \ 
such information., ',', ' . " ' ' , ' , ' ,',:, 

'. ,,(2) TIMELY, RESOLUTION OF. INSURABILITY' Qi;ESTIONs.~Be, , 
, 'fore issuing a lon'g-~erm care' insurance 'policy , or' certificate 

,.,..,"ith respect to' coverage of an"'individual.the carrier shall're· 
solve. all reasonable questions relating to the ,insurability ,9f' the 

,ii)dividual I,~ncludi!}g. if the 'cai~.er underwrites, such, coveI:,age,
the cOIl1pletlOn of such underwrltmgl. " .' ',' 
, '(3) TREATMErfl' , 'OFINDrvro!JALS 75 ,YEARS PF: AGE OR' 

/ 	 OLDER.,-In the' case of a policyholder who ~a:s 75 years of ' age ' 

or older attlie time oCdeliYery(and issuance for delivery) of , 


' ,'~ long·term.care il'l,suranci: policy.~o c1ail1!.~nders~ch apol~c:y' ' \ 
,may.bederued on the'b1'lSlS of a faIlure to'dlsc!oselnformatlOn :,

,.'. ,

at the time ,of delivery tand,issuance for delivery) ofthe policy: / 
if the policyholder : truthfully disclosed documentation obtained , 

, ,under seCtion 10147. " " , 
, • IC) APpEALs PRocESS.";"'Apolicyholder,whose polic)- 'has been 

"" ,rescinded. canceled. or 'nonrenewed. or whose claim has been fully , , ,'. ) 

or partlv denied. or whose claim has not been aded upon with rea' ' 
'\ ' 

, sonable' promptness shall ha\'e the right to a rev"ie,,; of such rescis
siori.cancellation.,nonrenewal. 'or denial under a process specified' 
in:.the ':StandaI:'dsand;,~hall b'e grantedari opponunity:for a fair" 
,hearing by the carrier in any case;where the amount in contr:ov,ersy, 
is at least $500. Th~ $tandards may provide ,for an appeal to the 
State commissioner of insurance in an appropriate State. :' " . , \ 

,SEC.. 10145.' LIMIT . .\TION ,ON' RESCISSIO~., C,.\."ICELLATION. OR 
.' ','" .-:, ' ", NONRENEWAL OR DE:-,HAL OF CLAIMS., ,\ 


, ',' til): IN' GE~ERAL:"":'A 'carrier~ may 'resdnd.cancel.ornonn~new 

, a lCmg·termcare insu,rancepolic); or certificate., or deny another·', 


, ',- .' \' ' ' ", ' 
, , (. 
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wise varid' cl:3.im under s,udh policy, only in ,a:cc~idance with this 
section. 	 : . ' i ' .. . . 

(bl NOr-."PATI-IENT OF·PREMIl'!\IS.~A carrier ma\' ffi!'scfrid, cartcel; 
or 'nonrenew, a, long:term 'care insurance' policy or 'certiftcate for , 
nonp~yment of premiums, except as provided in section 10130(9)., 
, (c) FRAUD OR MISREPRESENTATION RELATING TO INSURA:BIL, 

\ ' 

'IT':{. -A carrier may rescind. cancel. or Ii'b~enew"a long· term , care 
insurance policy or certificate. or deny' ariotherwise valid claim 

'. under such poliCy i?ased 'upon fraud or misrepr~sentation of facts ' 
, ' relating to the insurability o~ the individual, only-, ' , , 
.' ,(1) based upon,clear and convincing evidence- " :-' , ' 

" (A) of fraud or misrepresentatibriof information Imate· , 
rialto the, accept~rice for coverage: :and . : " , " ' 

, '(B) involve a chronic condition or dates of£reatnlent 
before the date ofthe policy applicati6n;and '. . ,', . 

, (2) if the carrier 110tifies ~he policyhOlder qf the carrier'sin
tention to' rescind •. terminate. or .nonrenew the 'policy or deny, . 
the'claimnot later than- " " ,< , 

, (A) 60 davs after the date the ,carrier discovers the 
fraud or mi~representation. or " . .' 

. '. ,(B) 6 months (or 2 years in the case of clear 'and con- . 
vincing evidence that the fraud or misrepresen'tation p,er··' 
tains to .the condition for which benefits are sought) after 

.'. the date of issuance of the policy.' ,,' ,.',. . 
. I', whichever is earlier.,i " , . '. ,'/' . ' 

,(d) FRAUD OR MisREPRESE."lTATrON RELATING TO A GROUP POL, 
Icy,-In,the 'case of a ,policyholder or certificate holder who,.is in· 
sur.e,d as'part of a group" w'ithin 2 years, after the date ~of.,issuance 
of. the pqlicy or certificate. a -'carrier' may,' rescind,' cancel •. or 
rionrenew the policy or certificate. or'deny anOt~erWise valid claim 
under such policy. based, upon,fraud"br'misrepresentation of facts 

" ''relating to that individual's, status as a member: of the group or .j 
. ,Qther relationship to that grQUp at the, time ,of initial coverage of: 

that individual under the policj: or certificate. . ', 

, 	 SEC, 10146. REPORrING ~OF' I~FORMATION; ACCESS TO INFORMATION.
' 

',., '. la)' REPORTIN:G 'OF, INFOR~1ArJON.-'·Each carner issuing a long· 
term care insurance po.1icy, shall periodically (not Jes$ often than 
annually)' report tothe-:S~ate .commissionerof insurance of eac~ 
State ',in which. the policy is sold. and. shall make ava.ilab~e to the 

" Secretary, upon' request; information respecting the following: . 
",! ,'(l)The long"t~rm ,care insurance policies of.' the carrier 

:' ""j t.hat are in force. '" .;\. :.,,' .• :'. ,';' '. . ' •.. 
'. ' (2f'Utilization' of benefits arid pa\"ment of claims under the 
policy,"f '. ".) .:: ',', , .., ", .' , ~." .. , ,.' '/ ,,'.". 
, (3iThe' ages of individuals purchasing the policy, .' . . 

(4) Advertising. and"other marketing matena:l utilized. in 
connection v.:ith the sale Of suCh policies. including' a copy 6f 
each such item.' .... .: "... :, ':. .... , 

.: ' . (51 Total prein~u~s:~ritten and prE;m~ums earned in"th~' 
pr,e\;ous year, . ;'. . , . .' . . .' 

i. 	 . (6) The most recent premiums for such policies and the' 
premhims imposed for such policies during th'e preyious 5·year 
period. ':' " .', .,;: : ' , .,' . . , .' " 

1 (7) ThelapseJrates, replacement rates. ,and rescission rates 
for policieslby agentl. Fo.r· pUl'Poses, oLthis para,gra'ph: there,.\ ' 

··shalL,not b'e included"as a lapse of'policy such !i lapse ,due to: 
,the dea~h of.the policyholder. " .. , ,,'. . ,'.' , , '" 

< : '. :..... ,. .<8) 'Th~ ,claims,','c:fenied 'as': a. per~enta:ge' of claims' submit·· .' ' " 
".:, " 

:" ':,' .·;ted) for such polici.es.For' purposesof,:this'paragraph. 'the're 
. shall not be included,as, a denied claim such a claim that is de·, 

~ ;": ," . rued solelv oecausffof .the' failure -to. meet a deductible, \t:aiting , 
period.. or"exchlsionary period.' .: ,.' ..::' ,": '" .' 

... ' "91, Complaints'recei"ed with respect, to. such policies, arid. 

" 

'.,' 

the. resolut~on of's~ch 'conlplain'~s. '\ "'J " ", -.'. :'.' ; I' :'~" . .I'· / 

, '.' '.,., 'no) Therateof.'ap'pealof deniedclain'ls (as a percentage' 
',;,e .0fda!ms;deniedi,J?z:. s).1chpqlici~s~;, '.".' r,. ' : . ::' • " 

, .1 

.... -; 
;. " 

.;' . 

" ". 
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, ill) The r~te ofl~eversa: of cienied claIms on appeal (as a , 
, p'ercenrage of daim d'enials' appealed) for such policies: i' , 

(12) Such 	other information as is speCified in the Sta,nd·, 
ards. , ,",' 

Information under this subsec;~ion shall' be repolLed in a format' 
specified in the Standards.,. , ,,' , _ 

,,' (b) AqCESS ,TO, INFORMATI0N''T'Each ,'such carrier shall:make., 
,available to the Secretarv and' the State commissioner 'of insurance : 

of each State .in' ,which the policy is sold stich addition;liinforma. 
,~ 

, ,tion as the SecretarV ,01' Commissioner, ,may request. ' . " 
(c) AVAILABILITY OF INFOR~IATJ0N:-:-The State commissioner of 

'insurance of each'State shall make information under this section' 
, , available, upon ,request, to the NAICand, to: the extent consistent .. 

with other laws; tootheriinterested parties.;' , , " , 
SEC. i0147. MEDICAL DOCUMENTATION FOR THE ELDERLY. " ' 
" " ,Each carrier 'iss,~nga long· term .care insurance, policy shal}, 
with respect to an applicant, who.is 75 'years of age- or older, obtain 

'oneof the following before isstiing the policy: ' , ' 
, (1), A report of a icontemporaneo~s physical ~xa,miriation., , ' 

(2) A contemporaneous ,asselSsment of functionalcapa'city. " 
, (3) Copies of contemporaneous medical records;,,', ,',', 

The ,carrier shall maintain, the' information obtained in its files; 
SEC. lOl4S; L~,ITS ONCOM}>ENSATioNFOR SALE OF POLIciES. ' , , 

(a) IN GENERAL.-A;carner., issuing a long.term care insurance 
policy may not provide a commission or, other' compensation to an " \ , 
agent or other r.epresentative for' the sale of such a policy in an' 
amount' that ,exceeds a percentage of,the commission ,or other com· 
pensatjoz:, paid for. sellin;g or,servicing such ~policy in the second' 

f.' 	 or subsequ~nt year specitled in the Standards.,' : ' ' '" " '" ' 
(b) COl.\1PENSATION DEFi:;NED.-Insubsec~ion (a), the ter:m"com~',' 

pensation"',; includes pecuniary' or nonpecuniary: 'remuneration of 
'any 	kind,relating' to' the' . sale or, renewal of the policy or certifi· 
cation,' ,including deferred, compens~tion~ bonuses, ',gifts, 'prizes~,
awards; and finders'fees:'- ' , ," , "~'" " , 

~ , , . .'. . . f!.. '", r , 	 • 
" ,"" 	

" <:PART a":"ENFORCEMENT OF STANDARDS'r 

, Subp,art 'A":'GeneralProVisions, " \ 


.' " ' !." .... . " .' I., 

"SEC . .10151:SECRE:TARIAL' ENFORCEMENT, AUTHO,RITY. , " , ' ',,' ~',.' 
.• ,!aILN' GENERAL.-The Secretary ,shall 'exercise authority under" 

'thissection-,"., 	 ',,' 
'f " 	 ," (II in the case of a State which does not an approved regu· . 

, latory program:: , " .: ,', , ",' , 
, ." ",", ,(2) in ,the case "6f a State which has an approved regulatory' 

\"

"'·,','State.tO' the exten~ speCified by~the S~cretary(under'a look:" 
" ' behind program)" to: deter~ine whether or riot i,ndividual long· 
,: , ,term, health care. policies in the, State haye failed to con~ply" 
" ,with', the applicable Standards required under part2'and 

"whether persOns or entities are otherwise incompliance \\~ith" 
the requireI;l1ents of such part: ,", :', ,,' , ',' 
'(3) in imposing isanctiQns under, this 'subpariagainst any' 
person ,who sells, :offers.for, sal,e. or'iss,ues a ',IQng·termcare in-, 

'; surance 	poliC}~, in;viola,tiori 'of, theStand~rds required under 
" suopart ~of part 2: and '" " ,'" ',', :,,'" "', 
" ',' '( 4) in i~posing santtions ,under th,is subpart against a car· ,',' 
:nex;that \'1olates the S~andards ,r:eqUiredunder subpart C of , ' 

, ': , , ,part,2, ", "', ',' " ': " " ',' , .,,' , 
',' (bl 'PLAN DISAPPROVED,L'NDER~LooK·BEHINDAL'THORrIT.':"":If! ", 

, I 

:~~.he Secretary' .deterillines under this subpart that ,a long:termcare, 
insurance', policy does not ,meet' the applicable requireinents of part' , , 

"2, on or after 'the date specified in 'sectio~ ;10103; regardless of ' 
' .. ' ,wHether. or 'not the State has taken 'a'nyaction with respect to ,such 

,I!oncoI'flpliance, no new ;policies may ,'be offered. unde'r ,the, plan on 
or after th~ date, of,the determination. ,'" ' , .,,', ',', ' 

J ,'., ','," 

. ,',-. 	 , . ,', 
" '. 

. ,;, ." " 
• 	 , ..j' 

" ' 
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:c), Loss OF SV,Tl-S A'S .-\ LO~G-TERt\IC.~RE PL.u.:.-If ~n asso· 
ciation Or. its subsidiary or a carrier is determined under this sec
tion nOt to be incompiiimce with applicable Standards ,under part 

'; "',"2 and -is not, deterniin'ed' ,to have come into, compliance with" such 
" applicable Scalldards at t,he end 'of the 6·momh period beginning 1m 

, ) .. the ,date of the initial, determination cjf such, noncompliance, any 
long· term care insurance policy is~ued, sold, or offered for sale by 

, , such 'association or its subsidiary or carrier' shall be considered to' 
, be issued" sold, or offered for sale in violation of sectionlOIOHa), 

SEC. 10152. COMPLAINTS AND INVESTIGATIONS." ,',' 

, i .. (a) IN GENERA:J...-The Secre~ary shall establish procedures~, " / 
I" '(1) for individuals and entities to file written" signed com' 

plaints respecting alleged Violadons of the Standards reqqired 
, underpart 2, ' ' , . ' ", 

, (2) for responding on a timely basis to such complaints, 
and ' , - ' c, •• 

(3) for the investigatiori of- -", ,- ", ',r,' " ' 
, (A): those- complaints which, on their face, have a sub·, 

,'J ,stantialprobability of validity, arid ' < 

(B) such' other alleged v10lationsof the tequiienientsof 
• " 

Part 2asthe Secretsr)"deternlines to be appropfiate. 
IbJ CONDUcnjF INVESTIGATIoNs.-,In conducting investigations 

,underchis 	section. agents of the Secretary shall have, reasoriable 
access to examine evidence of any person,' or entity b':!ing inves: 
tigated. ' ' \" .: .' . '" ,', . " .', , 
, ., (c) 'TREATMENT O,F,CARRfER VIOLATrONS.-For purposes ofthis 

, .; "subpart; a carrier whose policy ,was sOld, offered for sale. ,or issued 

by an agen~ in \'iolation Jof the Standards ,under subpartB ,of part 

2 and who had any reaSon to know Of such vi.olationbut: did not, 

::lCt 'immediately to,~rrect such '"violation in good faith;' shall be 


'deemed to have violated the Standards of such s-q!:>p~rt. ' " . .. "' ~\ 	 ;' " ' ,": 

i ; SEC. 10153.'HEAIUNGS. ':', . 
" "(a) ·!N',GooRPJ,..-Before impo,sing, an order d~~cribed in sec·, . .
tionlOl54 against a perSon,or entity under, this. section fora v1o.1a· 	

~ 

tion ohhe StJindards, under part 2. the, Secretary shall 'provide the , 
perSOn·or entity with notice and, upon request mad~,vithin a rea·'" 
sonable' tim~ lof not ,less than '30 days. as established by ,the Sec·: 
retary) of the 'date of the notice, a hearing respecting the ...'iolation. " 

, If no' hearing- ',is' so requested~ the Se~retary shall" impose a final, 
and, un~ppealable order., ' , " . " " ',' , ',' I , ' ' • " 

, " , (b) CONDUCT .OF HEARING....;..Any hearirig so requested shall be 
'conduCted before an administrative law judge ,under sec,tion 20.1 of ' 
, the Social Security:Act:. If rio hearing, is s6 requested. the Sec·,' 
,retary's imposition of the order shall constitute a final, and 

, unappealable order. .' " " . ,I 

Icl AL'THORm' IN HEARINGS. .....: ',' , 
+.' . (1) IN' ',GENERAL. ~In ,cond'ucting hearings under,' this" 

" seCtion""':', " ,':. ' . ">':" ',',' ,,'. 
<; (A), agents, of,the:Secretan: arid administrative law' 

'judges shall,have' r~asonable access to exanline evidence of' 
'any person or entity being investigated, and, , " ,.",' ' 

, 	" " , ' ,IBI admiriistrative law judges, may, if nec~ssary:.,com:' 
'pel, by subpoena the, attendance, of witnesses and the pro~ , 

duCtion. of e,'idence at any designated place or hearing., •. 
, i 	 . (2)ENFORCEMEh" OF SUBPOENAS.-In casecifcontumacy or 

",refusal to obe~';'a subpoena la\Vfully issued under this' sub: ' 
seCtion and upon application of the Secreta6·. an appropriate 

. r : 	 " ~: -distriCt, court of thei,United States l11ay is'sue a.n, order, requiring " 
compliance with such subpoe'naand any failure tobbey 'such '," 

••';0.•••• , ,orderniay l;>~ punished t>y such court as a contempt thereof.' " 
,"dl, .JSSUA.'IlCE 'OF ORDERS.-If the adniinistrath'e law judge de· 

. " termines,upon the preponderance of the e\;dence received, that a ' . 
person· orentit)'named in the complaint, has \iolat~d the Stand·" 

,ards required under part 2. the, administrative' law, judge shall 
state the, fipdings of fact and issue' and ~ause to be se:r:vedcm such' \ : 

.,;.' 
person or ,entity an order described.in section ,,10154: Any ordeds:, 

~ *: "'. >:/ ' ',' ~ 	 . ". . ." - . . 
"'_,1, , 

,/ 
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, slied under such· section shall bepro\'ided to th,e agent,a~so:ci~~ion 
or its subsidiarv,or carrier and inolude the finaings and the basis 

\ 'of the order- - , ., r . , 

• • > '," ,", f 

SEC; 10154. CEASE A.l"'D DESIST ORDER WITH CIVIL MO:'-iEY. PE:--;ALIT. 

.' (a)'CEASE A..'l'b DESIST ORDER.- \ ' . 


" . : (1) IN GENERAL. ....;. Subject to the succeeding proVisions of . 

~ .. this section,the order under·this sectiofl'-' '. \..
I,.. 

. . (A) shaIl'require the person or entity- . . ", ' 
(i) to cease and desist from such Violations, 'and . 

" . (ii) to 'pay a civil 'penalty 'in an amount not tq' ex·, 
'ceed $25.000 ,(or $15,000 in,the case .DCa violation by, 
. an agentl'for'each such violati9n; arid ' ': 

, ' '(B) ,may require· the .'. person. or ep.tity' to take su¢h 
other remedial acHonasis appropriate.'. '. . ., .. ; \ . 
(2) AMOUNT OF CMt. PENALTY.-The,amount ofa clvll pen· 


. alty ullderparagraph: (lHAHii) may. take into account the' pen· 

" ' 'alties. impOsed' by a State with respect toihe sam~ such viol~~ 


tion. . , 

.t3) 'PROCEDl~E?, FOR 'CrVn.PENALTx..-The provisiqns of 


. section 1128A lother;than ,the first sentence of subsection .Ia) 
'and otherthim subsection 0;») shall apply toa civil mOI)eyp'en
altv under this subse'ction in the same' manner as such'provi

'si9nSapply, to. a' pena'ltyor proceeding under, sectiQfl 1128A(aL , 
(h). CRIMINAL PENALTY FOR MULTIPLE AGENT VIOLATIONS,- In . 

I' ,'the .case of an agent who has committedmuliiple violations of the 

.; , , '.' ~tandar:ds required ',under subpart B of part 2,such agent also may 


. be imprisOned not more ,thfln 5 years;'orfined inaccordiulce\yith 

title 18, United States Code~ or both; '.' ' .' ,'. 


. " (CJCORRECTIONS wITHIN 30 DAYS. '"":-Noorder shall be imposed 

under this 'seetionby' reason of any violation if the person or entity 

establishes to ,the satisfaction of the Secretary by clear and con
·vincing evidence that-' " '_ ".' 

. n) such .violation: was due ,to reasonable cause'and was not 
intentionahlhd. was not, due'to.willfuI" neglect, and ,',',. ". . 

.. '(2) such violation iscor.rected",within the 30·dav period be· , , 
'ginning 'on ihe ',earliest date the person or entiiykn~w .or'exer· 
cising,reasonable dillgence could',have known. that such a, vii:>· 
lati6n'was occuhing.'·' ',,' '.,' ", ': , ...... ' " ,'. 
(d) WAIVER BY SECRETARy.....:In the 'case of a violation' which is 

, .. ,due to reasonable cause: and' not to ~willfulnegl~ct. the Secr~tary 

may waive part or all ,of th~ civil money penalty impo~ed by·'sub· 


, section, (aHIHAHii, :~tothe ei'tent that' parm~nt'of such penalty 

, would be grossly excessive relative to the \i.olatiqn involved and ~o'· 

the', need ~for deterrence of violations, .:- .' , '" , 
'. Ie) REviEW BY.. THE SECRETARY,.-The decision and order of 'an 

ad'ministrative law judge under .this section 'shall become the fina'll ' 
,agenc\: decision and order of the SecretarvLmless, ,\vithin 30davs. 
the Secretary '~odifies'or '\'acates~he decision and order, in \\'hkh I~ / 

-., , 
, '. case' the decision and order ,of the Secre,tar.\" 'shallbecome a final 

'order ,ander'this section.' . '\ ' ' . ,," " f 
" 

. . If! .}U'DfC'lAL REviEW:":':'A person or entity- ad\'ersely ;affected by, " 
" a final order issued' under 'this section rna.... within 45 da\'s after . 

the :d'ate the final order ~s issued; file apetition in the Qoul1:ofAB- .. ' 

/ ~ . 
.' . peals for the appropriate9ircu~t for re\i.e\\· of the order: ',' ".', '.. ' 

. ,Ig, ENFORCEMENT OF', ORDERS, ~ Ifa ,p,ersan or,entity fails to' . 
comply\\;th a finaJ order, issued under tliissection, against the per·, 

.' j.'
, ' .: sOn orentiiy a.fter bppo'ttunityfor judicial review under subsection ' 


,:., ,:\1), the, Secretary, shall file a suit,to seek 'compliance with the order 

·'· ...t ,:inany appropriate,di~pjct counof,the.United St,ates. In' any such, 


,suit. the validity and :appropriatenessof. the! final order shall not 

.' ,", 


,>: ~•• ; ..... ',' :. pe subject·to.re\i.ew. ' '.' ", , ' " ' 

, " :.: "," , •• 0,'" ,,',' 

'C : ", ; .:r . ' 

, " ". , 


',"', '. ' 
... ",1,. 

. \ . ' 

'\ " . , .. ~. " ).~ 

.... I' -i'. 

\. 
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, , 

-, Subpart B-Stahdards for Appr~)Val of State 
" Reg1ilafory Program,s , \ 

, " 
.. ' SEC.IOI6l. GE'NER_U REQUIREl\lENT. , , 

'(a) IN GENERAL-Th~ Secretarv rna,' not'approvea State regu-, 
latoryprogram for purposes of thfs subtitle. unless the Secretary' 
determines that the progra'm-,. ' " , ' ' 

, (llprovides, for 'the application apd enforcement of the 
'Standards; ,and ' ' '," " ,'_ ' "'" 

, (2) complies with, the requirements of- " " ' 
, (A) section 10162 (ielating·toenf6rcem~rit). , 
, ,(13) section HH63 (relating to publication ,arid p~blic, /' 
access to compliance information), "", .,', 

, (C) section '10164 (relating to a process 'rorthe ap' 
I, 

,provalof premiums), and', , ' " ,'" " , 
. \ 

, " ,,(1)) section '10165 (relating to' annual reports); 
Jb)PERIODIC: REVIEW OF STATE REGULATORY ,PROGRAl\lS.-The 


Secretary periodically shalLreview State reguh3.toryprograms, to " 

, d,etermine if they continue to meet the requirements for: approval 

,,' 'under subsection Cal. If the Secretarv determines that a Stateregu· 
lator)' program, no longer meets such 'standards and requirements 
,or ·is no longer in compliance. before luaking a fi,naldetermination' 
that" a' State regulatoryptogram no lo'riger :meets such require· 
ments. the Secret2rj'!ihallprovide the State a 'hearing and an op- , 
portunity of 6 months (Q'r, in the case ~in wh,ich Sta~e legislat'ion is, , 
reqUired ,in order for the:State to be in compliance.w'ith suchstandc ., 

, ' ards and .r'equirements, such longer period as is' necessary to. enact' 
such\legislation) to adopt such a plan of correction as wo'uldpermit 

, i, 

, ' 

,the pr()gram to continue fto meet. such ~tan~ards and' requirem'ents.," 
If the Secretary makes a final deternunatlOnthat the S,tate regu· 

'latory program:after such a 'hearing, and opportunity, fails to meet 
, , such requirernents~ the'Secretar)' shall assume responsibility ,under 
,sectiop 10101(b) with re~pect to certifying long-term care insurance 

./ , :, ' "policies "in the State 'and' shall e~ercise full authority under subpart, 

,A for persons and, entities· in the State. :' , 


, ',' " 

SE(:/10162. 'ENFORCEMEr.tr,- :" 
, (at IN.GENERAL.~1;'he enforcementl process under each Stat~\ . 

regula~oryj)rogfam - .:./,' , . ," : '" '" , " 
. ,.: (1) shall' be designed ,in a, manner .$0 as to seCUre compli. 

ance with the Standards withiri30da"s after the date' 'of a 'i _ 

'. ," " . :':finding ofnoncompliance wjth'such Standard's. aqd' 
":'. • (2) ,shall pro,vide for notice ,to theSecre,tai)' in.cases , .. here 

" such compliance is not-secured within such 30·da .. period. ' " , " ,'0, ,PROCESS,'.....:..The ~nfol."ceinent process under each Stateregu.l.', 
lator)'program shall provide for..,..· '/ ,;' " ' , ."",,. , 
, " H) procedures ;for ind'ividuals arid 'entities, to file written •. 
; , signed complaints~resp'ecting,a:lleged' \'ic:ila~ions, 0(' the 'Stand· 
, " 'ards'" ' , ' 
, , (2) respondingbn 'admely'basis~to such ~omplaiqts; 

, :.; (3) the investigation of - " , . " 
, ' '. " iAlthose complaints'~·hich •. on their face. have a sub· 
, stan'tialprobabilityof"alidity. and" " . ','< " , 

(B) ,such, other ,alleged violatiqns of the Standards as 
the program finds appropriate:< " , 
,14) notice and, opportunity for a hearing before executing " 

sanctions:", . , ", " , , 

.: 'j3) ,the imposition of appropriate sanctions Iwhich' inClude., , / '. 


in appropri~tecase,s. t~e imposition, of a chjl money penalty" , 
 t' 

in' th,e caseofa person or' entity determined·to have violated' ,. ',c

t},,'e'Standards; and' , , '. , , " , " ' '.' , , "'-<. , ,i6) 3.l1 anriualreport to the ,Secretary on details coricerning, 

, .. complaints filed -undex: the p'rocess, including the disposition of.' 


,. .' ~,'. d.)-~, ,; ",~ . and actions resul~ing fr~m. such complaints.,' ",' , 

. ': ',., ' ' . 

. " ~ 

,,( !,! 

'r 
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SEc. 1~1~3.Pt.::BLJCATION, A,:'lD PL'BLJC' .-\CCESSTO CO~IPLJA:'>ICE, r;.;,., 
, FOR!\lATION . 

. ' (al PUBLICATION OF INF6RMATJON.~Each State regula'wry"pro. 
'gram shall publish an~ually, a5urilmary- , ',', ' 

, " ,,(1) by' carrier; of tAl the types of long·termhealth care' 
policies iss~ed and (B), the types of complaints filed concerning' 
such'policies, arid; , .' ," ': ," , 

(2)' ,of ,the information reported by, policy under sect10!l 
10146.-, " ',! " ' " " . ",' " '. 

(1) ACCESS To'INFORMATION ONCOMPLAINTS.- (' 
" ,(1) IN GENERAL:~Each State regulatory program shall pro
vide for consumer access 'to complaints filed with the State, 
commissioner of insur:anceWith respect~to long-term care in· 
,sui'ancepolicies'. Any such disclosure of.complaint' information 
shall be accompanied by a general disclaimer stating that no, ' 
representations are,being made as t'o the merits of such a com· 

, plaint., ~' . r, ' ' :, ." ' 
, (2) CONFIDENTIALITY.-The access provided under para

,graph mshaIlbelimiteifto,the, extent required to protect the,. 
, confide~tiality of th,e identity ofindividualpolicyholders. " 

SEC. 10164, PROCESS FOR APPROVAL OF PREMIUMS. ' 
, (a) L~' GENERAL. - Each State regulatory program shall...:." 
" ,', q 'provide for ,a process'for approvi~g or disapproving pro· 

'\ 	 'posed: premium increases withre~pect ~to long-term careinsur-' 

ancepolicies, and: :'", " " " , '" ,.,' ., 


, ' (2) establish a policy fO,r receipt and consideration of public 
, comments before approving such a premium increase.'" ' 
, fur CONDITIONS ,FOR ,ApPROVAL,,-No, such premium increase 

shall be! approved (Or Ideemed approvedlunless the 'proposed in: 
crease.is accompanied by an actuarial memorandum' which- ", 

, " (,1) includes a :description ofthe assumptions which justify'
the increase,' ,,",' ,- ',', , ' . " ", :.. " 

," ", ,'(2) fully supports the increase;, " " 
: ", (3) jcontains, sU~,h informa.tion as ,may' be required under 

" ·,the Standards. and '. . ,,-' ". . , ", 

'I, . 

'"',! 1 " ,: (4Hs made' available to the public. , " .. " ." '., ,', 

., ,:(CISECRETARlAL AL'THORITY.':"'In the case of a State without an " ,; 


appr!'ved regulatory prograni;the S~retary, shall provide for the " 

activities described in, subsections (ai, and (bl. " " " " " , 


':,,', , ' SEC:1Oi6S; ANNUAL RE~RTS:;~,",: ':..' ,,',", "Y. 	 . 

," , . ~Each. Sta,te .'regulat,o'ry program shall p.rovide,· fo~ -annual- r~ports .. 
': ,to the Secretary 'on: the ,implementatiol1, and enforcement, of the, ' ,,' 

:Standards,in~heState.:~,": ,:. / '", , , /, 

. , . .' 
, " , SEC. .i0166~ INCREASE 'IN Fu:'iDING"FOR. L.ONG-TERMCARE INSUR. 

'j" ,.',:; J~~~)uri~FRl!.r::~TJ~~u~~g~~~~J~g.~~, A~SISTANCE, 
, ,In, addition to,' amounts otherwise authorized to. be' appro: 

" 

I 
' 

,,' 'priaied, ,there are authorized t6be appropriated. under section. ' " 
4360(0 of the, Omnibus Budget Reconciliation ACt 0(. 1990, ' 

.'-' 
$10.000;000 for fiscru,year'1997 and each subsequent fiscal year, 
to'fimdgrarit.programs undersuch:sectiqn for the; purpose of pro- " ; " 

'( :	vidinginformation. counseling, and assistance relating to long-term' 
care' benefit~ under d~is '~ubtitl~, anQ 'the prQcurementof adequate, 
and appropn~te long-term caremsurance. 

. , . " ,l " , . _'. . .,~. " , ,.;, .:1"',''':'", "~' '.' \, ,', ,". ~ " . . .; " 

,PART4''':'''MISCELLANEOUS PROVISIONS 
,-,I '. j "".f" ~. • , 

" ~ • • F' : I .. ' :. ' 

'-: . '" 'SEC~;IOl71. REPo,RTS A-\'iD:sTCDIES: ~' , , ,',' '; ", " ,,'.' :'. 
, , 	 ,.;",,113.1 REPORT ON'SoLVENCYPROTECTION.-Not later than 2 Veal'S' ....... 


'" ,:'" after, the date of the ehac~ment of,this,title,>the:SecretaI1' shalipre: 
" ,,~pare:andsubmit to, the appropriate committees of'Congress are- " 
" port'bn standards that rna\" :be applied under this 'subtitle to 'assure 

the: ~olyenc}~: of, carriers ,,\Vith respect to .l<?ng-term' care, insurance 
,pohcles.. " '. " ,'d'-', , ' . " . 

, ,,;":',"'1;» StUD" OF STANnARD MEASURE OF'VALlTE' FOR LONG-TERM 
':~\', ';:: :,CARE'INSLTRANCE ,POLlCIES.i..:'The' SecretarVshall' provide for the 

. '. :'(~'~~f(:;'rC?\L:~,:l::,;:.' ;" :''';';:' ," ,: , " c, ',.' " ; < ,. ,,- "",: "," 
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,'.conduct of a study to devE;!lop a standard tn~asure o(\'a:lue f;r long· 
term care insurance policies. Not later than 2 years aft,er the date"" 
of the, enactn1en,t of this', Act. the Secretary shall prepare aIlo. sub· 

\" 	 .niit' to- the app'ropriate :,conlnlittees', of Congress -a repo~ c'oncerni'ng . 
,Sl.lch 'study. ' ,'.', , ',.', , " " 

(C) STuDy OF LoNG·.TERM CARE INSURANCE RIDERS. - The Sec· 
: ' ,retaIJ' shall review the applicability of ,the Standards to long·ter~ 

, care, insurance riders, "Not later. than 2 'yeais after the, date of the' 
'enacfment of thi~ Act, the ,~ecretary shall prepare, a,nd submit to 

" ~he appropriate' committees, of Congress a report conc~rning. such 
study,' ,",' ,.," ',." , 
, , (d) STVDV OF CooRDmATlON WITH; PUBLIC PROGRAMS.-The' 

, . Secretar)' shall rev1e~ the coordination, of coverage under IOb,g:term , 
'care insurance,. policies: .'with bene~ts. for .lo,~g.term car~, s~rvices, 
under, tl1e medIcare program, medIcare, p~rt.G. the medIcaId pro,

/ \ 	 gram, the long·term care 'program for, home andcommt;tnit:r·based 

ser,.rices under subtitle' A., and other' public programs: Not later 

than 2 years after' the, ~ate of the enactm~nt of this Act; the Sec· 

'retaIJ' shall prepare and 'submit to the a'ppropriate committees of 
Congress a report, concerning' such study. The '~ecretary shaHin· 
elude in the report such,recomm,endationsconcerning rule's for such. 

, coordination as th~S~cr:etary dee,ms appropriate. , f 

\ . :SEC. 10172. WAIVER OF PAPERWORK REQUIREMENTS., 
~'. , Chapter 350ftitl'e 44, United Sta'tes Code, and' Executive 

Oraer 12291 shall not apply to information and regulation.S' ree ', 

quired, for pu~~~es Of carI1;ng()u~ this subtitle., ' \ " 

• 'f> • .,' ._,' ' " .. _' :. 

Subtitle .<:~...:.. WQrker R~deploYll1ent, in, ~ong.;, 
: ' ,',,' '. 'Term Care Programs , " " ,', 

SEC, 10201. 'REQUIRE'~ENT "REGARDING REDEPLOYMENT OF HEALTH: 
. ',CARE WORKERS UNDER LONG·TERM CARE PROGRAM, 

, , With respect to' the .plan required in sectionlO004(c) (fort,he 
'I"

long·term careprograni: for home' and community,based services" 
under ,subtitle, Al. the ph:!.n shall. in 'addition to requirements ~under ' 
such subtitle. pr~\;defor the followi~g: ' , ,,'.', " 

, ,:,' ,', (11 : Prior to. irpplem,eoting th~ ,prOgram ,under such: plan;' 
negotiatiQns will be com,nienced with labor organizations rep· 

. .,', 'resenting the employees of the affected hospitals or other fliCili· 
. /, .. ties pro\'i'ding su~hser..ices. ,,'. 

'" " 

... '. , (2) Negotiatiops 'under paragrapli III wlH ad~ress the fol,
lowing: . ',' , ' , . . \ 

" .,' ',(Ar The impact of the implementation of the prograni ; \ 

'. ;upon the worKforce:, '", :,. "" ..• ' , , 
.' IS) ,!\fethi>ds to redeploy workers to positions in the 

" proposed, programor',other, public or pri\'ate settings. in '. 
the case ofworkers affecfed'by the prograll1",' .... : , ' " , 

, (3) The plan will provide e\;dence ,that tl'iere has been 
, ,,' ,compliance VI;'l th pa'ragraphs ,11) ,and 1:21."' 

,
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TITLE XI~REVENUE' 
'/"PROVISlONS. 

, 

, TABLE '01" CONTENTS OF Tm..E 

Sec. 110in, Ameridmimt of 198~ Cod,e. ' 

Su'btitl~ A-I~crease.in E~cise Taxes on Tob~cco Products 

'Sec. 11101. IncreaSe in exeise~xes on tob~cco p,rodllcts. ,I, 

Sec. 11102. Modifications ofcei'tain tobacco tax pi'o\;sions: ',' " " 
SeC. 11103. Imposition 'of ,excis,e tax on manufacturE! or ,importation ofro11.your·~wn

tobacco. ".,' , " ' 
" 'i,',' , " ,,',' 

Subtitle B-TreatDltmt, of.Employer-Provided Health, Care 
Sec, 11201. Health benefits may not be pro~ded under' cafeteria plans or ,flexible 

'!pending arrangements other than medical sa\;ngs accounts,: ' 
"Sec, 11202. DeduCtion for ,heal.th ,insurance costs of self·employed' 'indi~du.alsin·' 
, creased and made. permanent. " ',' > . sec. U203. Limitation on prepayment of medical in~urance,premiums. 

SUbtitle' C,-EnendiJlg Medicar~ .Coverage of. and Appiicatio'ri of Hospital ! 

\ , '.Insurance Tax to, All State and Local Go~.. ernmentEmployees. '" 
• • j. ,/ 

Sec,' i1361:Ext~nding medicare coverage' of. ,and' application of hospital,insm.ance , 
, ' "tax to. all State and local govemm~nt em ploye;es , , , ' ': ' , 

, SubtitleD-,Treatm~nt of;Q~anizaii6ns ~Oviding 'Health Ca;~ Seivices' ' 
" ' ,c" ',', 'and Related Organizations , ,./ 

Sec. 11401', Quilificatio;"andi di~l~su~e requirem~nts for certain no~profithe~lth 
, care organizations,' ,,' '.. ,\', ,," .. ' '" , 
Sec,11402" Excise tax~s for: failure by tax~exem'pt health care organizations" to 

/, meet certain qualification, requirement~.' , " ' , 
Sec.. 11403, Treatini:mt of nonprofit health care organizations. , , , ~, ' 
Sec. ,11404. Tax treatment of: taxable organizations prO\;ding,:health"insurance and; 

" other 'prepaid health caresj!T\;ces. ' 
.. Sec 11405. Organizations subject to section'S33. 

'Sec: 11406, Tax exemption for, high·risk insurance pools, , 
. \.' " Subtitle' E-Treatment of A~celera~ed 'Death Benefit~"Under Lir~ 'In's~;ance

",' '.,., . ,,' .' 'Contracts . : 

Sec,llSOl. T~xt~at~~h~' o(acc~leratedd~~th benefit~ ~md~r'life' insllrance con· 
, " t'racts, " ; , " ' : ' , ' '" " , 


,Sec. llS02.Tax treatment of companies issuing qualified' acceler:ned death benefit;' 


, , - i'iders.,~ .::~; : ,;;' ,~ ':'<:';'; ,'. ",," , 

).: " " Subtitle ,F - Employment. Status Provisions' 


"See.UsOl. Em'ploy~nentsro~us~ p.ropo~I·'~~~iredfi·om: pep~'J.:tmerit ¢" thi! Treas· , 

.1.1t")'. ',' , . __ •. !:' ' :< .' - :',,, '.~ __ .". , - " . _'.- ",' .: '" .:-, _.r, 

Sec, ,11692, 'Increase in penalties relating'to reporiingof paymems,forser;I.'ices.. 

'S~biitkG~Ta-!, Tn;a~~~ntof Funding'of R~tiree'Healthi3eriefits 
sec, U701. Posqetjrement medical and life insurance' !'eser"e~" ' 

, 'Subtitle H~ExciseT~e's on InsuredandSelf:lnsured'Health'Plans , " 

.,' " ~. 11801, Excis~ t.ax~s on ~~s~lred ~'nd self'irislil'ed ·henlt!l.pi~ns., 'c ' 
.,~' . l." _ . - . . " - -.' . •.... ! 

Subtitle I.;..Othe'r Pro"'isions " .;~ " 

, " , 'p~ l~Tf:X L";~~r.~ FO~H~TH SER";CES PR~VTl)ERS : ( 

Sec: 11001. :;No~r~fundllbl(' ~reodit j~rc~~iri.pr~ary health~T\'ice~ pr~\;der~, 
" ',.' 

Sec, 11902. ExpenSing of mE'!ilcal£lquipment", ,c'· ,: ,,; .. " " " , 
" .. - '-', ." ;';' '. . 4.:, . -, ',I '. :', " , ' ., ' 

,: . '," ; PART 2:-'HWTH CARE.WOIlKFORCE TRCSTrl."ND 


" : 'Sec" :.11911 :Heal~h CaN1'W6rkfoTce Trustrlind: ' , ., ," ' ," 

• " , " " " " ", '\ .' ':" ::. ,..' ,::~. '_. "I. 

PJ\RT',3-RECAPTURE·ovf'ERTAJ:N'HEAl.:rn CARE SCBSIDIES RECEIVED BY HiGH' 
.', .. ~. :, ·L~COME·1NDMDUALS 

" 
, C' ,Sec, '1'1921' Rec;pture of cl'~in h~~lth care'~~lbsldles rt>«'ived b~' high· Income in~li. 

_, -' , : \}duals.' . ' " "', ',,"" ( " ' :, ' 

,', .': ,,' SEC~, 1.1 OOi.XMENDM E:tJr- OF 1986 <:OD,E; , , .. _ ,', , ' ',' " , ' 
," /. . ,Except aso~herwise expressly pro\'ided; :\\'henever in this'title 

.. ,,'an amendment: ot, rep,ealj,s expressed ih terins of an' amendment 
'-to; or r¢peal of, a section of other ' prOvision, the'reference shall' be 
,~onsidere~to .be'mad~ to a 'section .o(oth!i!r pro.vision of the, Inter- : 

",nal Revenue:Code 0[.1986.,'\" ,.~;'~. " ,':' ' <~," " " , ! ' 
:r' • -.-"..' . - " ' . 

. "f. ,.,.J...• 
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Subtitle' A~Increase In Excise Taxes On' 
, Tohacco Products ,', ", " 

SEC. ~llOl. INCREASE IN EXCISE TAXES ON TOBACCO' PRODUCTS., " 
, \ '(a)' CIGARETTES;-Subsection (h)o( section 5701 is amended by , 

striking paragraph (1) and all that follows and inserting the follow, _ 
ing' '" " ','..' " " ' 

. '" "(1) SMALL CiG~rnEs.-On cig¥ettes, weighing ncit more 
than 3 pounds per thousand. the amount per'thousand deter- •.' 

, mined under the foll?wingtable: , ',' . " ' ' I.' 

The fax per,"In.the' cale of clilarettes removed-, ,thou68nd 1&:. I \ . 

MterJlily'31; i~5.and ~fore Jamill!j~'i. 1997 .."....::.........:...;.......::.........~. ' $19,50 


··E~1l:~;·~;.:i;;:t:~:.:::.;·:;:~::::·:;:;::::::·:· ..•.:!:~ 

", "(2) LARGE' CIqARETTES. "'::'On cigarettes. weighing )nore 

" than 3 pounds pertpousan~, removed atan~' time, an .aniount 
per thousand equal ~o 2.1tlmes the, tax per thousand lIhposed ' .., " 

bj' 'paragraph (II Qn cigarettes renloved :at such time; except 

, that, if more 'than 61A~ inches in length, they, shall be taxable' 


'. ,'I at the rate prescribed foi cigarettes weighing nOt more than 3 ' 

. pounds per thousand. eoun~.ing each 23/4, inches. or fraction 


,thereof, of the length of each as one, cigarette." " 

"" '(hI ·CIGA.RS.:-:-paragx:aphs H),and,(2) of section 5701{a) are 


amended to read as folloy.rs,: " ;, ' , ' ' " , , 

, ,','!(1), !SMALL 'qGA,ru?-:-:-On cigars,. weighing not 'xl1ore tl1an 3 


, pounds' perthqusand., ,the amount per thousand.determined 'I 


, \ ,under. the following ~able:" . ' " ' 

The tllx per', "In ,th~, ~~~e of cillan re~~v,ed-

t hou68l!~ 1&:'~'. " :-" 
AAer.hlly31.1995. imd'bcl'~~ejanuarj· 1: 1997 ,:.:........;.::....;.:::...:.•.:.....:.;..:.. . .$1.83 

.·..~~,~£j;:·i~i-i.~.·.•. :::;:L •.•. :••..• ::.:,::::: ..~;':::::' .:E.

": 

, ". ·~(2il..ARGE,'CIGARS.-:-,Ori: cigars! weighing' }DOre' than .3 
::PQunds per. thousa~d.,the.applieablepercentage (determined~' 

I,. .under the followingtable'j .of -the. price for. which sold but not 

,.. . "'.' .•. morethan:the ,applieableliIIlitation (determined undetsueh·
' 

,.. ,,'. '.' xablel'p'er thousand:.'. ",..., ...
,," ,',," . ,<;,>~,:; ~)' ,'< .... ,,'. i I :Theapplicable 

• " '-._ .In the cal,e.of ci,8n re'moved""",!,' ,:", 'J -percentalJ. . The l~~~t~tion1", ./ . 
- " :,' ,,'. : ": . ". '. " . " i.~ 

,"" 

. \ .., . ;~~;i~~l~~~l:?~=:.,~.~~:.~~~~~~;~~~.~I:~::~.;L.\~~~;.::~::::::;::,:::':::::::::, ;-;,::;:::~:: .. ::~;~: 
,During',1998 .. , . ",' 3i p,ercent' ,,~. " $.3:.4 ' 

:.,. I, ;Aftet Decerriber.3L 1998" ".: ...L...'....~; ... ~~:~.....~.:~ ... ~..,;.. ~........:... :~ ..;.: . 37 percent -", $86.25',- ' . 

'-,,( .'Ie)·,. CIGARrnE' PA~£RS;:....Stibseciiori(ei_ ·of's~c'tion,. ·5701 . js.
:amended- ; _.F'" '. i " ,,,-,,' ,," " • ' '. ;' " •. " . ./ 1 

; '.' " :nibfstriking:-O.i5 ce~t 10.625 ee~t 'on' 'eIgarette ,papers , , .
" ,removed. during .1991 or 1992C and inserting ~the' 'amount de


, :,: ~.. :" ':.' :.:,"·te'rmine~ih 'accordance. with.the·follo~ihg iable;~. arit ,'. ", .. ", 

I" •• ."(2Iby adding at the end ih~. follo,~ring: 

. ,,~'~.\""'" ::~ '.:~'" ~'.:': :(':=.' ..... <~. '.'~~~:: ' )..~~:.< ..\>~.. ', ..'. The tax for' 
""In, the ca",:of-'dlarett~ paperS r'emove'd..,. "''', " each 50 pa· , J 

'pen i6- . 

1.22 c'en~s 
1.53 cent,s' ; 
1.84. cen~s i..:E~~g2;8;~~~f:!'~~!:l??,li'~~·.·:·~.:u:·•• s·::.:; ••·•••·•· 2.16 CenlS,-' 

,,,'.:~::.,(a,), CIGARETTE .TUBES.-Subseetion,' (d) .of secti9n 5701 is"" . I 

, \, 
;·rulleridedi;'.·, >/::i<:;?~r,;,:CjC:~::t{: .,;:. . ", .. 

',.' 
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, -(1) by siriking :'1.5 cents n.25 cents on ciga:rettetupes reo . 
moved during 1991 or',.1992(and inserting ::the amount deter'
mined in accordance \\~ith the following table~; and, ' 

, .' 	 (2) by adding at the end the following: ' 
" 	 .1 . ;. \ . The' tax '(or',' 

';In the',ca&<!:' of cigarette tubeoremoved- . each 50 tubes. 
d.- :. /:' 

, , 

After :July 31. 1995 and before January 1, 1997 /:..................:L.:.~......... ~ .... ,.:. 2.44 cents 

". During '1997' .~.: ..... : .......... : ..... '.~:.... : ............. : ..!............... ; .......... : ..: .. : .......... : ..... : ... :.. 3.06 cents 


.. I ~:i;t!s:~~·;·3L..i998:::::·:::::::::::::·:::::::::::::;::;:::::::::::::'::::::::::::~:::::::::::~::::::::::::, , !:;~ ::~:.ft 
'I(e)·SNUFF.~Paragraph (1) of sectiqn·5701(e) is amehded- .' 

.. ' '(1) by striking -36 cents (30 ,cents on snuff removed during . 
. , .' 1991 or' 1992)" and fnserting ':the 'amount determined iri. ac· 

'coidanc,e with the following table", and .. '., '. . " 

:(2) by adding 'a~ the ~nd t!,.e following: 
The tax p~r. ~In the caN! of .nut!' removed- . 

" ;<, -." 	 , . pound io-
\.; 

. After Julj: 31. 1995 ,and before Jamia;y L 1997 .... : ............ : ................ :,..... :.:... 58.5 cents 


,.'. ~::r~~l;£~·~:31:..i998.. :::;:::~:::::::::~:::::::::::;:::;:::~:.::::::::::::::::::::::~::::::::::::::::.::::.. '. ~~i~;~~~; : 
I, :(0 CHEWINOTOBAc6o:~Para~aph(2)bf section·. 57011eJ is 
amended-:-. ' . ," . ' .... ..' . 

. '11) by striking '~12' cents no cents on chewing tobacco re
mbved d!J,ring 1991 o't: 1992f 'and iriserting "t,he ~mount deter

.~ \ mined in accordance with the following'table""anc;i , 
,> :  .- (2) by adding a~ the end the following: ':- ' 	 , . 

". ~. ., ' 	 I. " . The' tax perMIn the cue of chewin, tobacco removed- ... 
'.', " . , . 	 'pound ia-,~ 

After JuH·,31.1995 and before'Ja~uary 1;,1997 .: ..: ... ,.~ ..... : ................ , ..: .... ; ...~: ·.19.5 C~l\tS 

:,."", Duri,ng.1997 ... : .... :: ... : ..... :.;.;!...:.;....... : ...... :.,:.:; ....: .. :......:::...: .... ~; .... : .• : .............. :.~...... 24.5 cents"·· 


.. During 1998,' '. . . . . . 29.5~entS' .. 

'. After Dece,mE>er ,31'. 1998' .:,.: .. :: .....,:...::....'...... : ..:..;... '.......:.:'............. '~'''''''''':''''''''''. 34.5 cents:' . 
 .' 

.".;, . . ,- (g) PIPE.ToBACCO:.':""Subsectiqn(O of section 5701 is amende.d-.. 
I."' 	 • '.' . III by striking·~67.5cent's (56.25 cents,on pipe·tobacco re:, 

• ~. ' ..., I.' ;.; ~-'1' :' ...,~. "Ji...,moved during' 1'991 or 1'992)" ,and. in'serting',Uthe-, amount deter.. , 
: .... : ;'mined in accordance1with:the' following table~. and .. . 


. ',;i.;"·· ' .. ",':.. !(2)~Y .~~dingatlt~e eri~ ,the follow,ing: .;., 

" .... ,.".' " .~: ,.' ""'.',::.' ,"', ... ' " ".'.. ",./' . The tax per 


:.:.; '> ;:",." "','" , :' ,?\~~e~a.;;.Of Pipe:~~~a9c:re,mo~~~.~.: .';. . '. . pound i6

i ',: ,After. Jllly :1: 1995' a~d berore Ja·nuar:::1.'1997 : ... ; .. , ..... ;.; ....":..:c'.: ..::"... , ... ;..... '. $1.10 

, ,,\' 

; .'.', ,E:~:iL~i·~i·:;~:::i~~:;::~::::::::::::::::.:::::::::::~/::'::·;~:<:·:·:.::~:::::::::::::·;::i::~::::::~::: . · !t::;.~ .I 

.~,'" 	 ;. , . (h) A.PPt-iCATION' OF!TAXI~CREASE'TO- PVERTO:RICO.-Section 

,- '.r.,i, 


.. ' ,,5701 is amended by adding at the end, the' follov....ing new. sub- .. 

'.' section: . "",'. . ': '.. .." ': ' '. . '.. . .' , 


····'-,,-(h) A,pPLlCATIO!':OF TAXES ,TO :PUERTO RICO:'- ~{ot~\';.jthstanding 
 I. 

I.:, .. ~ :sllbsectio~.s Ib} .and Ie) of.section 765$ and anyothet:,.proyision of 

".;;.1;:'1\\".- ,. " .. :: < .. ,'.,., .. :.-:'.,',.>',.' ... ,,' " '.. '. 


.. . ,·.':':i)"IN ,qE:'iE~...:..On.'tobacco, products'and' cigarette pa·" 
.. , ».:: ..pers,.and tl,1bes .• manufacfured· in '01'" impprted into the Com
. ,. '. ,'-':":';'\'::;:;" ".'~. monwealth' of Puerto : Rico. ·:ti?:ere-is· her,e,~y imposed a tax. at the.· 

, '; ",;.'~'!':..::. ,'. " . rate equal to the excess of ..... · ". :., '., ..' - " .... " '. 


~., :. :·iF:-: ·:.'·... ::'i·'~::.···-.;'~·C,/·,.:· '. :(;\). the -rate· of ta'x.~ applicable 'under. this seetion to ' 

.....:, . :':~~(-i~'J;::'''':' :~":.:: ;,:~: ;,.>'-.. ·;-···.Jike<ariides· .manufacturedinthe United $tates,' over '., :,' 

, .' -.':."{I·':--::::.:::1.':;·c,,·t' .. :;.·;.;,:·;"IB,the ;rate h~fe.rred to in subparagraph (AI as in",ef· ' 


," >,y~,':::i :::::.~<~,:,>,.: . ;":'fectori ·the da~' .before ,the' date of the enactnient of the'
":'., ",.' ,.it, ~o,;;.-;,. :-~.,pt:;;"·'«'" . ,"" ,...., ',', ",' '?" i ,

,;". '::":~:':;+:'~';<', 
oj 

'Guaranteed Health Insurance Act of 1994. ' ',' , 

. . .';'.: ~t;.:'·~:;:!::;'~~)~~t;~-:'~\:. . ,.~;:·:(2J·: SHIP!\'E~-rs',T(fpL'ERTO :RICO -:FRO~l; THE :liNITED 

:. ,;,/:~~>h:,:,":i,;··;·'·.;;;i:,:;;~·~·:.1,:..'STATES:·:::...Onh: the, rates ·of·tax in,'effect on the day before the. 


. · ... ·1·.> ". ::';~~~.\~;'t~r,l\:~ !;,~('X',:;.)2};?.: :date :-of.xhe 'ehac'tme'n'tOf the Guaranteed Health Insurance ACt 
q •..•• '-i-{ ••. '."'.......'.,.' ... ~,< "r'l'99 h ll'b . k' ,., . d' . , .. h .'
'. : '~;i:Ci},.:~~~~::A\(i·~~·l~~;!~'.:"'·l:~~::".q" . ~:.s a . e:~a ~en..mw.accountln ,eternunmg,t e amount. " . I' 

~'. j,·'~;l;:~I;;j:l~~!J~~1Jf4~:~%:';k'\ii~:[);f;',,;:t,',","; ";;':' " .: .... ,.,'...,. 	 .." . 
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·o(am· exemotionfrom; dr· credit or drawback of, any taX im· . 
posed" by thi's section on any article shIpped to the Common· 
wealth of Puj?rto ~ico from the United State·s. . ' . 

. "(3) SHIP"lENTS ,FROM PUERTO RICO, TO THE' UNITED' 
I - STATES. -:The rates of'tax· taken: into account under .section 

7652(a) with respect to, tobacco products and, cigarette pape~s 
and tubes coming into th~. United States from the Go·mOlon· 
wealth 'of Puerto Rico: shall be the rates' of tax in effect on the ,. I 

. da)' before tl1e date of, the enactme~t ·of the Guaranteed Health 
, I 

· Insurance Act .of 1994. .' .' " . . > ,.' . . 

."(4) REGULATIONS.-To the 'extent proVided in regulations 
prescribed by the Secretary;' references in this chapter (other . 
than thissectiopj to the United States shall be treating as .in· . 
c!uding 'referen.ces,.to ,the Commonwealth of Puert.o Rico to .the 
extent appropnateto carry out the purposes of thlS subsec~lon. . { 

' ••• I. "(5) DiSPOSITION 'O~ REVENUEs.:.:-The provisions of section . 

765~(a)(3) 'shallnotapplyto anYtax imposed by reasOn of this" 


, . ·subsection." .' ...... .. . 

~ '. (DEFFECTIVE DAT~.iThe ameridments made by this section . 


" 
. shaH apply ,~6 artic1.es, rep-loved (as defin~d in section, 5702(kl ()f the . 


Internal Revenue Code of 1986, as amended by this Act) after'IJUly 

,31. 1995.: '. .~".; '.' . ..,"..:. -- .. '. 

(jJ FLOOR STOCKSTAXES.~ . . .. , '. ..., '. '. :'. 
, ); I. ·..,cb IMPOSITION OF TAX.-On tobacco products and ,clg~rette 

· papers and tubes. manufactured, in' or imported into the United 
.~. Stafes or' the ,Commonwealth o,f Puerto Rico which are removed 

" .before any tax'·increase date and held on such date.Jor sale by 
. an~' person, there is hetebyimposed a tax. in an amount equal . 

. '. . : to. the excesJS of.,... . t· '.... . .. 
. . (A) the tax ~ which" would 'be" imposed· .urider?ection . 

. 5701 of the Internal'Revenu'e Code of 1986 on· the article' ( 
if the article had· been 'removed on suchdate, over. '. 
. ., fB) the prior tax (if any) '.imposed under section 570L . 

. \ . or 7652 of such 'Code on such article. - - :," 
.' .. ' (2) AutHORITY TO; EXEl\!.P'f 'CiGARETTES HELD INVENDtNG' 

l\lACHINES.-To' thee>.."tentr,provided in regulations prescribed .. 
by. the Secretary,l'iOi,tax'shall be imposed by paragraph 11) on. 
Cigarenes- held for '·retailsale .on·an~ ·tax-inc.rease date, by any, 
person' in 'any vehdingm8.chine,· If the Secretary. provides such ' 

. a·benefit withorespect to any persOn. the:Secret'ary,may 'reduce', . 
'. the $500 amount in 'paragrapl1 (3) with respect, to such . person, 
'.. ~,.(31, CREDIT AGAINST TAX.."':'Each' person shallbe allowed as· 

.;. '." .' ~'acredit ",against .the taxes im'pOsed' by paragraph (Uon.each . 
.' .... . , . ta.x,increase· daxe. an-amount equal to$5QO: Such . credit shall 

. ' 
not exceed ,the 'amount of taxes imposed by paragraph !J.) on 

. '.' ': . such date for which such person is.liable., I ,.' •• 

. 141 LIABILITY FOR TAX AND r;IETHOD OF PAY'MENT.- . . . 

'\ . • .:,(A) LiABILrIT FQR TAx.--A .person holdlngany: article 


. ,.on· any tax·increase: .date· to· ,.which ,any tax imposed by .:"" , 


,. "r, 

j ~:. ", : : paragraph q,. applies 'shall'~e'liablefor sucptax~, ." 
• " 'IBIMETHop OFPA"r'!.IE:-rr.;;.;..Jbetax imposed' by para, . 

. ,graph (I) .s~all be. paidi,n ~uch ,m~nner as the Secr:etary' , 
, ' shall· prescribe by regulatlons.· " . , 

, : I",.-: ,'. 'Ie) TIME ·FOR 'PA"'MENT.~Th·e., tax .imposed ,by para·', 
" -. 

'..',":' . graph'lllori ariy ta:.x~iricrease, date sh~ll be paid', on or be· 

,fore ,the date which" is.3months after' such tax·increase 


"", :.. o . 
. \ .... dale.. ,': .':::,'. . .. , :,'. ,'.' . 

',;" ." .:... i51A'RTICLESrN .F()RErC1'-<TRADE ZQNES.--~otwH:hstanding .'.. 
'" .. the. Act of June 18.11934 148' Stat. 998. 19 U.S.C. 81a) and an\.· 

'. other provision of l~w. an~; article which is lo~atedina foreigii .:.... ' 
; ... ; ·tradezone ~ori. an~·:. Ui..... ·increase da~e shall be,subjectdo the . 
'. ; '.,ta.-,:es iIrlPosed hyparagraph Ul-if- :. ." " ",'" . 

.... , ';'. : , (A)', internal" revenue . taxes .•have been determined, or t,
'~..:·custoirisduW~~: liquidated: 'with· respect to : such 'article be· 

(" '.'. fore such date:pursuant to a request :made under theIst.· 
· . proviso .of section 31a) of such Act. or " . 1< 

"'" ..:, "! .1 • 

. ::,' -.::' .:". ,:.:, . 
1'" 

" ,"' 

.1.. "', .\::.,: ·.1' 

http:artic1.es
http:referen.ces,.to


'. \, . 

F:' HSA \ GEPHARDT',PRI:-';TG.oi 1 , . ' , ' 
'Title Xl. Subtitle A 

J' 588· . 
, 1 ,., 

. (B) such artitle is held on such date tmder'the suoer· 
vision .6f aeustOrl1S officer purs.uant to 

. su·ch section 3(a). . .... ' 
the 2d 
.. ' '.' 

pro\-1S0 of . 
. . 

. (6) DEFt:!:'-tTIIONS....:...For purpose's of this subsection-" ',' 
. tAr TAX·INCREASE DATE~-The term "tax·increase date" , 

me,ansAugust 1,1995, January I, 1997, Januaz1.: 1, 1998,. 
an:dJanuary 1,,1999.. . .' . _ . . . '.' .' 

. ,. 
. . (B) OTHER DEFINITIONS.-:-Terms used in this· sub· 

section which are also used in section 5702 or the Internal 
.Revenue eoae'of; 1986 shall hav~'the respective meanings . 
. such terms have: in such section, as amended. by this Act. 

, '(e) SECRETARY;-The term "Secretary" means the Sec· 
retary of the'Treas:ury or his delegate.' .: 
mCONTROLLED~ GRouPS.-Ri..tles similar to .the rules of 

section 506HeH3) of sucheode shall applyror purposes of this 
subseCtion.··· . .:. . . '. . 

. .' "(8) OTHER 'L.AWSAPPLtCABLE;..,..All provisions of'law, includ:. 
I" , ;. · ing. penalties, applicable with respect to the' ta.."esimpose:d by· 

. section 5701 bf'such: Code shall. insofar as applicable and not 
inconsistent with. thl:! provisions of this subsection, apply to .the 

· floor stocks taxes imposed by paragraph (I), t6 the same e",'tent 
· . J:lsif. such' taxes were imposed by such section 5701. The Sec-·. 

. '.' " fetary may' treat an.f person ,\'fho bore' the. ultimate. burden :of 
'the 'tax imposed by, paragraph. (ll as the person to whom a·' .. ; 

. ! 

credit or .refund under such provisions' may be allowed or 
d. ' nla e .. , ..' . ..''. . , .: :.' ." . . 

SEC. 11102. MODIFICATIONS OF CERTAIN rOBACCO TAX PROVISIONS. 
, , (a) EXE~tPrIONFOR 'ExpoRTED TOBACCO PRODUCTSAND'CIGAc .' 

RETTEPAPERS AND TUBES,To APPLY ONLY ,TO. ARTiCLES MARKED 
.. ,\ . - ',. FOR SHIPMENT FROM THE UNITED STATES.,:-·. '., " .... 

'. . .': (1) Subsection (1)1 of section 5704 is amenaedby_,adding at 
· the end the following'new seri~ence:'''lTobacc() products and.cig· . I . 

: .arette papers andtuoes 'may, not be, tr~nsferred or'ren19ved 
, under this subsecpion unless such ·products or papers and tubes 

bear 'suchtnarks, labels. or: notices as the Secretarv shall bv 
regulations prescribe.:' .'.. :,", '::. . ','. .
. " (21 Section 5761 is amended' b~' redesignating .subs~ctions 

. , ·(Cl anci,'(d)-as stibsectionsld)an:d (eJ.respectively •. and ,by in· 
.seI1ing after subsection {bl,the following new subsection: 

· ~(ci SALE OF TOBACCO PRODUCTS".AND CIGARETTE PAPERS' AND 

" 
Tt:'BESFOR EXPORT;~E~cept.aspro\"idedin .subsections·{b) and (d).
of section 5704-' . ': .. '>•• ', '.' .' .': ." ,.' .'. . ..• 

. " ..\ .:( 1) everypersOri who s,ells,: relands'. or .recei\'e~ within the - .. 

.~. . i 

: .. ,' :'. . 

jurisdiCtion.ofthe United:States.any .tobacco products or ciga-. ' . 
rette papers or .tubeswhichhav:e been' labeled or shipped f~r' . 
exportiltion under this chapter. .:','<\ . . . . .., - . 

,\ ". " ." ;:121. every: persOn ..w~o ,;sells orr~~ei\:es, suchrelanded to:: 
· ,'bacco products' or Cigaretiepapers or tubes. and. . . '.' . 

'''131. e\'eryperson' who '.aids,or :,abets ,in, such selling, 
relanding. or recei,ving., ., . . " 

shall. in addition to the' tax and ariy 'other penalty provided in this 
..', . 

'. : 

! .' 
"', '

·title. be liable for a penalty equal to the 'greater of $1.000 or 5 , 
. times. th~ amount of the tax imposed by this chapter. AJ.I tobacco 
.' 'prpducts ·and cigarette papers' and tubesrelanded.· ....-ithin·the juris

:"" . ,d,iCtionOf the: United States:. and all vessels. vehicles, and aircraft 

: -: '. 

';..: .; .. ;:', ',/ ,: 'I,' 

'·used in' such :rel,anding;or in removing'such products. 'papers,and 
':;..tube~ffroI)l the place -\\·h~r~r rel~nqedl sh~11' be forfeited 'to the 'Unit~ 

·.ed.S~ta~e7;l:;Subs~ctionJ;~;·;~f section i 57'6'/is :~nie~ded 'bystrikin~ 
t' I 

..... ; .. " .. 

i. 

-~., ' '. W:su.bsectiolr(b)~ and;ins~riing'''subsection (b) or (C)":,', ' I' 

""""',1'41 Subsection :,dl'o(sectiqn 5i6t. as redesignated b)' para· . 
.. ,..'. ,i··graph (.2/,. is amended ,by ·striking"The penalty imposed by sub· ' 

section Cbl:· 'and "inserting ,"The 
.. ' . sections (hI and ICI:':··... ,.,' 

penalties ',imposed "bysub; 
. / ' . ..' ,,' \' 

". . ... (5)(~' Subchap~er F 'of chapter 52 is amended by ad.ding at 
.', '. ·.~lie end t~e follo.wirig new section:. : j • • ' 

'''' jy..,. ' ',-' " 'I,"'~ ,r - .~,.; 1 

_',.' f ~ : ,'. 
,. -' 

" .' ' .' 

., '. ~'.' 'J. 
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':SEC. ,c5754• RESTRICTION 0:\ I:'.IPORiHIOl" OF' PRE\10L'SLY EX·' 

. PORTED TOBACCO PRODUCTS. / . '. . . 
," "(a) L"J GENERAL.- Toba,<;:co products and cigarettepEl-persa'nd 

.. tubes pre\'iously exported' from' the· United Sfates may be imported 
or brought into' the United States only . as pro\'ided in section 

· ·5704!dl. For purposes of this section, section 5704(d),' section 5761, 
, and suchothet provisions as the Secretar:r may ~pecify by regula- , 
tions, references to. exportation "shall be' treated .as. incluQing a ref
erence to shipment to the Commonwealth of Puerto Rico.• 
•' . "(b) C~oss REfERENCE. -.-' . .".., :. '. 

..'"For penalty for the sale of, tobacco products and ciga,rette papers 
and tubes in the United States which a're labele.d for export, see·sec
tion 576I(c)~" 	 :' . '. . 

. ,JB) The table o:f'sections :for s~bchapter F' of ch~ptei" 52 ,is 
amended by addIng . at. the' .end thereof thefoUowingne.w item: 

:, , , \ 	

. - "SeC,' 5754. Restriction on impor~ation of pre~iously exp~r~ed to'bacco 
......' " \, products." ", ___ .,.'-,., 

(h) IMPORTERSREQ~iREDTO BEQUAL~FIED.~.. .... . 
. . (1) Sections..$712, 5713(a), 5721, 5722" 57.62(a)( 1); and 
. 5763(b) . and (c). are each.ameqded py inserting ~or impo!,\er"
'after"manufacturer".· .... , . ., . 

" (2) The headingofs!lbsection.(b·),of section 57{?3 is ameqd· 
,ed :by 'inserting ':QUALIFIED IMPORTERS,:' ·after "MANUFAcTUR, 
ERS,".· ...':.. ..: '.,. '.' .. ' ' .. '.' " .... :... ,. '. . '. 
". (3) The heading for subchapter .B ofchapter 52 is a.mended . 

by uiserting"and lmporters~' after "Manufacturers"'; '. . '.. 
\': (4)' The item relating 'tosubchaptet' B' in, the table ,of. sub~ 

chapters ,for' chapter.'52 is amended by inserting "and import~ 
.' ers" after."manufacturers",·· .;' ' . , . , . 

(c) REPEAL OF TAXjExEMPT SALES TO~ E~IPLOYEES OF CIGARrnE: 
MANuFACruRERS; -' .';. ,," ", .• .,.' .... 
" " <(llSubsection;(a) ofSection 5704 its amended-,- . 

. , ':>(A)!>y. st~,king"EMPLOYEEUSE OR'.j: in,~tl;1(heading, . 
and." , ..' .' r '". " . ". '~:' " ':.','," .' 

.' IBlb);stI1k.ing' "for, .useor consumptiQl,l by. employees 
oli'" in the teXtc;'. . '. . '.: . ". . 1 ..... ' 

" ", 	
,(2') SubseCtiod (e) ~(section 5723 is 'an~e~ded bv striking 

-fot use or' consumption bvtheiremplovees. or fOr experi~/.' 

:mental purpose~'.~ and irisertln,g' "'fox: experinllimtal purposes".. .' 

'ldl REPEAL OF TAX~EXEMPT, SALES TO ,UNITEDSTATES.-Sub-, 


sectio:n(b) of seCtion 510,4i~amerided by striking "and manufactur~ 
ers . mav'-siinilarlv 'remove such' articles' f<:lr use of the United 
States':'- I ',' , "\ " • '1. ,.-' •

.," .... , , ..'Ie; ··Booici OF 25 lOR ,FEwER CIGARETTE! PAPERSStfSJECT"TO' 
, T A..X,,~ Subsection lei of section 5701. is .amended· b}' striking -rOn .. 
· each ·book. or set of cigarette papers containing more than 25pa·· . 

pers,- and inseriing~-qn cigarette papers,":' :"', " .. ; ,'., ,: .. 
" ... ' (0 STORAGE OF T0BACCO PRODUCTS:~'Subs'ection'(k) of section 

•• ' d '5702' IS· amended 'b~·~ins'erting-undersection .5704" after "internal
-":... revenue band- ' ..,1'.. ...., ... ,.', '. ' , 

, ;:V.lg) Ai.'THORITy To .PREscRIBE· Mti\iML':"Ii ~lANi.TFACTL';RING, AC,'. 
'l"~' . ".:' Tr\'1TyREQtHRE!l.lo,."TI;', ....:Section· 5712 is amended bv striking "<:Ir" 

, '. J , ., : . at~ t'heerid, 6f ~para~aph ,~1), by redesignating· pa'ragraph' (2) as. 
· paragraph/i3); ,and by .insertingafter "par~graph,nl the .following . I 

rie\\' paragraph'; l.,· ',', '.' . .: ,: , . ..... . 

"", < ·<~·:.·(2)' th~:acii\·ity, proposed to. be c~rnedoutat, such pren; .. , ' , 
.. 1::" isesdoes no\ m~t,suchm~n\imum capa'city oractivity,reql,lire··. 

d·;·-·ments as the Sec!ietaJ0; may: prescribe: ·or::, '. '. .' \,,' . 


<"" .J .• '.. ", .. ih/,1;u>IITATIOz..:'.Oz..:COVERQ\"'ER ,OF TA.x m{ TOBACCO ,PROD: 

"'">:"':<\~":~:::' '">l"C!'?,"'::Secti6ri 7652 is' amended by adding at the end thereof the 


(,,;.,<>:,,. ~."j .,.,;. followirtgnew subsecti6n'" .~/' ....,. " . ,,- .. ,' .•,.. . 

.. " \:~'::\:"~'~;~'::\~i:: ,,: '.. :.,:.- -::'(h, LIr.iITATIOz..: ON' :CO\'E~"OVER OF TAXON, TOBAcc6 PROD, 

. ,
;\~:i)"!: .';';"i,.,\;;(;'/:\. ~'~l!crs: ....,.For';:purPoses~:of this section, • with respect .. to ta.~es' imposed 

·;:":',.,/t>;:,,.it '::<',;':';-:J,:under, section "5701 or this: section on anj' ,tobacco product or Ciga- j 


i):::;;:.;::I::;' :';;!~~:...;~:it~h'~!.;::,;:':':;rette· paperor tube; theanlountcovered into. the treasuries of Puer-,' 

.N) '~"~;j';~1"~~";:::":"!~;:<~'~l:i ~"~"'.to<R~co' and ,the .virgin Islands shall not exceedth~' rate~of tax 


! > ", ".i;;,*;I~f~1~~~{~¥;i'·' ':)S<~«~'0;;C'i' .,. " · ," '" " 
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undersectien 5701' in effect en, the artidleon· the da\' before the' 
dateef theenactmento6he, Guaranteed Health Insu~ance Act of 
1994.",.·' ."'", . ., .... ,'... ., '-, .. '". " ,"'i 

, (il' EFFECTIVE: DATE" The amendment.s m~d.e b~othissection 
shall apply to" artlcies remcved ,(as defIned In, sectIOn o702(kJ ef the 
Internal Revenue Cede cf1986. as amended by this Act) after July'
31. 1995.' ...., . . 

8EC.'11103. IMPOSITION OF EXCISE'TAXON MANUFACTUREO'R IMPOR • 

.. , \1 TA1'ION OF ROLL·YOUR-OWN TOBACCO. . ' . 


,(a) IN GENERAL.-Section 57Ql (relating to' rate ,cf tax). as 

'am.en,ded by secticnll'iO1, ,IS amended by redesignating·sub. 


secticns (g) and (hl as subsecticns (h) and (D, respectively, and ,by 

inserting ~.er subsectie~ (fJ th"efellcwing new subsecticn: I' " 


.., .~(g). ROLL·YOUR-OWN' TOBACCO;,-On rcll-ycur:ewn tcbaccc, 

manufactured 'in cr'imperted into. the United States, there ~hall be 

inlpcsed a tax ef the amcunt determined in, acccrdance with the fcl, 


Ilcwing table' per pcund (and a propertienate tax at, the like rate. on 

'.-' all fracticnal parts cf a pOund>'; 


, " . ~In ~h~ ca.~ oq.ou'.your.o...n·t~b~cco ,...;;'oved- . , .The tax.per
pound is

',' : . . . I. .' . . ... . 
. After Jllly 31. 1995.and before January 1. 1,997 .. " ........ , .. : .... :.! ... , .. ,.. ,:~ .. " .. ,... SUO 
During 1997 $1.38 
Dllring 1~8 S1.66 
After December. :h.,1998 ::; ..... ; .......... '.::.... : ..... : .................... : ..... , ..... : ......... ;'........, $1..94." 

,(bl ROLL·YOUR·OWN TOBAcco:-Sectien 5702 (relating. to defI· 
nitiens) ,is amended' by iaddihg at the end the fcllcwing new sub·' 

,secticn:. '. . . .. ' . " . " . 
. , ·"(P)."ROLL·YOVR·OWN'ToBACCO:-The term ·iell-veur·cwn to'

. baccc' means any.' teba~bo whi~h. because cf its' appearance,type. . \ 

I' ,,' . packaging; 'cr labeling; is su~taqle fcr us.eand likely to' becft:ered ..~, 

. to'. cr purchased by. ccnsumers as t()baccc fer making cigarettes." 
, . lC) TECHNICAL AME.~ME~. .:... . . . ,.'..',..' .. ,., 

.' .' . (1) Su~s~ction" (c) of .se~tion ,,5702: i.s ·a~ended. by" striking, . 
,<Mandpipe' tcb~ccc:' 'andinsening .Mpipe tebacco.. and roll-ycur.- .. ' I' 

cwn tobaccc", :.; ',':' ' .'. '. .,,' . 

.; ,'. ,(2)-5ubseCtionlcf)cf sectieri-5702 is' amended- ". 


. (Ai in the .materialprecedingp~ragraph ill.·by strik· 

. .irig~er 'piPE!: tebacce M <and' inserting ',Mpipe tcba<7cQ, 'or rcll,,: 


. "I. 'ycur·own tcbacco", and·', .... . .:, :. " , " :". ' . 

,'; .' .' '. IB)bystriking ,paragraph. 11), and. inseriing the fcllc....;·- : 
.; . 'ing new paragraph:, .\ ".' :-, ,-' ',': , ' .. .'" ..' .' . ' . , . 

'. ,'" "J 1) a persen who. produces' cigars. cigarettes. sinckeless to.: . 
'baccc, pipe tebaccci'or. rell·vour·cwntcbacccseleiv fcr' his' cwn 

; personal:'censumption' er us~.: arid" .. "" . '.:, .'. : .' " 'I .'. ", " .'. 

. , .... ' .. (31 The chapter heading fcr chaptei"52 is anieIided to read 
as fcllcws.: , ' ,: ", .1 . . 

, . . :,.,'. ,\. . . : " ' . 

. ~'CHAPTER 52~TOBACCO PRODUCTS A.."lD CIGARETTE 
. ':" ' .. ,PAPERS A..'lD TUBES". ' ' . 

.; I .' . 

14IThe,'~able;ef chapters 'fer subtitl~ E is anlerided- by 
.'striking the item. relating to" chapter:, 52 and inserti'~g the fel: 

", ,Jo\\;ng ne\\·, item;~, :'. :', '. \:',' .. ' , 
':, ''',- . ":Ghapu~r52. iTob:lCCO pr~ucts:~nd c:igarettepa'per~ a'm~-tllbes: ' 

• "~ . t , I . ~ • ,#, , ''-,. ",' • '.~, • '.' , •j • •• 

Id ,EFFECTIVE DAT.E:- " .' , "'. : !u (. , . 

. ' •• f 1,. IN' GE."ERAL.~,The amendments mad'e bv this.··s.ection· , 
, sh.al~apply' iCrOl1'~'eur,own ·tobacco remc\'edjas defined in sec~ ,.' 

" ';' ticn i 5i02rklcf the; Internal' :Revenue··Code ef 1986. as:anlended 
,".' :.' .•.. , bv this Act i after.juh' 31. '1995.: ," .. , " ..,., . , 

.' .. ".: ; :: .:.-,,' ·:('21 TRA,-.:srrIq~Ai. Rl'LE. ':"'Ariype~Son \\;hd-" ,',' . '. 

" '\_' '.;'.,; :' .;'o"(Aleri,the; date ofthe·eriactmentof.~his Acds engaged'


.;', 
~ . ' ~_ in business as a manufacturer of roll-vour·cw·n tebaccc cr 


, ',,'. 

., : . " ~as an irpporter 'of tcbacco prcqucts ex: cigarett~ papers and, " . 

. ' :.,' '. tubes. and . < I .. ',' , :,' '. ' , . 
• (. • ~I' ~ ~ • ' .,> _. .' 

'') . ~., ~ . ': ::.:.. . )' 

/", , , :,;"~ I.: ..!~,', ; '!.... ,.'. y..,::') .;> , 

4,. .. . 

.' (' 


\, , '. 
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, . (SJ' before' AugUst r: 1995, submits" an application 
under subchapter-Bof ch.apter52 of such Code to engage 

I 'in such business, . ' . . ' . 
. may, notwithstanding stich subchapter 'B, continue ,to engage 
in such, business ·.pending final action on such application. 

,I.. '" Pending such final action, .all· pt:'ovisipns of such chapter :52. 
shall applY tb such applicant 'in the same manner ,and to the 

I' same extent as if such, applicant ,were a holder, oLa. permit· 
, under such chapter 52 to engage'in such business..' , . . . , . 
\. " ' • • l. ' 

.Subtitle.IJ ...:·.rrreatment Of Employer-; 
. Provided 'Health Care 

. SEC. 11201:HEALTRBENEFITS MAY l'ol'OT BE PROVIDED UNDER CAFE· '. 
. TERIA· PLANS: OR ,FLEXIBLE SPENDING. ARRANGEMENTS 

. . :OTHER THAN ,MEDICAL SAVINGS ACCOUNTS;. . .. 
(a)C~1"ETERIA PLANS . ...:. . '" .'. : ..' ' . 

. '. mIN GENERAL~-Subsection (fl of s~ction·125· (defining 
... ' .. qualified benefits) is: amended· by adding at the: end the follo.w . 

. -; ing-new sentence:~Such term shall not ·inClude any benefit's or . 
'.. coverage tinder an accid~ntor healtil plan."' ", .' ..," 
. ,'I2! CONFORMING' Al\tENDME.."IT. ';';'Subsection Ig)' of' seCtion: 

. . 125 .is amended by' striking paragraph .(2) arid redesignating 
. " 'par~graphs (3) and (4) as p(!.I'agraphs (2) and· (3), respectively. 

. (b). FLEXIBLESPEND'[NG A.RRANGEl\tENTS:--,The,te:~,:t,of section. 
+06 . (relating. to cohtributionsbyemployer to accident and 'health 
plans),is amended to: read asfollow,s:' '" . 

'::"(a) GENERAL ·RuLE:,":"'Except as proVided' in subsection (b); 
'gross income of an' employee does 'not includeemplo,r:er.provided 
coverage under an accidEmt or health·,plan. . . 
.'. ~(b) No EXCLUSIQNFOR :COVERACE PROVIDED UNDER FU:XIBLE .', 

SPENoIN:G .A.RRANGEMENTS.- . '. . . . ; . 
"(1) IN GENERAL: :-Subsecticin ,(a I shall not apply to cov.· 

. . erage ,pro\rided through a flexible spending or similar arrange
.. . ment;·., :' . . '. . ' 

; :'(2) ,FLExIBLE' SPENDrNG ·ARFiANGEME~. -:-:For . purposes .of ' 
, ' th.is:subsection, a flexible spending ,arrangement is a benefit , 
. :" :: 'program which • ' provides !employees" :with. coverage'. under:

:which..:.: ......, ...,. .' 
' . .' : " ':(A)specified'jQcu,red .expenses. may ,be reimbursed' 
.. (subject to reimbursement' maximums and, other reason·: ,:~: ' , .". 'able c.onditions'i, arid' ,. '.' ' .. "; " .,... " ". .', , 

'" : '''(B) the ma,ximum 'amount .of'reimpursement which is ., ...'.' 
,\, , ,. -:reasoilablyia\;ailable toa .participant for. such co.venige is· . 


, : less than 500 percent of the cost of suchco\'erage: .... 

, In ,the case of an insur,ed plan: 'the Insximum (amount ,iea~n.. 

, ably a\'ailable shall be determined on ,the b'asis of the underly·

jng-coverage. . .'.. ;' .... '.. . <' .' , ",.'.' ..... .' - . .. ';:: 
M(C) CONTRIBUTIONS TO MEDICAL SAVr~GS ACCOl~IS, ...:.: .. ,._" " . .' 

" "(1) IN G£''''ii:RAL.':''';!'Iot:i..;thsti:uidirig subsection. (b)~gross . 


',income. of an eligible 'einployeedoes no.t. include amounts con·, ...... 

tributed by an erripi9yerto .any medical 'sa\;ngs account of such' 

employee to the extent . such contributions are required: to be... ' 


, '. made: to .. such account· b,' . such employer under' section 

'i· il04(d)(2)(C) .of the Guarant'ee.d Health'Insurance Act .. of 1994.. 


' 

. 'For purposes of the, preceding septence, the terms :eligibltf em-' .,
..'. 

pl()yee' . and .~tI1ediCal .sa\;ngsaccount' have the," respecth'e 
meanings given ·such terms by.sectiop 7705,,' ,;:' . .' I 

. I, . .~' ": '. ",'" . '. "(2) ,No ·Cor-:sTRCcrrvE.RECEIPT. -~oainount shall be in-
I' ",

,.': ',", " ,', eluded,in the' gross.income of.any. employee solely because the 
. , employee may choose ,petween the contributions referred' to in - . '/ " 

"" pa,ragraph'!lJarid 'erilplp)'er<contributioiis to. another health I, 

, ; ,;., ;plan of. th'e. ~mploy~r.:"':· '~,', .'~.'" _ . ~.' 4 I. ' ,j." 

• ICI, ¥EDICAL:$AVlNGS AC~OUNTS."":," . . " ," , 
, .,,::.". 1;11 ·INqENERAL:-Chapt~r79 is amended by adding at the 
,,::.:' ,': end the f911oWi'rig n~w section: ,', ' '. ...., . . 

. :,', ....:~.- . "~ ..,,.,:~ . ";', :'" "" l.l .~ '.. ',~~ .;i,. : '< .. t"',: 
. ' ,,', " . '- .' ' ....... 

' .. 

... /' 

.' .. :,~.' ' 
'.,:' 
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"SEC. 7705, MEDICAL SA\lNGS ACCOUNTS: '. •. . . 
';(a) GENERAL)?'ULE.,-Forpurposes of this title, the term 'medi· 

cal, savings account', m'eahs a, trust created or organized in the 
. United States for the exclusive benefit of an indi'vidual or his bene
ficiaries; but only if the written' instrument creatin'g the trust 

! meets 'the following requirements:! ' .• , .' " . 
" '~(1) Except in the' case of a rollover contribution described 

. ". ;' in subsection (d)(3),'no~contribution' will beacc>epted unless. 
; . "(A) it is in cash and :. . " . ~, '., 

"(B)' such individual is an eligible employee for. the' pe
'riod for which such contribution isinade! " . 
~'(2) The trustee is.ahank (as :definedin section408(n)), in~' . 

surance comp'any (as d'efined in ,section 816), or such other per- " 
. \ son who dem6nstratl~s to ,the satisfaction of th~ Secretary that 

the 'manner, iIi which such other person.. will administer the 
',/ . trust will oe consistent' with the requirements of this section. .\. 

. "'(3) No part of the trust funds ~il1 be invested in life in- .. , 
, '. surance contracts. .'. .' '.,' . 

,"(4) The interest of an individual in, the balance of.the ac
:.. , 	 .count is nonforfeitable'. " '. . , . . "" 

: '. ' ''(5) The assets ;of'the trust will not Qe. commingled/,.n.tn 
other. property except in' a comri1on trust fund or common in- , . 

vestment fund. ':," .', . .... . ..' . 
, '.' M(b). EUG[BLE El\~PLPYEE. 7'" For purposes of this section - " . 

J. "(1) IN GENERAL.-:- The term 'eligible employ~e' means' an}' . 

employee who is co{rered under a· high deductible plan (as de· 

. I, 


fined in section 5504(5)~ of ,.the' Guaranteed Health Insurance. ' c' 


Act of 1994) ofhis employer., . '. , 

" ·,"(2) EXCEPTioN.-An employee shall be t,reated as not 

being an eligible employee for any calendar year if 
" "(AI· for any month during such year, it is :teason.ably , . 

" 

expected that ~uch employee will ,be eligible for subsidies . 
/under par'!: A of title XXII of the Social Security.A~, or. I , 

, . "(B) it' is.reasonably:expected that. if the employee . 
were a medicare part C .covered lindividual for any month, 
during such )'e'ar, the amouIl;t of tax, imposed by section" 
59B (if any' on! such.:efTlplo),ee .would be det~rmined unQ'er 

. 'section 59BlbJ.! . , . " .. 
. ' '''(el TAX TREATl\t'E.W OF Accot..fNTs*-, "? I /- , ;"" 

:"(11 ACCOUNT, TAXED AS GRANTOR :rRUST.- . . , . " 

"<'" i .• ~(A) IN'Gt=NERAL.-'Excep,t'as .proYide.d in . s~bpara., '., 
graph (~); the account "benefi~laIJ' of a n1edlca). sa\1.ngs ac· . 

, ,,', count shall. oe~ treated. for purposes 'of this ,t~t1eas the 

,rrw:ner of such account and- shl3.11 be subj~ct t'o, tax thereon 

iriaccordance With subpart ,E of pan: I of subchapter.J 'I of' .'
,t' 

. \ 	 this chapter (relating to grantors and. others . treated as' .' 
,'substantial ownersi:. . " '., . :" .'. , . 

. . ~(B) TREATMENT OF' CAP.ITAL LOSSES.-:With, respect to 
" .. assets held in.lamedical savjngs' account, 'am'capital loss 

.. : .' '. for a.taxable Year from the' ~aleor,exchange.'of such an 
<,asset shall be I:iHowe-d only to the ~extent of'capital gains 

, ,i." '. from,'such·assetsfor:'su~h taXaole year. Any capital 'los~. 


!\ " 
>which is dis811pwed under the preceding sentence 'shall be .' 

", treated as a capital loss from the sale or exchange of such. 


~" 
~·an 'asset in ~heneA"t taxable year. For purpose~of this suo· 
. 

paragraph. all medical savings accounts of the 'accou~t 
, .' beneficial'\' shall be"treated as 1 account.' , 

..: .. ,,' "(2) ACCOL'NT.,TERMr:NATES. IF INDTVIDt:AL ENGAGES 'IN PRO~ , 
,HmITED TRA.'1SACTTON.· ..::·:·:: " . . . '. 

, " " 
, ", " 	 ; ., ,t '. '. ',:: ,:~,A)· t~ GEN~.;:""If. during. any taxable year. of the.' 

. ':accountbeneficiary,such ',beneficiary engages .inany· trans
',action prohibited' O}" section-4975 \vith respect)o the. ac· 

i. 	, count; the acc'ount shall cease tobe'amedical savings' ac· . 
; . taunt as of the first dav of such, taxable vear.: \ . 

.. . ::.....£B) ACCOUNT TREATED 'AS DlSTRJBlrrlNG 'ALL ITS: AS· 
.sETS,~hf an:>; case in which :any"sccount'ceases to, be a 

I. • <'. ' , \' .. " , 

-~::, ~~_:r~.. '~. _!~. ,-',' 

",
l " 
~ , . 

http:and-shl3.11
http:commingled/,.n.tn
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, " \medical 'sanngs ~ccount by'reaso~ ;f subparagtaphJAi on 

.' . the first da\' of all\" taxaole\;ear, subsection (d) shall be 
. 'appiied as if"":" ... ,. '. .' ,., '. ." 

." "(i) .there were a distribution on' such first day in' .' 
an' amount., equal' to the fair market .value' (on such' 

'first day) of, all ~ssets in the account (on such first 
day),.and '.' '. . . •. '. . ".I 

: ~(iir no portion of such distribution were used .to 
· pay qualified medical expenses; . ." .' i. '. 

"(3) EFFECT OF PLEDGING ACCOUNT AS SECURITY.-If; duro 
ingany tax:able year'; the. account beneficiary uses, the account 

·or any portion thereof ,as security for a . loan, . the portion SO . 
used is treated :as distribute,d and not .used to pay. qualified' 

. medical expenses. . i ". .- . ~ ., 
.~'(d) TAX TREATMENT 'oF DISTR·rBU'I'IONS. .;.... . ,. '. .' .. 
. "(1) INCLUSION OF AMOuNTs' NOr USED FOR QUALIFIED' ~~ED. 
IC~ EX,pENSES"-' j • ....; ...'. .'.,J '. 

., "(A)lN GENERAL. -An)' amount paid or distributed out ' . 
. . of a' medical s'avlngsaccount which is not used exclusively .. 

to, pay the qualified medical ex'peilses' of the account ben~· 
' 

ficiary or·of the :spouse or. young dependents (as defined in 
section '1003fbH H·of the ·Guaranteed Health Insurance.Act 
of 1994) ot such, beneficia'ry.shall be included inthe.gToss 
income 6fsuch benefician' to the extent 'sucn amount does 
not :exceed thlexcessof.,..: .' ,. .... 

" . ,~(i). die l aggregate' contributions tp su~h .. accouqt 
-which 'were!not includible in ,gross income by reason' of. 
· section 106(c), over, '. . , .' . . . . . . ( 

. . ~(ii): the, aggregate, prior payt,nents or dJstributions 
'. ; ,from 'such account which were includible in,.gToss in· 

· cbme'under;thisparagraph~' . '. .' .' '. i. .' 

~CBI. SPECIAl RULES.-'-For· purposes of subparagraph·(Ai-'" .' ," . '. .... 

, ~ \ · . ··.. ..d) ~ll';.medical sa~-ings accounts ,of the account / 

, . . 'beneficiary lshallbe treated as' 1 a:ccount; :.' 
· ~iii) .ali payments and ,distributions· 9,uring any, 
'taxable \'ear shall be treated as I'distribution, and 

. ; , ~(iii)a:hvdistributlon o(propen:v'shall betaken' 
· 'into accoun(atits fair· market value on 'the, date of the 

,.'_1".. .distributiql1:'~~:;' ,,'.- , i . ," ' .. ' .>~ '. . . '" , ,'., 

. :OC2,PENALlY F,OR D(STRIBU'I'IONS NOT L'SED' FOR' QUALIFIED; .,' , .' ,.' . ," , :, .. ',..... - -: . "", ,.
MEDICAl.: EXPENSES.~. ..... ._'. . .... , 

' 

." . 
. 

. 

) . . :;' : . ',.":(A):IN GENERAi~.,..The tax. imPosed by chapter 1 on 


"'. ' the account 'benefician' \for any taxable year in which there 

.;: ... ' '. '.is·J!l payment Qi distI1butior(-Crom a~medical .. sayings ac· 

<;.' : count of such beneficiary which. is 'includible in gross in· 


. come under pa'ragraph . (11 shall 'be 'increased by' lOOper: .' 
. .,,'" cent ofthe ,amount which is so includible'. " . 
",</~_ :.,',. :""',:,"tB), Exc~~lo~,,-' FO~ ·DISTRIB~-rIO~S.· APfER' AOE ,65.

,(. ...~ " Subparagraph lAi~hallnot'apply to ,a,ny payment or dis· 

'J tributio'n after I thei:late 'on which the' accountbenefidan' 


,: .:i:mains age 65,: . ...... '.. " . 
, . ·~iC) EXCEptiOI' FORDISA.BILln'OR .DEATH~~Subpa:ra· 

graphlA) shall not apply if the payment,'or distribution is 


.. , .. , made 'aftet: the' account. benefiCian' becomes disabled- with· 

. " 

\ . ·'in'the,meaning ofsec~ion 72IrllHi'; or dies., .' " '., .' 
. ;. j:' .... ..(3) ROLLO\"ERf.cor...'TRIBl'TfON,~An. arriou'nt is described in 


; , 
.J . , ..-: "" ShlS paragraph as, a 'rollo\'er contribution if it meet~ tHe reo 


'. ' qUlremfmts of.subparagraphs fA) a'nd (BI., '. .. 

, ~ . . 

.:. ': ":"~i., .:: ·~(A)IN:GENERAL."-ParagTaph II) shall not :apply' to 
, . ",1"" .': any anlount paid ,ordistribute'd from· a medical' savings ac· . , 
',: .". I;., . count to ..the account .benefician· .to the.exte·rit the amount 

,',. \.,; ... received is pl:l,ia',ioto:a ·~edica:lsa\.·ings accQuntJor the ben' '. 
, :.-' ... ~ efit· of su.ch.beneficia~· not later' than the 60th' day.. after, 

,~ :,' .f.",.... .~hedayonwhich ·he r'eceives the payment. or :distribution.." ,, . . ':,,- :, ," . . ~ . ... , 

"'. \ 

'.,'" . .. 
.~ .• ~. v , , . , / 

" ,", .\ 
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~(Bl LI~IITATt6~,-This paragraph shall not' apply to 
any amount de~cribed in subparagraph {A) received by ,an' 
individual from' a Ine4ical s;:lvings account if, at any time· ' 
during the l'j;eaf period ending on.' the day of, such receipt, 
such' individual ;recei:ved any .otheramount described' .in . ' 
subparagraph (Ai 'from a medical' savings . account' which' 
wasnot.inchidiblein his,gross income because of the appli.· 

\. ".cationofthi~patag:raph. ',! ' , ', '. 

"(4) COORDINATION WITH MEDICAL EXPENSE .DEDUCTION.-:' 
For'puroosesof section 213, any payment or distribution out 
of a medical savings account for qualified' medical· expE!nses 
shall not .be treated ,as an expense paid for m'edical care to'the 
eXtent of·the amount of such payment .ordistrib'lltionwhich is 

. excludable' from ,gross' income. solely. by, reaSon of p~ragraph 
(l)(A).... ": ,.', . . . I . 

J(e)DEFI::~·nTIONS'..,..Fbr pUrPos~softhis section-; , '. ., I . 
/,'."(1) QUALIFIED !~EDICAL EXPENSES;":"The. ~erm 'qualified 

, . ' ,medical 'expenses'm~ans ~ny exp~nse for medical care (as de· 
fined .in sectiotl 213{d»;ex~ept that. such term'shall not include . 

. any ,expense for insurance",' .',". " "., ' " .' 
:'. "(2) ACCOL'NT :BENEFIClARY, - The, ,tenn:account!;>ene·· 

'fiCiarv' 'means the individual for whose benefit.the medicalsav.· " 
ingsaccQunt i!$maintained, . I , " : " ' . ".' " , 

, 1 

,"'if) CUSTODIAL Acco,UNTs.-For purposes of this section, 'a cus·' \ 
'todial, account shall be treated, as a trust if- . ; .' .,., , , 

.. ' ."(1) the assets of sl,lch laccount are held by ll/bank'(as de
,fined in se~ion 40Sfn))j insurancEicompany (as defined in s~c
tion 816) •.or artotherpersori. who, demonstrates to the,satisfac /' " 

tion of"the' ; Secretary, that the 'manner in.·which ,he .will adinin~ 
, ,ister the account cwill be consistent with th'e requirements of' , 
.. this section; 'and 1',,", "', - . ' •. " :,:. ,,' .,' 

., " .. "(2) thecustodialiccounfwould. except for the fact that it 
. " 
.; . "',. is :rlot 'a ':trust,: con:s~i,tuteamedical·~avil}gs.accountdescribed 

. , .in subsection/a)",' ,;~; .. ' ' .' ',.' .' . 
.. .. For ·ptirposesrofthistitle.in·the,case of a 'Custodial account treated' 

t'" ' as a trust .by.reason of>:'the pr,ecediqg sentence, ·the custodian of 
" ", 

," , ,'; such 'account shall be treated as the trustee thereof. . 
. ~ .. '. . ".:- ~' , "~·g)-.R.EPORT~.·~Th·e ~trustee 9f a'medic;aJ, sayiI?-gs· acco~nt sh~lr 

,keep"suchrecoras and; make;-such 'reports regardmg such account 
.:.tothe Secretary and to the. account beneficiary with respect to con· . 

.tributions,:distributionsLand.suchother matters as the Secreta1"'\.;:' " 
,ma),:tequireunder. reiti,lations.. The ,reportsreqtiire~d by this sub:;! 
'sectio!'l" shall'be' filed at such 'time .andin such':manner a:nd fur·, 

. t. " ~ nished to such .individuals at ,such time and in such 'manner' as 
,;; "", '.' . qia)"be required by such,regulations," , ',' ". . ., ': 


", ";.' (2) EMPLOYER .PA\-~iEr-.,.S' EXCLUDED FR0MEMPbOnIENTTA.'(. 

,BASE,;~" ,..:.:.<.~, :.:.•,' '. ' .' ~,' .> .' .:. ' .. 

',' ·"(AI·SoCW..SEClJRITYTA.XES:';";:'- . ' I, 


,.,.':. /. " ,",(i,<Stib:section"(al ohiection3121"isamended b\' 

" " . :stnking:,~or" at the 'end of paragraph i20); by strikjng 


. ,"~ .' ."" ;.r ," .. the perio'd at':th~ :erid of paragraph (21 land inserting 

.: ~,"M:,or"~ a!ld:by inserting aft~r paragraph (21' the folio'\\'· .. 

',e".,·.:.. :, .ingnewparagraph' ':. '::' ,," " :', . 
: 'k(22) .any j,aym,ent ; ma'd~t~ or::iorthe benefit of ·an ~m

,p~oyee .if aqhe 'time. ofsuch . payment it is reasonable to believe 
~: "~ '. ,tha,t tQeempI9yee:~llbe, ~ble :to exclude ,such payment from 

·c ',"".':' .iI;lCome under section, 1061 C),",. , ,'. \' " .,., .....,.:" ,,' ': ' . , 
':;' ).e:';'''';;'''! ',:",,, Iii, :Subsection '(al 'of section 209 of the 'Social' Se-'; 

. ...; '., '::.' ."',; ::-. "/"ctitity Act;is. amended by' stdking ':'or"' iu ·the, 'end of .. ' 

, .:;: '}",;:,,::' .. ;,,,.:;.,.,;'~~::"., .. ':.:;"/'''paragraph~(18)~ by sti-ikingihe period, at the end ~f 

~,:;.'-i~~(t,;:.;~~·::;';¥;:::~:):}r~;:",,<,;paragraph -::(+9,) .and ~jnsertirig :~;,or:" a,nd byinsertirig 


,': ,:~ :':<l';~~ ,:. c\l'\~~~' 'I:~i'~/" ( ,. after paraliiraph q9t ',the following new paragraph:· , 

, :!,:'..~:.,.,:,!~;:;{;,:,;;::~:.,~.;~,.,:;::,\.:', 7·(.~~)any p~ym,ent' made to ,or f?f. trye 'l?enefif, of an ,em- ': ' 

. ·:.'.:':~:!;.>(~:~~~'.':f·;\'\}:;':(!;\I,.;:~,J;lloy~e,,~f at.. thet1~!!?f such'payment)t 1S reasonable to beheve '.. 


".,,:;\<;\::: *,,'~::r-.li,!~,',~::;j:'?Z£~~.:·!~!~,h~~,.~th~e:.eIllploy,~e:(~1JI::~e :abl~, to,ex~lude tStlC~.p~)·ment from' 

,.'g',.~~'~s;#t~¥t{*~,;:tt:);~;~€p·;,~fj;,r;, ' .' ','"', " ' , 

\ , 
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iilcome under sectio~1.106iC10f the Internal Revenue Code of· 
1986'," . 

(B) RAILROAb RETIREI\tEl'-."T ,TAX. ....:Subsection{ei of sec.' 
tion 3231' is amended by adding'atthe erid the. following 
new'paragraph: , " . . '. 
"(10) MEDICAL· SAVINGS ACCOu1'.'T CONTRI:BLi-rIONS.-The 

term 'compensation' shall not include ariypayment made to or 
for the benefit of an iemployee if at the time of· such payment 
it is reasonablE~ to believe that the employee will be able to ex" 
elude such payment frqm income under section 106(c)." . , 
. (C) UNEMPLOThlENT TAX. -Subsection (b) of section 

3306 is amended b}~ striking "or" at. the end of paragniph 
(I5), bysttiking the period ,at the end of paragraph (6) 
and insert;ing ";or\ and bY·inserting after par~graph 06r
the followmg new paragraph:, .,,' ': ,,' 

. '''(17) any,payment made to' ot'.for the ,benefit of an,eIl1' . 
~ployee if a.,t the.tinie ;of suchpaYll1ent it is r~ason!ible to believe 
that the' employee will'pe a9le to exclude' such ,payment, from • 

. income under section 106(c)." , ! . i . , ' ' . 

, " (D) .WITHHOLDING TA.x.-Subsection (a) 'of section -3401. 
" 'is amended by striking ~oT" attheend,of paragraph (19).: 

(i • by striking the.period at the end of paragraph (20) and in~ . 
serting ~; or". 'and by inserting after paragraph (20) the fol· 
low,ing,new paragraph: . .' .' , . .' 

". ~'(21)any payment ,made to Or for the benefit of an em~ 
, .ployee if anhe time !of such payment it ,is reasonable to b~liev~ 
that the employee will be able to e"c1ud~' such. payment from 

" income under sectioIU06(CI.~... . " . " ' ....' ' 
\ (3) TAX 'ON PROHIBITED TRANSACTIONS.-Section 4975 (re· ' 

lating to prohibited transactions) is amended..,.. ' .. 
, ,(A)byadding'a,tthe end. of subsection (ci the following' 

1 ' new, paragraph::~, : . ,'; ::,,' .,. . ' ,', ! 

"" "(4)' SPECIAL RuLiE: FOR ~tEDICAL SAVINGS ACCOUNTS,..:...An. 
individ.ilal forwhosebenefiiamedical savings account (wlthin 

'. the, ineaning of ·section ·1705) is established' shall be exempt
) fror:n'the tax il!1posep by this seciioI,l with respect to ~ny' trails- , 

:actlOn concerrung such. account (WhlCh would otherwlse be-tax
able,under this 'sectlori)' if. with respect to such transaction, the . '.' 

'ac~ount ceases to be a medical savings account by reason of the '.I 

application of section n05Cc)(2HA), to such account.", and "., 
. '(B)by insertiilg'''or 'a' medic;a.1 savings a~count de·/' 

scribedin'section' 7705" 'in subsection .Ie)( 1) after' '~de· , 
'scribe4 in section0408Ial~: .. ' .~'·1. '. 

. . (41PAliURE 'TO ;PROVIDE REpORTS ON·;\IEDICAL SAVINGS AC, 
j:OUNTs.:';"SeCtlon 6693 (relaiing to'failureto proi.'ide'reports on', 

\ ' 

individual retiremeritaccoilnt or 'annuities I is ainende'd~" 
. . tAl' bv' inserting "or onmed."., ,.vin~$, .""",:,nu:· after..···.ru;'uliles··' 

.inthe heading 9f suchsection.:and .... ' • ''f.. 

, . lEI by. adding at the end of subsection .Ia) the foll(),\'~ . 
, i,ng:-The persor:t required by section 7i05(gl to file a report ' " . 

.',: ,- ,. t' . regarding a 'medical.sa\'ingS account' at ~he time and in the 
,manner required by such section shall, pay a' penalty .of$5Q . 
. for each failure:'unless ii 'is shown that such failure is due·' 

?, 	 to reasonable 'cause:~ . . . ' . 
151.CLERICAL AAIENDMENTS.':-.' ',- ~ 
, , (AI The table of sections .for chapter 79 is amend'ed by . 

"addipg at the end the following: ' ;' .. 
" 	 ': . 

,,, . -Se-c' 7705 ~Iedical S3\'iri'gs 3ccounts,-' " 	 . . 
'. :\.',' , . ,I .:  " "iB; :,The, tabl~of sections for s';bchapierB of~h~pter 

., "M68 is amen!i~d b~' inserting' ~or onmedicaFsavings ac. r' 
.3,.:, .', - "counts~ after -'annuities" in, .the . item. relating to section" 

; 6693.:"'" ,: '. : ,>,.', ", .'." .•', -." , . 
'cd,·EMPLOYl\.IENT TAXTREAT!\IENT OF A\IOL-1'.'T NOT EXCLUDED' 

. '," USDER:'SEC'FtoN 106.- ;' , ,.' .. . , 
: ,,:,,';:~, ,(i),~C,~SE,Ct/RI1Y'TAX:-:-: ." ," .... 

. ,~. 

• J ..,.']' , 	 '''' 
:," '>"---:'"," ", 

'j " 

\ .. : '. 
.: ' 
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(Al Subsect(on (a l of section 312Lis,amended by in· 
, serting after .paragraph (22) the, following new sentence; 

"Nothing, in Par!'lgraph (2) shall exc.Iude from the' t~rm 'wages', any, 
a~10untwhich is reqtiirea to b,e included 'in gross income under sec· 
tion l06(b}." "., " ,';. ' 

:(Bl Subsection (a) of section ~09 of the ,Social ,Security , 
Act is amended:1by.insez;ting after paragraph (20) the fol

,lowing new sentence: ' ' ' ' , .',' ) 

"Nothing in ,p~agraph:(2) shall exclude from the term 'wages' any'/ 
amount whichis requited tobe'included in gross incOme under sec
tion 106(b) of the Internal 'Revenue Code,of 1986.",' '. 
, "(2) RAiLRQAD,' RETIREMENT TAX. -7 Paragr,aph' '(1 ) 'of, section 

, 3231(elis' amended by,adding at the end thereof the following ,;, 
new sentence:~Nothi,ngiil clause, m of the.. second ,sentence of 
this paragraph $ha1l ~xclude from the term ~compensatjon' any 

. amount which is ,required to be included in gross, income under, 
section 106(b):" " ,I" ' .' ,," '," '- " ",' 

",' (3\ UNEMPLbYiIENT'TAX.~SubseCtion (b) of section 3306 is (
amendeq by inserting after paragraph (17). the following qew ' 

, 	 I ,sentence:, ,'; , , " ,,','.,' 
~Nothing in paragraph' (2) shall ,exclud'e fromt~eterm ~wages' any, 
amount which is required ,to be included in gross income under sec-' 
hon.i06(b 1." , ' ': " \ ,,' . " ~", ", , ,,', 

'(4) WAGEwr:tHHOLDING.-Subsection (a) of seCtion 3401 is 
, anlendedby adding: at the end thereof the' following 'new sen-" 

" ' tence:, ,:,,1',: ,,', '",> , ; ",~ ",' ' ',- , 

, : "Nothing in, the ,preceding provisions of thi$ subsection .fother than ,', . 
paragraph (21llshall exclude fI"9m the, term, 'wages'any amount' 
which is required, to be included in 'gross .'income under section 
i06(bJ." ,:~ ',':','" '-'"J '~\ ,,"" 

"(eIEFFECTIVEDATEi-'" '. ,,' ","", ,', '. 
/' ,'. " 	:111 PROVISIONS OTHER THAN MEDICAL 'SAVINGS ACCOvNTs.

" '(AI. IN GEf'l'ERAL.-~xcept'as proVided insubpara
, graphs, IBl and, (C), .theam~ndmen~s n;1ade· by su,\:>sections 

laland Jdl, 'and'so much of the amendment madebv sub: 

",,' section(bl as relates to sec:don 106(b,) ofthe'Interna(Reve
,'ilueCode of .1986. shaH take ,effect on January 1 • .1995. ,,' I 

, " '(B) 'BE.'\;EFITS PROVIDED' PURSCAJ'olT TO COLLECTIVE BAR- j' 

,GAINING AG!lEEI\IENTS.-Inthe/caseof a', cafetena plan or 
, • ", ~ flexible, spendingarrarigem~nt maintained"pursuant to I, 

",' I '",or, more' collective, bargaining agreeillentsbe~weeri em: • 
ploye~ repf.ese~tatives and' Lor' moreempldyerswhicli ''''as " (

;', ", . ratified before !June 30. 1994. the amendnients'referredto 
, "in:subparagTaph" ~A i ,shall not, apply to' benefits' pursuant '" 

, ' ~to any such.,agreemeqt pro\:ioed before the"dat,e on which" " 
'~ 

, . " 

, 	 'the llist of such ,agreements terminate fdetermined without ' 
regard to any-eA~ension thereof on or after June,,30. 1994'.; 
The' preceaing sentence shl;llf ce~seto' apply '~'ith respect" 
to ,any ·such agreement ,on 'th~'effecth'e date of any modi-, 

". " ficationof'sucH,agreement dnor after ;lune 30. 1994: " ' ,.;. ..,' , 


, jC) STATEAAtO,LOCAl.. EStPLOYEES COV''ERED BY COLLEC, ' 

, " TI'VEBARGAINING.AGREE!\IENTS~.:....tn the haseof employees 


I ,~ 
"'" . ", ,of a State orpoliticaJ subdit;sion·thereof....;-' , " ,', ,.,' " 


~ '.I. ':,' ,(1.) whoarenqt 'entitled to the benefits of ~ubpara: 

" .', ;,;"gta:ph IB)~l';:./·': .-,f.,' ':.. , ... ' ",~I :::,' ", " ::):-". ',,"" \ "I,

:.':1, .' 
, '" . 

'Iii) w}lo" are ,co"ered, by, '1 or more collechv~ b'a,r~ 

,-.;: , gaining agreements 'with such,State or-political sub


" diyisiori " ...hic'h was ratified ,before June 30: 1994. arid ' 

"':,:' <hil who.are eligible to ,participate in a cafeteria 

;,::pl.an' or flexible' spending: arrangem'ent which was es-, 


J" :,. tablished bv State or local law·'and which.is in effect 	 ." 

,~ : 'on ,such da't-e. " ,,' , ' ' 
, the:amendments ,F~fe~ed t~in:~ubparag'faph.IAl. shall not " 

'/ 

'. apply to benefits pro"dedunder' such~ plan'or arrangement' 
, las in 'effect on1such datelbefore Januarv '1; 1999.,

;' , :.~. ;,~.'~:.\. -.. ··),:~;,-~F/)·':;'~: .>. ,,~,: ',~~' 1:~ ,:,; ~ '.~'" . "~"'" . :. ,'.".. ",' ; - " ... 

. " J~.~"~" :' ,:"- ... :',',:. ~ 1.,T 

,1'" • '~., .~. 
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(2) M~DICAL 'SA\1NGS 'ACCO!:~'"TS.- Th~ amendments made' 
'b': this section (other than the ,amendments referred to in 
paragraph (l)(A)j sha1rtake effect on January: 1;1999: , , ' j 

" 	 5EC.11202. DEDUCTION FOR,HEALTH INSU~"'4CE COSTS OF SELr.E:'tt. \. 
. 'Pl;;OYED INOI\<lDUAl.SINCREASED'>AND· MADE,PER!\-L~;" 

~~, ". , 

(a)'PROVISION MADEPERl\iANEm.~ , ., , \' 
'. (1) IN GENERAl:. ....... Subs~cti6n (1) of section 162 (relating to, 
"special rules for health, insurance costs of self-employed.inqi: 

, . viduals) is amended by striking paragraj:lh {6t"· '., .' ' 
'(2)EFFECTIVE DATE;-The amendment made by paragraph 

, )
(1) shall apply' to t~able years ,peginning: after December 31,' 
1993., ". . " ." ,','",," '" " 
(h) DEDUcTION INC.REASED TO 80 PERCENT. - " ", 

, (,1) IN GENERAL.~Paragraph (1) of section 162(1) is amend· 
ed by striking "25 percent" and inserting "80 percent". ' !,' 

(2) OrnER COVERAGE. - Subparagraph (B) of 'section < 
162(1)(2) is amend~d to read ,as' follows: ' :' , , 

':"CB) oTHER 'COVEAAGE.-Paragraph (V,shall'not appiy 
to' any taxpayer .for any calendar month .for which the ta.x· 
payer or the taXpa~'er's'spouse-:- , ' ' 

. ,~(i)is normally. employed by an ;employer fO,r at 
least:25 hours per weeK. or '.' ,',.: '. '" ',' 

. "(ii).is eligible,to participa,te in asuilsidized health \" 
pl~ maintained by any e,mployer of such taxpayer or, 


'; ,.spou~e.'" . ,i' ',' . " ", \' .' '." ~ " " .' ' 

(3) EFFECTIVE DATE.-.The am'endments made·bv this sub· 

..	' . sectionshalr :applyJo ta.xable years begin:ning after" December 

'" '31, 19~8. " ""'",," I'~ '. _ ' :. ", -" ,',' • ' 


'·SEC. 11203. LIMITATION 6N ' PREPAYMENT ,OF"MEDICAL INSURANCE, 

, " PREMruMS.O: '. " ," , " , 


, , " (a) GENERAL RULE';'::":Stibsection (dlofsection213 is amended . 

by adding at the end ·the folloWing new paragraph: " ,) . 


. ,"(10) LIMITATION'ON PREPAYMENTS.-If the ta.-.;:paverpavs . 
. ,', <, ,: ' .' " :a: premiUm 0'1' othefamount' which c01'!stitutes medical'; care; : 

under 'paragraph (1 );to the e;\.'tent 'such premium' or other'" 

"amount :is' properly ;alloeabie'toinsurance coverage,or care to', 
. be:p1"QvideddUtirig;pe!jod's,'more than )2· months ~afterthe . 
month in, ".r.hiCh such payment is made, such' prelllium shall be 


" .treated'ap paidrat~llly over the :perioddur:ingwhichsuch in," 

;'

',' '.' l' ' ~< ~"".~.._ '" (' .-,surance-·cover~ge.or:·.car~,i~ to.~be'-pr6vided ...rTtte:precedi.ng sert

'I 
; : 

.. 

·tence shall. not apply to,.any premium'to which, paragraph (7) 
,\", .~~ " , . , applies.~ . .:"': ". , . " ." . - . ' 

" JblEFFECTIVE :DATE.-- Thea:mendment madebv subsection (a) 
, shaH apply to amounts paid 'after December 31. 1994. ' . ' . 

• ~ ," i - .. . ' , , 	 .1<, 

.·\.s'uhti~re .. C~.E~tencflIig Medicare Coverage 
" , , .>:;' of,,'and Appli~atiol1.'of. Hospital,Insur:ance

" ,::,Taxto, 'All State :And :L()cal Government 
.. ':"', . '. Empl~yees.,> ' , -:,\ ' 

1:" ••-';' <, '~ ' • •i,'''I. " • " 'I ~., ".,' 	

" 

.. '; "'. ':,' >. • • • I ~:-~. .' :".' - ~ , , . . ,. _ ". 
SEC. 1130I.EXTENDI!IlG ~EDICARE COVERAGE OF. AND APPLICATION 

,. .',' )., OF HOSPITAL.:INSURA!IlCE TAX TO. ALL STATE AND LOCAL 

>' .:./'\,,:~~~, ':;..>' :-f•. '·_~CO\r:R."lME!\'T_EMP~OYEES._·! . . 


..... ' "<,'.;·,,-i· ,.,j,al1N·GENERAL.-,>:·';·,: i •• ' : :'.: "" 


. '·_.;.~:(rf'AJ>PLICATldN OF.. ,HQSPrTAi' rNSURANCE TA.x. .,....Section 

3121(uH2J' isamendedqy,~:·strikirig sub,paragraphs ,I C) and ID,. " ' 


.' :, ".' f21:COVERAGEt!!NDER·MEDICARE.~Se<:tion 210(pl of the So·' 

".... ,\:,>.cia~ ,Security'~ci: ,142 ,'[J,S"C. 410(pH is, amended by :striking 


" .p~r~graphS'3.). and 114/,:.':'< : ..' .c,,:', : c', ,',' .' " 


>'::'. ·(3),EFFECTIVE-DATE:-The amendments made bv thIS sub·" 

,,'. /..:,..,,\,. :.J,">;' se~iori' shall ,apply!. to, s~r'\~'icesperformedafter Decenlber. ,:31,. " 


,'.,.<>\;<:~,j~f{~~i:::~\~:~6:::(¢:> '. .A';';5{;~('(';:,.· ...... .. :'., " .. . . "', . 

'," , 
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r"',.:: vearasit would. ha\'e been in.if this subs'ectlon hac!' not .' 
.·,'.heenenacte4:: ;', . ::'.'::'" ,",.',' .'\ '.,..... 
·',(~).L~FORl\IATtO~· TO. INDIVIDUALs' :wHOARE.;PROSPESTIVE', 

:l~tEOICAR~,B~NEFIClARIES"BASEO ON SrATE, A,,"J'O LOC~ .GOVERN.', 
,," . '~IENT .El\lPLOYMEN:r.~Section 226igJ(jfihe Social Securit)· Act . 

. ,'" :', ~:. ~;:,:: '..':' ,.142 U~S.C.426(g)1 is amE!nd~4''':":':'' ... ' .:;. . .'," .
":::·':.I;:~:,:;:.;.~' ,:,-J'~>;,l",:';..;,;j",; ','(A) ,by rE!de~ignating paragraphs n) through (3) , as . 

.. ; 
, :' 

F: ')liSA '. GEPHARDT" PRINTp.Oll . .) Title XI. 'subtitle C 

., I , 
. '598 

',," 
" '. ./" " ' . ,I • ¥ 

(b) PHASE~ OF.-\.\10l:;"'''T OF T.-\.x WITH RESPECT TO E:-'[PLOI'"EES 
~Ev.rLy.SlJBJECT TO T . .\x..-,Subsection (UJ of section'3121.is ainend· 
ed by adding at the end the. follo\ving new paragraph: 

"(4)PHASEIl\r OF Al\tOtJNT OF TA.X WITH RESPECT TO CERTAIN 
E~IPLOvEES:-If the wages paid to~nyindi\'idual during any.

'.' I 

period before January 1, 2000, would· not be' subject to tax . 
. under' sections 3101(b) and 3111(b) but for the repeal of. sub-.. 

paragraphs (e) an.d cD) of paragraph,(2); the rates of the taxes 
imppsed by such . sections with respect to . such 'wages paiddur: , " 

ing such period shBJ.lrbe- .' .'. .... '.".' , ' 
". .' . "(A) 0.3625 percent i'o the .case of :.vagespaid durIng

1997 '.; ,. . .:.'. 
" ..'(B) 0.725 ,percent in .the case of wages paid during 

. 1998, and ' .\' '. '. . . '.' . '. . 
"(e) 1.0875 ~percentin the case' of wages :paid during

i999."· .," .' . , .. " 
· '. '" (c) TRANSITION IN BENEFITS FOR STATE ANn· LOCAL GoVERN. 

MENT EMPLOYEES AND FORMER EMPLOYEES:....:. '. '. .". -: , 

. (l.) IN GENERAL...L " \ ',' 
" 

~', (A) EMPLOYEES NE\\1..Y SUBJECT TO TAX.-For,purposes 
.of sections 226. ~26A.. and: 1811 of the $ocial Securjty Act, I 

inthe case of anY indivi~ua~ rhoperfor~s services during 
the calendar quarter begmnmg January 1, 1997,. the wages 
for which are subjec(to the tax imposed by section310lCbl 

I. . .' of the 'Internal Revenue eodeof 1986 only because of the 
.amendments made by subsection'Cai, the individual's medi· 
care qualified State· or local government employment (as 

.... 
." 

defined in' subparagraph~ (B)) performed before January 1, 
1997,shall be considereq .to be "employment" (as defined 

, . for'purposes of title II of.such ActJ, but :only for purposes' \~ " 

of .providing the: individual (or another person) wi~h end·' 
dement to hospital insurance benefit? underpart A of title. 

( " XVIII of such. Act.for-months beginning with Ja'nuary
..' .' I .. :' ,.. 1997.·" ....... , ... 1,:".' .... : ..." " .. , : ..... . 

. . IB) MEDICARE QUALIFIED STATE OR LOCAL GOVERN.. 
~ ·MENTEl\IPLO'r·MENTOE~INED."':In ~his paragr;aph, the:term· .. , . " 

, .'.~., "m:edicarequalifiedStateor local governinentemploy· 

<; ,ment" 'means medic,a.re'qualified government employment, 


> '. ~ ,:; : described in section 210(pl( HIB). oftheSocial SeCurity Act . 

,.. '..".' ',(determined without regard to se~io.n 210<p)(3)'of such 


" .'., ' .:: Act. ':as'in: effect ;befo~e. it~repealunder subsection (a)l2». 

. '. . , .. " '." .. (2) AUTHORIZATION OF APPROPRIATIONS.-There are author~ ~. 

',' , . ized' {o ;'t:le appropr{ated / to,'the 'Feder'al Hospital, Insurance. 
Trust Fund 'from time .to. t~me "such 'sums ..as the.Secretary: of 


· ~" Health and' Human, Serv.ices . deemsb,ecessary for any', fiscal 

vear'on"'account of.:-' ": . '. '.' "":". '.' . ,., .., ". ." 

~ " (AJ payrmints made .or-tribe made 'd.tiring such.fiscat: 


I' 

, '" 
~.,' . ~ ,.:. " ..' '.' year;from~uch Trust Fundc,vith respect to indiviGuals who. 

',: 

I • , 
 '; l .. ,.., are :entitled to benefits ,tinder .ti~le XVIII of the SocialSe~" 

':cu6t~· Act sole~y by reasan'ofparagraph j11. I , .... ,~ <. " .  '; :' 
',' .'.' .~'..(BI 'the .addi~ional;administrati\'E!, 'expense~ resulting or 

.,expect~dtoTes!Jlt, therefrom. and '. ". \.: ..'," .... ~:. ., ,.. 
. ' ,:''leI any loss' ininterest'to 'such Trust.Fund resulting:. 

· . i" .... : . " ;:. :, t, . "from-the ,payment' of. thoseamounts• .'in order to place such 
: :',~' . 'Trust' Rund' in the same position at the end, of such fiscal, 

: ,,;:,::\:;<,i':f.~~;;~::'.'\;;~:,·~~.>;r:,/.;"subp'aragra.phs(~) thro~JIlije}. res.p~ti~e!y,.; ... ", .... . 
. C,: "'<,,;; ';:~"~i:k';.;:·.,: ,,'_ :::.; ': .~:" : :(BI. bymsertmg'''(JI. ·after "(g) '" and -,'. '.' . :. . .. . 

",<~.,:": ~;':'.':"'~~ t',;,.:,.. " :/.:~''i,,? ..;'.,.{C) .by adding at the end the, following new' paragraph: 

'. I' • 

-I .~,i;fi~~'~~~~,:.~~!!~:;;~;;j;;i~~>:!~:~:,', ". .",.: '" .. 
. "," 
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, "(2) The' Secretary, in consultation with State and local " 
:governments, shall RfOYide procedures designed to assure that' 
individuals, who perform medicare qualifie~ government em·, 
ployment b)' virtue of service described in section 210(a)(7) are 

,informed with respect to (A) theireligibmty or potential 'eligi. 
'bility for hospi~al in'suranc~' benefits (based on such employ· 
ment) -under ,part A:,of title XVIII; (B) the requirements for, 
and conditions of, such eligibility, and (C)thenecessity,of time·,
Iy application as a condition of becOming entitled' under sub· 

, section (b)(2)(C), giving particular attentiori toindividuals' who 
_ apply for ail a,nnuity 'or retirement benefit and whose eligibility 
''for sucharmuitv or retirement benefit is based on a disability." 

, '(e! TECHNICAL AilENnMENTS. - " '" , ' , , " ' ,"',
\ " 

, '(1) Subparagraph IA) of section' 312Hu)(2X ,is arnended by 

striking "subparagraphs (B) and IC)," and i~serting "subpara

, . graph (Bi,". I ' : ' '. , " '",'.' ' 


'(2) Subpar,agraph <Br of section 210(p)(l) of'the Social Se
,curit}' .Act (42U:S.C{ :410(pJ{l)) is am~ndedby striking "para
graphs (2) and (31." arid insertip.g~paragraph 12l." "', 

, (3) Section 218 of the Social Security· Act (42 U.S.C.4l8)

is ,a,mended by striklqg subsection (n'l. " " ' '" . ,,', 


, " ,,', 14; The amendments made by ihis subsection shall :apply , 

, ,.~. " after'Decen~b~r 31, 1996. ' , Ii 

8ubtit,e 'D~T.r~ati:nent ,of 'Organizations' 
. ( 

,'- . Providing Health Care ,Services and Reo:, 
:lat~dOrg,ani2:ations ',,' "':"," ,", 

\" ," ',' I ' , 

,SEC. 11401. QUALIFICATION ANODISCLOSUREREQUIREMENTS FOR" , 
, ",' ' / CERTAIN NONPROFIT HEALTH CARE ORGANIZATIONS. ': " 

raj TREATMENT OF HOSPtTALSANO' OTHER EmmEs'PRoVloINC ' , .' 

,HEAlSH CARE SERVJCEs:':"Section 501 (relatingto.exemption from, 
'" tax,on corporatioils,:cer:tl:i.in trusts, e~c;) is;amendea by' redesignat-' ,', 

,ing ,subsection (n) ,as s~bsection (0) arid by inserting,aftersub-, " 
, "', 'sectionlm) the follo\\;ng newsubsection: , " " ..... ,', ' '," 

, ',\' ," .; ~(iiIQUALrFlcATIQ~'OF HEALTH . CARE .ORGANIZATIONS AS. ~X" 
, . ", E!\lPT,ORGANlZATJONS.- . ':, ' , :' "", ," . 

", "C UIN, GENERAL~~An organization which' is described in' 
" .' paragraph .'(3) :or, 14 ) of subsection IC) aridtpe predominant: ac- . 

tivity of which 'is t~e provision of health, care senrices shall be' 
, exempt from tax under subsection la} on1'y if-:- ' 
.,. '~(A) such organization, with, the participa~ion of: com· 

munity representatiyes. annually...:. " " " 
, ''''iiI, assesses its communit\"s needs for health care 

se,n;ces and :qualifiecLoufreach ser.'ices/and '", " , 
, '~(ii)' prepares'a, wri~tenplan to .meet those nee,ds"

,\ ,~ 

. ,':"rBI pursuant t6 5ucp plan;' s~ch,organizationprovi<;ies 

I directly::of ,indirlectl)~ I 'significant qualified outreach ser.< 


.. " ices. '. ' ' '" C, .{' .. i. ' " " ,';;,:: :,', , , ' ", ,,', " ". " ' ' 

.. ,,' "... , . ~(Cl ,at·' least: 80 percerit of the members of ,the board,

" 

of directors of such organizaiion',are independent members; 
" " '-. 

• I','1- ~. ' .. suchor,ganization does riot discriminate against,'MIDI 

. :: ',' 

, .:" , 'individuals ,in the pro,-ision of health care sen'ices, on the 

...:., .. ,',' " ,hasis. of participation'jn a government·~ponsored health,;; ," :'; ,... I' .' , ." 'pan. <'.:/ 'c';: ",';:', ", .">',', ',', ,,', ""':,,. "j"': ' " 


, '" '"lEi stlchor'ganiZationdo,es ' notdfscriminate against. 

. ".:, ',., '. ,indh;duals in th~:pro':isiol) 'of emergency he;:tlth, care serv

',< • " ' ,: " ,: '. - ices onthehasis 'pf abilityto'pay;' and '". ," . " " ' ~' '. . ",-- ", -,,)', :., '." ..' ',' '\"~F:)~t6',~'he e~~ent'of.such'·:,orgariizatiQn"s·financial abil· 
. ity . such organization does'not., discriminate against indi
,-ichials in the pro,-ision of medicaU"lnecessaM: health care" 
ser.;ces (other"than, emergency ,se-n;ces I 'on-.tne basis· of . 

, ability to pay. ,';- ',.,., -, .' ':' " " :, . 
" '. "r 2) ';SPECiAL; . RULE, FOR 'HEALTH MAINTENANCE ORGANIZA.. 
. TJ.{)Ns~.;...A health mainteIl8.nce organiz~tion shall .not,be treat· 

, • " : w ".' ..' ': • 

• ~ I , .' 

,;1,<", .;•. 

. - ;;". . ,. 
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'ed as ,described ,'in subsection (c\(3) unless s~bstantially all'of' ' 
, its p'rirria'ry 'care 'hea;lth' sen~ces is'provided' as described in,' 

subsectIon (m)(61(Al. : ',' , " .' ' ',,; , 
, "(3) DEFINITJONs.-For purposes of this subsection- ! 

, "'(A) QUALIFIED 'OUTREACH SERV1CES......:The term 'quali
',fiedoutreach serVices' means health care semces; (or pre.' 

ventive care, educational, or social services progr:anis relat
ed thereto) which' are provided~ ", . ' , , ' ,'"I,' 

, " "(i) ,in, 1, br more medically underserved areas,or 
"(ii) at below 'cost to individua:lswho are otherwise 

, unable to, afford such serVices. " " 
v,' Such term :shall,not include insurance'described in 'sub

paragraph (B)JiiiJ, unless such insurance is provided on a 
subsidized ,basis.' ' " , 

"(BJ HEALTH, CARE SERVlCES.-The term: 'health care 
., .' : r . " 

seI'Vlces means- , ' " "'. ' ' 
, "Ci) iPy activity, Of providing medical care (as~e- ' " " 

fined, in seCtion 213(d)(1)(AH to individuals, , 
":(ij) in the' case of, an 'organization described in 

subsection (c)(S): any activity, which''istreated as ac
complishing ~n exempt purpose of the, Organization 
solely because it is'carri~d on as part oran activity de
,scribed in clause (i), and , ' , _" 

,,'/" ~(iii) insurance (other than commercial-type insur: 

ance, as defined in subsection (m»), for the activities 


\' described in clauses {i} and (ii). " , , . , ,
. ~ ". 
. ',.',.' ,"(e) MEDlCALLYUNDERsERVEDAREA;''';'''The term 'medi

cally underse,rved>area' means, "with' respect, to ,.a 'health 
,care service, ,any':area,reasqns})Iy ,determined, by'the orga
, nization '?in a manner' hot'inconsistent with regulations 

, prescribed by the ;Secretaryl to have- , ,', " , " 
" , , '~Cil' a shortage {relati.ve' to ,thenuinber'ofindivid·: 

u81s needing:such. sen;;ce)',of health prQfessionals,per- ' 
.: , forming such,:serrice; or" ' " " .,','",' , 
" ", 'M(~il ,a population group experiencings\jch a short- , 

, " 

,',,~' age:,'" ",",' ,', "',, ',,',':", 
f " ~ Such, term includes ,a, health professional shortage, area: (as 


defined in section,S32 ,of the Public Health Service Act). , 

',.> i, ~, ;,(r;;)''1N'QEPENDENT)\IE~IBER.'':''':Theterm 'independent, , 


, member' ,means a, member of the ~boardl ,of directors of an' 

':o~ganizationwho':r.eCeives no compensation (dire~ly or in- ' 


:dlrectlyJ"7"'. ,,' '" ", " ',' ',,', "",' 
 I, 

.", ' " " :;'ii', formedicai servic~s perfo~mel i~c~'nn~cti~'n ! 

- ... ' , "With such organization. or . ',' , " , ",', ,: , ~' , . " .. ,~: . . . 

'" ,:'Iiil'for ;servicesas an officer :of st,lch qrganiiatlon 
,,~'(other'thanas a: member of such board), ' , 

"For purposes ofCIau'se, iiil" theternl'otUcer'lncludes any',,' 
.,~ . , . .' individual having powers or respon,sibilities. similar to ' 


\,', those of officers, ' I ,', .. ," , , ' " 


' 
.' i ..,
': "' ...... , 

" . 
, ',"141 EXCEPTION.~,1'his subseciionsball not a~plyto, any br


'ganization which pro,;ides health ,care sen'icese'xclusi:vely on 

" anuncompenS8ted ba~is, regardless of ability to pay. " , 


,j ...~~M(5) SAFE HARBOR,'FOR NURSlNCHOMES.":", "', 
." ,:, .' .', ,: '':'(AI !N,CENERAL,-A'nursing,hOiue shail be treated 'as,

~'" • ~~~'-,~ .t· \: .:, ',', meeting the'requirementofpaiagraph 'nuD) if it: accepts ,,', 
.," .. ' 

~., . " 1,1' a ,proppttionof Medicaid patient,S which meets a safe har·, 'i . 

bor, prescribed bj"the Secretary for 'purposes of tllis para- , ,( 

graph ',', J '. !,,'" , '. " , . " , , 

, '~(B(:D;FINr:r~ONS.::- ',For',pur:poses'of 's~bparagraph . 
";::«A)....;., ,,';'::' ,: ,,',~' ,"," ,', " ' ,'" . ';', .' , . ' 

, 

>:' c:i"i'~Ii)'NuRsINC ,HOME'7The term 'nursing home' , 
'. ,;. '; : ;mean's linyfacili'ty which is ofa t~:pe' which' istradi· ' 
J'. 'tionally eonsideredanursing home.: :', ",' '" 
, ''':, ,"(ii),MED,fCAID',PATIENT. ..1The' ter,m "Medicaid pa· 

,::tiei}t;;,~eans any: indh'idu~l,eligible to, receive medical 
'i ':"~ ',,:.-:' , . --:;' '" '.: ~"~ >' c. '•• ", ' 

1, 
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assistance und~r' a'Stat~ plan approved :under title 
XIX of the $ocialSecurity Act, . . 

"'(6) DISALLOWA1\ICE. OF·.CHARITABLE DEDUCTIONS.-.Nogift 
or bequest to an orgahlzatioil which is not exempt from tax by'

• f 	

reason of.this .subsection shall be allowed as a deduction under 
section 170; 545(b)(2), 556(bH2), 642(c), 2055, 2.106(a)(2), 'or 
·2522. , .. ', . .... . 

"(7). REQUffiEMENr$. SUPPLEMENT OTHER REQUIREMENTS.......,·· 
'The requfremeqts of thi~ subsection are in additio.n to, andn~~ . 
it} lieu of, ,the requirements otherwise applicable to' an organi·· 
zation 4escpbed in paragraph .(3) or (4) of subsection (C)." ,'. \ 
(b) REPORTING AND DISCLOSURE. OF "NEEDS AsSESSMENT .IAND 

. PLAN.-· 	 ." " 
. (.1) REPORTING. - ' . ", . . ' , . . . : . . 

" " . (A)ORGA.NIZATIONSDESCRIBED IN SECTION 50l<c)(3).-· 
Subsection (b) ofsection603,3 (relatirig ~o certain organiza
tions described in' sectiori 50Hc)(3» is amended/by striking.," , 

.. "and'" at the, end"1of paragraph' (9), by redesignating para· . 
~ graph nO) aspar'agraph 114), and by inserting after para· 

graph (9) the folloWing new paragraphs:. ' .' " .. ' . 
. :'( lO)iri the case of an organization which prepares a plan 

',described . in section 501(nHl)(A)·, (relating to community 
needs)~ '." " 
. \ '., ,~(A) a copy of such plan fort.he year, and " '. . 

, ,"(B)informaiiononthe implementation ~f such plan . 
. I for the' year' (including unrecovered costs arid revenues . 

, "foregone in ,furtherance oLsuch plan), . .... . 
'. ,:"(llHA) 'the amount (if.any) of tax paid by the orgaf}iz8tion 
during the' year under'section 4958 .(relating to tax on failure 

'. f .to satisfy section' 50l<n»,and. '. . '. '. .'. ., . . 
... ~IB) the: amount I,ifany) of tai.:imposed by section 4958 on· . 

. t.he organization,which was' not. a~sessed. or the assessment of .. 
which "las abated, pur~ant to section 4958(d)" ,.. . 
.·'{1.2)such infor~ation' as the Secretary rilay require "..id~ '. 
respect to anv excess:benefit transaction las defined in section 
-l959(Cll,' " ',,', .' .',' .' '." ' . . ... , 
.' •. '-113)' In .the case.1ofanappifcable tax.exempt health care 
organization ·(as .. defined' in', seCtion' 4960); .the· respecti'.·e . 

'1 ·amotints"(if. any'; of the t'axes pai~by theorgariization during 
, j . ·C· the year (and such other information' as theS~retaI'Y.' may 're·' , ~', 

'".' 1," ,1' " . . ... quire with 'respect. to the activities, resulting, in ,such taxes) 
",:', under- ""'", ' , .. 

...... ~(A) section '4911 (rela~irigto ta.~ on'. excess expe'ndi.. 
tures toi'nfluence:Iegislation" , .. : '. '. .< , ' .. ). 

~(B) section 4912 Ir~lating to tax on disqualifying'lob
, \" bying expenditures:of certain otgani~aiions), and . .' ' 

, , ',' ,.. 	 . '. ~(C). section4955 (relating to taxes. on political expend· ". ~ ',' itures of section 50llc/(3) organization's'!, and;', . . ~ 
" IBl ORGANIZATIONS DESCRIBED rN SEcTION 501lc'I-l1.

:," ' 	 , Section 6033 is amended by reclesiinating' subsection tf) as 
'. subsection:1g) an9 by inserting after subsection. Ie) ·the fol~" 
.,Jowing n'ev.~subsectiori: ,', '. ., '.' ". ' ...,. . .. '..' .., 

c.. J:.' ~(f) :'CERTAIN ORGANIZATIONS. ,DESCRIBED ·.m ,SECTION' 
. , ' ••,:501Ici I41.':""'.E\·el"\·'organizationdescribed in section ,501IC)(41 which . 

... I, . <.::; is subject to the' requirementsofsubseci:ion la) and'\vhid:t prepares . 
.,', ','." 	 t t! /8· plande~ribed·. in: sectiof! ~Ol( tlH 1HA.) 'I relat,ing 'to"'coIllmunity:,, 

'''needs) for'the' vear . .' " '. ",'. . •. .. " " . ..' :"j.' I 
., . 	 -:_. \ . .,' - , t., '. ' , ... ( _ ' . I '_,.,' I :-' " 

.",', '. .. ".',"t 1 ) ~hall inc1u'de'.a copy of such plan with' the 'r,eturn re·.· 
'., .' i :quired'undersubsection la) for the j·ear. and·' .., '... , " 

. ".'\"~(2)shall include on suchreturri the inforniai'ion referred 
',to In' paragraphs. nOlfBI. ~tl(). and n2) of subsection (bl' with 

. ,,respect to such organ~za tion, ~ " .' \. " " ' 
1 (2)'DISCLOSL!RE.'-:.< '.':";, '.," . .'," .: . 

• • ' .~, '.t>. ~.'. ":' 

.. 1,' ,-J ~ " 
,.. ..,.: 	 :.....:': ~jA) IN GENERAL.;...Subsectionle.l of section 6i04 Irelat; . 

~ 

,><;ingto public inspectionof"cer,tain a.nnual returns. and ..ap· " 
:. _-, ,t,;:':;" T.":'-'~':-'_~· ;",-:. .- .',. "" .!"~'.. ". ',.',,' .", . 

:: ",', 

"t: 

.\ 

I.. 

, j" 

, -if 

, '. 

( 

,':'1 
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'. ,'I',..\. 

''', : 



", 

... , '. 

~, ' . 

. ~ .' 

I' " 

: F:,\ HSA \,GEPHARDT'.PRINTG.Ol1 , Title XI. Subtitle D' 
)I, 

" 

'pli"cation~s' fo~' exemption) is arpended by adding a~ llhe end' 
. the f9110wing hew paragraph: " " , ,: " .'.1 

, , "( 3) CO:'>L1\lL"NITY HEAL;m' CARE NEEDS' i~SSESS~lE~'" A,,',,"D 
. P~'l AND APPLICATION FOR EXEMPTIO,N: - '" 

,MIA) IN GE!'<"ERAL. -Every organization ;which isre· 
quired to p'repare a plan described in section ,50l(n)( 1 HAl 
(relating to, community needs)- ' ','..,'" '," , 

/':'(i) shall make a copy of such plan (and the as
"',, 

sessment on which such plan is basedlavailablefor in
, spection eluting 'regular' business hours by any individ

, , , ual at the principal office of such organization and,' tt: 
such orgarii'za~ion regularly maintainsl or more, re·/,' 
gional or district offices:'having 3 or more ep1p!oyees; , 

" at each such ,regional or district office, and , ' 
, '''(ii> upon request of an individual' made at such! 

principal office or such a regional. or district, office, 
, )

shall provide- . . " 
"(I)' a copy of such plan,Jand assessment), 

. "qn a copy of the annual ,return filed'un~er, ' 
section ,6033, and , " , ,', '",,', ' _,,', , 
, , "(HIla cop~; of the application, papers, letters. , ,", 

,and othez:documents, referred to in paragraph 
, , '(2)(A)(ii\" ',: :' ',' ,"",' ',: 

to such individual without, charge other ihan ,a .reason.' 


, able fee [orany'reproduction and mailing costs." '" , 

I If, the request under clause (ii) is' made in person, such
I 

'\I, 
copies shall be provided,_immediately and, if madeothez:' 


, than in person, shall bepr.ovided within' 30 days, " 

"(BIPERIOD, OF AVAD,..ABILITY.-Subparagz:aph,IAl shall 
 . ~ . ' a l'~ " ' " ," ' pp y ", ,".,' 

" -(i).wit~respect to any plan (and assessment) dur; 


,,ing ,the 3.yesr period, after the dose of the year for 
. " which such plani!; prepared;,' ',' ' " , " , , , 
, 

" " ,,' " : -riil with respect ,to a~y return,' during the3.year 
, , period 'begin:ning'on the filing date (as defined' in' para· 

" ':. !graph !lHDl),and ' ," .,'"" ' , , 

'!", ' ~(iii),with respect, ,to, the rnateriai referred' to in 
,sl.,lbparagraph (AHiiHIlIl,at any time: 

:, .MIC I :LtMITATION.:" SubparagraphlAHiil shall,notapply, 
to!' any, request if the Secretary determines, upon applica· 


. ,.; , tion"byanorgaruzation,:that,suchrequest is part ofahar· 

• 0"[' 

,.r,· 
assmentcampaign' and ,that compliance with such request 
is. n,e>tin the public interest:' "", \,' " " ;" , , ~ ': ' 
'"rBI TECI:I!'HCAL .A~IEl\o'1)ME:-""'. - The headmg for sub· 
section leI of section 6104 isamen~eq by striking ;'AND AP· " 

, " PLICATIONS FOR 'EXEMPTION" and inserting ", APPLICATIONS' " 

, , FOREXEMPTION~ AND COMMUNITY NEEDS' AsSESSMENT ANti " , 


, , , " , PLAN FOR HEALTH A.'mOLlTREACH SERVICES"." " 

" ' IC) FL'NDRAISlNG SOLICITATIONS REQCIRED TO DlscL6sEAvA'U':· 

,AsiLm:oF,A.~1:AiRETi.·RN.-:"" ,',' " " ", '. \ : ' 


,:; !' , 'ifJ Paragraph II,) ofseciion6104'IeJis arnendedby 'adding 

'at'the'end the following new subparagraph:'" '; " ,,' " , 


,~(El F\"'!'.'1)~ISING ,sOLICITATIONS' ,OF CERTAIN HEALTH, 

. '~ ',: CARE ORGANIZATIONS ~EQUIRED TO DISCLOSE AVAILABILm' 


\, OF' At,iNCAL RETt.:R:-l.'::" In the case of an 'applicable. tax·ex
", :empt health car;e orgaI)ization las d¢fined in, section 4960), 


~. ," ., " 

eacn'fundraising solicitation ,las defined in section 6113(cJl,; 

:qy'lot on behalf of'l such organization shall contain ',an ex·, 

pres's', statement lin' a conspicuous 'and ,easib:recognizable 


"", fo'imati :tha:t su\:h returnsh'all,be·pro\;ded to individ4als 

upon: request.":,J'" . ","'" ',' . ' , . 

(2) PENALTY.-:-; !" , ,- " " , ., ',' , 

,/ ,', ' (ArSection:6710 is 'amended ,by' striking "section 6113"; 
each' ,place if' 'appears' and inserting Msection' 6113 or 
6104(e!!l HEI"; : ',: "J,""" 

'" ~ 
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'. (B).. Subsectionlalof se<;tion 16710 is amended by m·· . 

, .', . serting"($100 it? .the case oLa failure to meet the require·


,mEmts of section!6104(eH 1)fE)I': after "$1,000", '.'..' ( 

, . ·(C) The section'heading of .section 6710i5 amended b\', 

inserting~bef6re' ;the period '~: f~ilu.n: by CertJlUl health. c.re.orl!.mzanon~ '. 


. . '0 (hsclose avallablltt)' Of annual rerum" " .' . .., ", . 


'. (D)The table o~ ~ection~ for part lof subchapterBof 
chapter 68 is amended by inserting before the periocL at 
the end of the item relating to section .6710 il1efollowing: 
";' failUre by cettaln health care organizations to disclose 
availability of annual retj.lrn": .•... .. .1 

. ,". (E) Subpara'graph (Cr'of se~iori.6652(c)(1) is amended., 
'by striking: "(e)(l)~, and: inserting. "(eHl) ',(otherthan' sub· 

..... paragraph(~)";!'.·· ,'.. ,',,", '.' ',' \,' 

. '(d) EFFECTIVE DATE.:- ...... ~ . " "" '" "', . 
:. (InN GE~ERAL.LExcept as provided in paragraphs ,(2)'and' 

,(3), the amendmentS made by this section shall take effect on' 
, .I ' ',January.1, 1995:" :,' '. '. : ,'~' .: ' '. ..," ,:. . •. 

" .1 ,'(!2) REQUIREMENT OF INDEPENDENT BOARD OF DIRECTOR$~"';' 
Subparagraph (G) o( sectioll 50;1(n)(l) of the Internal' Revenue 

. Code of 1986. as added bv this· section. 'shall take effect on Jan· , .' . ... I' .• ..' . , 
:uary 1. 199'7; " . . ... '. . . . ' .. . ' ", 

'. ,'. (3) HMO SERVICE' REQLJrREMENT:':"'SO ·much of the amend, 
, .' . nients':made J:iy :this .secdonasrelateto section 501(n)(2)of 

.'. ' such Code, as lidded' by this, sect.ion. shall take 'effect on the 
I· ... ~ date of the enactment of this Act. F ~ • ' ' .' ''',', ' 

'SEC; 11402. ExCISETAxtS'.F.OR FAILURE' BYTA,X.EXEMPT:HEALTH. 
" . ·f,.- .. '. . CARE ORGANIZATIONS TO 'MEET CERTAIN QUALlFIC.'\.

'. ';:,' TION REQUIREMENTS. ' ' 


.: ' 
, '. (ajJN GENERAL.:"';';Chapter 42 . (relating to private,. foundations· .' 


, and. certain.o~her, tax~exempt~ org~riizations)' is'B:men~~d by redesig. ' •. 
,.'natl~g: subchapterD,as':subchapter'E and bymsertmg after. sub,. " 
.... . .•• cnapter'C' the fol1owing~ew supch;apteI:: ~'., ..,.: "\' .•..... '. 

, I,.' '~Sub~hapter""B'~;F:~i·hire:. ;By .,Ta,X-Ex'empt· 

,..j":, . ·Healt~'C.are9rganiz~ti()ns .To·.Meet ,Cer~ 


" . 
/," . ., tainQ~alifica~i9n lIequir~ments' ..' ' '. . .. , 

. .' ' , ' l' • ',._.~ . "" ~.c .',' i . , ' I, .. ....... - .. 

. \ ,~, ,,5 .!' .·,i'··. .' ::,. :~:"'. .' . " , ....' 

." " ,. .:,'~:,:., . :."SecA958.·Tax on Jail lire to Satisfy seCtion 501fnf '.j '. ' •• .-..' " .. ";', ': .., . , "'. ··~sec~. 4959, .Taies on excess benefit ,transactions .. ' ',: .. ',' 

',"'. "i "~. 4960. otn.er,definitions,',· 


,;, t .' ;. 

. ).' -', };, ',.,.'.... ..'~~:.-: .~:, ':.";. ,,-."~"., '\"'~ 

;,'''SEC~ 495S: TAX'ON Jo,:,uLvkE TO SATiSFY SECTIOkSOHnl. ", 
'. , .. ' -raj IMPOsrnON ,.OF TAX.':":Tnere'is he~eby imposed'.on 'any' ap: ;, . 

,. . \ plicable t~·exempt health 'care or:ganization which fails.,to meet· 1 
or, mqre,oftne:requireJ:llents' of sectiorti50 l!n,J(HduriI1g'anytaxat>le 
year a tax equal to the greater of..,... , ".,1': >~{ ,',' .: .~. 

. '. '.'·nl$25.000"or;, .:," .,' '. . 
\ ':-12F:~r percent .ofthe.organization·s nednvest.rrient income· . 

for such·taxable. "ear. I '::. ;,<'.";'.':;-' .' .. ,.'.. ... .. 
, '. ';. \Mlb., ~AYMENT oFT~x~:i.The::taximposed b)~;:this section :Shall 
:be paid:bythe or:ganizadon:.: ',;'" . ~','; "'.' ...... '. '. " . " 
;:,<'·.~(CID~ERl\I!NATION,·.OF)\;tr..r.!'.,,\"ESTM~!-ITI~COl\lE.':....Forpur'.' .; I,'. 

;posesof,thls'sectlon"'7 . i,;,',';·;: '.>....,"~,.:.. . ..... ,,' . 
,Jt;.:;·:·~ll) L~: a ENER,Ah....:.The,llet.investmentincon}e,o(an appli; '. : 

·'cableta.,,·exempt health care organization shall. include the net '. 
",,' ,.:'~~iJin,:e~t~ent.rncorneOfJ...,' . :':'.'.,:-. ',; ". ';, '. '" ...... . 

"" .. :'" ,".~ , :' .; .../,,\,,:' ", ;·:;,,;..,;':'(A.l:· each j6rgan~zationi~hi~h would, be described. in.' • 

:'·,-;'\7\k.::;;':j:.;J~:;,:;.::"'·~ ;,·';,;.suqpat~graphl.t\)·6t:(B) of section 509(a)(3). orin section ' 

"'!'~i:,}:>. : ':·'>y·";,:;l,~t:.':::"." 'o09( ~lll(~)!'with,tespecttp·~uch'health :c(ll'e. organizatioll if . 

. , ,; ·t/;;>';~;:, ,.;:,~:,:;;,;.~.!,' ,'r such ,"health· .. care .' organization were .. desciibed' in' section .. 


./ 

. '. ,{:;,?;!'~~~~~H~f;Jit";;~[tJ:i?;=!~f~!:,;~~U1k:h;:f~b,:j~i~t?i;~~iirn~~~tni~~c~~ef~ ....~ 
. ;.'. '.' .'I.,'· ,·.'2·,,··, "" .•. '.' .~' ...... ;,C.· ' .. ". 'controlledtbv such health 'careor:ganlZatlOn' 

./' '•i~:i~{.i~,~~ii:~~~~fi]i~~~f;5rJ~~~~;·~i~~~~~~{.t;,tt";~ .•. '. ..•.... .... 
: ... 
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"·(2)' NET [N\"EsniE~"T lNCOME.- Tneterm 'netinyestment ",[ 

, in<c.-ome' has the 'meaning given such timn, by section ,*940, ' ..' 
· '''(d) WAl'VER.-If it is established to. the satisfaction of the Sec·. 

(retaI)~ th~t"": ',,' ,;, .' '.. "". " . 
. "(1) ac failure was due to reasonable cause 'and not to w111· 

ful neglect..and .: ' .' . . ....,.,... I. 

. "(2) the organization has established safeguards to prevent 
'.. \. future such failures, (and .has taken Slfch additional corrective 

. a~ion as is'prescribed by the Secretary by regulations), . 
then the· tax imposed bysubsecti6n' (a). (including interest) by rea; 

. \ ,son of ;such failure shall not be assessed' and, if assessed, the as· 
sessm'ent shallpeabated and, if collected; shaUbe'creditedor .re· 
funded as an .overpaymept. ' • .' . . 
"SEC. 4959. TAXES ON: EXCESS BEN'EFITTRANSACTIONS;

' .. i 

"'a) IN.rrIAL TAXES. _.,\ ., , . . . 

.' "(1)' ON THE'. orSQUALIFIED .PERSON....:...There 'is hereby' iin·


( 	

posed on each e;x:cess benefit transaction.a tai/equal to 25, per, 
cent of the excess benefit.. The tax imposea by this paragrap~ 
shall be paid by .any disqualifiea person referred to in :sub· 
section (eHl) with respect to such transaction~ . 

.. ··(2) ON.THE l\lANAGEMENT.....:Iri 'am' case in; whidi'ataxis 
·"imposed by paragraph (n, there is. herebj: imposed on .the par· 
ti~ipation· of anY'.organization ma'nager' in the. excess benefit . 

. transaction,. knowing that it is such a .transaction•. a taxE!qiial . 
·.to 10 percent of.the ;excess benefit. unless such participation is . 

'. ;no~ .willful an~ is due to. reasonable cau·se. ·The tax imposed by 
, this paragraph shalt be paid by any organization manager who 

participated in :the excess ~enefit transactiqn. ..... '. .. 
. ~(b) ADDITlONALTAX OWTHE DISQUALIFI'ED ~RsoN.-Inany . 

case in which ~initial' tax is imposed by subsection (a)(l) on,an ' 
.excess benefit. transaction and the excess benefit involved iiL such . 
transaction' is ,not corrected within the taxable period,lthere is, ," 

. hereby imposed a tax equal to 200 ·percent ..of the exce?s benefit. in·;': . 
volved. The tax imposed by this subsection. snalf be, p.aidby any 
disqua1ifie~person referred 'to· in.. subsecti9n: (eH 1hvith respect to ,/ . 

, . .. such transaction., ..' .".. .'. . ' '.' ' ''', . . 
:, .:. "(c) EXCESSBENEFlT. TRANSACTION; EXCESS BENEFIT:-~or pur·. 
:' poses ofthis'section-: ;' :..•. : : . '; .,,'. " ".;; ... ".' . 
..' '.'.;.:'( 1) EXCESS BENEFIT TRANSACTION'..:..... . '. ( .' .". . 

.. ~<' . " '~. ~~(A) IN GENERAL..~The' term ·excess benefit 'trans..' ','\ 
"action'rri~a'ns anv'tran'saction'in which an "economic bene
-:,' fit ispro\'ided~): an 'applicable tax.exernpt health. care ,or·, 

gaIiization to .or fqr the: ~.se', of any' disq~alified person;if' 
, . ., the \~al,u.e of the., ec;onomlcben~fit .pro\-lded exceeds 'the".. . 

" . value of the consideration <inCluding the .performariceof . 

.' .' .' ' ..( :',':' se_rvices~ received forproviding,s.uch,b~~e'fit_· /'. . .... ,'. .(


.,' '::"(B)' LOANS·.AND! CERTAIN PRIVATE INUREMENT IN· 

.CLUDED..-.Tl!e ~erm 'excess. benefit transactiorC'includes:"'::' 


'. ,i ' ".• M(i) anx loan of money or·otherextension of credit, 

'by .·an appl~ca.ble tax'exempt health care or'ganization 


'. to or for 'the uSE! 'of a disqualified person'd,escl'ibed in 

: ',' ··subsection 1eH1)(AHi);and·· :,' ..... -'." ...• 


','. ;. .-<iil any transaction'in which the amount of' any' 
. ,economic b.eriefit. prOvided t.O or for the use' ot a dis: 

. '. ", ."··qualifiedper,son,is ,determined in '",,'hole orin part by 
, '. '. the gross' or net revenues of 1 or more activities of the 

"-'.: .•... !~:,' .' organization ,hut :00,1); if suchtransacti6n' results in 
inurerrie.nt not p~I'mittedunde~-paragraph (3)orIM of· 

.. <'section SOlIC), .as the case rna); be.. " .' , . 
. :' . '.'(2) EXCESS. BENEFIT.- ., " .. 

..' : i"(A).lN GE!'."ERAL:~Except.1is':.proYided in;subpara. 
. )' ." ,', .' graph (B), the :i:erm :excess ·benefit'. means the excess re·' 

... ' ,.'.~', fezTe~.to in ·pa~g~a~h (.1 '~A) ~ " ~:. ,.,,.•.,. t' , ' : , '.'t 	 " I 

' .. "',:,," '.,. 
_-;.,.., ,.' .' ',-IS) LOANS AND PRIVATE INUREl\IENT INCLUDED.'....:. The 

, J. 
". '. ,_ 1 ·term· ~excess bei"iefit' 'means- . 	 . . 

I ',: "'.~":, ~"<'f • ',' .!;. f ' 
:." " : "',.~\ : 	 , .. , ~ . ";'~' . , " 

.'. !:;: ,....\ "., . 
~ ~." ' .,.J. ".,' .' .': ..:' ,), 

.'J 

" , ~.' ',: ,,: 
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'''Ii) i~ the caseof's lo~n or e::-.-tension of credit de: 

lscribed in paragraph llirB)(ii, the amount orihe loa.n 
or the credit extended, arid' . . . ,;' . 

~(ii) in the case of a transaction described in para- . 
· graph (lHB)(ii), the amount oft~e inurement: .' . 
"(3) EXCEPTION ~FOR ORGANfZATIONS'SUBJECT· TO PRfVATE 

FOUNDATfON RULES.-For purposes of this section, the term .'ap-. 
·plicable tax-exempt health care organization' shall'not . include 
a private foundation: (as defined ins~ctiori 509(a». '. .' . 

" "(d) SPECw.. RULEs.-,-For.purposes ofthis section- '.' " 
.. '" '. "(1) JOJl'.'T AND SEVERAL LlABILlTY,:';::If.morethan l,pe'rson 

.' is ljable for any t~x imposed by subsectionJal or subsection <bl, 
· all' such persons shall be jointly apd' sever~lly liable for such . 
· tax.·. '; .'. . .... 

'~(2l ·Lf1\U,. 'FOR i'.IANAGEMEr...1T.-,With 'respect to any. 1 ex
cess bene'fit .transaction. i:h~ "maXimum '8Il1ount of th.e tax im-' 
posed by subsecti6n(a)f2l shall not exceed $10,000. . . . 
~(e) OTHER DEFrNITfONS....,..For purposes

4

0f this section-. 
. "(1) DISQUALIFIED ~ERSON-~The terrn'disqualified person' 

Il1eans. ,,"lith re'spec't to any p'ansaction- .. " . 
. . ':IA) ahy person who was,at any. time ,during the 5
.. year 'penod ending .on the date of such· tra.n,sacti6n -. . 

. ~li) an orgl:inizationmana'ger, 'or; '.' . '. " 
M(U) an individual (other.' than an.. orgamzatlOn 

. manager)' in a position to exercise substaritial influ: 

.ence over the affairs of the organi:z;ation, . . . .' .' . 
, i 

· . '"(B):a member of the >family of an .individual described' 
in subpanigrapn (Al, and ..... '.: -:: ' 
· . ~(C) a 35·percent controlled entity; , . . . " 

· ':(2).. ORGA.,..IZATION . MANAGER,-The' tenn' ,'organization . L , • 

manager' means, with respect to any 'applicable tax-exempt 
.. '. health. careorgariiiation, any officer, dir.ectOr, or :trustee of 


· such 'organization (Ot an}' indj;\iduaLhaving powers .or: respoll

.. sibilities si~ilar to those of officers; directors, or trustees of the 

organization).. . : '.' . '~~. ~'.: ' 

,.: " .' , . "(3', 35-PERCENT'CONTROLLED ENTITY.-'.. " 
,," . 'MiA) IN'GENERAL,~Therterm '35·percimt control1ed'-en- ' . 

.:.,., . :".' titv' ·means....:. i. ' .. ,:., .'. • 

..' .. ~ .' .. ~(ii:;a crorporat~on in ~'-hich persons ,described in 
:}: subpanigraphlAI, or (alOLparagTaph' (l)'own more 

, 
.' '.J. ." I :., :than 35perc'ent of the total, combined v'ot~ng,power.

.\ ... '. '~(~i) Ii ;partnersh~pinwhich;.su~h . perSons own .."" .. 


-',' 
. more than 35'perc~iltof the profits mterest,'snd . . 


. -:(iii) Ii ~ru?t or estate in ,,;hich such persons own 

,more than 35 percen(ofthe beneficial interest: '. 

"mI· CONSTRUci:'rvEOWNERSHIP RLTLES.-Rules similar' . 


· to the rules oC;parairr:aphs ·(3) .and"ol1 of section 4946(a'l 

~hall apply fOt:' pUrp0!?es of this paragraph. .. . ," . . 


, ', .. ' · -'41 'FA.,\IILY ;\IEMBERS..- The' members of an individuaFs 
fanlily . shall be d~terrr.inE!d under' section 'ol9ol61,d I;· except that 

" . such members also 'shall .include the brothers and sisters 
I whether b,<the whOle or ·half blood)' of. the individual and- their
'spouses' -. .: . . '. ...... . " '. ' .'. •i . • ",' . 

':"Ifl TR~T!\tE.'" OF PR'E\10l:Sl.vExE!\IPT ORGA..:..iZATIONS.....:.· . 
. i: ........ · ..'l)~r.:.·a.E:-;~RAt.;-:-.For'.pu~pOse?of this section, the status., 
.' ,6f any orgamzation as .. anapphcable tax-ex.empt·health care or- ", 

ganization shall be ternlinated onlv if~ . , > . . 
',r r. ·1 . 

\ 

, '.: ~ .. '. " j~(AJi il such ·...organization· notifies·:tlie >.Secretatv'(at 
·,.such.time ~rid :in 'sucfi manner,'as :th~ISecretary ma~<'by 

, : ,.~:' -'. .. : 
",' ; ! : 

. regulations prescribe I of its intent. to accomplish 'such te~· 
'mination, or' , ..,' i'" ' ,", , . 

i·.'.··, "(iiI there is a final determination bv 'the Secretary
. " that such sta-tus has terminated, and: '" . . ., " ".' ·-(BuJ) 5ucli\>rganization',' pays. the t~ imposed: by. .J ~ _\ ~ 

. p~ragiaph (21 lor anY,P9rtion not abated pursuant to para-' 

: .'.. .," 

" ." 

:'~,' . graph 13H, pr":" ','" " .' 


",", .. ' 

.I' .' 
',.' • i:· .. · 
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. H'(ii)' the enti're amount of such ta.'\. is abated pursuant 

to paragraph {3): ' " 
U(2) IMPOSITION OF'TAx.-There is hereby imposed, on each :" . 

. orga:nization referred' to in: paragraph, {n a tax equal to. the' 
, lesser of- " "', i.,;.,., , '. ' '. '" . 

, " "(A) the amount 'which the organiiation substantfates' 
'by adequate records or other, corroborating eyidenceas ithe 
agtrregatetax o~t:lefitresulting from its exemption from' . I 

tax 'under section 50Ha), or .' , .' .; . 
, . .. " . "(B) the 'Value of the net assets of such, organiiation., 

~(3) ABATEMENTPF T~.:-The Secretarym:ay .abate :the u~-.( 
,paiapOrtion of the 'assessment of any tax imposed . by para
, graph (2);oranyli~bilitj; Tn. respect' thereof, if theappIicable 
. tax-exempt health care organizatiori' distributes all of its net" 

'" assets to 1 or m(jre~rgahiiations each of which has oeen in, ex· , . 
,istence •. and' described in section '501(c~(3), for: acontinuou:; pe· \ . 
riodof atle~st 60caletidar mo~ths',. I(thedistributing organi-, 

.zation.is ,described ip section 50l!c)(4),the,pr.ecediI'lg sentence ,~, , 

" shall be 'applied by treating the reference ,to section '.501(c)(3} 
as includi:Qg a referehce to section 501(Cl(4)'." "". . 

, ':(4) , CERTAIN RULES MADE APPLICABLE. - Rules similar to 
:"the rulesof.subsections. <d); (~).andih of section' 507 shall 
, 'apply for pui-pose~ of this suhsi!ction. . .' . ,." \ .' :. 

~SEC. 496f). OniER DEFINITIONS.. '.,' ,,' I. ' , ' " ',' '. 
~" ' 14(a) APPLICABLE TAX,EXEMPr HEALTH, CARE ORGANIZATION.

For'purposeso,f this"slibchapter, ,the term, 'appiicabl~, tax-exempt' 
health care ,organization'imeansariyorganiza'tion-:- " ' " 
'. , '~'!l) the predomlnant'activitvof whichis the provision' of 

...• healtn:.care services ias defined in' section 501(n)(3»; ana'" .. "'.' 
"'(2)wruch . (with.o).1t regard to any failure ,to meet any're-. 

, quirement :of sectionf50Hn)or any excess bene.fitl would be de
',,' : scribed in paragraph '(3) or .'(4) of sectiqn SOl<c) and ,ex~mpt" 

, from tax llnder section SOl(al..·· .. :"" . .' . ", ': 
"'" ~(b);, TAXA,BLE . PERIOD; ·CORRECTION.-'For ..purposes' 'of . this , 

\, .subchapter- , . " ,':~ . ,; .. '" " .' ...... , , \; ..\ ,:.. , 
. . " ~tlr TAX.:\BL¢' ,PEfUoD.~The,temi . 'taxable' 'period' means;'· ' 

with respect to any ~excess benefit ~ransaC1:ion;theperi6d 'be
. ( ginning with thedat~ oriwhich the transaction:occursand.end" 

. .' ing 'on the earliest of~:~, '~ ,,',,: .'. '"" .. ' .,' , " . 
". . .•... "':~(A) the date 'of mailing, a'u9tice .ofdeficiency under, 

'; ,'" .<: section: 6212 with respect' to the tax imposed by'subsection ' 
,,: Ca)(llofs'ection 49,59, or, ., ','.".', " ," .,:<', >':'(B)' the 'date on ,v,'hich the. tax imposed, by, ~uchsubc. :, . 

. . ',section(aH1J is'assessed. ':;'\, ,:' I. . ... 

i 	 "I:·",'~,·«2), ,CORR.EcTIoN.. ......;Th"e ~etms,' ·correction',: ,',and .~·correct'" " 


, m~l:!-nt with respec(~o any,excess b~nefi.t transaction, undoing 

, 

. 'theexce:;s .benefitto,the ,e:-.."tent·possible. establishing safe
, 
, ' , guards to prevent future~:such excess . .,benE;fit.and~where·fuUv 


.', ···uridoingthe,excess· ~en'efitis. not possible, such additional cor~ .' 

:rectiveaction as.is prescribed, by the. Secret,ary byregUlat~ons~!' 


..".(blAPPLICATION OF.PRlvATE'L"l'L"REME."IT RliLETO TAX· EXEMPT . . 

, ...... ' ....... ,cHpEALTH,ChAR.E; 0fRGA.N~rIONS DESCRIBED ,INSECT'ION 501(0)(.11:- ',~ 


. ',. aragrap"/,4 r o. section;501!cl)samendedbyinserting "(A," after . 

.:' . ~(4'" anQ by adding ,at the end the following: . ' ',.,' ".. .•. /' ". 


. .: " ~!B) Subparagra'ph(AJ .shall'notapply to an I?ntit~- the pre-

t " 	 I,, dominant "actiVitvofwhich:is the provision of health care ser\~-

.' ices 'ias.ciefined ln' ~ubsecdon In1l311 unless no . part of the'net 
.,! " earnings.ofsuch ··entit): .iriuresto·, .the . benefit' of any priVate' 


~'.:.:' r.",i' "~harehold·er'o.r·.illd,ivJduaL_- ',/' ;'-' ..' '/":J. ". '-,- : ',' ",,' 
 p .,'.' " 

, ' "'.' . (C', ,TECHNICAL' A.."lDCONFORMING.A.\II::NDMENTS::.2. ' 
, .' ", " 	 ....(1) Subsectioni ~); Of section 49S5 is amended ~ . 


. ":c..' ,: .cAib\~striklng·~SECTI0N 4945~in ,the heading and in~. 

/.'~erting~$EtTlo~s 494S:arid4,9p9'\ and. <, '..., ', .... 


, :':, /... ,:. ~B)by)nseJ1ing before the p'~riod "o,r, ap~ex~ess benefit 
. \,:for.pui"poses of section 4959~. .....'. ,,'. ':' ' i" .' 

• 7" ,.-, • + • ~'. -', ' i ,~' , - . . ,,- - .... - ,", , 
• ," r ... :, ,\' , ,"_': 

... ' 

i' , . . ' 
'. !',' 
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" (2) Subsections ila). 101. and Ic! of. section 4.963 'are each 
· a:mended by ins~hing"4959," after··'4955,~.· ,': .:. , 

· (3) Subsection Ie) of 'section 6213 is amended by inserting
"4959{r~lai:ingtopri\'ate excess, ben\efit),'~ before ~49il". . . 

. ' ~ . ' (4)' Paragraphs (2) and (3), of section 74221gJ are' each 
amended by inserting "4959,"'after :'4955,'\ \ . 

-'. ('5) Subsection (0) of section 7454 is amended by inserting 
~or whether an. organization manager (as defined in section 
4959(e)(2» has 'knowingly' participated in an e?,cessbenefit, 
transaction' (as defined. in section 4959(c»,", after. "!?ect,ion .' 
4912(0);", . ,'., ' . .,'.. '.' , . '.' . '. '. 

, (6). The table of subchapters 'for chapter 42 is amended by " 
striking the last item .and inserting the following: '. . 

-Subchapter rCFailure b>:' ta~.e~empt. heal~p ,car~organiz~tions t~ 
, '. .'. .' meet·certam.quahfieatlon reqmrements.· .. 
"·Subchapter E., Abatement of firSt and sec<1nd tier tax'es in certain. . 

, ' cases. !II" • •• . , - . , .' 'I 

· (d) EFFEcrrvE DATES~"-, I,", \' , , 

:" .. . " (1)' SECTION SOlin) y REQUIREMENTS. -The an1endmellts 
made' bvthis section. to the e,.."tent ..related ,to section 4958 :of 
the Internal Revenue Code. of. 19B6 (as added by 'ihis Section); 
'shall take effect on January 1,1995.. ' '. " .. 
•. 	 . (2) EXCESS BENEF.IT TRANSACTION RULES. - .. . 


. ,(AI L'Il GENERAL.-Except as provided in subparagraph

I, 

(8), the amendments' made by this'section, to ·the extent 

,related tQ section 4959 of ·suchCode (as added' by this sec· . 


, tion), shall apply to excess. benefit transactions occurring 

on or afterJu.ne 30 1994.' .. j. .' • ' •. 1.. .• 


. IB) B£NDING~ CO:NTRACTSFOR 'PERSONAL ·SERVICES.-The 
" amendrpents referre4 t.O jn' subparagraph (Ai shaH .. not 
. appl)< to any trarisac'tion p~rsuant to any -Written' contract' 
for the pel-formance 'of personal services which was binding 
on June 29', 1994,and at· all times ,thereafter before such 
'transaction occurred:' .~.:. . I '.:. ..._ 

(3) APPLICATION OF,PRrvATE INUREMENT. RULE· TOTAX-EX~ 
','; , ~l\iPT H',EAL!H,.. CfRE o'RqA..'IllZATION~ DtS~RiBEQ M .sECTION 

,oOllc)(4).- . '. .". " .. " . , 
, . . (AIlNGENERAL.-Theamtmdment l!lade by subsection. 

" '(bl shall apply'to inurementpccurnng on orafter;June,~O, 
. .'.;,1994:.' '.<'" '....... " ....... ;,.. .. ' ... ','" '. ; , . 

. ';; "'. ' .: ·:,IB) ·BINDING CONTRACTS......:The .. amendment made by '. 
subse~ti6n Ibl·shall not apply to any inureineni occUrring: 

, '," . before Jilly 1: 1996,pursuant.toa. written I contract ~vhich 
· . was. binding' on' June 29. 19.94:?n,d. at all times;thereafter 

. • befqre ~uch inurem~.~to~curred; .. ,,',:: ~',' ..... : '. " .'., .. 
(, 

.SEC. 11403. TREAT!\1E!'iT 'OF. NONPROFIT HEALTH CARE ORGANlZA· 
, ·TIONS. . , ",I • • 

.' ~ 'liil.INSURANCE I>ROvi~EQ'BY.HEALTH MA~'TENANCEORGANJZA'i 

: 'TIO!':!). - Se~ion ..501 f m I (relating ~ocertainorganizations providing . 


,''\' commercial·type insurance 'not exe'mpt from ta.XI! is amended by . 
aading at the endthe' follo\\'ingnewparagraph:·., ., 

· '. "(6) CERTAIN: .ACT.IVTTIES·PROVIDED .;BY HEALTH l\tAINTE.. 
. . SA.~CE· ORGAA1ZATIONS' !'<lOT TREATEDASCOMMERCIAL·n"PE IN·' . ' . .

. ·Sl'RANCE.-For purpOses'of-thissubsectiQn. the;provision of 'or 
"...(,' " .. ;...; . the arranging 'for the provision. of)' medical cli\re on a prepaid 

.. . .:basis by a health maintenance 'organization shall not be treat
.' .. ,<ed'as comrnercial.tj·p~ j~surance iff and onlyiO ,such care is- , •. 

,',' "". ':'(Al car~pr6\;ded by such organization to'its members 
';,' I · at. it's own facilities through health care professionals 'who 

, : . ,,'! <',,' do not provide. substantial 'healthcare'sen.;cesotherthan ;'': ~ " 	 . 
:,",~ ~,. on behalf of such organization,·: " . . . . ". ~ 

,/'., ~(~I care p~o.vi.ded -hy. a,health,care'professional to a 
" ·.member,.of such organization on a 'basis :under which sub· 

":-- .. '." '.;" :staritiallvall·o(thfi risks: of the ,rate'soC utilization is as~ I . 

" ," . . t. 

i .' , :. ~..( ". sU:inedb~·the provider6f:such car'e,'or" . ,:. .".' :,.' .... 
• ,~.' ~ .• ; ; '.:~ 	 . t. ,..,: '. . 

.... , .:J_., : .. ,., 
i~ '. 

• 1 • ." 
1 ' ~ .\ ., 
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, ~(C) care lotHer than pri!11a'!",}:c<irel provided toa mem·. ',; 
berof such organIzation pursuaIlt to a referraL by such or· ," , 
ganization, or , " ' '" ' 
',; :';'(DI emergency care pro\'1ded to a member of'such' or" 
ganization 'at a location ,outside such mem,ber's a'r'~a of res"
'd' " ," " 
1 ence. , ,', ' 
(2) TECHNICAL M.tENDMENTS. - ' " , 


,,' " ,(A) Paragraph (3) of sec~ion ~50nm) is ,amended by" 

'striking subparagraph (B). and by redesignating subpara- ' 


" , " graphs (C), (D), and (E) as subparagraphs (B), (Cl. and (Dl. 

, respectively., '" ' . i /' " 


'(BlParagraph (51 of section 501(m) is'amended by 

striking~paragTaph ,(3)(Er and inserting ~~paragraph 

(3)(D)", , '., ,,' '" ' 


, ' (b)" TREAThlENT. OF PARENT ORGANIZATIONS OF HEALTH CARE " 

,PROVlDERS.-Section509(a) (defining pri\'ate foundation) is amend· 

ed by striking' "and" at :theend 'of pax:agraph(3), by redesignating: 


, ,paragraph (41 as, 'paragTaph (51, and by inserting after:paragrapry 

(3)thefollowing new paragraph: ,', " ,"",' , 


, "(4) an organization which, is organiZedand,operated, for, 

the, benefit of, and 'which ,directly or indirectly controls,: an or· , 


, ganizatlon described in section 1701b)( 1HAHiiil; and~, . 
," tc), CONSUMER' PURCHASING" COOPERATIV'ES ,EXEMPT' FROM 

. ;tAX'~." '1(1)J.N' GE~E~;,-~~b~~ction (c) ~i s~ctiOri5~1 (relating to 
,exemption" from' tax oncorpbrations, cert,81n ,ti:usts,':etc,L is 

,'arriende~ by adding .at the end the folloWing new paragral?h: 
, , ,', ,h(26HA) Any consumer purchasing cooperative described, in , 
, subtitle:, Eof ,title V of the ,Guaranteed Health Insurance Act " 
:of 1994>< ~ '-"l / :', ",'" .," ,"" / ' , ' '",,'" <' .' 

':, ~(BI,~ucl:i:a'cOoper~ti.veshall:n6t:,be ,exemptfro,m tax' pur; '. 
,.5uant to any ,prohsior:f other than this paragr*ph,. ' . '. , , " , 

• ,"!C) Such, a cooperative shall not be exempt from tax ' 
unless..:,...': '.. :'''' ' ,:,.". '.:: :, '; '." '-"'", . 'c' '".\: 

" , ' ...•. .... :~": ',.Mli·' no p~rtofthe net earhingsof.such'cooperative .. / 

" ' .. , ,. . . inures .to,'thebenefit' of any private' shar:eholdef ,or in
, '., .... ,dividual. :;'/., ,:' ,'" ~ " .... '.'" . 

;, '.','" ·'~·"!iil: no:.substaIitial part'of; the' activities of such co'. 
, .', . - ", ' ,~; operative 'is carrying on, propaganda, oroth,eI"\'1se at

",'" tempting, to' influence' legislation f except as otherwise 
,It ", proVided'iit'subsectionlhi),ano' ." ' 

\" ... ',,: 1: ':: ,". ~ <,...~fiiil:such' cooperat,!ve, does not. participate' in .. or 
. 'iriter:Vel1e in.' (including :the j:I1Jblis"hing or distributing 

~". ,'..'" 'oCs'tstements): anypoliticaicampaign on behalf of (or ,l,. 

" . ,', "-, '~inopposition to)ranv candidate for public office." , ,.. , " 
{ , 

'," ' ,','(2) CERTAIN; PRomsioNS APPLICABLE TO ORGANIZATIONS, DE: ': 
",' ".:' ,$CRIIlE[) 'lNSEctION5~lf<::1I3J ';.IADEAPPLICABLETq CONS(j~tER /1 

",' ',,\',.'·Pl!RCHASING'COOPERATJ~~+-Sectlon 50t'js'amended b," rede's .. ' . 

. .', ,:! ' ",: ,,',ignating subsection~, (0' ,as subse~tion, (p' and py inse~jng after' " 


( ,>.w"." : .. ~sub~eC1:ion·fn) dlef{>llowing new subsectiOn! .. ' "" 

", ~,.,,' ,,:, ... MfOl"CERTAINPROVISIONs,MADE.APPLICABLE To' CONSUMER· ',' 


.' , • "'" Pl'RCHASlNG CQQP£RATJYES.~A Consumer: purchasing cooperative· 

'described 'in/subsection :fclf26i .shall be 'treated- " ' ,
. '. ' 

", '" ",:"{li ,as'describ~d in subsection :,1«:: )(31, for.. purpo.ses of apply~ 
, :: :ing'subsection 'hl!lrel?t:ing to. expenditures b)'. public charities 
'" : to infll,lencelegislstion I, se<;'tion' "'955 I relstiQ,g io ta'\:es. ,on po.. 

,:liiical expendit'ures of:section 50 1I~H3l organizations),' and sec· .. .,;' 
'c' ti'on.4~59'frela:ting ,to 'prh·ateinurenlentl. and . ',- . ." .. ,' , .. '~(21as describeo 'in.subsectiorHhu", ).-'. . 

I:'I:',r:or-rnJ'I:' 'DATE,''':':'Theamendmeilts' nUlde bv',i:his section:-' 
the:date ofthe enactmentof this Act: .' 

t - ,~~ ,.~ ._' i' .' 
, \j ." 1, ..

-'., . 

.' 
,f ,,''1'" . 

" .~ 
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,SEC. 11404. TA ..X TRE.H:'v1E:-'"T ,OF T.\"'I..ABLE ORGA!;.1Z.,\TIO:-';S PRO\lD. 

'Ii'o"G HEALTH INSIJRAJ'\"CE A.I'Ii'"D OTHER PREPA'lD HEALTH 
, 'C,utE SER\lCES. ' ' , , " ' 
(a) GENERAL RU:LE.""7Section 831 is amepdedby redesignating' 

f' ; 

subsection Ie), as subseeti9n (d) and ,b~· lnserting a£:ter subsection (b) 
the following new subsection: ,"",',' , ", 
, : "(C)' TREATMENT' OF ORGANrZATIONS PROYIDING HE~TH IN$lJR. 

ANCE AND ,OTHER PREPAID HEALTH CARE SERV1CE$~-' ,", 
'''(1) GENERAL RULE.-Any organizadoh to which :this sub· 

section applies shall be'taxable under this part in the same 
'manner as if it were an insuraneecompanyother thana life 
insuran~e company. . " " <, • \:, • " . 

"(2) ORGANIZATrONS TO WHICH, SUBSECTION APPLIES. '-This 
subsect'ioll'shall apply to any organization~' ' 

, ,'''(A) which is not exempt from taxation under,this sub· 
, . " title:,' ' J' , ," ,'",' ," , ',' ,.', . I 

, , "(B) which' i~ not taxable: as a 'life insurance company 
" : under part I qrthis subchliPter. " 

:, "(C) which is not an organization to which section 833 
.applies, and" " ," , ' ,.' , , " , 
'" 'k<D) the primar-y and predominant business acti ..4ty of 
_which during 'the t8,.'\:able year:consists of 1 or 'more:of ,the 

: 	 following:, " ' , , " " ',' ' 
, '. ~,(i) Issuing ,accident' and health oins,urance cO,n· , 

,tracts or th,e reinsuring of risks ,undertaken by other, 
ins,urance companies under such contracts, " , 

, ' "(ii)Operating as a health, maintenance organiza·
'tion;\ , , :, ;' ",' '~ , , ' , , 

,.'.' 

" " . "(i.iil'Eritering into arrangements underwhich~, ' " 
" ,~m flxed payments or premiums' ,'are received 

", . as' consideration, for the organizatiori'sagreement 
to provir;ie or arrange' for the provision of health 
c;are servjces;regardless of how the health care 
services are- provided or arranged 'to be proviged.
and " " ' , ',:",'" \" " " 

, ' "( In substantially all of :the "riskS' o'f the, rates '" 

I ' , ' ,.ofutiliziltion ,of such services is assumed by the 
" ..... , ,,' ',' " , ',,' " pro\"ider'of- st\ch services. ,," , " ' ' 

'In.the' case of an !organization ";·hich has aS,a material busi· 
,~, : 	 n~ss activity the i~suing of accident ~nd'health in'stir~hce con.' 

'tracts'o'r'the reinsurinifof risks ,undertaken by other insurance, 
companies 'under such' contracts. the adillii:listering of,accident , " , 

and health insurapce 'contracts by such: orgal1iz,ation shall be '" ,.' 
treated ,as' part' ofr such businessaciivit}" for ,purposes of sub~ 
'paragTaphiDHii.": " , "', ,,' 

, I •(bIEFFECTTVE DATE.....:, " , 
,~ (1), .IN GE.."lERAI.:-The amendment made' b~' ,this 'section ( 

shall .apply to ", taXable' )'ears' beginning, after bec~mber, 31. 
1994., .' .,', I' ,; ,'" " , ",. . , ',' • " ' ',. 

, , ' ' " '(21 TRA.~SITIONAL RLTLES: -:-: \ ,,' , 
, ' " :. '-fA) ~ORGAA1ZATiONS TO wHICH, P.ARAGRAPH' APPLIES+- , 

This paragraph shall appl);: to 'any organization to which· 
section"831icl, of the Internal Revenue ,Code, of. 1986 (as ' 
added by, su~se.ction ;(a')~appl~es for, such' ?rganizatlon) 

,( , 	

" first taxable year,oegmhmg after December 31,' 1994;, ex· -, ' 

"cept that this "paragTaph, shall not' apply if-- . . ", ' '. 
«, ' ':'; , ,HI such organization treated' itself as an insurance' 

,', , company 'taxable" tinder, pan, II "of ~;ubchapter, L of,- i.:::' " . 
, chapter 1; of such Code on its original Federal inconfe 
'tS>;, refurn for .its taxable year beginning in 1992 and 

" ' 

; ,'" ,. '~lfor. all,' of:;its ,t8...':.able '_yeats th~reatler. beginning "pefore . 
'I', .,·JaI)uarylt(1995~.or·:~. '". , .... :: ..., .' ,+" ',. 

, " , , ,-(iiI su~h organization ,\~:ase,xempt Jrom tax under " .... ~ . \ ',; cha'pter FofsllchCode for ?uch organization:s last'taX" 
able year,oeginn~'ri.g bef<~re January 1. 1995. ' 

:,., ~ , ,- , "" . .1' '. ··1· . , . . .:'...) '-, 

" ,;. • • ',.{" :', <\' 

, 1 


, 	 'I . ';." 
I, 
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rEr TR'EAT:\IE",-t OF CURRE)''TLY T'.-\"X.~LE COl\IPA."'IES.~ " 
Inthecase of any oq~ariizabon to which this para'graph 
applies- . ' ", .' : ,', ',',' I,' , ' 

Ii) the' amendments made bv this section shall be " 
treated as a change ih the methdd.of accounting, and, ' 

:,' (ii)' all adjustments required' to be , taken into' ac· , 
, count under section 481 of the' Internal Revenue Code' 

of 1986 shall be takfm.into account for such company's 
:.fit;'st taxable year beginning. after December ,31, 1994. / 

SEC: 11405. ORGANIZATIONS SUBJECT,TO SECTION 833. , ' ' , " 
" "(a) ,IN GENERAL:-Section '833(c)'(relating to organization to 
which section applies)' is amended by adding a,t the end the ',follow., 

, ,,' ing, new paragraph:, ;, ' ,,' '" 
, " '~(4) TREATMENTiAS EXISTING BLUE CROSS OR BLUE SHIELD, 
'ORGANIZATION.-. '," " " : " • ' " , 

. ,. '"(A) IN GEN'ERAL.-":Paragrap~ !(2) shall be applied to 
anorganizatiori'deseribed in subparagraph rE) as if, it were ' 
a Blue Cross or Blue Shield,organiiation. ) " 
" "(B) APPLICABLE' ORGANIZATION....;..An organization is 

desCribed in this subparagraph, if it.....: ',' ,,' , ' 
, " -(ij is organized under", and governed by" State 

.' .la~s which are specifically and, exclusively,applicable ' 
to not:for.profit' health insurance or 'health:service 

,tY,pe organizations. and . , ' 
, " "(HUs not a Blue ,Cross or Blue Shield f.')rganiza· 


" '" tion or health maintenance organization:"" ' 

I;. 

" (b) ~FFECTIVE DATE.-The amendment made .by, this section 

sh~lapply tot'axable years beginning mer December'31, 1986. " 
sEC.i1406. TAX EXEMPTION FOR HIGH.RISK INSURANCE POOLS. :'" 

(a) IN GENERAL0.:.... Subsection (c) of' section 501 ,(relating to list 
,. of exempt organizations) is amended by adding at the, end theJol. 

';1' lowing new paragraph:, ~' , ' , , ' , ',' " 
'" ' 

'" "(27) In the case oftaxableyeais beginning. before .January: ' 
: '1. 1998. any ,corporation. 'asSQc~ation. or similar legal entity 
. which, i~ created' by!' any,. State or ',political s~ubdiVision thereof 

, '<to establish;'srisk pool to ,provide health insurance coverage to ' , 

" , "any person, unable to obtain health insurance coverage in:, the 


• • ~I , private, insurance market because of ,health conditions andnb , 
partof,the net ,eapiings of which inures to :the' benefit of any> 

,pt:"ivateshareholder, member.or,individQal.:" ,,:i", ' , 
" , " (bl EFFECTIVE 'DATE.-;The amendment made ,by subsection (a) , ".~ " 

"', sha.ll.aPI'Iy.to taxable ye'ar~..be,gin~ing after De~ember 3~. 1989.', ,', 

,Subtitle·' E-Treatinent-'" of';, Accelerated " 
I , ,'Death ' Benefits"'Under',:~,:Life Insurance'" 

'"Contracts ,':>;,:~' ' J" ;', 

:""":; SE~. ',~isoi'. T~:;REATMENT OF 'ACCEL~~TEO I)EATH , BENEFITS',' !, 

, " ' , '"UNDER LIFE INSU,RANCE CONTRACTS. ,_' " , " 
". (a) GENERAL RtrI.E;';Section10l'lrelatingto certain d~ath ben· 

, ' ''\'' ' efit~' '~~ ,amended, by ,aarling at' the ,end, the Jollo\\'ing ,new sub· 
t ,1.. ,sectIon.. '..... ' .' '" ::.. ., ' .'. 

" ' , " .. ':, ~(g) TREATMENT OF, CERTAIN ACCELERATED DEATH BENEFITS:
: " " ~(1) , ~'GENERAL. -For purposes' 'of ,this ' section." any'

'." -. 
' .. " ,.amount-receivedundera·,life insurance contract on the life of,

" '.. ,~' " 

:'anl. in'sured whoisa .terminallv ill Illdividual shall be treated ' " "', 
-: 1, (,: .... as an amount')$id'by reason or thedeat~ of su~h 'in~ured. '" ,', , 


..(2)NECESSARYICONDITrONS.::.... " ", " ' . 

. ,'\' .<,::.,,', M(ALIN.GENERAL. ...:...Paragraph (lJshalFnot 'apply to : 


; "an\' amountreceived unless:':" ,,',.' , ' " .. " " " ' ' 

" ~: /(:\';':(il ,thel'tot~l amountreceived)s ~otless than the 


" ': prese.nt valueidetermin~d under subparagraph (BH, of 

~" .'';-, '. the reduction in the dea~h benefit otherwise paj ..able 

: ih the eve'nt 'of the ,deathdf the insureQ, and' .',',' 
t, 

. ,.,. _.' • t. .' -, -, • I' 

",,':' " ~< .~., ~ :, . ( ". ,.' 
,', 

" , 

.\. ' , . ", .' 
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"(iil :bepercentage r~duction b~' reason of the dis· 
. '. tributlon in the cash. surrender "alue of the COntract 
.do~s not exceed 'ihe" percentage reduction by reason of' 
such distribution.·in the death benefit payable under, 

_ the.contrz.ct.·. . ' .... .' ' 
For purposes cif;this subparagraph, any. amount reXerred to 
in paragraph (1) .that is:received as a .loan' OJ.:' Hen shall be." 

. treated as· a'reduction. at the tim~ of receipt, in the' death' 
benefit or the tash surrender' value. ,to the extent.that the. 
death benefit cir cash sUrrender value. respectively, are!en , .
cilmbered (or can become: enCumbered) by the amount of 

.such loan or lierdor amounts related thereto). ..' 
, -:(B) DETERMINATION' OF PRESENT .VALuE.":"The present 

value, of a reduction inthe·.death)enefit shalljbe, deter
mined'by- '. " '. , , 

"j'.' .. '. "(i) using' a' discount rate not to exceed the highest 
rate s~t fort1rin subparagraph (C), and . . .' 

,r. '~(ii) assum~ng that .the death. ben!=fit (or the por-. 
tion thereofl·would have ,been paid on the date which . 
is 12 nionths after' the date of the certification referred 

. to in. paragraph (S,: ,. . ......., ) : 
"'C) RAT~S.-The rates set· forth in this subparagraph· 

are the following: ..... . 
"(i) the'90-day Treasury bill yield, . .' 

" 

. "(ii) the rate described as Moody's' Corporate Bond.. 
Yield .Average-Monthly Average Corporates,' as pub· 

. '" lishedbY Moody's Investors· Service, Inc., ot anysuc- '. " 
1" , ,:.cessor.,· thereto, J()r the ~alendar month ending} 

months before the date on which :therate is deter· 
.' '\' ". , mined. ana: .,'. "< ;.'. . '. , 

. -(iii) the .:rate used to, compute 'the cash surrender. • ,o' 

.values ,under th( contract during the applicable period '.' . 
plus l.percent·per annum.. '.! '. ' . .... . ".' 

.' :-m.,LIENS.;-To the extent .~ 'lien 'is imposed again'st· . 
the death benefit in' connection ,vith the distribution, the 

.• , rate of.any,int'erest charged mav' not exceed .the hlghest. .. 
. , rate set forth·.in subparagraph Ie). and such lien may not. '. 

'e1!cumber 1 the cash surrende.r"·aluesuch' that the percent- ' 
~., .' age amount ,of the, c~sh ·surrender \'alue that is encum
.~: .. beied e.xceeds.the percentage 'amount of the death benefit 

~' " 

, .'~,: ' , ";': ,that,js··enbtinlbered..~:' -: :' ' .. ' . :' .,':~ ~ '\ 

, .: >,':" :"S)-TERl\IINALLV;' ·.h.1'.INDIV10UAL.':':':'For:/'purposes or this 
.~:subsection. the 'term "terrriinalh' ill'iridi\'idual' means an indio 

"", ..: :yidual \\oho the. insurer.has determ~ned'.afterreceipt:ofan: .ac· . 
, . "ceptable certification .b\· a licensed phvsician. has an illness ot 

I' . " .',' physical' condition .:whlch js reasonably'exp~cted to result .il} 
'. .' . death within 12' months after the date of certification. '. . '.' . . .' 

'" .·~f4'r 'EXCEPrION FOR. BUSlNESS,RELATEO' POLICIES.-'This"....>· 
,'," "'. ..' ~ubsectloni shall 'no~ appl~:in.. the case of any amount paid to ' 

. :':'.' .any taxpayer other th~n the insured, if such taxpayer ha's an, . I 
., " ',,-, " insurable interest with respect to the life of th'e insured bv rea· " 

. :'. "..Son of theinsuredbeinli(adirector, officer, or, employee'of the 
:'. " .' taxpayer or by reason of:.the· insured, ·being financially;inter

. '(" .,esteo in an)~ trade:or business"~arried on 'Q), .the taxpayer.~ . 
':fb,EFFECTrli·EDATE. .!... .... . \. ..• ' , , 

~:",.A,; , ,.( l' IN:GENERAl!. -;-Exceptas proVided:in paragraph (2 I,. :the . 
,.' '.','amendn.lentmade·bysubsection Ca) shall applytd amountsre" " 

.~ (- ' 'J.' cei.ved after the date of the ena~tmen'tof this Act..... :... '.' '.' 
,',.' ... ~: ..: .',',(2.1 DELAY t:S .APP~ICATIOl\:OF DISCOU~"'INGRULES;~Clause· 

.,,' . - iit of section 101 fgH2l1AI of the InternaL Revenue Code of 1986 
";" ",:::.~. I.a,s 'added by this section, shall '1!otapply .to any ampunt reo 

;";·;~·~··;ti;,::cei\-;ed before;lanuarv L1995:, ~ \' ,:.': / ..... .,' ..... ,. 
,: ..:':.~;~:i~ii'\?c\~;\.'JSI~ ISSUA.~CE'iOF ::~IDER/"~6T,TR,EAT~D' .AS ,MATERlAL" 

. :.;·:.,<:::·:CHA.~GE.~for purposes.oC,applymg sections lOl!fl, 7102.-and 
", :: :::<'.~~t:::7702A' of the Ii:it~rnal 'Re";'enue 'Code of ·1986 to any contract,' 

. ..... "~ ;';,;~.'·t.he '.issuance :of. :a..;qualified ,"accelerated deathbenefit rider. (as 

;"ii\,~f~~~;~~""/' ., , ". ".' . 
, ,'!, 

I 
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