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o . o (3 for beneﬁts furmshed by licensed” or cemﬁed prov1ders o
’ o _on comphance with conditions which are in addition to those -
Cy, o required for licensure or certification under State law:
. {4) for nursmg facxhn senxces uf covered under the' pohcv) o )
only— . Co
L L ""{A) to care prov1ded in facxhnes Wthh prowde a spem- .
. ; ﬁed level of care; or , g
C ‘ » {B) to care provaded in fac1lxt1es which - prowde for 24.
‘hour ‘or other nursing care not requxred m order t0. be h- .
~-censed by the State; or . A .
(5) for benefits on the contmued pa)ment of premiums .-
CoL e ~ during periods when long-term’ care is being received and for R
- ;" .. . which claims under the policy are being filed: .~ * :'" :
. T2, (c) HOME AND COMMUNITY CARE SERVICES.— - SR
S+ .- {1) SERVICES INCLUDED. —Home and community care serv-
T " ices under a long-term care insurance policy shall include—. -
: i (A) home-based services’ {described in paragraph (2))
v+ which are provided in a place of résidence used as the indi-
¢ vidual's home (or, in the case of services described in sub-
paragraphs (C), (F), and (G) of " that paragraph, which- may |
. be provided outside the individual's residence), and . - . .
L AB)- commumt) -based serwces descnbed in paragraph PR
(3.

R 3} HOMI-: BASED' SERVICES. - The home based semces de~ :
. o S scmbed m this. paragraph are as follows: .
S S - (A) Niirsing ‘care prov1ded by or under the supemsmn
' ' L of a regzstered professional nurse. k
o ... " (ByServices of a’ homemaker/ home health aide who
P . . has’ successfully completed a training and competency
n - .evaluation program that meets minimum standards estab.
lished by the Secretary under section 1891(3)(3)(D) of the |

. ;' Social Security Act. - S
- ...~ 7 - :(C) Personal assistance ‘services- furmshed by’an mch- i

* vidual who has-successfully completed a training and com- * -
- ' petency evaluation program.that meets minimum stand o
RIS ards established by the Secretary. : T
R (D)"Medical social -services. :
. .« .(E) Physical, occupatxonal or respxratorv therapy or
S A 'speech Iang'uage pathology. S
S e (F)" Medical - supplies {other “than drugs ‘and.
R A blologmals) assistive technologles, and equipment that as-‘ )
A .+ sist in the performance. of activities of daily living. N
e (GY Patient-and caregiver-(including famﬂ} caregiver)
IS ©% éducation and training to’ develop skills necessary to- per-
< mit the individual to‘remain in the Home setting. . -
. o s -{H).Such other -home- based 1tems and semces as the :
: . A ‘Secretan may dpprove.. -’ ~
K SRR L) COMMUNITY-BASED ssnvrces —The commumt) based' .
S servxces described in this parag'raph are.as follows: . -
) - | (A) Adult day care services provlded by an adult day*.
;care program that meets ‘minimum standards (in¢luding. ™
-‘the provision of at least ‘1 meal a day and the prowsxon of
. ., - 7. necessary transportationi-established by the Secretary.
S esosi. o o (B In the.case of individuals with chronic mental ill-°
T e ness, day tréatment or other pama] Kospitalization: serv- -
o TUs oy D07 dces, psychosocial rehabilitation services, and clinic. serv- -
C - ices (whether or not fumlshed ina facxht}v but only - inso--
..far as: such services are equwalent to services described in’
subparagraph (A) and do not include individual therapy.”
Lo s o - Gy Such other commumtv based items and semces as:
_ A the Secretary -may approve. . :
Lol T i4) LIMITATIONS. ON com;mows =If & long term care in-
E : jf-f : surance policy provides beneﬁts for home and community care '
serv1ces, the pohcw—' S N
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{A) may not Imut ::uCI" benef‘us 10 sernces prox 1ded by
registered nurses, licensed practical nurses. occapamonal

S ph\'su:al or speech’ therapists, or social workers: X
" {B).may not require benefits for such services o be
prowded by a nurse or therapist that can be provided by
a home health aide or licensed or certified home care work-

¢

txt‘zcatxon, :
(C) may not. limit such benefits to services promded by

_the Social Security Act;
PR " .care’in a facility if home and community care services
T were not provided, or (i) by requiring that the’ pohcx holder
" services. are covered; and '

. éemces ‘and community- based services.
(d) NURSING FACILITY SERVICES.— . -

1ong term care insurance policy shall include the following:
TS ‘ofa registered proféssional nurse:

such nursing care.
(C) Physical, occupatxonal or respzratory theraPY, or

B - . .+ speech- language pathology, furnished by the. facility or by
< . .. . ... others under arrangements with them made by the. facxl S

R | S PR
el (D) Medlcal socxal semces

Weqmpment furnished for use in the facility: as are ordi-

v .00 of residents. -
' 2 dE) Medxcal semces prowded b\ an intern or resxdent—
- in- trammg of & hospxtal with which the facility has in ef’
. .- .. fect a. transfer agreement (meeting the requirements of *
Coi .7 o section 1861(1) of the So¢ial Security ‘Act). under a'teaching
=" . program. of such hospital approved as provided in the last -
"7 r.- - sentence of ‘section 1861(b) of such -Act, and other diag-.
' - nostic or therapeutic services prended b*. a. hosp1ta1 with.
" which the facility-has such‘an agreement in effect.

: reszdents as are generally’ provided by nursing facilities.
. (2) MINIMUM: DURATION:—If a long-term care insurance
pohcx provides benefits: for nursmg faczhtv serﬂces the pohcy
. shall prowde— Lo
s . (AT -such. beneﬁts with respect o all nursmg fac11;t1es
<asd def’med In’ sectlon 1919(8) of the, Soc1al Secur1tv~Act
an

L R T e <B) not 1ess than -365. da\s of sueh beneﬁts mth re

S Spect to-all: such nursing fac111t1es

" i+ 07 "SECi10123. PROHIBITION OF DISCRIMINATION. +- . .~ . ° ‘;.:U*;

“A.long- term care insurance policy may :not treat beneﬁts under
+.the ‘policy’ for an.individual with Alzheimer's- disease, with any re:
-« lated progressive degenerative dementia of an’ organic origin, w 1th
" any 'mental-disorder of ‘a demonstrable organic origin, or with HIV -

d;sease differently from. benefits for an.individual having-another.’
,medlcal condition for !which ‘beneéfits . may be made available. For
‘purposes. of the- prewous sentence, the term “HIV disease” means-
1nfection with - “the” human ,immunodeficiency virus, dand’ includes
any condmon ansmg from acquxred immune deficiency: sy ndrome

SEC"‘JVOI'M LIMITATI{)N ON. USE OF PREE.\ISTING CONDITION LIMITS

. er_acting within the scope of the worker 3 11censure or cer--

' ‘agencies or providers certﬂied under title XVIII- or. XIX of

(E) must provide not Iess than 365 da)s of home- based-

{1} TYPES OF SERVICES. —Nursing fac1htv services under am
© o0 ¢ 7 {ANursing care provided by or under: the supervision

IR (B) Bed and board in connecuon with the furmshmg of'"‘\'

L " LT By Such 'drugs, bxologncals' supphes, apphances. and‘ ‘

S T . . narily furmshed by such facxht;. for the care and treatment‘ '

: [
(G Such other services necessary to the health of the

A

o o "(D) may not liniit or e{clude beneﬁts for such servxces;
e (M by requiring that the pohr:}holder would need- nursing

e

£
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(1) IN" GENERAL. Subjec' to: para raph (2), a long-term
. careinsurance policy may not "exclude or condition beneﬁts
‘based on a medical condition for which the policy holder re- .
. ceived treatment or was othem ise: dlacrnosed before the date of -
“issuance of the policy. - -
, (2) 6-MONTH LIMIT. —A Iong rerm care’ insurance policy may
exclude benefits under a policy, during .its first 6 months,
* based on a condition for which the policyholder received treat--
- ment ‘or was otherwise diagnosed dunng the 6 months before
. the policy became effective.
B ¢:9] REFERENCE TO MEDICAL" DOCUMENTATION REQUIRE-
- MENT.—For provision requiring medical documentation for ‘in- .
dividuals 75 years or age or older at the time of pohcy issu- -
" ance, see section 10147.. -
(b) REPLACEMENT PoOLICIES.—If a 1ong term care insurance pol-
icy. replaces another long-term care insurarce policy, the replacing
policy shall waive any time periods (including.'waiting periods,
elimination periods, and probationary periods) applicable to. pre-
existing conditions in .the new policy for 'similar benefits to the ex-.
‘tent such time was spent under the original policy. , -

" ', SEC. 10125. USE:OF FUNCTIONAL ASSESSMENT. e

(a) IN GENERAL.—If 'a-long-term .care insurance’ pohcy lmuts '
the eligibility for, or Jevel of, benefits, the policy— - '
: (1) shall specify that eligibility for, and the level of, bene—
fits ‘available. under:. .the policy-based .on a funcmonal assess- .
.ment (described in subsection (c)); and
(2) shall specify the level (or levels) of physmal cogmtwe

" or mental impairment required under such’ '‘an’ assessment to

. obtain benefits-under the policy.. ,
- {b) CONDUCT OF: ASSESSMENT Such assessmem may not be

g conducted by an individual —

{1) who has adirect or mdlrect ownershlp or control inter-
est in the carrier-issuing the policy or an. entity that provides
- seryices for which benefits are available. under the long-term -

‘care insurance policy, or

* {2) who has.a direct or md:rect aﬁihatxon or relanonshxp

. with such a carrier or entity if there is-a financial incentive

.. that'is related ‘to.the results of the assessment determination. -

" (c) "UNTFORM ASSESSMENT’ INSTRUME\'T AND- UNIFORM Fon -
MULAS —Not later than July 1; 1995— - -
(1)'the funcuonal assessment referred to in subsectlon (a) .

(A) be’ based on a professmnal assessment of the pol-

k 'l‘ ‘ ) “icyholder's physical, cognitive, and mental “abilities, and

{B) be conducted, in accordance with a standard, repro-

ducible, uniform. assessment instrument and methodo ogy . -

‘designated by the Secretary: and - - -

{2 benefits shall be determined in. accordance with an eli-
g'lblht\’ formula. spemﬁed in the Standards and based on the'
‘assessment described in paragraph (1).- s )
<d» -APPEALS PROCESS.— Each.long- -term care insurance pohc}

shall pro\nde for an appeals process, meeting the Standards, forin-

" dividuals ‘who dispute the results of an asséssment. conducted
- under this section, including any determination of. ehg'xblhz) level
. -of functional .impairment, or level of: beneﬁts

'SEC. 10126.: REQUIRE\GEWS FOR, PRE\QIUMS

“ta) INITIAL ISSUANCE. =The’ premiums charged f‘or the ‘initial i 1s~, R

' suance of a-long-terni care insurance -policy. shall be estabhshed in -

accordance with a system that ensures that premiums— :
‘ (1) accurately reflect the true:lifetime cost.of the- polxcxes, .
().n order to minimize premium rate increases); o .

E .'; » t2) are fully; supported by ‘an actuarial memorandum; and °

A8Y utilize Iapse rates (in aceordance thh a table specxﬁed o

dn the standards). & - - i

|b; RENEWA.LS —-Except as provxded in subsecuon €)=
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A : CL 1) I\' GE\ERAL The Standards shall provlde linits .on
oo the increases in premiums that are ailowable at the time of re-

L - . newal. Such Standards shall be at least as stringent as the
limitations contamed inthe succeedmg paragraphs of this sub

SECUOD N

. (2) PROHIBI’I‘ION ON E\CREASES IN FIRST 4, YEA.RS —No ‘in-
. crease in premiums shall be granted dunng the ﬁrst 4 vears'
- of a policy’s duration. A
(3) REQUIREMENTS FOR CERTA.IN PREMIUM II\CRE.ASES FOR
INDIVIDUALS UNDER: AGE 70.—In ‘the case of .a policyholder or
- certificateholder. of a long-term care msurance policy who is :
under the age of 70, & proposed premium-increase for renewal.
o of the policy that would result either—- .
S © .. 7 {A)in the premium ‘e\ceedmg tmce the or1gmal pre-'j'
o - ‘mium-amount, or . - . : ‘
I : L “{B)in a premlum increase, over any 4. -year penod ex- -
"‘ Lo ‘ceeding 25 percent of the premmm in: effect at; the begln- T
Tl ning of such period, . . - v .
“‘ : shall not be granted.” . ' B :
: o e (4) ' REQUIREMENTS FOR PREMIUM INCREASES ‘FOR" INDrVID -
o L - VUALS BETWEEN: 70.AND 80' YEARS OF AGE.—In the case of a pol- .
T -+ - ievholder or cen1ﬁcateh01der of a.long-téerm care insurance pol-. -
. " icy who is at least 70-.vears of age but under the ‘age of 80, no - R
R pmposed premmm increase for renewal of the policy shall ‘be’ :
" ‘granted if the proposed premium increase would result in a -
prémium ‘increase, over any 5-year period, exceeding 15 per-
:-cent of the premium in"effect: at the beginning of the period.
(5) PROHIBITION ‘ON .PREMIUM [NCREASES FOR H\IDIVIDUALS - .
., 80 YEARS.OF AGE OR OLDER.-In the ca%e of a pohcvholder or ;o
, - . "’certificate holder of a. long:term care insurance policy whois'80 - .
: oo .» | - vears'of age or older the premxums for such pohcy may not. be -
SE increased. o
C o (¢) SPECIAL. RULES IV CASE OF INFLATION PROTECTION. —In the
. o .. -case of a policy that includes inflation protection benefits, the re-

LN

- quirements of subsection (b) shall not apply to any proposed or ex-
, pected premium increases’if the increases are consistent-with the
_+ . increases .attributable to such -inflation: protection .as ‘scheduled
Lo ~. % .within the policy and were contamed in the outlme of coverage re-
L D .. quired under ‘section 10138(bv(91 y . . A
} ' SEC. 10127. INFLATION PROTECTION. wot L
Lo A REQUIREMENT TO ‘OFFER. -An insurer- offenng for sa]e any ©
. long term ‘care .insurance policy shall afford ‘the purchaser the op-.
- ... ’rtion-to obtain coverage: under such pohcv of annual’ increases in*
A Co s s beneﬁts {upon payment of 1ncreased premxums) at rates in accord
. . .., ance with subsection {(b).". o
R " b RATE-INCREASE IN. Bs\raprrs For purposes of subsection
- ta), the benefits under a-policy for each vear shall be increased by ~
.a percentage ‘of the full value of benefits Under the.policy for the. -
prevmus year, which shall be not.less than 5 percent.of such.valie -
‘tor -such other rate of increase as.may ‘be determined by the Sec-
retarv to-be adequate to offset increases in the costs of long-term’
' care services for which coverage is provided under the policy). -
.. ie»REQUIREMENT OF WRITTEN REJECTION. - Inflation .protection
o *"_. .7 in accordance with subsection(b) may be excluded.from the cov-
. v .70~ -erage under a policy only if. the insured individual (or; if different, .
L - . the person respon51b1e or payment of premmmSJ has reJected in:

N \xntmg the option to obtain such coverage LT e S ‘ L,
‘a7 a-0 7 SEC.10128. NONFORFEITURE.. - - RN
s Tl A IN GENERAL.—Each’ long -tefm ‘care msurance pohc; ‘shall =
e ‘"'provide that if the policy lapses after the.policy has beerin .effect .
T - for.at least 3 vears; the policy will provide without payment of any <.
v i-. additional” premiums. benefits equal ‘to, a .percentage’ tspemﬁed P
} under the Standards: ‘of the benefits othermse available at term.
“. . ib) STANDARDS: — The Standards may provide that the percent:
‘dge under subsection.(a) must: increase based upon the penod of ’
ﬂtune in w hxch the pohq was. m effect . A .

L
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' .. $EC.10129. DESIGNATION OF REPRESE\T-\TWES

ance policy — -
\ . (1) at the time of issuance of the pohcv shall reqmre the
' applicant or policyholder either— :
- (A) to . desxgnate not miore’ than 3 represemam es
- - Whom the carrier shall notify in the event that the policy-.
. " holder fails to pay premiums, or
.. 7. . (B to-provide a written waiver (51gned “and. dated by
F the -applicant or pohcyholder) of the nght o make suc
- - designation; and -
R P : " (2), shall permit the. pohcyholder to make or alter such a
‘ S ‘ desagxlzatmn nct less frequently than annually\at the nme of re-
' ‘ s newa
Lo - (b) NO LEGAL. OBLIGATION TO PAY PREMIUMS —An mdmdual ‘
'A des;gnated as a representative - under subsection (a) is not ‘under
+ .any legal obligation to pay for premxums or to otherw:se act in the
- . event of a notification under this secnon ,

.. .n .7 . SEC.10130. 1SSUANCE, RENEWAL AND CANCELLATION. =
o " ™. . (a).IN GENERAL/~No long-term care insurance policy may be
o : canceled or nonrenewed for any reason other than nonpayment of
L ‘premium’ (subject to- subsection td) and any nonforfeiture r1ghts
“ v . under section.10128) or fraud or matenal mxsrepresentauon <sub
Soor e Ject to section 10145(¢)). :
‘ {(b) CON’I‘INUATION AND Corwansrou RIGH’I‘S FOR GROUP Pou
CIES.~— - v
o O IN GENERAL Each group long term’ care insurance pol
‘. ro . . .. icy shall provide covered individuals with a basis for contlnu-
e - ation or conversion in accordance with this sibsection.
(2) BASIS FOR CONTINUATION.—For purposes of paragraph
(1, a policy prcmdes a basis for continuation of covéerage if the -
© policy maintains coverage under the exxstmg group - pohcy
.. .. .. . when such coverage would otherwise terminate and which is
<o subjeet only to the continued-timely payment-of prenuum when -
. ... due. A group policy. which restricts provision of benefits and .

. © - . .7 ta) IN GENERAL. The carrier 1ssmng a Eong ter*n care’ msur- g

. -sérvices to or.contains incentives to use certain providers or fa- . -
cilities, may provide continuation. benefits which are substan-

- ‘tially equivalent to the benefits of the existing group policy.

 13) BASIS-FOR. CONVERSION.— For purposes of paragraph (1), = -

. a policy provides a basis for converswn of coverage 1f the pohcv
, entitles each individual—_. . - -,

.. erwise be terminated for any reason; and
Lt e (B)Y who has been continuously insured under the pol
: Y ,1cv {or group policy.-which was repiaced) for. at least 6
N © ' .. months before the date of the termination:
S to issuance ‘of & pohcy prowdmg«beneﬁts identical to, substan«
R " tially equivalent to, or in excess of, .those of the pohc} bemg
S N A ’termmated thhout ‘évidence of insurability.
Lol L 7 44) - GUIDELINES: -FOR - DETERMINATION OF SUBSTANTIAL
T SR ‘*EQU\‘VALENCE = For ‘the purpose of determining whether bene-

- . 7o paragraphs (2)-or (3); the .Secretary shall establish <3rmdehr.ces

! ., 77 for comparing long-term care insurance policies. ..

oo weemesn o o (5) GROUP -REPLACEMENT. OF POLICIES.—If a .group long
L . “term care ‘insurance. policy: is replaced by another long-term

- care insurance policy purchased by the same policyholder, ‘the

- succeeding’ carrier 'shall offer coverage to all pérsons covered

“under the old group policy on its.date of termination. Coverage

 for preexisting. conditions that- would have been covered under
the group policy being replaced. - :

“:.{6). PREMIUMS FOR REPLACEMEW ‘OR comnsxou —In the
case of a converted policy or a _replacement policy issued by the
~same- ‘carrier that had xssued a: prevmus policy and- xssued to,
the same ,group or 1ts successor, or 1ssued to any 1nd1v1dual

Tt ST

i

oo v fits under’ such -policies are substantially ‘equivalent under -

_.under the- new group’ policy shall ‘not result in any exclusion -

1

-+ (A) whose coverage. under the grcup pohcy would oth-~ E P
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... ... .. covered bv the previous group pohcv the prenuum shall be cal
.o+ .., culated on'the basis of the instred's age at the inception.of cov-
‘ : . eragé under the. earliest previous policy which. became . the
- - basis for the converted or replaced policy iri the case of benefits
o which are the same as beneﬁts that were provmed under any ‘-
: earlier policy.
"(¢) GUARANTEED ISSUANCE -
Lol . (1) IN GENERAL.—-A carrier that ‘sells. or issues long term .
R . " care insurance policies.shall guarantee that such’ policies shall -«
' * be sold or issued to.an individual if such individual ‘meets the
- minimum medical underwriting requirements of-such policy as-
established in compliance mth an. age ratmg formula estab -
lished by the Sectetary. - : 2
- {2) PoLicY UPGRADES. = - ‘ :
B ] (A) . CURRENT POLICIES. —Each long term care insur: |
. - v .. ance policy in effect as of the effective date of the Stand'
R ards ‘established under section 10102 shall permit the pol-
icvholder to purchase a policy that meets all such stand:
o - o . ards and.the carrier shall directly inform each such policy-
N ~ holder of the right to purchase an upgraded pohcv under_»
‘ - o thxs paragraph. ' °, . S _ .
S (B) FUTURE UPGRADES.— ~ .. . v :
Con " {1) IN, GENERAL. -If a carrxer of a long-term- care. )
. . insurance’ ‘policy provides for the issuance of policies
7 +.with benefits that are greater than the benefits pre- .
oy kusly provxded under such policies, the policyholder
o . of a'long- term care insurance policy previously issued. .
.- [ by that carrier and still in force has the right to pur-
P chase a pohcv that provides for such upgraded benefits -
"~ .. and the carrier shall directly.inform each such policy- -~ .
© - [ holder of the ‘existence of such an upgraded policy and - /-
*.the right to purchase an upgraded pohcy under thlS‘

- . . paragraph.
: 2 S £ 1) Lmrm’rxov —Clause 1) shall ‘not appb to a -
- A policyholder who is eligible ior was eligible at any time-

.". within the previous 3 months) for benefits under the
. S ~ L - 7. - long-térm care insurance policy. &
Con T e “(€) LIMITATION, ON-'MEDICAL UNDERWRITING OF UP. <
oo GRADED POLICIES ~REQUIRED UNDER . FEDERAL OR STATE" -

“ow o LAW.—With respect to a-policy ‘that’ offers upgraded bene: =~ <.
- - . fits in accordance with a new Federal or gtate require- . -
ce L ‘.ment, the carrier issuing the. ;x)hcjr may not impose addi-
S P txonal medical underwmmg criteria, except that— " A
s T Ty ... .-1i) the carrier may‘utilize’an age rate for such pol
LT ey _based on the formula estabhshed by the Secretary
N TR ' under subsection (¢)(1),and © -7 ‘
" (i) the carrier mdy impose’ addxtxonal medxcal un-‘ .
P S T derwntmg criteria in relanon to benefits to the extent” . |

o .4+ .7 .y ..+t they were.not:included in the.previously issued policy." .

N T T ~{Dy.LIMITATION ON MEDICAL UNDERWRITING ON OTHER "
<. 0 . s.-l3"e . UPGRADED -POLICIES.—With respect to an ‘upgraded long- "
S U j, term care insurance policy that offers’ benefits that are
IR greater than the benefits required under Federal or, State '
T P , requlremems, the carrier issuing the pohcv” E ‘

Come N T T e {i)-except ‘as provided in clause (ii), may not im-

L v DN pose additional. medical ‘uniderwriting criteria in rela-. -

{ tion ‘to benefits that are.the same as the ‘benefits
- under the .previously. issued policy and the' premiums "/
- +charged with respect to such benefits- _may - not be ;

.- greater than the premiums charged with respect to
' .~ such benefits under the.previously issued policy, but | -
{in may ‘impose .additional medical underwrmng‘f ‘
.+ -criteria in cases where the State insurance commis-..
B ,'.sxoner determmes that the absence of such underwrit: -
,;mg would result in adverse selectxon of msured risks.
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Et APPRO&AL OF-HIGHER PRE\HL MS REQLIRED —-In ghe
~ case of a carrier that intends to offér upgraded policies at
, premiums that are ‘higher than the premiums charged for-

b - .. their existing policies, such carmer must have such hlaher
o ‘premiums approved through the. process, specxfied in sec-
© tion 10164.

: (F) CREDIT TOWARD NONFORFEITURE BENEFIT. -In the
case that a policy. is replaced with an upgraded policy, the
upgraded policy shall provide for credit designed to assure

. retention of a policyholder's equity, according to & formula

L ©.. n.. . 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 camer :
'td) EFFECT OF INCAPACITATION. — ~ °
{1) IN GENERAL.~Except as. prowded in ga.ragraph (2) a
' long-term care insurance pohcv may -not be  canceled for-
, nonpayment if the policy holder is determined. by a long-term
'+ - ‘care provider, physician -or other health care provider, inde-

.77 7. mentally; or physically incapacitated..
- (2) PERMITTED CANCELLATION.—A long- term care insurance -
xpohcy ma} be canceled under paragraph l) for nonpaxment ,.
) (A) the penod of such nonpa) ment is in e\cess of 30
- days; and :
‘ (B) notlce of intent to cancel” and right of reinstate-
_ ment under paragraph (3)) is received by all. de51gnated
e . representatives of the policyholder after the expiration of -
.+ _-.i. . ‘the period specified in subparagraph (A) and not less than
' o © 80 days- ‘prior to’ 'such cancellation. =~
. 3 REINSTATEMEW —If a long-term care insurance polm}
L 1s canceled for nonpavment under ‘this ‘subsection, the policy .
S ‘may be reinstated without any loss in the policyholder's equity =
<< = .. for purposes of a nonforfeiture benefit if the policyholder pays -
e 3 - all premiums owing within a period (specified in the standards
and of not Iess than 6 rnonths) after’ the date of the cancelia« :
thn .

,' o E Subpart B Sales Practlces 4 ERERS
L SEC. 10131. CERTIFICATION OF. TRAINING OF SALES AGENTS ’

.7 -A person may.not. sell or offer for sale a long-term care-insur-
*". ‘ance.policy unless the-person. has been .certified under, the State -

P .1 - regulatory program or by the Secretary as having received trammg

S lim accorcance with section 10106) w1th respect to such pohcxes in.
. accordance with the Standards. . L

: f""SEc 10132. DUTY OF GOOD FAITH AND FAIR. DE:\LING B
"o« .ta)..IN GENERAL.—Each person who is selling or offermg for

o pohcv
NNEINT YD PROHIBITED PRACTICES —A person is cozxszdered to have
" molate& subsecnon (a; 1f the person engages 1n an¥y of the following
- practices: - -
Lo 1) TWISTNG ——Knowxngb makmg any mxsleadmg rep-*-
\ resentation. or -incomplete or fraudulent comparison. of ‘any
R long term care insurance policy or carrier for the purpose of in:
-+, ducing, or tending to induce, any. person to retain.or effect a
L ‘change with respect to- a long-term care .insurance pohcy
. - {2} HIGH - PRESSURE" TACTICS. — Employing any method of'
.marketmg having the effect of, or intending to. induce the pur-
;¢ .. chase of” Iong term care msurance ‘policy through undue pres-
.:'sure

_, (3} COLD LEAD ADVERTISING -Makmg use dzrectl\ or mdl-
‘ rectly of any method of marketmg which fails to disclosé in a:
V'A.,conspxcuous manner that a purpose of‘ the method of marketmg

- pendent of the,carrier issuing the pohcy, to be cognmvely, s

s -«sale a long-term care insurance policy has the duty of good faith- . - :
and fair dealing to the purchaser or potennal purchaser of such a o
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1s sohcztamon ot" ‘nmrance and »hat COnLact mll be made bx ‘an
nsurance agent or insurance company.

OTHERS —Engaging in such other pr acmces determmed

mappropnate under standards established by the Secretary..

) PROHIBITION OF COMPLETION OF . MEDICAL HISTORIES. —&
- person who is selling or offering for sale a long-term care insurance

“policy. may not complete the medical history portion of an applica-
tion for any other individual (other than a relatwe of the person).

SEC. 10133. FINANCIAL GUIDE.JNES

(a) DEVELOPMENT. - The Secretary, by July 1, 1993, shall de-”

velop . recommended minimum financial guxdelmes (including both

'income_and asset criteria) that an individual should: meet. before .

%

.. purchasing a long-term care insurance -policy.

(b) CONSTRUCTION. —Nothing in such gmdehnes shall permit a
. person who is selling or offering for sale a long-term care insurance

*policy to compel a potential purchaser of such a policy (directly or
- indirectly) to provide ﬁnanmal mformanon as a condmon of pur-
.'chasxng such a policy: - ' .

: SEC 10134 PROHIBITION OF SALE OR ISSDANCB TO MEDICAID BEI\E ;

FIC[ARIES L
A person may. not L.nowmglv ‘sell or 1ssue a lonﬂr term care in-

" surance policy to an individual who'is eligible for medical assist. .
* ance(other than only as a quahﬁed medicare beneﬁcxan under *

title XIX of the Social Secuntv Act.”

. SEC. 10135. PCROgIBITION OF SALE OR lSSUANCE OF DUPLICA’I’E POLI-

A person ‘may not sed or issue a long term care msurance'

policy =

- other policy), or.

(2) for the benefit of an mdwxdual unless the 1nd1v1dual tor

. -@ representative of the individual) provides a written. state-
: ment to.the effect that the coverage under the new policy —

long ‘term care insurance policy, -

L ~(B) w111 replace. another Iong term’ care msurance pol o

IC} or: Yoo

© is. fullv pavable mthout reoard to. other lon, term

care’ services whmh may be provlded to-the individual. | -

. sr:c 10136. PROVISION OF OUTLINE OF COVERAGE AND OTHER N

.FORMATION. -

. '{a) OUTLINE OF. COVERAGE —A person may not sell or of'fer for *
. a sale a long:term-care insurance policy for the benefit of an indi- .
o vxdual .without, providing ‘to the purchaser or potennal purchaser-

e 4or representative); before such purchase. with —

: . : « o {1y a copy of the: gmdehnes develope& under secnon 10133

" and an expiananon of such gundehnes

(2) an outline oficoverage that: mcludes the mformatzon re- -

uu"ed under subsection (bi'and. , s
T3y mformatlon ’ ispecxﬁed under -'t Standardm

: descnblng—- »
L {A) the ngh; of mdmduais to turn down the pohcv in’

30 davs,-and
“date-the policy is issued. - -

.. provision ‘of the outline and information to each certificate holder
' ~before the policy takes effect'with respect to that certificate holder.
* (b) CONTENTS: OF OUTLINE' OF ‘COVERAGE: — The outline.of cov-

. format umhzmg sumple; e

" Title X, Subtitle B

(1) Lnowmg that the pohcv provzdes for' coverage . :hat du- -
phcates coverage. already provided in another long~term care
insurance policy (unless the pohcy 18 mtended to replace such_.

{A) does’ not duplicate other coverage in effect under a.”

Bt the nght of mdn 1duals 10 cancel a pohm and re- -
“ceive’a refund on.premiums paid, thhm 30 da\s after the ’

In applying this subsection- in the case of a group long- term. .care
%. insurance policy, the.carrier issuing the policy 1s responsible for the .

erage for each’long-term ‘care;msurance pohcv shall be ina umf’orm .

[
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truxdehnes 1ssued b\ the Secretan Each outhne shall 1nclude tin
accordance with the Standards) at least the following:

. ) A description’of the principal benefits and’ coverage.‘
under the policy, how- such' benefits and coverage compare to
the.range of potential benefits and coverage available under.

_such pohcxes and the ehg1b1hty criteria (if any) for such bene- g
; - fits. '
e (2Y A statement of the pnncxpal exclusmns, reductlons and ‘
 limitations contained.in.the policy.. : .
(3) A statement of the terms under which the pohcv {or
" certificate in the case of a group' policy) may ‘be continued- in
force or discontinued, the terms for continuation or conversion,
.and any reservatlon m the, polm of a nght to change pre~
miums.= - .
4L A statement that the outhne of{coverage is a summary
only. not a contract of insurance, and that the policy (or master
.. policy) contains the contractual provisions that govern. :
“ (5) A description of the terms," specified. in section 10140, . .
" under which a pohcy may be retumed ‘and the _premium re-f
: funded.’ :
o o8y Informatlon developed by the. Secretarv on national av-
' '~ erage nursing home lengths of stay and percentage of the pop-
S ulation'that requires .nursing facility or home care’ services,’
~ . - .. ' broken down by age groups. - L
SR | (¥4} Informatxon on average COStS {and variation in such =+ -
" costs). for-nursing faclhty care {and ‘such other care as the Sec- ‘
- retary ‘may specify) ‘in the United States, information on the -,
“value of benefits relative;to such costs, and a statement that.
* this national average varies by geographic regmn :

{8) A comparison of benefits, over a period of at Ieast 20 S

years, for policies. with and without inflation protection.. L
. (9)-A declaration as to whether the amount of benefits will -
. ‘increase over time, and, if 'so, a statement of the 'type and . -
. amount of, any hmxtatlons on, and an} premmm mcreases for,
such benefit increases. = . -
For purposes of carrying -out- paragraph n, the Secretazy shall
- publish annually the national average costs of nursing facility care, .
£ home health care services, and other: long-term care semces .as -
- .may be deemed appropriate by the Secretary.- ~ - -
{c} CERTIFICATES.—A certificate -issued pursuant to a gmup -
o B long term.care insurance policy shall include— = -
IR .. (1)a description’ of the: pnncxpal beneﬁts and coverage pro‘
EEE 5 ,\nded in.the policy; -
g (2).a statement of" the prmc1pal e\clusxons, reductlons, and
) ‘lmutatlons contained:in the policy; and a :
... [(3) a statement that the group: master pohcy determmes C
1,;g0vernmg contractual provisions. = S
- .7(d)LONG-TERM CARE AS.PART OF LIFE’ stumca ‘~In the case
Col '.f.of a long- term care insurance. policy. issued as a-part of.or a rider o
) " ... 'ona life insurance policy, at the time of policy- dehver) there shall. % .
S . 77 be provided a polxcv summary that includes— - S
St Lo ot zt1)an explanation of how the long- term care beneﬁts inter-
o et with other components - of- the pohcv (mcludmg deductlons .
L “’from ‘death benefits);
. (2) an illustration ‘of .the amount of‘ beneﬁts. the length of -
" . benefit,.and the guaranteed hfetxme beneﬁts (1f any for each
covered person; . -
R £ pnncxpal e\clusmns. reductxons,«and lmntatlons on ben-A
L e efits oflong term care;'and - .- :
;oo fo .. td)-a'description of the tax consequences of redeemmg the
L .11fe insurance: policy;to: ;pay for- Ioug term care. . . - | :

SEC 10134 I\TFORMATION ON FINA.NCL-\L ARRANGEMEI\TS WITH
CRE GROUPS '

‘-A person’ may not. sell or offer for- ale a long term care insur.’
ance policy with respect'to a member of an orgamzatzon with .which'
» the person (or the carner 1ssu1ng the polxcy) has a. ﬁnanmal ar-

e . .
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‘ R rangement of any tvpe unless the person mseloses tin accordance
' . “. . .. - with the StandamS) the nature of the financial arrangement LY 3
i ) - ) Coee

Subpart C—- Carrler Standards

e "SEC 10141 REFUND OF PREMIUMS(FRBE LOOK) A -
' If an apphcatxon for.a long-term care msurance pohcy (or forx
a certificate under a-group -long-term .care ‘insurance policy) is de-
- nied or an applicant returns a policy or- certificaté within 30 days .
. . o of the date of its issuance, the carrier shall refund directly to' the, . -
T - apphcant not later than .30 days after the date of the denial or re- -~
T ’ . turn, any premmms pa1d with. respect to- such a pohcy :

" SEC. 10142, MAILING OF POL!CY ) c
If an apphcanon for 2 long-term care msurance pohcy (or for
T - -"+a certificate under a group long-term care insurance policy) is ap-'
v " proved, the carrier shall transmit. to the applicant the policy of in-
‘ S surance not later than 30 days after the date of: the approval

SEC. 10143. PROMPT PAYMENT B .
, A-.carrier issuing a h)ng-term care insurance pohcv shali make -
: s . -pavment. promptlv to. seusf} claims ﬁled under such pohcy R
;- .- "  SEC.10144. CLAIMS DENIALS. ;
L : "+ . . (a) INFORMATION ON DEmALs OF CLAIMS ~If.a claim under a
... "7 long-term care-insurance policy is denied or'results in less than full
: '~ . ‘payment, the carrier, shalF w1thm 30 days of’ the date of the denial -
’ S . or pamal payment—.- -
’ (1) provide to-the person submxmng the claim, and to the‘ -
‘ BEREEE - persons (if any} designated under section 10129, a written. ex-
L o S 3 planatlon of the reasons for the denial or partial paymeént; = '
' . © . > -+ " (2) make available to’such person all m.formatxon dlrectly
. - *‘relating to such denial or partial payment; and -
. . R (3) inform the individual of the process estabhshed under
o T paragraph (3) for the appeal of the claim. denial.” .
: © %L by LIMITATION ON ‘BASIS FOR DENIAL.—~ : o ‘
. oLy (1) FAILURE TO DISCLOSE INFORMAT[ON ~No: claun under
-7 - “such .a policy may be denied onthe:basis of a failure to disclose
... 7 information at-the time 'of delivery (and issuance for delivery)
“Ae Lo Yof the poliey if 'the apphcatxon for the pohcy falled to requestlg
S ~such information. .

o 0 . o 42). TIMELY, RESOLUTION OF mscmaum' QUESTIONS -Be.
oot L fore issuing -a long-term care insurance -policy . or- certificate
a4+ .« . .with respect:to coverage of an individual,-the carrier shall re-
‘.« .. solve all reasonable questions relatmg to the insurability of the

' " individual (including, if the carrier under‘wmes such coverage,
7% 7 Tthe completion of such underwriting). ‘
L ©(3) TREAT\!E\I'I’ OF . INDIVIDUALS - 75 YEARS OF ACE OR
/. .. . OLDER.—In the case of a policyholder who was 75 years of age - )
LoV T or older at thé time"of- ‘delivery -(and issuance for delivery) of . *. -
"o 7.7 - . .along-term care insurance policy, no claim.under.such a policy = V-
R ‘ .may be denied on the basis of a_ failure to’ “disclose" information .
U000 at the time.of delivery (and-issuance for delivery) of the policy -~ .
ST e T i the policyholder: tmthfullv dlsclosed documentatzon obtamed o
N ‘ v . under section 10147. " .
ST t¢) APPEALS PROCESS. A~ pohcvholder uhose pohc} has been
B "¢ rescinded, canceled, or nonrenewed, or whose claim has been fully
© .. . or partly denied, or whose claim has not been acted. _upon with rea-
[ . .7 " .. 'sonable promptness shall have the right to a review of such rescis-

* . . 7. sion, cancellation, nonrenewal, or denial under a process specified &

o v Uo7 inthe "Standards andi shall be granted ‘an opportunity .for a fair -

R .heanng by thé carrer in any case.where the amount in controversy-

e T bis-at least $500. The Standards may provide for an appeal to the '
‘o . . 7 State commissioner of insurance in an approprxate State. - . .
; ;SEC 10145. - 'LIMITATION ON ' RESCISSION,. C&NCELLATION OR
- NONRENEWAL OR DENIAL QF CLAIMS. . :
za) IN GE\IER.AL —A camer may rescind, cancel or nonrenew o
T.a long term care msurance pohcv or cemﬁcate, or den} an other-«

.,!'vc' -t K. o . . . ~.A,< »‘,~ “ -

: . 4 M Yo .
v . N Lo N PR s .. - P Soow
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wise valid’ clalm under such pohcx onlv in a’ccordance with" this SR

' " section. . S
. o I 3 \IONPAY’\IENT OF. PREMIL\IS —A carrier ma\ rescmd caricel;
s . or nonrenew. a long-term care insurance- policy or certificate for .-
. nonpayment of premiums, except as provided in section 10130¢d).. -
o 7 (¢) FRAUD OR MISREPRESENTATION. RELATING TO INSURABIL:
ITY.—A carrier may rescind, cancel, or nonrenew a long-term care
insurance policy or certificate, or denyzan -otherwise valid claim
under such policy based upon fraud or m1srepresentat1on of facts -
* ‘relating to the insurability of the individual, only—
‘ (1) based upon.clear and convincing evidence— -
(A) of fraud or misrepresentation of 1nformatlon mate-
-+ rial'to the acceptance for coverage, an
Do -(B) involve a chronic condition.or dates of treatment
before the date of the policy application; and - .
" (2) if the carrier.notifies the policvholder of the camer s in-
L ‘ . ‘tention to rescind, terminate, or nonrenew the pohcv or deny
S © the claim not later than— .~
S T (A) 60 days, after the date ‘the camer dlscovers ‘the .’
: ' fraud or mlsrepresentatlon, or .
: %o .+ 1 /(B) 6 months (or 2 years in the case of clear\and con-
D T e nncmg evidence that the fraud or rmsrepresentatlon per-
e T * tains to the condition for which benefits are sought) after
ST e the date of i issuance of the policy, . : ,
IR whichever is earlier.;™ L
. ..~ d) FRAUD OR MISREPRESEN‘I‘ATION RELA’I‘ING To A GROUP POL .
.77 '1cY.—In the case of a .policvholder or certificate holder who.is in- . =,
sured as part of a group, within 2 years after the date of i issuance ‘
- of, the policy or certificate, a.carrier may. rescind, cancel,. or
B S ’ nonrenew the policy or certificate, or'deny an otherwise valid claim -
‘. o+ o “under such policy, based upon’ fraud.or- misrepresentation of facts
, -+ ¢ . . relating to that individual's status as a member of the group or

k S oo other relationship to that group at the time.of initial coverage of !
L * .7+ " that individual under the policy or certificate. - -
i ‘ A SEC 10146 REPORTING OF INFORMA’I‘ION. .\CCESS TO INFORMATION.
‘.. ‘. ‘.. la)r REPORTING OF INFORMATION.—Each tarrier issuing a long-
~+ 7 term .care. insurance policy,shall penodtcall) (not .less often than
B annualh) report to-the-State commissioner of insurance of each .
State 'in which-the polaC) is sold, and shall make available to the
; Secretary upon’ request, mformanon respecting the following: ;
ST _ " {1)"The long-term -care msurance pohcles of -the carrier
s« xS .o 7 that are in force. :
L LT - 1 2 Ut1hzatxon ef beneﬁts and pavment of clalms under the‘
- ur . pOlC\' "r‘ ke \ ) . v
© . {3)The ages of mdmduals purchasmg the pohcv ’ ;
" (4 Advertising and-other marketing material utilized. in -
connection wnh the sale. of such pohcxes, mcludmg a cop3 of
, . . each-such item.
e e Do (5 Total premlums wntten and premmms earned in the
... previous vear. o
I .77 46) The most z'ecent premxums for such pohcxes and the - o
S preméums 1rnposed for: such pohcxes durmg the. preﬂous o vear
o " perio e
Coswe T (T The lapsex‘rates, replacement rates. and resmssmn rates '
T w07 for policies tby agent). -For purposes of this paragraph, there
. cLieeien L . shall not be included as a Iapse of- pohc\ such a Iapse due to‘
S E ey ‘the death of the policvholder. Lo
oz (8)-The claims-denied- (as'a percentage of claims’ subxmt Ce
-.f'?tedl for such pohcxes For' purposes of -this' paragraph, 'there
% shall not be included:as.a-denied claim such a claim that is de- {
- nied solely because of the fallure to. meet a deductlble, wamng
.. period, or exclusionary period.’ O
o 49) Complaints’ received wzth respect to such pohcxes. and
«the resolution of such-complaints. . - R
110) The rate of ‘appeal. of denied claxms (as a percentage
" of clauns demed) for such pohc1es ! :
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\. o o | 11y The rate ot feversal of denied claims on appeal {as a .

- percentage of claim denials appealed) for such policies: i’
(12) Such other mformamon as is apemﬂed in the Stan
L . » . ards.
R o Information under thlS Suasecmon shal be reported in a format«' '
o ‘ specxﬁed in the Standards. -~ .~ '
(B) ACCESS .TO. INFORMATION.—Each 'such carrier shall make;
available to the Secretan and the State commissioner 'of insurance
. of each Staté in"which the policy is sold such additional mforma-
" .tion as the Secretary or Commissioner, may request. ' :
’ {c) AVAIEABILITY OF INFORMATION.—The State commissioner 0f~ _
: " - -insurance of each State shall make information under this section’
-, . available, upon request, to the NAIC and, to the extent cons1sr;ent -
.~ - . . with other laws, to other interested parties. - , -
R "SEC. 10144 MEDICAL DOCUMENTATION FOR THE ELDERLY
" Each carrier ‘issuing .a long-térm care insurance. pohcy shall
: vmh respect to an apphcant who is 75 vears of age-or older, obtam
" :one-of the following before issuing. the pohc} ‘
e - .~ -+ (1) A report of a'contemporaneous phvszcal exammamon S T
: ..+ - . - (2) A contemporaneous assessment of functional capacxtv R
’ ' ' (3 Copies of contemporaneous medical records: .. e
' The carrier shall maintain. the-information obtained in 1ts ﬁles

SEC. 10148 LIMITS ON: COMPENSATION FOR SALE OF POLICIES .
(a) IN GENERAL —Acarrier,issuing a long-term care insurance . .

_policy may not provide a commission or. other compensation to an’.
_ agent or other representatwe for the sale of such a policy in an -
- _amount' that-exceeds 2 percentage of .the commission or other com-

IR . . pensation’ paid for, selling or servicing such a policy m the second i
s ' .or subsequent year specified in.the Standards., - o

- S {(b) COMPE\ISATION DEFINED.—In’ subsection (a), the :erm ‘com: .-

Tpem;m.xon ‘includes pecuniary ‘or’ nonpecuniary. remuneration of.

L -any kind. relating to the'.sale or .renewal of the policy or’ certifi-
.+ . ' 7 cation, .including deferred compensatzorr bonuses, glfts, przzes,é
’ e awards and ﬁnders fees T , PN B
. i PART 3- ENFORCEMENT OF STANDARDS RS
B ,f Subpart A-General Prowsxons S e

[ d

T ‘,_.”,SEC 10151 SECRETARLAL ENFORCEMENT AUTHORITY

L e {ar IN GENERAL --»’I‘he Secretan' shall exerase authont} under |
EU ,gthxs section—- ' " .

, A o (1) in the ‘case of a State “hlch does not an approved regu T
B _ Iatorv program:; - ;- ;
ST e " (2)in the case of a State which has an. approved regulator} O

s T State t0 the extent specified by-the Secretary ‘(under a look-.
T e " ‘behind program),, to. determine whether or not individual long-

’ NP . term health care policies in the, State have failed to comply

.. 'with’ the applicable Standards required under. part 2 and
. "'whether persons.or entities are othermse in ccmphance mth
Sl .- the requirements of such-part:: . :
L 27 13) in imposing ‘sanctions tnder thxs subpart agamst anv .
Co 4w .. person who sells, offers:for sale, orissues a‘'long-term care in:
G ~.;surance policy m.wolatlon ‘of the Standards reqmred under‘
o P subpan Bofpan 2 and’ . . g .
T 7 - . L4 in imposing. sanctions under thxs subpart agamst a car- =
L e ner t2hat vio ates the Standards requlred under subpart Cof -
Lw % opart. ; D
{b) "PLAN DISAPPROVED UNDER LOOK BEHND AUTHORITY —If ! oo
the Secretary determines under this subpart that.a long term care.

. - insurance’ pohcv does not meet the applicable requirements of part ..

. ;"2 on or after ‘the date specified in 'section’ 10103; regardless of -

" whether or 'not the State has taken any.action with respect.to.such

.~ "noncompliance, no new :policies may be ot'fered under the. plan on -

©oor after the date of the determmatxon L .

N

P
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S : 1 L0sS OF STaTUs AS A Long- TER\I CARE PLAN. -If‘ an asso-
o B ,c1anon or its suosulxar\ or a carrier is détermined under this sec- _
‘ L tion not.to be in comphance with applicable Standards under part -
‘2 and-is not determined to have come into compliance with such
T “applicable Standards at the end of the 6-month period begmmng on
-, .. . the date of the initial determination of such-noncompliance, any ,' .
S "', long-térm care insurance policy issued, sold, or offered for sale by .
T .. such association or its subsidiary or carrier shall be considered to- D
. " " be issued,.sold, or offered. for sale in violation of section 10101 (a),

SEC. 10152. COMPLAINTS AN’D INVESTIGATIONS ’ .
S : “(a) IN GENERAL. —The Secretary shall establish procedures— ;
oL T "(1) for individuals and entities to file written, signed com:
S © " plaints respecting alleged \nolations of: the Standards _required -
“under part 2, .
o (2) for respondmg on a tlmely baszs to such complamts,
and oo , o
(3) for the mvestlgamon of— - ' ot
.- (A) those complaints which, on thelr face, have a sub-.
_stantial probability of validity, and
: (B) such other alleged vmlanons of the reqmrements ‘of
part 2 as the Secretary'determinés to be appropriate. -~ - .
(b) CONDUCT 'OF INVESTIGATIONS. —In conducting investigations . -~ .
‘under _this ‘section, agents of the Secretary shall have reasonable
‘ accessd to examme ev1dence of an) person or entxty bemg mves-
© . tigate
T ey TREATMENT OF. CARRIER VIOLATIONS —F‘or purposes of thlS
.vsubpart a carrier whose policy was sold, offered for sale, or issued -
“by an agent in violation of the Standards under subpart B of part
2 and who had any reason to know of such violation but' did not. - . »
-act ‘immediately to .correct suchviolation in good faith, shall be . |
, deemed to have wolated the Standards of such subpart c
o0 /7TSEC.10153.HEARINGS. . . o
- 7 7 a) INGENERAL. ~Before imposing an’ order described in. sec~
B E tion 10154 against a person or €ntity under this sectioni for a vzola- .
) tion of the Standards under part 2, the. Secretary shall'provide the ... .
: Co person-or entity with notice and, upon request made within a rea- o
.+ ... . sonable time (of not-less than. 30. ays. as established by the Sec-
S .retary} of the. date of thé notice, a hearing. respecting the violation. -
“If no hearing is so requested, the Secretarv shall 1mpose a ﬁnal
R and unappealable order.”. .
- (o) CONDUCT OF HEARING. ~Any hearmg S0 requested shall be
RO conducted before ‘an administrative law judge under section 201 of
©, -+, . - the Social Security ‘Act. If- no hearing is_so requested the Sec-
Co - retary’s imposition of ‘the order - shall consutute a ﬁnal and .
unappealableorder N S e
" 1¢) ACTHORITY [NHEA.RINGS. RIS P :
oo In GBNERAL —-In conductmg hearmgs under thxs \
secnon— o
. A agents of the Secretan and admmlstratzve law
e , Judges shall- have réasonablé access to examine ev1dence of
Lo - . ‘any person or entity being investigated, and. . - -
P o (B} administrative law. judges, may, if necessary, com. -
) pel by subpoena the attendance of ‘witnesses and the pro- .
R duction of evidence at any désignated place.or hearing.
- 77. - 12) ENFORCEMENT OF SUBPOENAS.—In case of contumacy or .
©. " - refusal to obey-‘a subpoena:lawfully issued under this" -sub-
e section’ and upon application of the Secretary, an appropnate
w0y 1 distriet: court of the; United States may issue an order requiring =
o comphance with such subpoena.and any failure to obey such
_ order may be punished by such court as a contempt thereof. : . . .. .
“td) ISSUANCE -OF ORDERS.—If the adniinistrative law judge de-- S
termmes, upon the preponderance of the evidence received, that a .
. person or ‘entity ‘named in the complaint. has violated the Stand-”
ards required under part 2, the administrative law. judge shall
. state the. findings of fact and issue: and cause to be served on such -
person or. enmy ‘an order descrxbed m section - 10104 An) order 12 -

¢ 73
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o T sued under such section shall be prouded o the avent assoma’xon.
~ BRI - or its subsidiary, or carrier and mclude the ﬁncmcs and the bas;s
: -+ . - .. ofthe order. - :
P  SEC: 10154. CEASE AND DESIST ORDER WITH CI\’IL '\rlONEY PE\-\LTY
L {a) CEASE AND DESIST ORDER. — ' o
L ‘ (1) IN GENERAL.—Subject to the succeeding prowswns of'
" this secnon, ‘the order under-this section— = - . IR
. (A) shall require the person or entity— ‘ "
(i) to cease and desist frorm such vmlatxons, and L
S . (ii) to 'pay a civil penalty in an’ ‘amourit not tQ ex-, - '
T 7+ ceed $25,000 (or $15,000 in“the case of a vmlatxon by.
S _ an agent)for'each such violation; and- . R
e "(B) ‘may require’-the. person or’ ent1tv to take such _
' Lo , other remedial action as.is appropriate. - : P
_ 4 1.+ - (2) AMOUNT OF CIVIL PENALTY.—The amount ot‘a civil pen- o
S " alty under paragraph. (1)(A)(ii) may take into-account the pen-
o « © .. Talties. 1mposed bv a State w:th respect to the same such vmla- »
P A T tion. ~. " - e,
o a ' (3) PROCEDL’RES FOR " CIVIL PENALTY The prowsmns of ~ o
o S - “section 1128A (otherithan the first sentence of subsection (a) ‘
Yl T *'and other than ‘subseétion (bh shall appI\ 102 civil money. pen
o ' '~ alty under this subsection in the same manner as such provi-
©  'sions apply. to a’penalty or proceedmg under sectign 1128Atal.
e L (b). CRIMINAL PENALTY FOR MULTIPLE AGENT VIOLATIONS. — In -
T *the case of an agent who has committed multiple violations of the
... ' Standards required-under subpart B of part 2,such agent also may . =~
-~ be imprisoned not more than 5 years, or ﬁned in -accordarnce w1th Sy
title 18, United States Code, or both: . ‘
(¢) CORRECTIONS WITHIN 30 DAYs.—No ‘order shall be 1mposed
L _© - under this section by reason of any violation if the person or éntity:
. ©: "0 .. establishes to.the sansfacuon of the Secretaz) by clear: and con-

P

: vmcmg evidence that— .
"o, .7 . (1) such violation was due to reasonable cause and was not
- .. .- intentional-and was not, due to-willful neglect, and- -
AR " . (2) such violation is:corrected’within the 30-day. penod be‘
. ..~ ginningon the earliest date the person or entity ‘knéw, or exer-.
Jio. 7 cising, reasonable dlhgence could have known, that such a v10-
- .. -lation’'was occurring.’ < L
«d) WAIVER BY SECRE’X‘ARY ~In the case of a \'10131:1011 whxch is
. ‘due to . reasonable cause:and not to willful neglect, the. Secretarv Lo
. may waive part or all of the civil money penalty. imposed by ‘sub-
: “section _(a)1)tANiD) “to ‘the extent that payment of such penaltv ‘
o 5 o would be grossly excessivé relative to the \'1olanon mvolved and to :
g # + . theneed for deterrence of violations, ~ - S o
S o ' (e). REVIEW BY.THE SECRETARY:. The deCISIOn and order of an oy
. administrative law judge under this section ‘shall become the final'"
* . agency decision. and order of the Secretary unless, within 30-days, - |
‘ = the Secretary modifies or 'vacates the decision and order, in which (- '
J . .- . case the dec151on and order .of the Secretar\ shall become a f'mal PECEE
- -order under this section. oL N
“ o, .7 JupictaL REVIEW. ZA person or emm adversel\ aﬁ“ected b‘ P ,
- afinal “order issued. under ‘this section may, within 45- days.after
g .- ... 'thedate the final order is issued, filé a petition in'the Court of Ap O
vt o peals for the appropnate circuit for review of the order. o
BTN .. . ig) ENFORCEMENT. OF ORDERS.—If a. person or. entity fails td
.77 :- " comply:with a final order issued under this section against .the per-
7 7, son.or ‘entity after opportunity for judicial review under subsection
L), the, Secretarv shall file a suit-to seek compliance with the order
. "in any appropriate.district court of the United States. In any such .
_".suit. the validity ‘and - appropnateness of the; f‘mal order shall not .
be subject to. renew et . . R o
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g Subpart B Standards for Approval of State

. e Regulatory Programs l : R
: N . L . VL . L. ) s
EEREE sec 10161. GENERAL REQL’IRE\IEVT - ‘ :

S . ‘(a) IN GENERAL. —The Secretary may not-approve a State regu-. .
R ... latory program for purposes of thlS subtxtle unless the Secretar}' L
: ~ determines that the program— R
e (1) provides. for- the apphcatlon and enforcemem of the e
N Standards and - o e
R ‘ C (2) complies with, the reqmrements of—— Lo e
‘ (A) section 10162 (relating'to‘enforcement), - |

~ e h A _(B) section 10163 (relating to. pubhcatmn and pubho IRV
: SRR access to comphance information), L
ST e T ~ " (C) section 10164 (relating to a prccess for the ap- . ‘

o -proval of premiums), and
; L - (D) section 10165 (relatlng to annual reports)
S (b) Psmomc REVIEW OF STATE REGULATORY PROGRAMS.—The
R L Secretar} penodrcally shall. review State regulatory programs. to
. determiine if they continué to meet the requirements for approval - .
" under subsection (a). If the Secretary determines that a State regu-
latory program.no longer meet$ ‘such standards and requirements .
or-is no longer in comphance before ‘making a final determination” -
that a- ‘State regulatory. program no loriger meets such require- ’
- ments, the Secretary shall provide the State a hearing and an op-
portunity of 6 months (gr, in the case‘in which State legislation is. -
. * required in order for the .State to be in comphance with such stand- .’
S - /- ards and requirements, such longer period as is necessary to, enact
- "+ .. such‘legislation) to adopt such a plan of correction as would permit ..
g ‘ _the program to continue, to meet-such standards and requirements. L
: . - If the Secretary makes a final determination that the State regu- -
¢ - -, " latory program, Aafter such a hearing and opportunity, fails to meet
. © 7. " such requirements, theSecretary shall assume responsibility under
*© - section 10101(b) with regpect to certlfymg long-term care insurance: *’
[ER A p011c1es in'the State and shall exercise full authomv under subpart
' " -A for persons and entiti¢s-in the State . , .

. SEC ‘10162, ENFORCEMEN’T : B T ’ ' L
(a) IN, GE\TERAL The enforcemeno process under each State‘ L
regulaton* program— . - .
- - .- (1) shall be desrgned in a manner 50 as to secure comph- ,
2 " .t - ance with the Standards within ‘30 days after the date of a
R A RO »_.,findmg of noncompliance withsuch Standards, and :
o L U (2) shall provrde for notice to the Secretary in.cases wher
e such compliance is not.secured within such 30-day period. .
7% ... tb) PROCESS.—The enforcement. process under each State regu
laton .program shall provide for— ‘
© + ¢ t1) procedures for individuals and entmes to ﬁle wratten
- . signed complamts respecnng alleged vmlatlons of the Stand :
S Lol U iardsy oo :
E T O PR 23 respondmg ona: tunel\ basrs to such complamts. I
P I . .7 t3) the investigation of—-g,‘ : T
S w .ot U tA) those complaints whrch on therr face have a sub :
S staxmal probabrhr} of validity, and = - ' _
. o7 7 (Bysuch, other: -alleged vxolanons of the Standards as,'ﬁ
CoSewJ 0w .. i 777 the program finds appropriates, S
P 14} notice and opponunm for a heanng before e\ecutmg o
T A sanctlons, S ,
L (3) the 1mposxtron of appmpnate sanctions fwhlch mclude,~ :
S in appmpnate cases, the imposition of a civil money penalty) ..
- * - “in" the case of a person or’ entm determmed 0 have vxolated\
. the'Standards; and - :
o ' {6) an annual report to. the Secretar‘} on detmls concermng. ,
T complamts filed -under the process; including the dlsposmon of,
‘g,;.».and acnons resultmg from. such complamts
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- 'SEC. 10163 PLBLICATION A..\D PLBLIC -\CCESS TO CO'\IPLI-\\CE IN-

L - FORMATION,
A : " .+ (a) PUBLICATION OF I\FOR\IA.TIOI\ -—Each Stace recvulamn pro
: C gram shall pubhsh annuallv a summary— -
o s - (1) by carrier; of A) the tvpes of long texm health care
7 policies issued and (B) ‘the types of complaints filed concemmg ,

such'policies, and : N

(@) Iof the mformanon reporced by polacy under secuon

- 10146.". A .

() Accsss ’I‘O‘INFORI&IATION ON COMPLAINTS - v

, (1) IN GENERAL.~Each State regulatory program shall pro

" vide for consumer access 'to complaints filed with the State:

commissioner of insurance with respect-to long-term care in-

. -+ surance policies. Any’ such disclosure of .complaint” information |

el . : -.shall be accompanied by a general disclaimer stating that no-

BT representamons are bemg made as to the merits of such a com-
- plaint.. @
, T . -p (2y CONFIDENTIALITY ~The access pmvxded under para
S ... graph (1) shall be limited-to:.the extent required to protect the .
St s 7 e o7 confidentiality of the ldEntlt} of individual’ pohc; holders ‘

I SEC. 10164, PROCESS FOR APPROVAL OF PREMIUMS.
"7 ta) IN GENERAL.—Each State regulatory program shall—-z
.~ (1) provide for a process for approving or disapproving pro-
. ‘posed prémium mcreases wuh respect to long term care msur
ance policies, and “ R
B (2) establish a - pohc) for recelpt and conszderanon of pubhc S
R A .comments before-approving such a premium increase. = .
oY e 207 . (b)Y CONDITIONS FOR APPROVAL.—No such premium- mcrease
LT " - 'shall be: approved (or 'deemed approved) unless the ‘proposed in-
_crease.is accompanied by an actuarial memorandum which— :
L DT T (1) mciudes a descnpt:on of the assumptxons whlch _;usnfy
. 0 o - . " the increase, .- ‘ . e N
T @) fully supports the mcrease, oo - ST
R « - {3),contains such Infcrmatxon as may be reqmred under -
o e theStandards.and , S
S e -(4) is made’ available. to the pubhc P
. S (c} ‘SECRETARIAL AU’I‘HORI’I‘Y In the case ofa State wnhout an .. SR
.. .. . . approved- reg‘ulatory program, the Secretary. shall provxde f’or the
.77 . .- .. activities described in. subsecnons fa) and Ib) PR )
“iw. 4. SECI'10165. ANNUAL REPORTS. "+ " ; .
. ‘Each State regulatory program shall prcvxde for annual reports .
¢ -to the Secretary ‘on: the Implementanon and ent‘orcement ot‘ the C
: :Standards in the’ State. .l - o
. SEC 10166 INCREASE IN FUVDING FOR LONG—TERM CARE INSUR o

ANCE. INFORMATION, 'COUNSELING, AND -\SSISTANCE
- . THROUGH STATE REGULATORY PROGRAMS. -

N U In addmon to - amounts otherwise authorized to be’ appro-

co T e pnated there are authorized to be appropriated, under .section.

N ST 436000 of the s Omnibus Budget Réconciliation ‘Aét of 1990,

o % 7 :810,000,000 for fiscal year 1997 and each subsequent fiscal year,

s o 07 to'fund grant programs under suchsection for the:purpose of pro- -

A vxdmg information, counseling, and assistanceé relating to long-term-

«' .. . . care benefits under: this submle and ‘the procurement of adequate o
o and appropnate long term care. msurance B

PART 4~ MISCELLAN EOUS PROVISION S

; f ssc Iom REPORTS A\D STLDIES : ‘ L
““:e(a) REPORT ON'SOLVENCY PROTECTION -\ot Iater than 2 vears -
: after the date of the enactment of this’ title, the Secretary shall pre-
.pare dnd ‘submit to the appropriate committees of Congress a re-
port'on standards that may be applied under this: subtitle to-assure .
:thf solvency of camers wzth :Tespect to long term care. msurance :
‘po ICIGS A R ;
() Swm* oF Srmmn \IEASURE ox- VALUE FOR LONG TERM .
:CARE INSURANCE POI.ICIES‘--The Secretarvfshall prov:de for the " . .-
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term care insurance pohcxes Not later than 2 vears after the date .
of the. enactment of, this. Act. the Secretary shall prepare and sub-

., R conduct of a smd\ o) dexeloo a. atandard measure of&alue for lono'-
7" 'niit to-the appropriate .committees of Congress a report concermng'

such study. . . N

(¢c) STUDY OF LONG TERM CARE INSURANCE RIDERS. - _The See
" retary shall review the applicability of the Standards to long-term ..
" care. insurance riders. Not later. than: 2 years after the date of the -
enactment of this: Act, the Secretary shall prepare. and submit to
. thedappropnate ‘committees’ of Congress a report concernmg such ;
study -
" (d) STUDY. OF COORDINATION WITH, PUBLIC Preocnms ~The-
- Secretary shall review the coordination of coverage under long term -
care insurance. policies' with benefits. for long-term. care, services. -
o - -under’ the medicare program, medicare . part’' C, the medicaid pro-
oY gram, the long-term care -program for. home and community-based
s . services under subtitle' A, and other public programs. Not later - °
than 2 vears after the date of the enactment of this Act, the Sec- = -
S ’ ‘retary shall prepare ‘and submlt to the appropriate committees of -
R Congress -a report. concerning such-'study. The Secretary shall in- -
o - clude in the report such recommendations concermng rules for such’
, _coordination as the-Secretary deems’ approprxate o, e
U o "SEC. 1017 &WAIVER OF PAPERWORK REQUIRE'VIE}\TS L oo T
s - Chapter 35 of ‘title 44, United States Code, and’ E:xecutwe
- Order, 12291 shall not applv to information and regulauons re-
quzred for purposes of carryﬁng out thxs subtltle =

ot

Subtltle C-—Worker Redeployment in Leng- .
: Term Care Programs S

‘ . LT e SEC 10201. REQUIREMENT REGARDING REDEPLOYMENT OF HEALTH
K o 2 o : CARE WORKERS UNDER ‘LONG-TERM CARE PROGRAM. o .
. b T With respect to the .plan required in. section 10004(c) (for the . . =
‘ long term care .program for home and commumt} -based services®
under -subtitle. A), the plan shall, in addmon to requxrements under ~;¢ wo
- such submle provide for the following:
.. -,~{1)/Prior to implémenting the program under such plan,
Lo negonatxons will be commenced with labor organizations rep-.
S © . 'resenting the employees of the’ affected hospxtals or other facili-
ca oo 0 - ties providing such services. ‘
ST ‘lr (2) ’\Iegotlatxons under paragraph %1) wxll address the fol
St e L lowing:
e R (A; The 1mpact of the 1mplemencatxon of the program
R : - idpon the workforce.’ : ,
*~ (B) Methods to redeplov workers to posxtions in the
+ proposed. program. or other public or pmvate settings, in",
L ; - " the case of workers affected by the program..’ .-\ .
polt D T 3y The plan: will provide ewdence ‘that there has been
C complxance mth paragraphs :1) and €7) S

-

Ml T
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TA.BLE DF CONTENTS OF TI'I'LE

.,11001 Amendmentof'lQBGCode e ] ;(‘
Subtnle A lncrease in Excise Ta.xes on Tobacco Products .

11101, Increase in excise taxes on tobacco products P ) .

11102. Modifications of certain tobacco tax provisions. o ' o
. 11103. Imposition of excxse tax on manufact.ure or \mponanon of” roll -your- own N

L Lo : . tobatco. . 5

Subtitle BmTreatm;em of Emplover-Provxded Health Care

11201, Health benefits may not- be provided under cafeteria plans or ﬂeuble
spending arrangements other than medical savings accounts, -
11202. Deduction for health insurance costs of self- emploved mdwzduals in.
oo RS o creased and made.permanent.
. e SEC. }.1"03 Limitation on prepavment of medical i msurance prelmums

o Subutle C—- E'ctendmg Medicare Coverage of. and Apphcauon of Hosp:tal
B I Insurance Tax to, Al State and Local Government Emplovees

Sec 11301 Extending medicare coverage “of. and apphcanon of* hospnal msuxance
T © tax-to, all State and local government emplowees :

,‘

g».m».;; 3

H

i

Subutle D—Treatmem of Orgamzauons Prov1dmg Health Care Sen aces
. “and Related Orgaruzanons

. ‘ Sec. 11401, Qualxﬁmnon and dxsclosure requifemnents for cenam nenproﬁt ‘health
; . .. - careorganizations. = \
: . Sec. 11402. Excise taxes for failure bx taa»exempx healzh care orgamzauons to
N e ’ : meet certain qualx":canon requirements. . L. Ve T e
N Sec.’ 11403. Treatment of nonprofit health care orgamzatxons : E : ot
- . Sec. 11404 Tax treatment of taxable organizations prcmdmg haalth insurance and -
; » <2 . otherprepaid health care services. e . . )
- .+ Sec. '11405. Organizations subject to section'833. »‘; Lo e .o
o Bec. '11406. Tax exemption for high-risk insurance pools. . Coe e
. s L o Submle E- Treatmem of &ccelerated Death Benefits Under Lu‘e Insurance
R e PR .77 Contragts . .
Sec. 11501 Tax u-eatmem ef acce]erated death beneﬁts under life msurance con-’
tracts.
- Sec. 11502. ‘Tax creatment of compames :ssumg quahﬁed accelernted deanh benef' t
, o rlders ~ " . . .
- ) ’ R Subutle F-—Employmem Status Prov:slons . S
i ' Sec.‘AIISO,l Employment status pmposa] requlred ﬁom Depanment of, the Tzeas- ‘
‘ Sec. 11602 Increase m pena)txes relatmg 1o reportmg of pavmem.s for sen |ces -
] O Subtme G- Tax Treatment of Funchng of Renree Henlth Benefits
~ ST See. 11701 Post- rez:rement meducal and hfe msurance reserves. ) )
. . y 'Subt:tle Ha E:clse Taxes on lnsured and Self-lnsured Health Plans -
- : Sec. 11801 Excxse raxes on msured and self- msmed heqlth plans R ;
DR ; o ‘ Snbm.le | . Other Pronsxons R .
Cer Lol e Pml T»x INCENTIVES FOR Hmm SERVICES Pxowoaas SN
ST See '11901 "Nonrefundable credit for certain- pnman health sen ices prcmde:s ‘
o T L See 11902 Expensmg of medxcalequxpmem R
o - PART 2~ HEALTH CARE. Womq’om.z Tm.sr pr N
T Sec 11911 Health Care Workforce Trust Fund e '?: : .

. L Lo A

R Pms chmz or Czamn- HeaLmH Cane Sws:mzs Rt»:cawso BY anu-

- INCOME/INDIVIDUALS

o Sec 119‘?1 Recapture of cenam healtb care subsad;es recened b\ }ugh income md;
L2l . \1duals PSS .. «‘._.\ L : ) o : -
SEC HOOI.AMEN’BME\T OF 1986 CODE e

3 Except as otherwise e\pressl) promded W henever in thzs ntle
Jan® amendment or. repeal is expressed in terms of an amendment
to; or repeal of, a section or.other. provision, the reference shall be.

" considered -to .be ‘made to a secmon or other prowsaon of the Inter‘ S
<nal Revenue ode of: 1986 : )
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Subtltle A—Increase In Exmse Taxes On
Tebacco Products ’

fo

SEC. 11101 INCREASE II\ EXCISE TAXES ON TOBACCO PRODUCTS .-

" {a) CIGARETTES. —Subsection (b} of section 5701 is amended bv
stnkmg paragraph (1) and all that follows and 1nsertmg the follow

© ing:

(1) 1) SMALL CIGARE'I'I‘ES -On c1garettes, welghmg not more
' than 3 pounds per: ‘thousand, the amount per thousand deter-

mmed under the following table ;

: "In the case of c:gareues removed- : 3 thousand is—
After July31, 1995 and before Januar} 11907 i 81950
.. During 1997 v - $24.50,
" During. 1998 .529.50

After December 31 1998 il
. “2) LARGE" CIGARE'ITES ~On c1garett;es, weighing - ‘more
than 3 pounds per. thousand removed at any time, an amount

Title X, Subtitle. A

’

$34.50.

" per thousand equal to 2.1 times the. tax per “thousand imposed = -

by paragraph {1) on c1garettes removed at such time; except

" that, 'if more than 6% inches in length, they shall be taxable

“. at.the rate prescribed for cigarettes weighing not more than 3
.pounds pér thousand, counting each 2% 1nches, or fractxon
‘thereof, of the length of each as one cigarette.’

" (b) -CIGARS.. ~—~Paragraphs’ (1). and 2) of’ sectmn‘ 5?01(a) are": ;

amended to read as follows:

© (1) SMALL ‘CIGARS. Oh ‘exgars. welghmg not ‘more than 3
pounds per -thousand, the -amount per thousand determmed e

under the followmg table SR
"ln (i:e case of cxgars removed- oL BN

~After Ju!} 31 1995 and before Januar} 1 199" aa

- Durmg 1997 L

" During 1998 ...
-After- December 31 1998 » PSRRI
 *2) LARGE 'CIGARS. -—On ‘cigars, - we1ghmg more' than 3

_pounds per.thousand, ‘the. applicable percentage tdetermined *

8277
3. ‘73.'_-‘

““under the following table) of the price ‘for. which sold but not

.. more ‘than “the . apphcable hmxtauen (determmed under such

- amended—“ R Py
AU A1) by stnkmg “0 75 cent (0. 625 cent ‘on cxgarette papers

- removed. during 1991 or 1992)" and inserting “the: amount de~

: ".termmed in accordance with the following table”, and

<2) by addmg at the end the followmg

" "ln the case of cagareue papen removed LT

3 In the ca.le' eftxgaﬁ removed-— " T;::c%;-:::zkzle‘ The h::‘_‘f?tm“
. . li“' ‘ .
e aAt‘ter Juh 31 1995 and before Janua 2 199’ PR {21 percem o 54,8'75
During ] 1997 : . 26 percent; . $61:26
" During 1998 , i ' ,3fpercem:. L $7374
) After Decenibér. 31. 199§ ... ; IO 1f percent "o . $86.25." -
RTINS CIGARE'ITE PAPERSI Subsectxon (c! ‘of secnon 0701 ,is,,, o

N

. 122 cdents

.

The i'ex per. -

' The lex per -.
thousand isw -
$183
$2.30 -

: T!;e tax for
each 50 pa-
‘pers is—

,:Durmg 199: . . . - 153 cemts' .
Dunng 1998 ~ L werstriesnee 184 cents i .
. ‘ ; v e 2‘.'16.69nts."'“ B
id) sectmn 5701> is
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‘ S o 1) by smkmg 1 5 cents (1.25. cents on c1garette tubes ré-
o . moved durmg 1991 or,1992)" and inserting 'the amount deter-

: * mined in accordance with the following table and oo O

. (9) b} adding at the end the followmg S
‘ S A © 7% The tax for .
- . . “In the case “of cxgarﬂte tubes removed— o ) - each 50 tubes
R SR . Lo P
- ‘ ... After. July 31 1995 and before January 1 1997 / . 244 cents’
T e T DUring 1997 ..ooooooorvecvveoes v esse s ssensiiasdonsenenenns it S e 3,08 cents
e o During 1998 Lo . , 3.69 cents,
. S After December B1, 19980 i ctreresree s Carnaneranessesesaviessennasarssannnens erenrns .. 4.31 cents.”

o ey SNUFF —Paragraph (l) of section a701(e) is amended— = : g
B 0 )] bv striking 36 cents (30.cents on snuff removed during .. '
R .. .7.71991 or 1992)" and inserting “the ‘amount determlned in-ac
., _-. - -cordance with the following table”, and - . .
oL (2) by adding at the end the followmg" ' S

K

- g’ L ’ “In the caoe of snuff removed— - ,?:,:l::ixif:r e ,
0 'After Jul} 31 1995 and before Januar\ 1. 1997 : 58.5 cents
o _© 7 During 1997 185 cents-
" > During: 1998 ........ 88.5 cents !
- Afer December -31. 1998 . - $1.03%2."

AP

1) CHEWING TOBACCO --Paragraph (2) of section - o?Olte; is.

20w amended—. - .
: o . T ) by stnlung 12 ‘cents (10 cents on chewmg tobacco re- . E
- U7 o 0 4 moved during 1991 or 1992)” and inserting "the amount’ deter- J
" . w0 . mined in accordance with the following table” ,xand coe e
Co L ’ (2) by addmg at the end the foilowmg A
A ) “ ,‘\ i Co . “ln the case of chewusg tobecco removed—. . . o g%;zx‘fir
B T T After Jul} 31 1995 and before Januar} 1. 1997 ..195 cents
ERER A “ R Durmg 1997 g + 245 cents”
oL - During 1998 ......1. . : i’ . 295 bemts .
e After December 31 1998 .......... : 34,5 cents.”

. (g) PIPE. TOBACCO. - Subsecnon tf‘) of section 3701 is amended—
St D by smlang 87 5 cents (56.25 cents.on pipe ‘tobacco re: | *

' f nnned in accordance'with the following tabie”, and
2) by addmg at the end the followmg A

Col The tax per

"ln the caoe ot pxpe tobacco removed- pound is—

i \u.u
- c\‘ . 't

o ‘T,After Juh 3 1995 and before Januan»l' 199:

Sl 10 -
- During 1997 8138 .
- : 'Durmg 1998 C 81 66 - / ~
* After December k) 1998 .. 81 94.7 '

© . (h) APPLICATION OF TAX .I\TCREASE TO" PUERTO .RICO. Sectton oo :
5701 -is. amended by addxng at the end the follomng new. sub- .
section; i IR
o mthy Appuc.mom OF TAXES TO Puzmo Rxco \’otmthstandmg
f‘vlsubsectxons (by and (e of section 7803 and any other provision of .

AW

L I\' GENERAL.-On tobacco products and c:garette pa-t L,
pers. and tubes; manufactured’ in-or-imported into the Com- ' . . '
monwealth of PuertoRico, there i is hereb\ 1mposed a tax at the. ' .
rate equal to the e\cess Of e e o

== +(A) the -rate-of tax’ apphcable tznder this secmon to -
like articles manufacrured in'the United States, over e
2By the rate réferred to in subparagraph (A) as in“ef- = |
ect ‘on -the dav before -the date of the enactment of the -
.‘Guaranteed Health Insurance Act-of 1994. 77 o
L "12}‘ SHIP’\IENI‘S TO PLERTO RICO F‘ROM THE" UNITED'
TATES: “Z Only the. rates ‘of -tax in effect on the day before the. -
date of the- enactment of the Guaranteed Health Insurance Act ¢~

'A;f';;i ‘moved during 1991 or 1992)" and inserting "the: amount deter- ] . E ST

N
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" posed by this section on any article shipped to the Common
.\“wealth of Puerto Rico from the United States. ‘
-+ 7+, :7(3) SHIPMENTS FROM PUERTO RIGO .TO THE' UNITED -
o , . o 'STATES.—The rates of ‘tax taken into -account under section.’
- o T o e 7652(a) with respect to. tobacco products and, cigarette ‘papers
' - and tubes coming into the United States from the Common-
: B ~ wealth of Puerto Rico: shall be the rates of tax in effect on the
e © - day before the date of the enactment of the Guaranteed Health .
- L "Insurance Act of 1994." }
- “(4) REGULATIONS,~To the extent prowded in regulations -

. . . > ‘of'any exemption from or- credn or drawback of, any tax im-

S prescnbed by the Secretary; references in this chapter {other o

.0 . «. .7 than this.section] to the United States shall be treating as in-

o L cludmg references to the Commonwealth of Puerto Rico to the 7 .

, : extent appropriate to cam out the purposes of this subsection.
oot *(5) DISPOSITION ‘OF REVENUES.—The provisions of section .
: : 7652(a)3) shall not apply o any tax 1mposed by reason of th15r~

“subsection.” <
o ‘ (i) EFFECTIVE DATE -—The amendments made b} thxs sectlon .
"+ . shall apply to articles.removed (as defined in section 5702(k) of the
S 7 Internal Revenue Code of 1986 as amended b\ thls Act} after |Ju1}

cot L .381,1995. -

Bk " "77"(j) FLOOR STOCKS T,s.xr:s, : R ' A

: SCyd 7 U L (1) IMPOSITION OF TAX. —On tobacco products and ci arette
e " papers and tubes manufactured in-or imported into the United
‘ ' " " States or'the Commonwealth of Puérto Rico which.are removed
‘before any tax-increase date and held on such date. for sale by

T <] the excess of — - ;
R - (A) the tax Whlch would be 1mposed under section
S S e 0701 of the Internal' Reveniue Code of 1986 on.the article
S ..~ . .. . ifthearticle had been removed on such date, over . .
2 T - .. (B) the prior tax (if any): .imposed under sectmn 0?01,
E DU - .or-7652 of such Code on such article. - o
- : < 5 (2) AUTHORITY TO EXEMYI' 'CIGARETTES -HELD l'N VENDING‘ ‘
L 'MACHINES. ~To- the -extent ‘provided ‘in ‘regulations prescribed - -
o o by.the Secretary, rio; tax shall be. imposed %L; paragraph (1) on
cigarettes- held for: retail 'sale on any tax-increase date, by any.. !
person in any vending ‘machine. If the Secretary, prowdes such '
- abenefit with respect to.any-person, the ‘Sécretary may reduce’
s the $300 amount in paragraph (3) with respect,to such-person: .-
" 1.7(8), CREDIT AGAINST TAX.—Each' person shall be allowed as - ..
HOTIEY: & “eredit :against the taxes ‘imposed by paragraph (1) .on.each -
.77+ tax-increase daté an amount equal to $500. Such credit shall =
.- 7' not ‘exceed ‘the ‘amount of taxes imposed bv paragraph (1)'on. '
- .- .. such'date for which such person is.liable.. .. : Lo
- 14) LIABILITY FOR TAX AND METHOD OF‘ PAYMENT,— . °. .
‘ , AR R (A) LIABILITY FOR TAX.—A’ person holding any article.
B .+ ‘On-any tax-increase date- to-which any tax 1mposed by -
oL e paragraph (1) applies shall'be liable, for such tax. | S
i, BI"METHOD OF PAYMENT.=The tax imposed' by - para-:’ .
~graph (1) shall be paid‘in such manner as the. Secretarv”
shall rescnbe by regulations. .
TIME. :FOR -PAYMENT.—The’ tax lmposed bv para-
graph {1) on any tax-increase date shall be paid on or be-
gore the date whlch is'3 ‘months after such tax- mcrease :
ate..
AR - T ARTICLES n\ F‘OREIG\‘ TRADE zom:s —-’\Iotmthstandmg T
:,;the Act of June 18,11934 148 Stat. 998, 19 U.S.C. 8la) and ‘any
~ other provision of law any article which is located.in-a foreign -
i trade .zoné on.any. tax-increase date shall be sub_;ect‘ to the'
‘_,ta:w.es 1mposed by paragraph A1y ifem S

s

f'c“ustoms duties liquidated, with-respect to such article be-
... fore such -date;pursuant to a request ‘made’ under the lst‘;»
proviso of secnon 3(a> ef such Act or 1 . ‘

any person, there is hereby lmposed a ta.x m an amount equal -

(A)internal’revenue taxes. have been determmed or
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: - AL (B} such amcle 18 hem on. auch date under the super-
. - ’ - viston of a-customs officer pursuant to- the ‘)d provlso of
_such section 3(a).. '
S : 6 DEFINTTIONS. —For purposes of this subsecnon—- T
- . (ArTAX-INCREASE DATE:—The term “tax-increase date” , .
: ©° -~means August 1,.1995, January L, 1997 Januan 1 1998, -
and January 1, .1999.. , ;
LBy OTHER DEFINITIONS. —Terms used in this -sub- -
- section which are also used in section 5702 of the Internal
" Revenue Code of, 1986 shall have the respective meanings . .
« -such terms have'in such section, as amended by this Act.. -
.. (C) SECRETARY.—The term “Secretary means the- Sec- -
.. _ | retary of the Treasury or his delegate. .
R A7) .CONTROLLED! GROUPS.—Rules similar to the rules of
L secmon 5061(en3) of such Code shall apply for purposes of thlS
o o subsecnon A
e *(8) OTHER TAWS APPLICABLE —All prov1smns of law, includ:.
fnb SRR o mg penalties, applicable with respect to the taxes unposed by -
O " section 5701 of such’ Code shall, insofar as applicable and not
cL * inconsistent with the provisions of this subsection, apply to the
o - floor stocks taxes iliposed by paragraph (1), to the same extent
.as if such taxes were imposed by such-section 5701. The Sec-'
,retary may treat any person who bore the ultimate burden of

“the ‘tax imposed by ‘paragraph. (1) as the person to whom a '
. credit or. refund under such prowsmns may be allowed or
- made. :

. - ‘ SEC 11102. MODIF]CATIONS OF CERTAIN TOBACCO TAX PROV’ISIONS )
e ta) EXEMPTION FOR EXPORTED TOBACCO PRODUCTS AND CIGA: | . -
-+ :.. . RETTE PAPERS AND TuBges-TO APPLY ONLY.TO. ARTICLES MARKED "
. ol " FOR SHIPMENT, FROM THE UNITED STATES.—~ | :
S . T (1) Subsection (b) of section 5704 is amended by adding at
y S "+ =+, . 'the end the followmg new seritence: "Tobacco products and.cig-
. ... . .7 " . arette papers and tubes may. not be transferred or. removed
. /- "under this subsection unléess such-products or ‘papers and tubes
-~ " .+ 'bear such marks, labels, or notices as the Secretarv shall bv
T regulatmns prescribe.”
v 0T (2) Section 5761 s amended by rede51gnatmg subsecmons A
ot i Jvyer and (d) “as subsections (d) and (e), respectively,.and by in-
S ,.sertmg after subsection (b1 the following new subsection: -
b S =(c) SALE OF TOBACCO PRODUCTS" AND CIGARETTE PAPERS AND -
- TL'BES FOR EXPORT. ~ Except as provxded m subsectxons (by and (d)‘
of section 5704— - -
. oo Ty i) every perSOn who sells, relands. or receives’ thhm the = . .
R Junsdlcnon of the United States any .tobacco products or ciga-.
S A rette papers or. tubes ‘which have been labeled or shlpped t"orf o
R exportation under this:chapter, Y R
ol T M) every person.. who-. sells or recewes such reianded to o
Rt L "j-bacco products or cigareétte papers or tubes, and . PR
C e N3 every  person’ who alds or abets ‘in . such selhng,'_““
T ~relandmg, or receiving, . - . -
shall in addition to-the tax and any other penalty. prowded in this. . =
S mle be liable for a. penaltv equal to the greater of $1,000 or 5. . = =
, timés.the amount of the tax. 1imposed- by this chapter. All tobacco . o
.- 'products and cigarette papers and tubes-relanded -within the juris- .
“diction of the'United States. and all vessels, vehicles, and aircraft . .
“.used’in" such:relanding or in removing such products. ‘papers, and -
“.tubes from the place W here relanded shall be forfelted 0 the Umt- SR
ed: States. .y ' st
SOy (31 Subsecnon ia) of sectlon 5761 is amended bx stnkmg
subsectlon b)” and’ msemng “subsection (b) or (¢}, - o
el Subsectxon ‘drof section 5761, as redesignated by para- . -
graph (2), is amended by ‘striking “The penalty imposed | by sub-
section (br :and ‘Inserting ‘“The penaltxes 1mposed bx ‘sub:
sections (b) and ()7 5. o .
"+ 15)tA) Siibchapter. F- of chapter a2 is amended bx addmg at
the end the followmg new sectmn A :

.
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. S '4‘1SE 5754, RESTRICTICN ON’IMPORTATION OF P"REVIOL’SLY‘EY-'-“

i,

. . PORTED TOBACCO PRODUCTS.

C " *ta) IN GENERAL. —Tobacco products and mgarette paper= and

: -tubes previously exported from the- United States may be imported

or brought into the .United States only. as pronded in section

Ly . .5704(d). For purposes of this section, section 5704(d), section 5761,
... ‘ . 'and such other provisions as the Secretary may specify by regula-

- ~ tions, references to. exportation shall be- treated as. mcludmg a ref-

erence to shlpment to the Commonwealth of Puerto RICO :

~ - “(b) CROSS REFERENCE. — : ,

T “For penaity for the sale of tobacco products and c1garette papers

" and tubes in the United States wl'nch are labeled for export, see-sec-

o txon5761(c)" o

; Pt (B) The table of sectlons for subchapter F of chapter 02 1s
Y _ amended by addmg at the end thereof the following new item:

“Sec: 5754 Resmctxon on nnportamon of. prevxousl) exported tobacco
AR products . \, ) .

" (b) IMPORTERS REQUIRED TO BE QUA.LIF[ED S \
<. .. (1) Sections..3712, 5718(a), ‘5721, 5722, 5762(a)(1), and ‘
T © .. '3763(b) and (c) are each, amended bv msemng “or 1mporter
: S - after “manufacturer”.
o {2y The headmg of - subsectxon (b) of sectlon 0763 is amend
T ed by msemng QDALIFIED Impon'rr-:ns after MANbFACTbR .
A S ERS '
R T f3) ’I’he headmg for subchapter B of chapter 52 is amended
“tao o0+ by inserting “and Importers after “Manufacturers
o (4)- The item relating to subchapter B'in the table .of sub
chapters for chapter 52 1 amended bw msemng “dand 1mport
.ers” after “manufacturers”.
L e “t¢) REPEAL OF TAX: EXEMP‘I‘ SALES TO EMPLOYEES er Cxommz
I MANUFACTURERS-— -
." I § ¥ Subsection (a} of. sectlon 3704 is amended- :

o

T d (A) bv stnlung "EMPLOYEE USE OR, in the headmg, ‘

T, an . . -

L S » (Bl b\ stnk.mg‘ "for use or consumpuon bv emplovees )

S om0 LT or™in the text: SR
e 1o (2) Subsection (é) of section 0?23 is ‘amended: by smlung
A “for use of- consumpuon by -their -‘emplovees, or for e:.pen-

. ‘mental purposes” and inserting: “for experimental purposes”. = .
“td) REPEAL OF TAX:EXEMPT SALES TO.UNITED.STATES.— Sub-
‘section(b) of secnon 5704'is amenided by striking “and manufactur-
- ers-may »sumlarlx remove such amcles for use of the United -

- States:™: A - ‘

e, Booxs OF 25 OR FEWER CIGARB‘I’I‘E‘ PAPERS SUBJEC’I‘ TO
“Tax.—Subsection. i) of section 5701 is amended by striking "On .
“~each book or set of cxgarette papers contammg more: ‘than Zo pa-
pers, and inserting ~On cigarette papers,” ' - L
. .{) .STORAGE OF TOBACCO" PRODUCTS.— Subsectlon (m of secuon '

:)702*15 amended by msemng under secnon 0?04 after “mtemal ‘
revenue bond".

Lligy AUTHORITY To PRESCRIBE \’Ir\mr\] VIANUFACTURING -xc
,'rn'm REQUIREMENTS. —Section' 5712 'is amended by striking “or” S
- at’the .end- of paragraph {13, by redesignating" paragraph (2) as. .- R
paragraph “3); .and bv msemng after paragraph \(1) the follo“ mg
new, paragraph _

e EN2) the actmtv proposed to be carned out at, such prem-
+ isés-does not meet such mlmmum capacity or’ actwm requlre
“ments as ‘the Secretar\ may. prescribe;.or’. .

{h7:LIMITATION - ON .COVER OVER OF TAX ON’ ToaAcco PROD

. LCTS = Section 7652 is amended bv addmg at the end thereof the

- following ‘new- subsecuon 7 e

“thy LIMITATION ON Covr:n Ovea OF TA‘( ON. Toaacco PROD
vers. —For: purposes‘*of this- section,: with respect.to taxés’ 1mposed
‘under. section ‘5701 or this:section on any ‘tobacco. product or ciga- -
;ettﬁ paper or tube, the. amount covered mto the treasunes of Puer-
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under section 5701 in effect on the a"mcle on the da\ before the
date of the enacament of the Guaranteed Health Insurance Act of
1994.7 N _
ay EFFEC’I‘WE Date.—The amendments made b\ thxs section o
shall apply to articles rentoved | {as defined in, section 5702(k) of the

Internal Revenue Code of 1986 as amended by this Act after July

- 31,1995. | -
i SEC 11103. IMPOSITION OF EXCISE TAX ON MANUFACTURE OR IMPOR'

1 TATION OF ROLL-YOUR-OWN TOBACCO.
(a) IN GENERAL. —~Section 5701 (relating to rate of tax), as

v

.*:amended by section 11101, is amended by redesignating 'sub- .

o manufactured in or imported into the United States, there shall be .
' unposed a tax of the amount determined in accordance with the fol-

sections (g) and (h) as subsections (h) and (i), respectively, and bv :

© inserting after subsection (D) the following new subsemon‘ : '

. *(g - ROLL-YOUR- OWN:- TOBACCO:=On roll-your-own'’ tobacco,

"lowing table per pound (and a proportionate tax’ at, the hke rate. on '

', all fract1ona1 parts of a pound).

: ~In t.he ca:e of rol! -your-own tobacco ramovad— o N gi;%‘lf:’
. After July 31. 1995 and before Januar\ L1997 e b e SLIO
During 1997 : NI : $1.38
Duiring 1998 $1.66
After December 31, 1998 = $1y.94."

{b) ROLL-YOUR- OWN TOBACCO Sectxon 5702 (relatmg to defi-

o nitions) .is amended bv *addmg at the end the followmg new sub :

. sectlon L ;

" (p). ROLL-YOUR- QWN ToBACCO:—The term ‘roll-vour-own to-

. bacco” means any.tobacco which, because of its appearance, type, . ..

o packaging; ‘or Iabehng, is suxtable for use and likely to be offered

‘" ;"{‘" ‘your-own tobacco and

‘to, or purchased by, consumers as tobacco for malung czgarettes L

“ t¢) TECHNICAL AMENDMENTS. = -
f (1) Subsection (c} of section. 0702 is amended by smkmge
“and pipe tobacco” and msemng plpe tobacco, and roll-your- -
S own tobacco™. .. L
. 12r-Subsection ¢d> of section 5702 is amended — -
Tl (A dn the material’ ‘preceding paragraph {1, b\ strik:
"' ing “or ‘pipe.tobacco” -and' msemng plpe tobacco, or roll

(B) by strkag paragraph (1) and msemng the follow- ;‘13 A

‘ “ing new paragraph o AR 4

.+ 1) a person w ho produces czgars. c1garettes smokeless to:

bacco, pipe tobacco‘ or .roll-vour-own tobacco solelv for hxs own’

personal ‘consumption or. use, and”. - K e
.- 13y The chapter headmg for chapter 02 is amended to read, 8
- as follows T

“CHA.P‘TER 52 “TOBACCO PRODUCTS AND CIGARETTE

PAPERS AND TUBES" '

. (43 ’I‘he tabie .of’ chapters for subntle E is amended b\f
" -striking the item. relatmg to chapter a2 and msemng che fol
lowmg hew item:

Chapter 52. Tobacco products and cngareue papers and tubes e

*Qtd’EFFEC'nvE Dxn»:— c T : by ‘
(1) IN' GENERAL. —~The: amendments made b\ thzs sectxon‘ .
; shall apply to roll-vour-own tobacco removed (as defined in sec: .-
" tion/5702(k) of the!Internal Revenue Code of 1986 as amended o
- .by this.Actr ‘after July 31, 1995, v . AT
S "{q TRANSITIONAL RULE. —Anv person who—' P
5 lA) on-the, date of the-enactment of this Act is engaged' o
‘in’ business as a manufacturer of roll-vour-own tobacco or-
as an 1mporter of tobacco products or. c1garette papers and oo
tubes, and.: L. . AR . -

-

S
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e (BJ before Au«rust 1. 1990, subm1ts an apphcanon,
under subchapter B of chapter 52 of such Code to engage -
', in such business,. -
< may, notw1thstand1ng such subchapter ‘B, continue to éngage
in" such .business. ‘pending final action on such .application.

~ - - Pending such final action, .all- provisions$ of such chapter 52.

-~

shall apply to such applicant in the same manner .and to the
. same extent as if such. apphcant ‘were a holder of’a permxt
\‘ under such chapter 52 to engage in such busmess :

Subtltle B— Treatment of Employer- :
Prov1ded Health Care ' =~ .

SEC 11201 HEALTH BENEFITS MAY NOT BE PROV'{DED UI\DER CAFE~ h
ERIA PLANS, OR FLEXIBLE SPENDING. ARRANGEMENTS :

OTHERTHAN MEDICAL SAVINGS ACCOUNTS Sl

" (a) CAFE'I‘ERIA PLANS. =

.7+ (1)'IN GENERAL; Subsecnon @ of' section - 125 (def’mmg
.qualified benefits) is amended by adding at the:end the follow-

- ing new sentence: “Such term shall not include any. beneﬁts or .

- . coverage under an accident or health plan.” - -

‘ {2y CONFORMING AMENDMENT. - gubsectlon tg) of” section:

/125 'is amended by striking paragraph (2) and redesignating

‘paragraphs (3) and (4) as paragraphs (2) and (3), respectively.

(b). FLEXIBLE -SPENDING ARRANGEMENTS. —The, text. of section. :
106 (relatmg to contributions by employer to acc1dent and health, .
plans) .is amerided to read as follows: s

*{a) GENERAL RULE.—Except as provlded in subsectxon (b) '

-gross income of an employee does ‘not mclude emplover~prov1ded P

e 0verage under an accident or health plan.

- *(b) NO EXCLUSION ‘FOR ‘COVERAGE Paovman UN’DER FLE)\IBLE’

; SPEN‘DING ARRANGEMENTS. —

~*(1) IN GENERAL:* Subsectmn fa) shall not applv to cov-".
_erage prowded through a ﬂeuble spendmg or smnlar arrange- o
ment

e w9y FLEXIBLE SPENDING ARRANGE‘\IE\FT —For. purposes of . -

) thlS subsectlon. a flexible spendmg arrangement is a benefit
. ‘program Wthh prowdes emplmees w1th coverage under

““ whlch-— -

" In the case of an insured plan.-the ‘maximum ’amount reéson- :

RN Lo s

CMAY spemﬁed mcurred expenses may be relmbursed

{subject o relmbursemem maxzmums and other reason- ¢

- “able’ conditions), and B
St U -%(B) the maximum amount of rexmbursement which 1s R

. reasonabh/ available to a2 participant for such coverage 15
less than 000 percent of the cost of stch coverage. - ‘

LU

" ably available- shail be determmed on the: basxs of the underlv

v ~ing coverage. - . RSN

T ey Comtzmorvs TO \TEDIC.-\L SA‘VT\TGS Accor:vrs -
"(1) IN GENERAL.=Notwithstanding subsection  (b), gross '

P "_'mcome of an eligiblée employvee ‘does not include amounts con- o

1104 2xC) of the Guaranteed Health Insurance Act.of 1994.

. tributed by an emplover to any medical savings aécount of such’
" .employee to the extent such ‘contributions are required to be. .

.made to ".such account. by such emplover under 'section

: For purposes of the precedmg sentence. the terms ehgxble em- '

- plovee’ and . ‘medical ‘savings “account’ have. the/ respecuve
~meanings given- -such terms by section 7705. S
. M21.No ‘CONSTRUCTIVE RECEIPT.—No -amount shan be in--

; ~‘_c1uded in the gross.income of.any-employee solely because the -

“emplovee may choose between the contributions referred to in”

*;..paragraph 1) and" emplover conmbunons to. another health

- plan of the emplover.” * o X

- e, MEDICAL ‘SAVINGS Accoums = ' L o
7+ (1) IN GENERAL, Chapter ?9 15 amended by addmg at the .

.end the followmg new sectlon' e -
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o C . E SEC 05 V!EDICAL SAVINGS. J\CCOLVTS < :
" S ‘ a> GENERAL RULE.—For ‘purposes of this tltle the.term ‘medi-
S - cal savings account’ .means a trust ‘created or orgamzed in' the
“f "United States for the exclusive benefit of an individual or his bene-
‘ ﬁcxarzes, but only if the written -instrument creatmg the trust
'meets the following requirements:,’ - :
. ' . “(1) Except in the'case of a rollover contribution descnbed
A . in subsection (d)(3), ‘no~contribution wﬂl be accepted unless—- .
' L “(A)it'is in cash, and :
“B) such individual is an, ehglble employee for the pe-
o . nod for which such contnbutwn is made/ - ',
. . %2 The trustee is,a bank (as ‘defined in section 408(n)), m-f .
*.surance company {as defined in section 816), or-such other per- .-
son who demonstrates to the satisfaction of the Secretary that .
~ the manner.in which such other person . will ‘administer the - .. =. "
"7 ¢ trust will be consistent: with the requirements of this section. -
: e D “(3) No part of the trust funds w111 be invested in hfe in- - -
. .. ° - . T . gurance contracts. '
) . - ..*(4) The interest of an mdvndual m the balance of. the ac-
"count is nonforfeitable. ,
" #(5) The assets of the trust w111 not bes commmgled \wth
..~/ other property e‘ccept ina common tmst fund or common ‘in-
N - vestment fund. o ,
« . .. *b) ELIGIBLE EMPLOYEE ——For purposes of this section—. .
ST T M) N, GEN’ERAL —The term ‘eligible employee’ means any -
L employee who is covered under a-high deductible plan (as de-
- fined 'in section 5504(5). of the- Guaranteed Health Insurance
Act of 1994) of his employer. = -
" .*(2) EXCEPTION.—An. employee shall be treated as not
. being an eligible employee for any calendar year 1f - .
BT S " .“(A)-for any month during such year, it is: reasonabl}
S DRI expected that such employee will -be eligible for subsidies
' . - ", " . 7 under part A of title XXII of the Social Security.Act, or

" *(B) it is reasonably’ expected that, if the emplovee '
S e . werea medlcare part C _covered lindividual for ahy month-.
.+ i+ .0 " during such vear, the amount of tax imposed. by section -
T 59B (f any) on’ such emplovee would be determmed under
S o T section 59B(M). i :
S e ‘TAX TREATMENT OF ACCOUN'I‘S - it RS
ST Lo T 1}ACCOUNTTAXEDASGRANTORTRUST— - . L
U et L T MAYINY GENERAL.—Except ‘as . provided .in - subpara~
e Co s -Agraph (B); the account beneficiary of a medical savings ac-
J-' count . shall be' treated for purposes of:this -title as the
ot '+ ' .owner of such account and-shall be subject to,tax thereon , .
- . .. ... .- in accordance with subpart-E of part'l of subchapter Jvof = e
S e ONTU L this chapter (relatmg to g'rantors and others treated as .
IR - " rsubstantial owners). . .
B VL ¢ - ) Tnm’msm OF CAPI’I’AL LOSSES —Wuh respect to
e assets held in- ‘a medical savings account, any’capital loss
‘ . v for a-taxable vear from the sale or exchange of such an
P o+ 7.5 " asset shall be allowed only to the-extent:of capital’gains
coeC e U fromrsuch-assets for-such taxable vear. Any capital ‘loss
Tl - .- which is disallowed under the preceding sentence shall be
, [treated as a capital loss from the sale or exchange of such .
.+ --an'asset’in the next taxable year. For purposes of this sub-
: » . 'paragraph, ‘all medical savings -accounts of the account .
i beneficiary shall be'treated as 1 account. [ . ‘
g "‘2) ‘\CCOL"‘I’I’ TERM[NATPS IF. INDWTDLAL ENGAGES IN PRO
N HIBITE;D TRANSACTION. —
S 7 Ay IN GENERAL.-IF, durmg anv ta}table 5ear of the
<" . ‘'account beneficiary, such beneficiary engages. in any trans- | ..

o action prohabzted by section-4975 with respect to the ac-
“"count; the account shall cease to:-bé a medical savings ac- - .-
. count.as of the first day of such taxable vear. ' : o
" “(B) ACCOUNT TREATED AS DISTRIBUTING ALL TS AS. '
-In an;l case: in whxch any account ceases to: be a
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} L L \medical - savings account by ‘reason o‘" :ubparagraph t—‘sg on
. ' L . the first day of an& ta.\able vear, aubsecnon d) ahall be
apphed as if—
“(i) there’ were a distnbutxon on’ such ﬁrst da\ e
an’ amount, equal t¢ the fair market value fon such" -
: ‘ . ; _ ‘first’ day) of' all assets in the account ion such ﬁrst
oo S day),.and | L A
o T 0 TNy e portion of ‘such dlstnbuuon were used to
" pay quahﬁed medical expenses. -
ST “(3) EFFECT OF PLEDGING ACCOUNT AS SECURITY, -If dur-
RO . "¢ ing any taxable year, the account beneﬁcmr) uses, the -account.
o : ~or any portion thereof .as security for a loan, the pottion so
. used' 1s treated :as distributed and not used to pay. quahf‘xed‘ o
.,medxcal expenses. | SR
- *td) Tax TREATMENT OF DISTRIBUTIONS s
(1) INCLDSION OP MiOUNTS NO’I‘ 'USED FOR. QUALIFIED MED~
ICAL EXPENSES.— .’ | . -
A IN. GENERAL --An} amount- paxd or d:stnbuted out -
S . . ofa "medical savings -account which is not used exclusively
T t0, pay the qualified medical expenses of the account bene-
L ‘ficiary or.of the spouse or voung dependents (as'défined in
" section "1003/bi(1):0of the -Guaranteed Health Insurance Act’ .
of 1994) of such beneficiary.shall be included in the gross
income of such beneficiary tw the e.\tent such amount does’ o
not: exceed the: ‘excess of — : ‘
S R VX the aggregate comnbunons to such account
Lo : fw}nch were not includible in gross mcome by reason ofe S
A section 106¢c), over - . T
Sew -0t the aggregate prior pavments or dxstrlbutxons -
L P from ‘'such account which were ‘includible m\gross in-
e comeunderithis’ paragraph - :
. R (B SPECIAL RULES. For purposes of' subparagraphg

.-

. (A)-- ‘ .
R all “medical savmgs accoums of the account . . ©
se.sewe o beneficiary ‘shall. be treated as'1 account; s
R “(ii) "all ‘payments and - distributions - dunng any. > <
R L T " “takable vear shall be treated as 1 distribution, and '
W0 4UTLi 0o i) any idistribution of “property - shall be taken
o into account. at 1ts faxr market value on the date of the-‘-
dlstrxbunon .
N (2). PENALTY FOR D[STRIBUTIONS NOT L‘SED FOR QUALIFIED a2
. *\IEDICAL EXPENSES. =" -
B T L TR “(A)IN GENERAL.—The taJ\ 1mposed b\ chapter 1 on
S A the account beneﬁcxarv for any taxable vear in which there -
- ls a payment or distribution “from a’ ‘medical . savings ac-
count of such beneﬁmar} ‘which_is includible. in gross’in-
- come under paragraph (1s 'shall-be increased: by 100 per

- 7 C.v cent of'the amount ‘which is so includible, .
B DT § - 1 E\(CEP’I’ION FOR DISTRIBLUTIONS AFTER AGE 60 —_
R Subparagraph (A) shall not apply to any pavment or dis- -~ -
< w3 o7 7o v crribution after 'the date on w hxch the* account beneﬁcxarv '

S ;attams age 65.7 L

T {7 EXCEPTION FOR DISA.B[LITY OR DE.—\TH -—Subpara
.7 “graph tA) shall not apply if the payment-or distribution is-

- made -after the' account. beneficiary- becomes dxsabled v:xth

. -;m 'thé meaning of section 72imn7) or dies.. S

o T ROLLOVER' CONTRIBUTION,—An amount is descnbed in -

‘ th1s paragraph as, a rollover conmbuuon if 1t meets the re:
qmrements of subparagraphs “A) and (B), =

.0 7(A) IN: GENERAL. — Paragraph il) shall not . apph to

' any amount paid.or distributed from a medical savings ac-

scount to.the account beneficiary to the. extent the amount

. received is paidinto’a ‘medical savings account for the ben: -

jeﬁt of such. beneficiary’ not later than the 60th day after

‘the. da3 on whmh he recexves the pavment or d1stnbutxon

Y
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~(B1 LIMITATION. — This ‘paragraph shall not apply o
' ‘ o any amount described in subparagraph (A) received by an’
oo o ! individual from a megical savings account if,’at any time -
ST e _ during the 1-.vear period ending on'the day of,such receipt, ,
"’ such’ individual rreceived any other -amount described in .
- ‘ , . ‘subparagraph (A) from a medical savings account which
St was not.includible in his gross income because of the applx—
. .- U . “cation.of this’ paragraph. - -’
: " *{4) COORDINATION WITH MEDICAL EXPENSE DEDUCTION -
For purposes of section 213, any payment or distribution out
" of a medical savings account for qualified. medical expenses -
. shall not be treated as an expense paid for medical care to the
" extent of ‘the amount of such payment or distribution which is
S 'excludable from gross income solelv by reason of parag'raph
. T (INA) .
B “(e) DEFINITIONS -—For purposes of this sectzon-— a

e medwal ‘expenses’ means any expense for medical care (as' de-
"v 7~ fined in section 213(d)); except that. such term shall not mclude
IR i .any expense for insurance.. ...
C -T2y, ACCOUNT BENEFICLARY! The term account bene- :
. SN ‘ﬁczan 'means the individual for whose beneﬁt the med:cal sav:
-~ '~ % . ings accéunt is.maintained. : L
: o . ..o (f) CUSTODIAL ACCOUNTS.—For purposes of t}ns sectxon a cus-
S -z‘todlal .account shall be treated as a-trust if— .
’ EE I S “(1) the assets of such account are ‘held by a bank (as de-
LT “ﬁned in section 408(n)); insurance company (as defined in sec- o
.. " .. ° tion 816), or ariother person who demonstrates.to the satisfac- ° |
<o T T tion of. the<Secretary that-the ‘manner in ‘which he will admin: = -
\ .. . ister the account -will be consistent w:th the reqmrements of
oL th1s sectmn, and ¢ .
o LA “(2) the custodial : account would except for the fact that it .
i R 15 not ‘a’trust,, consntute a medmal savmgs account descnbed :
.. - insubsection (a). o
‘ »." - For purposes of this. mle. in the case of a custodlal account treated
.t - . as.a trust.by reason ofithe. ‘precéding sentence, the custodian of
A wn - such-account shall be treated as the trustee thereof. =~ .-
.7 7.7 ~tg).REPORTS.~The trustee of a medical savings- account shall
PSS fkeep ‘such records and: make .such reports regarding such account
e to the Secretary and to the account beneficiary with respect to con-:
“tributions,- distributions; and.such .other matters as the. Secretary * .
"-may require urnder regulanons The . reports requxred by this subi’
. ' section’ shall ‘be- filed at such time and -in such: ‘manner and fur,
", nished to.such individuals at such. time and -in such manner as .
.v-mav be requu'ed by such -regulations:” .. . * o
' “(2) EMPLOY'ER PAYMEN'I‘S E.’XCLUDED F’ROM EMPLGYMENT TA}(._ ’
BASE. !

[

(A} SOCLAL SECURI’I’Y TA.\LES -, ’ o ',
g A4 Subsecnon 1a), of ‘section 3121 is. amended bx
striking’ or™ at the end of paragraph 120); by stnkmg.'
' the period. at'the ‘end of paragraph (21) and inserting '
=lor™ and by msemng after paragraph 2L the follow R
.ing new ‘paragraph: - Ll o
»22) any ‘payment ; made to or for the beneﬁt of an‘em- L
plovee if at. the time of such payment it is reasonable to believe -
that the emplovee will be able to- exclude such pa\'mem fromv '
1 come under section 1061617 .
" (i} ‘Subsection a) “of section 909 of the" SOCla Se.
cunts Act is amended by striking “or™ at -the end of -
paragraph (18}, by stnkmg the period at the end of
paragraph:(lQl and’ inserting ™%, or"; and by msemng
.. after paragraph (19+ithe following new paragraph: . .
(20 any payment-made to .or for the: beneﬁt of an em- L
plovee if at"the time of such'payment it is reasonable to believe . .-
ha fthe:.emplovee. will: be able to. exclude sUch pavment from~'

- P
4D QUALIFIED 'MEDICAL EXPENSES.—The term " quahﬁed ' T
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ihcome under sect101 106(c of~ the Internal Revenue Code’ of -

' A -, 19867 : T
. I o " (By RAH.RO—\D RETIREMENT TAX —Subsection. ey of sec- .
' -7 07 tion 3231 is amended by addlna at the end the followma‘ o
new-.paragraph: . ’ -
. . : -*(10). MEDICAL - SAVINGS ACCOUNT CONTREBUTIONS ~The
e © . term ‘compensation’ shall not include any ‘payment made to or
: ' for the benefit of aniemployee if at the time of such payment .
R .. it is reasonable to believe that the employee will be able to ex: -
e o R clude such payment from income under section 106(¢).” ‘
G S (@) UNEMPLOYMENT TAX.—Subsection (b) of section
. . o .;3306 is amended by striking “or”-at-the end of paragraph
T (15), by stnkmg the period at the end of paragraph (16) . - . - .
7. and inserting “; or”, and by-inserting after paragraph (16) T
. the following new paragraph : S
"“(17) any payment made toror-for the . beneﬁt of an. €m- .
ployee if at the time of such'payment it is. reasonable to believe

‘that the" employee will be able to- exclude such payment from.; -

S mcome under section 106(c).”
- (D) WITHHOLDING TAX. Subsecnon (a) ‘of section 3401 B
. - is amended by striking * or” at the end.of paragraph (19),. -
. 3 by Stnkmg the period at the end of paragraph (20} and in+ « |
2. ‘serting *i or", and by 1nsertmd after paragraph 20 the fol-
s flowmg new paragraph -
c “(21) any payment made to or for the beneﬁt of an em-
plovee if at'the timeiof such payment it is reasonable to beheve
U that the employee will be able to exclude such . pay ment from' L
oo mcorne under section:106(c).” . : :
- -, "+ (3) TAX ON' PROHIBITED, TRANSAC’I‘IONS —Secnon 49?:: (re-_ o
latmg to prohibited transactions) is amended — -
~ . (A)by addlng at the end of subsecnon (¢ the followlng‘ w

s individual for whose ‘benefit-a medical savings account (wnhm' .

., .= - the meaning of - 'section 7705) is established shall be exempt
S / .~ " from'the tax 1mposed by this section with respect to-any-trans--. .
4wt . - ‘action concérning such.account (which would otherwzse be-tax- . | - |

Tt .able.under this section) if, with respect to such transaction, the - -
-~ .+ -account ceases to be a medical savings account by reason of the -
ST «apphcamon of sectmn 770o(c)(2)(A) to such account.”, and . =
ST, e io (Bl by msemng “or a’ medical savings account de-’
o e .' scribed “in ‘section- 7705” 'in subsectmn ie)(l} aﬁer “de-
S e : "scribed in section 408(a)”.
P oot . 4] FAILURE TO 'PROVIDE REPOR’I‘S ON ‘\IEDTCAL SAVNGS AC-

‘ T COL’NTS —~Section 6693 (relating to failure to provide’ reports on

. ’,' mdmdual retirement account or ‘annuities).is amended— . -
) . ) < ' R (A) bV msertmg wor on: medtcol uvmgs nccounu" after rannuiies”
o0 .7 . .+ linthe heading of such section,.and -
< ‘ ' (B). by addmg at the end of subsectxon ta) the follo“'
Lol g ~The person reqmred by séction 7705(g) to file a report
% . - 77 . regarding a‘medical savings account-at the time and in the
E © 7 7. manner réquired by such section shall pay a penalty of $50
L -+ for each failure; unless it is shown that such failure is due ‘
- 7. . -s. toreasonable cause.” - v RPN e
el ,_(m CLERICAL AMENDMENTS, — . I N
‘ © 7. 7 tA) The table of sections: for chapter 79 is| amended bv :
S o § vaddmg at the end the followmg ST A ..
B 'Sec 705, \Aedacal sa\mgs accounts.” B 5" o .
Y o Lo B 'I'he table of sections for subchapter B of chapter .
R “'4.'?“68 is’ amended by inserting:“or on medical savings, ac-
ré%\g%ts after annumes in- the item. relatmg to section.

cd} EMPLOYMEVT TAX TREAT’\IEN’I’ OF AMOL’N’I‘ NOT Etcwnzo o

UNDER ‘SECTION 106.— | . - R o
. »'v;‘(l) SOCIAL SECURITY TAX - _?:- T T e B

g S ewfparagraph - . 0
., w7 s “4) SPECIAL RULE' FOR MEDICAL SAVINGS ACCOUNTS. ~An.
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. Mz‘" | P o (A) Subsection (a) of section 3121 .is- emehded by in- -

!

o4

' serting after parag‘raph (22) the following new sentence;
\othmg in paragraph (2) shall exclude from the term ‘wages any
amount which 1s required to be mcluded in gross mcome under sec-
t1on 106t b)."
(B) Subsectmn (a) of secuon 209 of the Socxal Secum) -
Act is amended; by .inserting after parag‘raph {20) the fol-
R lowing new sentence: ‘. R,
. , “Nothing in parag‘raph {2) shall exclude from the term wages any . -
S ‘ E amount which is required to.be-included in gross income under sec- - '
~ tion 106(b) of the Interrnial Revenue Code of 1986.” . ' "
: * (2) RAILROAD- ‘RETIREMENT TAX. Paragraph (1)-of section .~ -
. 3231(e) is amended by addmg at the end thereof the following ~ -
= : . new sentence: “Nothing in clause (i of the -second sentence of
o this paragraph shall exclude from the term ‘compensation’ any o
" " - amount which i is requn‘ed to-be mcluded in gross mcome under, Lo
.. .70 section 106(b)." T .1 N
’ - . % . (3) UNEMPLOYMENT. TAX. ~Subséction (b) of' section 3306 i is/
»amended by 1nsemng after paragraph a7, the followmg new. .
.. - sentence: - .
“Nothmg in paragraph 2 shall e).clude f'rom the term wages any.
. .. .+ amount whichis requlred to be mcluded in gross income: under sec-' ..
SR o tlon 1061
: - T 77 4) WAGE WITHHOLDING, Subsectxon (a) of sectmn 3401 is ...
Co amended by addang at the end thereof the followmg ‘new sen-.. -
‘ L v tence: oo S
P .. *“Nothing in - the precedmg prowswns of this subseczxon (other than o
© .. - paragraph (21)) shall exclude from the.term ‘wages’ any amount
Lot T which ‘is required to be mcluded in® gross income under sectmn
AR IOG(br". L R , .
(eiEFFECTWEDATE*—' o e L
‘- . AT U m PROVISIONS OTHER THAN MEDTCAL SAVTNCS ACCOUN’I‘S-—-

(A), IN GENERAL.—Except ‘as provided in ‘subpara-
_graphs, (B) 'and (C), the ‘amendments made- by subsections. .
o .77+ da)-and (d), -and ‘so much of the amendmeént made by sub:
LT L. :- o .y section (b) as relates to section 106(b) of the-Internal’ Reve-.j'
‘ VS Lo nue Code of 1986, shall take.effect on January 1, 1995. o
... By Be.\x-:rrrs PROVIDED -PURSUANT TO COLLECTIVE BAR- . . .-
.. GAINING AGREEMENTS.—In the‘case of a cafeteria plan or .~
‘flexible spending ‘arrarigement maintained pursuant to-1
~.oF..more" collective’ bargaining agreements ‘between em- .
plovee representativés and'1.or more emplovers which was -
.ratified before June 30, 1994, the amendments referred to ..
iy subparagraph (A shall not. apply to benefits pursuant
-0 i to any such agreement provided before the'date on which- .- .
- w0k e thélast of such: :agreements terminate determmed without - .
Co regard to any extension thereof on or after June.30, 1994).:.
The  preceding sentence shall cease to apply with respect .
to .any -such agreement on ‘the effectiveé date of any modi-.
S0 ws 7 - fication of such. agreement on.or after June 30, 1994 -
Ly ,~;.“1f‘ {C) STATE AND LOCAL EMPLOYEES COVERED BY COLLEC- - . .
“ . TIVE BARGAINING AGREEMENTS:—In: the case of. emploxees‘ e
of a State or: polmcal subdivision thereof— . . .- i
Ai» who are not enmied w0 the beneﬁts of subpara— )
g'raph (B, ; o
S who are cov ered b) 1 or more collecnve bar- .
. gaining agreements ‘with such.State or polmcal sub- . -
dmswn which was ratified before June 30,- 1994, and . o
:* * (i) who. are eligiblé to participate-in a cafeteria :
"lan or flexible spending- arrangement whmh was es-
ablished. bx State or, local law and whlch 15 in effect‘
: on.such date. L ,
- the ‘amendments referred to in subparagraph (A) shall not
appl) 1o beneﬁts provided ‘under such plan-or arrangement
(as m eff'ect such datei before Januarv 1 1999 R
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o S ) ‘sIEDICAL SAVINGS ACCOUNTS.—The amendmems made
B " by this section (other than the .amendments referred ‘t0-in
) . paragraph {IMA)Y shall ‘take effect on Januar; 1, 1999. - —
SEC 11202. DEDUCTION FOR.HEALTH INSURANCE COSTS OF SELF-EM- N
PLOYED INDIVIDUALS INCREASED AND' MADE: PER\L—\ S
NENT. o
(a) PROVISION MADE PERMANENT — Vv
- (1) IN GENERAL.—Subsection (1) of section 162 (relatmg to.
‘speczal rules for health insurance costs of self- emploved indi-
. viduals) is amended by striking paragraph (6). o :
(2) EFFECTIVE DATE:—The amendment made by paragraph
e (1) shall appl} to taxable years begmmng after December 31 :
Co .0 1993, :

¢

L o : ®) DEDUCTION INCREASED TO 86 PERCE\I'I‘ -
o P C () IN GENERAL. Paragraph (1) of section 162(1} is amend L
ed by striking 25 percent " and inserting “80 percent™. .. /" o

"o . .0 12y OTHER < COVERAGE. —-Subparagraph (B) of sectmn»; _
BRI 162(1)(2), is amended o read .as follows: R
. *(B) OTHER COVERAGE.— Paragraph (1) shall not applx T

© to any’ taxpayer for any- calendar’ month for- whlch the tax-" -

-, payer or the ta.\pat er's spouse — o

- “(i) is normally employed. b) an emploxer for at‘ :

R " least 25 hours per week, or - o

S e s * “(ii) is eligible to participate in a subsuixzed health )

I “L . plan mamtamed by any emplover of such taxpayer or ..
L -spouse.” " s K
. (3) EF‘F‘EC’I‘IVE DATE. The amendments made bv this ‘sub- ‘
S e " section shall appl) to ta_\able vears begmmng after December_ -
T ) 1998. © e T L \
: L ‘ SEC 11203, LIMITATION ()N paammem or MEDICAL INSURANCE- )
S o SRR PREMIUMS. - , R

- S (a) GENERAL RULE - Subsectxon (d) of section 213 zs amended.

o . by addmg at the end the followmg new paragraph:

™

N “(10) LIMITATION ON PREPAYMENTS.—If the ta.\pa\ er pav L
S j'\:'.f', =, 'a préemium or other amount which constitutes medical care- == . .
...+ " under’ paragraph (1) to the extent -such prémium -or other-‘g_ D e
siv ot iv . ;. ..amount s properly; allocable ‘to insurance coverage or care to- '
ot o) - be. provxded during - penods more ‘than 12 months .after ‘the -

©.. . . ‘month in which such payment is made; such premium shall be
o . treated ‘as pa:d ratabl; over the period during which such in-"’
Lo L . -surance coverage or)care is 1o be provided.- The: préceding sen- .
Ty e ’tencle shall not applw to am premmm to whxch paragraph (7) s
Yoorw kv W capplies” - g Cew
P PP ) EFFECTIVE DATE: The amendment made by subsectzon (al
R shall appl\ to amounts pald af’cer December 31 1994 Cl

Subtltle C Extendmg Medlcare Coverage
.. of, and Apphcatlon of Hospital Insurance -
Tax to, All State And Local Government
Employees./_.;, Lo ‘

,",1

/

""'SEC 11301 EXTENDING wemc.aat: covemce OF. AND APPLICATION
" % OF HOSPITAL INSURANCE TAX TO. ALL STATE AND LOCAL -
'GOVERNMENT EMPLOYEES. ) B ,

IN* GENERAL — ' Lo o

: ;, A1y .APPLICATION - 0!-‘ HOSPrrAL rNSURANCE TA.X Secnon*f B

3121(u1t25 is.amended by-striking subparagraphs (C) and (D). .

"1, 12)' COVERAGE 'UNDER MEDICARE. —Section 210ip) of the So- " :

:cxal Secunt) AAct 142 USC 410{pn 15 amended by stnkang

tparagraphs {3) and j(41.. L

(3) BFF‘EiCTWE DATE —’I‘he amendments made b\ thzs sub
ly. A

s -
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o PHASEIZ\ OF -\,\IOU\’T or T-m \M’m RESPEC’I‘ To EMPLOYEES
. o \’EWLY ‘SuBJECT TO TaX.—Subsection (u of section’ 3121 is amend-
o ' *“ed by adding at the end the following new paragraph
“{4) PHASEIN OF AMOUNT OF TAX WITH RESPECT TO CERTA[\'
EMPLOYEES.—If the wages paid to any individual during any -
‘period before January 1,.2000, would ‘not be subject to tax - .
o RN " under sections 3101(b). and 3111(b) but for the repeal of sub-
;- 7+ - paragraphs (C) and (D) of paragraph.(2), the rates of the taxes °
L e e imposed by such sections with respect to- such wages paxd dur-
o coT mg such period shall:be— - : -
e T T - “(A) 0.3625 percent m the case of wages pald durmg :
97, -
Ca “(B) 0.725 rpercent in the case of wages pald durmg
. : o 199Sand .
s e e C) 1.0875 percent in the case of wages paxd durmga \
SRR oL 19990 ¢«
“ ' .. . {c) TRANSITION IN BENEFITS FOR STATE AND LOCAL GOVERN
© YL MENT EMPLOYEESAND FORMER EMPLOYEES - ‘
: (I}INGENERAL-—'~ » ‘ ' T
. .{A) EMPLOYEES NEWLY SUBJECT TO TAX —For purposes' I
" - of sections 226, 226A, and ‘1811 of the Social Security Act, . . -
in the case of any individual who performs services during . -,
. the calendar quarter begmmng January 1, 1997,.the wages . . -
S Jto..o 777~ for which are subject to the tax imposed b} section 3101t} | -
S ot 2 o of the Internal Revenue Code of 1986 only because of the
o SRS - " "amendmeénts made by subsection (a), the individual's. medi-
care quahﬁed State- or local government employment (as
defined in subparagraph’(B) performed before January 1,
L v 1997, shall be considered to be “employment™ (as deﬁned .
5o © ., for purposes of title II of such Act), but only for purposes -
' - providing the individual (or another person) with enti-*
\ .. ... tlement to hospital insurance benefits under part A of title - -
. T sl e XVI%I of such Act for months begmnmg wn:h January
S ‘:1199 )
LTI (B) MEDICARE QUALIFIED STATE -OR LOCAL GOVERN .
' - MENT EMPLOYMENT DEFINED.—In this paragraph the term " .
o med}care qualified ‘State or local government employ- . - .
" ment" means medicare ‘qualified government employment. - = =
" ‘described in section 210(pi1)(B). of the Social Security Act "
g(determmed thhout regard’ to- section 210(p}3) of such |
.. Act,“as'in effect before its repeal under subsection (a)2), -
LT AUTHORIZATION OF APPROPRIATIONS —There are author- - .
;.1zed 1o ‘be appmpnated 'to, ‘the 'Federal Hospital Insurance.. -
%" "Trust-Fund from time to time-such ‘sums as the Secretary of .
. Health and Human. Servu:es deems necessar_w, for any ﬁscal o
. year: on ‘account of — - : . o
: {A) payments made OF 0. be made durmg such ﬁscal .
B : vear ‘from such Trust Fund. with respect to individuals who -~ -
" "are erititled to benefits under title XVIII of the Soc1a1 Se-" "
B curm Act solely by reason of paragraph (1), . . o
280 (B the additional- admmxstra:we e\penses resultmg or: S
e\pected to result: therefrom, and - A
{C) any loss' in interest to such ’I‘rust Fund resultmg S
“'from-the payment’of those amounts, in order to place such
i ~Trust 'Fund- in the same position at ‘the end of such fiscal .
vear as it would have been An. 1f thxs subsectlon had not 3
"been enacted." : .
T8 INPORMATION TO INDIVIDUA.LS WHO ARE PROSPEC'I'WE»,
MEDICARE . _BENEFICIARIES BASED ON STATE. AND "LOCAL GOVERN."
MENT EMPLOYMENT.--Section 226ig) of the Somal Secumv Act o
142 U S.C. 426(g)) is amended— . - : )
. "(A) by redesignating” paragraphs (1) through (3) as. .
subparagraphs LAY through 1C), respecnvel} RN
- ABY by inserting*(1)" after “(g)",’and - ‘ : c
P (C> by addmg t th end the follomng new paragraph o
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y A o The Secretarx in consultatlon with State and local .
B “: . .governments, shall promde procedures designed to -assure that .
individials. who perform medicare qualified government em- ...
* ployment by virtue of service described in section 210(ai(7) are
. informed with respect to (A) their eligibility or potential eligi-~ "~
o - ~bility for hospital in'surance benefits (based on such employ- =~
C ment) -under .part A:of title XVIII, (B) the requirements for,
L and conditions of, such eligibility, and (C)the necessity of time-
ly application as a conémon of becoming' entitled under sub-
sectiori (b)(2)(C), giving particular attention to individuals who
- _ apply for an annuity or retirement beneﬁt and whose eli blhty '
st s “for such annuity or retirement benefit is based on a dls ility.”
R () TECHNICAL AMENDMENTS. —
e ‘ R } Subparagraph (A) of section- 3121 u)(2) zs amended by C
‘1stnk1ng sugparagraphs (B) and Wy, and msemng subpara IR
. -graph (B},”.
. {2) Subparagraph (BY of secuon 210(p)(1) of ‘the Soc1al Se- .
curity Act (42 U.S.C: 410¢( (p)(1)) is amended by smkmg ‘para- -
‘ o "graphs ) and (3).” and inserting " varagraph (2).” ' :
" e (3) Sectlon 218 of the Social Security- Act (42 U S.C. 418)
LT & amended by striking subsection. (n. o
Coea AT (4) The amendments made by thlS subsectxon shall apph S
e aﬁer December 31, 1996 :

SRR Subtltle D— Treatment of Orgamzatmns"

" Providing Health Care Servmes and Re-f Lo

“lated Orgamzatlons

N

i

, f~szc 11401. QUALIFICATION AND DISCLOSURE RE UinéMEN‘rs Foiz" o

o . ERTAIN. NONPROFIT HEALTH CARE ORGANIZATIONS. ;

o T (a) TREATMENT OF HOSPITALS AND OTHER ENTITIES: Pnovmmc '

’ S .HEALTH CARE SERVICES, —Section 501 (relating to, exemption from

. tax.on corporations, certain trusts, et¢:) is.amended by redesignat- B

- L ".ing subsection. (n) as subsection (o) and by msertzng after sub

[P URE 'secmon tm) the followmg new subsection: . .

Lm0ty QUALIFICATION, OF. HEAL’I‘H CARE ORGANIZATIONS AS Ex

el e-\tr’r ORGANTIZATIONS. -v,i :
; ‘ . (1) IN, GENERAL: —-An orgamzatlon whzch i$ descnbed in’
e paragraph 13)or 14) of subsectmn tey and the predommant ac-.

v o7 7 Trivity of which is. the ‘provision-of health-care services shall be . .

exempt from tax under subséction (a) only if— oo
R “{A¥ such organization, with- ‘the pamc1pat10n of com- T
el o mumtv repreSentatives, annually ="~ S
T v " () assesses its community’s rieeds for. health care
servxces and quahﬂedeoutreach services,’and ... . - "
"._*™(ii) prepares ‘a, written plan to meet those needs,
S Lo “(B) pursuant to such plan; such- organization. provides
e ,~_,~,.:~'¢d1recti) or mdxrectl}l s:gmﬁcant quahﬁed outreach serv-
co T ade Do Tl T ees, L e R
T R - ~C) 2 at-léast 80 percent “of the members of the board.
Sn o p 0 s o of directors of such organization-are independent members,
Lo a2 T 0 D) such organization does not discriminate against, = .
‘ L © " _“individuals .in the provision of health care services. on the -. -

;"

-

plan, 75 ./ R =

- ~tEy such orgamzanon does not dxscrnmmate against -

. “individuals in the provision ‘of emergency health- care serv: - ‘
"""~ icés on the basis of ability to-pay, and-. .. - sk
" (F).t6 the extent of such-orgarnization's ﬁnanc1al abll S
City, such’ orgamzanon does ‘not. discriminate against indi-

" services (other. than emergencx serv:ceSJ on the,  basis of -
ability to pay. w0 ¢, s

= .*(2) . SPECIAL RULE FOR HEALTH '\lAINTENANCE ORGANIZA

TIONS -A health mamtenance orgamzanon shall nog: be treat

" basis, of partxcxpanon Jin a government sponsored health. o

;vlduals in' the provision of medically/necessary health care " -
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T ed as descmbed in subsecnon 1e)(3) unless substantlallx all of’
L . its primary care health servlces is provided’ as descnbed in ™
A -~ ~ . subsection (mM6XA). @ .~ | _

‘ " *(3). DEFINTTIONS. -—For purposes ‘of. thxs Subsectmn— R
A QUALIF{ED OUTREACH SERVICES.—The term ‘quali- .
i “/fied -outreach services’ means health care services. {or pre-

[ oo © ventive care, educauonal or social servxces programs relat-
! ed thereto) which'are provided— ... -.
- . .. .7 “{).in 1 or more medically underserved areas, or -
W DR © . . “(iD) at below cost to individuals who are otherw15e~ o
IR .7 "¢ unableto afford such services. A
o S “ Such term :shall not-include insurance descnbed in sub
Coee T .o paragraph (B)(m) unless such msurance is prowded ona.
‘ S s ¢ subsidized basis. ' ‘" .
" " “(B) HEALTH, CARE SERVICES. —The term ‘health care
“services’ means—“
Sl v “a) a_ny acthty of provxdmg medlcal care (as de- -
A «fined in section 213(d)(1)}{A)) to individuals, .
N LU 0T 0 41D in the case of .an - organization. described in
e S0+ 7w 77 subsection (cX3), any activity, which'is treated as ac-
o R : - . complishing an’ .exempt. -purpose of the orgamzauon‘
: o . solely because it is'carried on as part’ of an activity: de
s .. . - scribed in clause (i), and .
s ! “(iil) insurance (other than commerczal type insur- -
: : - 7. ance, as defined in’ subsection {(m)).for the- acuvmes
N e . described in clauses (i) and (). St
N e S B (o) MEDICALLY UNDERSERVED AREA! ‘~The term med1~ .
o e call; underserved area’ means, with respect, to a 'health
o . T care service, any-area, reasonably determined by the orga-
S PO . - nization in' a manner - hot “inconsistent thh reg-ulatxonsf '
o IR prescnbed by.the Secretary) to have— . '
y : SR -, "()-a:shortage (relative to the number of mdmd TR
] o T '.‘ " uals needing such servlce) of health professxonals per- . L.
_ T formmg such service,or.- .-
S R SRS T e (m a populatzon group experxencmg such | shon- v
S age. . .
et et T Such term mcludes a health pmfesszonal shortage area’ “(as
S .7 -i.4 . - defined in section 332 of the Public Health Service Act).
..« .’ L “D) INDEPENDENT 'MEMBER.= The ‘term ‘independent. .
.7 " member’ means a. member of the ‘board-of directors of. an ;
.. SR “organization- who recewes no compensatmn (du'ectlv or in- o
SN T T dzrectlyj-- o : | :
ST T ) for medlcal ser\'lces performed in connectlon.
T S A w1th such organization, or- . N
A S R e . -+ i) for services as an officer- of such orgamzatlon e

VL e T (other than .as a member of such board).". L
For ‘purposes of clause. (ii), the term ‘officer’ mcludes any".[

, * individual - hawng powers or respon51b111t1es sm'ular 0.

‘ \ ~ those of officers. - -
*."14) EXCEPTION. Thls subsectxon shall not appI\ to an3 or-
gamzauon which’ provldes health :care services exclusively on .-

..." i .. an uncompensated basis, regardless of ability o pay. . .
ST fts) SAFE HARBOR 'FOR NURSING HOMES.— . !
S (A} IN.GENERAL.—A nursing-home shall be treated ‘as,
R, meetmg the-requirement of paragraph (InD) if it dccepts -
“ <. & proportion of Medicaid patiénts which meets a safe har-.
o = bor, prescnbed bv the Secretan for purposes of th1s para~ N

NbRerG Hom-: -The term nursmg home‘ . .
;means any facility which is of ‘a tv ‘pe’ whlch 1s tradl- I
‘tionally considered a nursing home. . ¢ - oL
: “(11) MEDICAID- PATIENT. = The’ term“Medmaxd pa- s '
imdwxdual e11g1b1e to. recewe medlcal
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‘. “assistance under - a"Staté plan approved under mle
© XIX of the Social Security Act. -
*(6). DISALLOWANCE. OF" CHARITABLE DEDUCTIOF\S —No gift -

or bequest to an organization which is not exempt: from tax by

reason of this subsectxon shall be allowed as a deduction under
section 170, 545(b)(2), 6(b}<2} 642(c} 2055, 2106(3}(2)

2592,

“T) REQUEREMEN’I‘S SUPPLEMENT OTHER REQUIREMENTS —

"The requirements of this. subsection are in addition to, and: not

in lieu of, the requlrements otherwise applicable to an orgam

zation described in paragraph (3) or (4) of subsection (¢).” -~

(b) REPORTING AND DISCLOSURE OF ‘NEEDS ASSESSMENT (AND
v REPORTING - IR

-V ORGANIZATIONS DESCRIBED [N SECTION aOl(c)(3)

- ' Subsection (b) of section 6033 (relating to certain organiza-

'tions described in’ section oOl(c)(3)) is amended'by striking

. “and” at the end-of paragraph (9), by redesignating para-

- . graph (10) as paragraph {14), and by inserting aﬁer para~
graph (9) the following new paragraphs o

“{10) in the case of an organization which prepares a plan

. described m secuon aOl(m(l)(A) (relatmg to commumcv
" needs)> - .

. “(A}‘a copy of such plan for the year, and

'“(B} information on ‘the implementation- of such ‘plan
for the year (inéluding unrecovered costs and revenues .

foregone in furtherance of such plan),

“(11)(A) the amount (if. any) of tax paid by the orgamzauon'

‘dunng the’ year under- section 4908 (relatmg to tax on fallure

“to satisfy section 501(n)), and ' -

“(B} the amount (if any) of tax 1mposed by sectlon 4958'on

. the organization which was-not asséessed, or the assessment of

- which was abated, pursuant to section 4958(d), - R
‘(12) Such’ information as the Secretary may require with -

" respect to any excess: beneﬁt transactlon (as deﬁned in secnon‘

V49a9(cl) ’ -

© (18 in the case! of an- appllcable tm\-e\empt health carev-

orgamzanon (as - defined’ in section - 4960); -the - ‘respective

“-amounts”(if any). of the taxes paid by the orgamzatlon dunng )
. the year (and such other information as the- Secretar} may re- -
..~ quire with respect to the aCtmtles resultmg in such ta\eS) =
“. under— ' : -~

“(A)" section 4911 (relatmg to ta.\ on e\cess e\pend1
tures to influence: legislation),
R *(B) section 4912 (relatmg to. ta:» on dlsquahf\ mg lob
.- -bying eéxpenditureés.of certain ofganizations), and =~
C, . MECy section 4955 (relating to.taxés on -political e\pend
<. itures of section 501(ci3) organizations), and”.

; iB) ORGANIZATIONS ‘DESCRIBED [N SECTION 5011eH41. —_—
_ Section 6033 is amended by redesngnatmg subsection (f as

4

Title XI. Subtitle D

A

- subsection’(g) and by inserting after subsectlon (el the fol

‘slowmg new subsection: -

respect to such organlz‘atxon
{2)'DISCLOSURE. =" "

mg to publlc mspecnon -of” certam annual retums and ap

" {A) IN GENERAL. —Subsectlon tel of section 6104 relat-

- ~m “CERTAIN ~ - ORGANIZATIONS DESCRIBED ™ Secrion’
5-{001‘::){-1; —Every” orgamzatxon described in section 501(c)(4) which.
. 15 subject-to the requirements. of subsecmon ta) and- which prepares
a- plan described  in’ sectxon aOllmd)(Al relatmg to commumtw
..needS) forthe vear= - .= ; b
PR T shall mclude a cop\. of such plan mth the retum re
qulred under Subsection (a) for the yvear, and - -
- 2) ‘shall include on such return the mformatlon referred,, .
’\to in ‘paragraphs. (10)B), \tll) and l12 of‘ subsectxon (bl wlth K
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o T T phcatzons for e\emptmm 1s amended m addmo' at :he end
: . BT o " “the following new parac'raph o -
' *(3) COMMUNITY HEALTH CARE \EEDS -\SSESS\IE\"I‘ AND
_PLAN AND APPLICATION FOR EXEMPTION. — ‘
"“tA) IN: GENERAL.—Every orgamzatmn whlch ié Te-
o AT , quired to prepare a plan described in secmon aOl n) (1)t A}
e T (relatmg to, community needs)—
- : A (i) shall make a copy of such plan (and the as-
o . sessment on which such plan is based).available for in-
S ... - - spection during regular business hours by any individ-
C- 0 w0 Toiual at the pnncxpal office of such organization and, if
. Yoo o ", such erganization regularly maintains '1 or more, re-’
R T gional or district offices having 3 or more. empIo; ees, .
Lo .. -7 . at each-such regional or district office, and : c N
R AR - ““(ii) upon request of an individual made at such, _
;. - .. !principal. office .or such a regmnal or district- of’ﬁce .
- : : shall provide—. - h
‘ (I’ a copy of such plan.(and assessment)
: “fII) a copy of the annual return ﬁled under
L S o section 6033, and .. ~
Core oo T ]I a copy of the apphcanon, papers, Ietters
P T - and other documents ref‘erred to in- parag-raph
L . CUUUMANID, Ly
SN .t such individual without. charge other ‘than a.reason-
S - able fee for any reproduction and maﬂmg cOStS.. .
R -/ If the request under clause (ii) is made in person, such - T
IR o ' copies shall be provided. immediately and, if made other
. . . - than in person, shall bé provided within 30 days.
et l“(B) PERIOD OF AVAIIABILITY. —-Subparagraph (A) shall :
VT el
U T T (i) mth respect to any plan (and assessment) dur« T
e «mg the 3.year penod after the close of the year for Lo
x5 ~ .+ .t . - .which such plan‘is prepared, - S
' ‘ “(ii) with respect.to any retum, dunng the ‘3-year
sl penod ‘beginning on the ﬁlmg date (as deﬁned inpara- -
oS, % 0 graph (D), and S
e e TR, with respect to the matenal ref'erred to in
o I subparagraph (AmmIIIi -at any time. -
ST e MG LIMITATION. S Subparagraph (A)iD) shall not apply
IR to ‘any. request if the Secretary deétermines, upon applica-. :
" tion by an organization, “that such request is part of a har-
assment campaign’ and that comphance wzth such requesc L
1s.not in the public interest.” | .
.7 By TECHNICAL AMENDMENT. The headmg ‘for ‘sub-’
Sl sectlon te) of section 6104 is amended by striking “"AND AP
I . ] PLICATIONS FOR'EXEMPTION" and insérting , APPLICATIONS
<+ .. FOREXEMPTION, AND COMMUNITY NEEDS' Asssssm:m AND
" . PLAN FOR HEALTH AND OUTREACH SERVICES™.
~1c) FUNDRAISING Soucrrm:or«zs REQLIRED To. Drscx.oss AVAIL
-, . ABILITY OF ANNUAL RETURN.— " * L
R ' 1) Paragraph (1) of section- 6104(e» 'is amended by addmg .
P T L.’ at ‘the'end. the following new subparagraph ‘
R .- .. ME) FUNDRAISING SOLICITATIONS OF CER‘I‘A[N HEALTH
S0 e CARE ORGANIZATIONS REQUIRED TO DISCLOSE AVAILABILITY
OF ANNUAL RETURN. —In the case of an’ apphcable tax-ex-
. .empt health care organization (as defined in section 4960},
w0 each” fundraxsmg solicitation. (as def’med in ‘section 6113(c).
.. by tor on behalf ofy such organization ‘shall contain an ex-: .
" . press: statement (in'a conspicuous ‘and .easily ‘recognizable .
" format) 'that such réturn shall be promded to mdmduals
. ; . 'upon request.” L D, T -
» ‘(2! PENALTY.— - ‘ - y
Cef A Section- 6:10 is’ amended b'. smkmg secnon 6113‘ :
o each place ' it" appears and msemng sectlon 6118 or
VL ': 6104(5)(1}(E)". ) et K . '_' . i

o~
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o IR Subsecnon taj of secmon/G 10 1s amended by in- LT
. DECTR ey semng ($100 in the case of-a failure to meet the require- Co e ;

,‘l .

-ments of section'6104te) 1i(En™ after “§1,000". - oo <
. © (C).The section’ headmg of section 6710 is amended by, i

' 'blnsertmg before the penod - fauure by certan’ hca:m care orgamzanons‘
C.to duclose a\m!abxh:y cf annual remm” : )

B D) The table of sectlons for part I -of subchapter ‘B of Y .
R N chapter 68 'is amended by inserting before the period. at - - S .
N R R Athe end of the item relating to section 6710 the following: .~ © . .-
. " h o ;- failure by certain health care orgamzatmns to dxsclase o e
' "~avaxlab1ht} of annual return”. R R

TN -.(E) Stbparagraph (C) of section- 6652(0)(1) is amended.
o e ‘by striking: “(e)(l} and 1nsemng"‘(e}(1) (other than’ sub
A - . paragraph (EVW": L e
Moo T (d) EFFECTIVE DATE. =~ . ' BT
L e (1) IN. GENERAL: —E\cept as prowded in paragraphs (2} and e
T N ()8 the amendmencs made by thls sectlon shall take ef‘fect on )
Dol e ‘:'-‘\Januaryl 1995. .
sl E e T () REQUEREMEW OF IN'DEPENDENT BoARD OF DIRECTORS - , : L
' R o "Subparagraph {C). of section 501(n)(1) of the Internal’ Revenue T e
o< o0 Code of 1986, as added by thlS section, shall take effect on Jan o
Co e wuary 1 1997: : .
. (3) HMO SERVICE REQL’IREME\IT —So. much of the amend s
. ments -made by ‘this section as relate to section 301(nu2) of *
A ¢ . such Code, as added by this secmon shall take eﬁ”ect on the. Lo T
Je 09 W st o dateof'the enactment of this Act.” ., - U
' Coolo SEC 11402 EXCISE . TAXES -FOR FAILURE BY 'mx.r:xsmpr HEALTH, : ‘
S e - ‘CARE ORGANIZATIONS TO 'VIEET CER’I\\IN QUALIFIC‘\-" R c DU
R '“??':‘ TION REQUIREMENTS . ST
(a) IN. GENERAL. = Chapter 42 (relatmg to pnvate foundatxons Toot e
and certain. other.tax: exempt organizations) is.amended by redesig-
- ‘nating, subchapter D. as:subchapter E and bv msemng after sub o
T chapter C the followmg new subchapter L e EE

. “Subchapter D Fallure By Tax Exempt',a-_;i;_f;,
fjHealth Care Orgamzatmns To Meet Cer-vi S

)' tam Quahficatlon Requlrements Lo

‘Sec 4958 Tax on. failure to sausf\ sectzon 501(n} : ',- - L T
Sec. 4959. Taxes on excess beneﬁt uansacuons et .
ﬁ“Sec 4960 Other defimtmns

SEC 4958. TAX: O\ FAILURE TO S:\TISFY SECTIOI\ oﬂl(n) e o o i

o ttay IMPOSITION OF TaX. = There“is hereby 1mposed on’ an\ ap o e L

plicable tax-exempt health ‘care organization which fails;to. meet- 1+~ - "' . - T

or more.of the requirements of section aOltn)(l) durmg an} ta\able: R T R T
ear a tax equal to the greater of‘— : , -

- 11 $25 000, O

; ‘“tb) PAY\IE\IT OF TAx-. ’I'heftax amposed bv chxs sectxon shall
'be paid by the organization:. ... C T .
= ey DETERMDJATION oF "\'ET stsnm\rr Ncom-: --For pur-,' o el e
Poses of this section— '} e - T T
il IN GEN’ER.AL -The net mvestment mcome of an apphu L
cable tax-exempt’ health.careorgamzatlon shall mclude thenet” '~
veszment income of- . !
~tA). each organization:; whlch would be descnbed in . SEEE
,subparagraph (Ay-or (Bi of ‘section 509(a)3). or in section .. ..
spect. to-such health ‘care. orgamzatxon if -
orgamzauon were: descrxbed ‘in. sectlon

509(aN2), ‘and - - L ‘
“(B) -each org szatxon whxch is orgamzed and oper e e
{ated for the benefit of. and’ w}uch directly or mdzrectlv is. .o I

controlled by, such health care’ orgamzanon I



http:imposed'.on
http:ExCISETAxtS'.F.OR

F: HSA\GEPHARDT'PRINTG.OLL © |~ 7" " ' Tifle XI Subtitle D -

.. ’ . B . o e A

T S \E’I‘ [\'VES’I‘\IE\T INCOME. T‘ne ‘térm ‘net- mvestmem e,
‘ ce o mcome has the meaning given such term by section 4940, - :
" o o *(d) WAIVER. ~If it 1s esrabhshed to the satlsfactlon of :he Sec
' ,,retar:. that— :
“(1) ar faxlure was due to reasonable cause 'and not 1o w1ll
ful neglect ‘and :
. s ;" ™2)'the orgamzatlon has estabhshed safeguards to prevent I
.~ .. '\ . future such failures (and has taken such additional corrective -
o action as is'prescribed by the Secretary by regulations),
o * then the tax imposed by subsection (a). (including interest) by rea-
- - .-t .son of 'such failure shall not be assessed’ and, if assessed, the as-
" sessment shall be abated and, if collected shall ‘be- credrted or re-
.. .- funded as an overpayment. :
.7 “SEC.4959. TAXES ON. EXCESS BENEFIT TRANSACTIONS.
o “(a) INTTIAL TAXES.— " .
PR " (1) ON THE. DISQUALIFIED .PERSON. There is hereby im-
0 o posed on each excess benefit transaction a tax equal to 25 per- ' |
o+ = 7. " cent of the excess benefit. The tax imposed by this paragraph
. shall be paid by .dny disqualified person referred to m sub
PR ' secuon (e)1) with respect to such transaction.
L “(2) ON.THE MANAGEMENT. —In ‘any case in: which a tax is
B U : amposed by paragraph 1), there is herebv imposed on the par- -~ -
s e - ticipation ‘of any ‘organization manager in the excess benefit
‘ - “transaction, knowmg that it is such a transaction,.a tax equal
. : _to 10 percent of the excess benéfit, unless such participation is
.. inot willful and is due to réasonable cause. The tax imposed by
S CS . this paragraph shall be pa:d by any organization manager who N
<. ¢ T 7~ rparticipated in the excess benefit transaction. - :
L o " *(b) ADDITIONAL TAX ON.THE DISQUALIFIED PERSON. ZIn any oo
. “.° "~ . . case in ‘which an initial tax is imposed by subsection (a)1) on an = -
e © ‘excess benefit transaction and the excess benefit involved in. such
y .. - " transaction is_not corrécted within the taxable period, ‘there is,
.= .7 . hereby imposed a tax equal to 200 percent.of the excess benefit in- ~
.Y .~ yolved. The tax imposed by this subsection. shall be. paid by any
SN o 7 disqualified” person referred to m subsectlon (e)il) w1th respect to vy
Coe e such transaction.. = .-
Tt e v ey EXCESS Bem-:m TRANSACTION, Excass BENEFIT -—For purw
E poses of this'section— ;" A
s “(11 ‘EXCESS BENEFITTRANSAC’I‘ION - T .
- Loose v LAY IN GENERAL.—The term ‘excess beneﬁt trans-
T AT *actmn mieans any transaction in which an economic bene- :
IR i1 3 1) provrded b) an applicable tax- e\empt health care or-
C ' ‘ganization to or for the use of ‘any’ disqualified pérson 1f s
CLJhF T s the value of the; ‘economic beneﬁt provided exceeds the * [
w0 value of the ‘consideration (including the performance of
services) received for prov:dmg such, benefit . .I' N
.7 "*(B)* LOANS-.AND "’ CERTAIN .PRIVATE" INUREMENT ™
S R \'CLUDED —The term ‘excess benefit transaction’ mcludes—-‘ RPN
v Teenw T i () any loan of mioney or-other extension of credit -,
s e T U T by an apphcable tax-exempt health care orgamzauon
Lo o0 e . to-or forthe use of a dxsquahﬁed person’ described in .
LA sy Tt S subsecnonieulnm i), and :
~* . =il any transaction in v.hxch che amount ‘of any
- -.economic benefit provided to or for ‘the.use of a dis:
*--qualified ‘person _is.determined in- ‘whole or in. part by
O -the gross or net revenues of 1 or more activities of the
.. .72 organization but ‘only if such transaction results in-
SO e Y 0 inurement not permmed under” paragraph (3) or 4y of
L e e T T i section 501ie), as the case ma\ be : .
Cae s om0 T M2) EXCESS BENEFIT.— . . N

' "“(A) IN GENERAL.: Except ‘as provxded 1n subpara- ;:"
graph (B), the ‘térm ‘excess beneﬁt means the excess re: ‘
ferred toin- paragraph (A, - L,
~ . (B) LOANS AND' PRIVATE INUREMENT mcwnsn The ‘
term excess beneﬁt means—. o L PR
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-~ .- 7 ™irin the case ofa oan or extension of credn de-
“scribed in paragraph (11(Bii), the amount of the loan
or the credit extended, and* :
b . “(ii)'in the case of a transaction- descnbed in para- .
"+ graph (1)(B)il), the amount of the inurement.
“(3) EXCEPTION !FOR ORGANIZATIONS 'SUBJECT TO PRIVATE
- ', FOUNDATION RULES.— For purposes of this section, the term ‘ap-.
A - - -plicable tax-exempt health care organization’ shall- not mclude-
' . aprivate foundation:(as defined in-section 509(a)). .
:.". “(d) SPECIAL RULES.~For purposes of this section— R
" %(1) JOINT AND SEVERAL LIABILITY.=If more than 1 person S
Cois hable for any tax imposed by subsection (a) or ‘subsection b),
s oall such persons shall be 301ntly and severally liable for such ‘
| tax. ‘
' “(2) “LIMIT r-*oa MANAGEMENT. —Wn:h respect to anv 1 ex- | o
cess benefit transaction, the-maximum-amount of the tax im--
- . posed by subsection (a}(2) shall not exceed $10,000. o
**(e) OTHER DEFINITIONS. —For purposes of this section— o
‘ (1) DISQUALIFIED PERSON.—The term dxsqualzﬁed person PR
means with respect to any transaction— .. o
“ ~ *{A) any person who was, at any. nme .during the 3- -
" year penod ‘ending.on the date of such. transacnon- . T
“ti) an organization manager ‘or : '
"{n) an individual (other than an. orgamzatxon
e D . manager) in a .position to exercise substanual influ”
, oo o e it ence over thie affairs of the organization, ,
) L , '“(B) -a member of the family of an. 1ndmdual descnbed AR
D, . <., . insubparagraph (A),and . -~ l '
R .- < Q) a 35-percent controlled entxtv ‘ S
= 1. 2)  ORGANIZATION . MANAGER.—The ' term- 'org'anizatibn
o .~ 'manager’ means, with respect to any applicable tax-exempt
...« health care organization, any officer, director, or 'trustee -of

- sibilities similar to those of ofﬁcers, dlrectors. or trustees of the_ ,

' . I ..~ "suchorganization (or any individual having powers or respon-’

» .. organization). - - B .
"(31 35- PERCE\TT CONTROLLED E‘\ITI'I’Y —y
: U e o MA)IN GE\IERAL —=The’ term *35- percent controlled en-"‘
e T e tltv means-—-' o .
< A “iyra- corporatlon in whlch persons descrxbed in -
; R subparag'raph tA) or-(B) of. paragraph {1)-own more -
- 'than 35 percent of the total combined voting. power, .-
P S A -~ % MiD) - a ‘partnership -in”which tsuch persoris own . .
S oo oo Wi more than 35 percent of the profits intérest,and -
S e e il atrust or ‘estate in which such persons own -
7= .+ 7 .. -.more than 335 percent of the beneficial interest.. - v ...
o - L0 *(B). CONSTRUCTIVE :OWNERSHIP RULES.—Rules similar ",

- T

2 ",, to: the rules of . paragraphs 3) and 't4) of section" 4946(a> DTN
. shall apply for.purposes of this paragraph. - T
; . “14) FAMILY MEMBERS.—The members of an mdmduals‘;
. family shall be determined under section 4946(d) e\cept that
© - i such members alsg- shall .include the- brothers and sisters.
-7 .iwhether by the “hole or half blood) of the mdmdual and thexr )
Lol T spouses. ,
ST 7 omif TREATMENT or PREVXOLSLY E\E\IP’T ORGANIZA’I‘IONS -_ ‘
oot i ol IN GENERAL. —For purposes -of this section, the status,‘ :
of any organization s an applicable tax- e\empt health care or—' S
”-«amzauon shall be terminated only if— ..o . S
s AN such organization nouﬁes ‘the .. Secretarv @ oo
,,m‘such time and in such manner.as the Secretary may by ' -
- -regulations prescmbei of xts mten: to accomphsh such ter- -
mination, or -’ o N C
©o. 0 Ui therelis a. ﬁnal determmatxon bv the Secretan' S
.that such status hds termmated and. . .
x “tBMi) such ‘organization” pays the tax 1mposed b\
B paragraph (23 tor any pomon not abated pursuant to para—r .
; graphtSi STl LT e
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“li) the entxre amount Of such t&\ 15 abated pursuant\. 5

‘to paragraph (3 B ,

. ‘ M) Imposmom op TaX.—There is hereb) unposed on each
: orgamzatxon_ referred to- in parag-raph 1) a tax equal to the* .

‘ lesser of —

1

LT %A) the amount which the orgamzanon substantzatesA

. by adequate records or other, corroboratmg evidence as the

aggregate tax benefit resultmg from its exemptxon from’

tax ‘under section 501(a), or

. ““(B) the value of the nét’ assets of such. organization..
*(3) ABATEMENT { OF TaX.—The Secretary may abate the un-'"

‘5'; paid ‘portion of the assessment of any tax imposed. by para-

.graph (2), or any liability in respect thereof, if the applicable. :
' tax-exempt health care orgamzataon distributes all of its net.. =
' . assets to 1 or more’ orgamzatmns each of which has been in.ex-.-

. -istence, and described in section 501(c)(3), for:a continuous pe-
" .riod of at least 60 calendar months. If the distributing organi-

. zation is described in section 501(c)(4), the. preceding sentence
" . . shall be-applied by treating the reference to secnon 501(c}(3) )

‘as including a reference to section 501(c)(4).

“(4)" CERTAIN -RULES MADE APPLICABLE Rules sumlar to;

"’_A’:'t'he rules of ‘subsections. 1d), and (f) of section 507 shall :
. appl) for purposes. of this subsecnon R T ~
.. ‘“SEC. 4960. OTHER DEFINITIONS. . @ - = ' L

“(a) APPLICABLE TaX: EXEMPT HEALTH CARE ORGANIZATION -
For purposes of  this- subchapter the term. apphcable tax- exempc;‘

health‘cyare organization’/means any orgamzatlon——

-*(1)- the predominant ‘activity ‘of which is the. provxszon of. L

“"-health care services (as defined in section 501(n}3)), and"
- - *(2) which .(without regard to any.failure to meet any re-

. qulrement ‘of section;501(n) or any excess beneﬁt) would bede-” -
- scribed in- pa:ag'raph (3) or {4 of sectxon 501(c) and exempt“

" . from tax under section 501(a).-

- .*(b): TAXABLE - Psmon CORREC’I‘ION —-For purposes of thxs{

- subchapter-— R oo
RS U TAXA.BLE PERXOD —The term - ta:xable penod means,-‘{ ‘
~with respect to any excess benefit transaction, the: .period-be-" -
ginning with the- date on’ whlch the transacnon occurs. and end-." ‘

', ing on the earliest of —.

S *(A) the date: of maxhng, a nomce of deﬁcxenc} underg‘.
.. section’6212 with respect to. the tax 1mposed b} subsecnon‘ C

(a)(l)ofsecnon 49a9 or, .

T

"ffsecnon (a)(1) is'assessed.’ : RN

‘rective action as is prescribed by the Secretary by regulations.”

77" “(b), APPLICATION OF PRIVATE INUREMENT RULE.TO TAX-EXEMPT .. .
HEALTH CARE ORGANIZATIONS DESCRIBED IN SECTION 301l(c)d)— . -
Paragraph 4y of section501(c) is amended bv'msemng "(A)" af‘ter,f'*~
"‘I41 and by adding at the end the following: - .
T By Subparagraph {A) shall not apply’ to an enmv the pre- o
_ﬁdomlnant -activity-of which:is the provision of health care serv-
. ices ‘tas-defined 1n’ subsemon in’31 unless no. part of thé'net !
“earnings of ‘such “entity mures to the beneﬁt of -any pnvate"

. shareholder or.individual.” .
wc» -TECHNICAL AND CONFORMING AME\TDI\IE\ITS -y
1) Subsection'ie) of section 4955 is amended — - *

*'sertlng' “Ss(mons 4945 and 4959”7, and.-

for ‘purposes of section 4959

" Title XI. Subtitle D

“*(B) the date on - v»hlch the :a.\ 1mposed bv such sub SRR

SN2y CORREC“rION —The terms correctlon A and correct -
. mean, with respect to any excess benefit transaction, undomg o
"the excess beneﬁt to .the extent possxble‘ establishing safe-":'
guards to prevent future. such excess benefit, and where fully .
undomg the. excess benefit is. not possible, such additional cor-

. {A) by striking “SECTION 4945 in the headmg and m-,:;_‘j'_ R

2 % {B) by, inserting before the penod “or an e:.cess beneﬁt T
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e Subsecuons (8) oy, and te! of: section 4963 are each
. ‘amended by inserting "4959,” after “4955,"." .
T " (3) Subsection te) of section 6213 1s amended b\ nsertmg\ ‘
\ <. . t4939 (relatmg 10 private excess benefit),” before ~4971". o

U y - (4)" Paragraphs {2) ‘and .(3). of 'section 7422(g} arer each

oo e - amended by inserting “4959," after "4955,™.

“+ " . -.(5) Subsection (b) of section 7454 is amended by msertmg

- Yor whether an: organization manager (as defined in section

o 77 4959(e)(2) has “knowingly' participated in an excess -benefit-
~ ... transaction (as deﬁned 1n sectton 4959((:)), saﬁer “section .

4912(M),". . S
N "7 (6). The table of subchapters ‘for chapter 42 is amended by
e strtkmg the last item and msertmg the following: . )
s - ‘Subchapter D -Failure by tax- exempt health care- orgamzattons to‘

. R - meet-certain qualification reqmrements .
' ‘Subcha;iter E Abatement of f‘ irst and eecond tier taxes in certatn :
. "cases.” . o .
(d) Ern-:crtve DATES. — .-+, - v ;
... o~ .. 1) SECTION 501(n) REQUIREMENTS The amendments
ve . made by this section, to the extent related to section 4958 of
7o nh 0 the Internal Revenue Code of 1986 (as added by thls secttom
-+, 7 shall take effect on.January 1,1995. .
g v -.12) EXCESS BENEFIT TRANSACTION RULES. —. -

o A) IN GENERAL.—Except as provided in subparagraph
C- " (B), the amendments' made by this’séction, to the extent . . .-
"7 related to section 4959 of such Code (as added by this sec- .. ."

BEEE “tion), shall apply to excess. beneﬁt transacttons occumng T
— 7% onor after June 30, 1994. ‘

e (B) BINDING, CONTRACTS POR PERSONAL seavrces The :
NN Lo “ amendments ref‘erred to .dn. subparagraph (A). shall . not
- apply 'to any transaction pursuant to any written contract’

s

on June 29, 1994, and at all ttmes thereafter before such

.o

o .7 forthe performance of personal services which was binding

_ . transaction occurred:
b E)) APPLICATIGN OF. PRWATE INUREMENT RULE 'I’O TAX EIX T
L <+ L. U EMPT HEALTH CARE ORGANIZATIONS DESCRIBED EN SEC’I‘ION L
DI oOl(c)t4) 2R A . g
RN : © A IN GENERAL. -The amendmem made b\ subsectmn,_
s ‘f‘tgsshall appb o murement occumng on or at‘ter June 30
R I A N) - 1| BINDING CONTRACTS. —The amendment made b\ R
e T subsectton Fb} ‘'shall not apply to any inurement occurring *
,‘before July 1, 1996, pursuant to-a. written: contract which .
. was; bmdmg on'June 29, 1994, and at. aﬂ txmes thereai’ter T
" before. such inurement occurred: E

KRR ©sEC 11403. ;&)%%TWENT OF . NONPROFIT HEALTH CARE oacAmzA.f R

{a) INSURANCE' Paowoen Br HEAt:rH MAIN’I‘ENANCE ORGANIZA. P
TIONS. — Section’ 501tm) irelating to certain organizations providing "~ .
. *. 7 commercial-tvpe insurance not exempt from tax):is amended by
.. adding at the end the following new paragraph:.. - - » s
e t6) CERTAIN ACTIVITIES “PROVIDED BY “HEALTH ’\IAINTB,

. NANCE ORGANIZATIONS NOT TREATED AS COMMERCIAL-TYPE IN.
L SURANCE. —For purposes of- thxs ‘subsection, the’ provision of tor S
¢ the arranging for the provision.ofY medical care on a prepaid ... -
T ‘basis by-a health maintenance orgamzatlon shall not be treat. . B
x:led as commerc131 -type ‘insurance if tand only if) such care i§—
L *(A) care provided by such’ organization to'its members ..
TN at. 1ts ‘own facilities through health care: professxonals who .

. .7 do not provide substantial health care servtces other than ERERR
* on behaif of such organization, | - . LA
.2t %(B) care provided by a health care professxonal toa -,
..member. of such" :organization on a- basxs aunder which sub--
“stantially ‘all-‘of 'the risks of the - Tates, of utlllzatlon 1s as-
sumed b} the pmvlder of . such care or T , . '

«
i
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“(C) care fother than pn.nar& care provtded toa mem- .
~ ber of, such orcamzauon pursuant to a refetral by such or-
T ‘ganization, or |
) a (D’ emergency care provtded 0 a member of‘ such’ or.
gamzanon ata locaczon outside such members area of res-
. idence.”. . T A
(2 TECHNICAL AMENDMENTS —_ ‘
o A Paragraph (3) of section: aOl(m) is - amended by .
stnkmg subparagraph (B):and. by redesignating subpara- -
graphs(0), (D), and (E) as subparagraphs (B) (C) and (D),
respeetwely a
RN ; (B) Paragraph (a) of sectton 501(m) is ‘amended by
- . striking paragraph (3} E)y and 1nsemng “paragraph’ -
L (110

s

.t

- PROVIDERS —Section 509(a) (defining private foundation) is amend-

. " ed by striking “and”™ at the end -of paragraph (3), by redesignating’

... paragraph (4) as ‘paragraph (5), and by msertmg after- paragraph
" . {3i'the’ followmg new paragraph: S

gamzatton described in section 170(b)(1)A)ii1); and™.
A CONSUMER Puacunsmc Cooaamrm-:s Exmu-*'r FROM
A YR 1 GENERAL Subsectxon (c) of sectton 001 (relatlng to--
, \exemptton from' tax on’ corporations, certain trusts,' ‘ete.). is
amended by addmg at the end the followmg new paragraph:
So 4. 7ol -M26)A) Any consumer purchasing cooperative described in
e subtltle E of tltle V of the Guaranteed Health Insurance Act
of 1994. T [ 7
, - *(B) Such'a’ cooperatwe shall ‘not: be e;\empt from tax pur
" <suant to any, provtsxon other than this paragraph. -
u I“EC) Such a cooperattve shall not. be exempt from tax -
un ess— f

. ~‘m no part of the net earmngs of such cooperatwe
© . inures to. the beneﬁt of any pnvate shareholder or in-
dmdual PR

' provided in subsection (hi), and. -
31 iy such” cooperative . does not, parttcxpate in, or

.. of statementsy, any" political campaign on behalf of lor -
T in opposmon to)-any candidate for publi¢ office.”

2) CERTAIN PROVISIONS APPLICABLE TO ORGANIZATIONS, DE:"
,“"SCRIBED IN SECTION"501¢Cn3) MADE APPLICABLE TQ CONSUMER
,_-‘PL'RCHASING COOPERATIVES. —~Section 501 is amended by redes- '
“ignating subsection: (0} as’ 'subsection’tp) and by 1nsertmg after
~ ‘subsection’(n) the follomng new subsection:. . .

01 "CERTAIN ‘PROVISIONS 'MADE . APPLICABLE To Cowsx, m:R

b

descnbed in. subsectmn weN26) shall be treated— -

mg “subsection. th !relatmg to e\penduures by public charities
to influence: Iegtsiauon' section 4935 irelattng to taxes.on po-
litical’ e\pendxtures of section oOl(cNSi orgamzatlons) and sec-
tlon 4909 (relatmg to pnvate inurement/, and R

"(2) a5 described in subsection (hi4i. ™. -

v

shall take effect on the date of the enactment of thls Act

© - . (b). TREATMENT OF- PARENT ORGANIZATIONS OF HEALTH CARE

. “(4) an organization which is orgamzed and operated for
the .benefit of, and which dtrectlx or indirectly controls, an’or- .

e R no’ subStannal part ‘of the acnvmes of such co-
.‘; operatwe is carrving on’ propaganda, or-otherwise at- . -
~..lempting, to influence’ legtslatzon le\cept as: othermse L

f").lntervene in:(including :the pubhshmg or dlstnbutmg ,

" PURCHASING COOPERATIVES. — A" consumer | purchasmg cooperatwe )

-1 as describéd in subsection 1¢)(3) for. pnrposes of apph« "

idi’ EFFECTIVE DaTE: =The amendments made b\"thts sectton

et

Title XT. Subtitle D~

N

B
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. Subtitle D

\a) GENERAL RULE. — Section 831 is amended by redeswnatmv .

- " - . -ING HEALTH INSLRA.\CE AND OTHER PREPAID HEALTH
~ . . " CARE SERVICES:. )

1 . subsection (¢).as subsection (d) and bv msertmg after subsecnon ib)‘

. the following new subsection:
S . “(¢) TREATMENT OF ORGANIZATIONS PROVIDING HEALTH INSbR
ANCE AND OTHER PREPAID HEALTH CARE SERVICES. —

"» insurance company.

. > subsection shall apply to any organization—

" "*“(1) GENERAL RULE.—Any organization to which ‘this sub '
sectlon applies shall be: taxable under this part in the same ' .
. ‘manner as if it were an msurance company- other than a life ™

w0 L “(2) ORGANIZATIONS to WHICH SUBSECTION‘ APPLIES -Thls .

“(A) which is not exempt from taxation under thlS sub -

title,

“ By whxch’ is not zaxable as-a hfe msnrance companyl -

BN o under part I of this subchapter, N
R { 0 wl-nch is not an orgamzanon 0 w}nch section 833
apphes and .
“(D)the’ prlman and predommant business activity of
which’ dumno ‘the ta_\able year: con51sts of 1 or more: of the
followmg » g NE

o . - msurance companies under such contracts:
R o “(i)- Operatmg as a health mamtenance orgamza-
Lo e - tlon* o

“(I) fixed payments or' pretmums ‘are received

- T R N O provide or arrange for the provision of health
.o ... - 7. L care. services, regardless of how the health care

e S servmes are pr0v1ded or arranged to be prowded

O I § ¢ 8 substannall) all of ‘the. nsks of the.rates
oo s s of atilization of such services is assumed by the

o o] s provlder of-such services.

‘paragraph {Di).” L :
®) ‘EFFECTIVE DATE. = '

shall -apply to tamble ‘.ears begmnmg after- December 31
S 1994 e . : ‘ ‘
el 2y TRANSITIONAL RULES. = -

ST ‘ “{A) -ORGANIZATIONS TO wmcu pmcwﬂ APPLIES. —

Cas consideration for the organization's -agreement

In the case of an organization which has as.a matenal buisi- o

-~ . 'ness actmtx the’ 1ssu1ng of accident and” health msurance con-

.« o ntractsor ‘the reinsuring of risks .undertaken by other insurance .
¢ 7t ...0 .. companies under such contracts, the admm1stermg of accident -
LS. .7 and .health insurance contracts by 'such- organization shall be "
¢ .Aree 0 - treated as part of, such busmess actmt\ for purposes of ‘sub-"

(N In GENERAL '—The amendment made’ bv thls secuon

_ {1) Issuing .accident’ and health msurance con-
. “tracts or the reinsuring of risks undertaken by other,'

“(iii) Entermg into arrangements under whmh— =

: ,T}ns paragraph shall apply. to any orgamzatxon to whxch{"

-section 831ic) of the Internal Revenue Code.of 1986 (as
‘added by- subsecnon tan -applies for such’ organization’s

-""»i,cept that this. -paragraph, shall not'apply if—

‘ L i such organization treated itself as an insurance o
M .o ...+ companytaxable’ under part IIof subchapter L of. -
: - . -chapter 1 of such Code on its original Federal income

. R "‘1: ~tax return.for its taxable vear beginning in 1992 and

Januar\ 1,1995; or -

f;:.‘?' - U first taxable vear. beginning after December ‘31, 1994 ex-

“for all of:; 1ts ta.\able xears therea&er begmnmg before N

- "(ii) such orgamzanon was exempt from tax under R

?' chapter 1'of such Code for such organization's last tax-- -

_ able vear, begmmng bef‘ore Januar} 1 1995
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Sl T L RERTEE B) TREA’I"\IE\"I’ OF CLRRE\'TLY TA_\_AELE COMPANIES. —
' . Lo . 'In the case of any orgamzamon to. which this, paraoraph
Lo R apphes-— .
(i) the’ amendments made bx this secnon shall be
S r Y treated as a change in the methad, of accounting, and -
ceo Tl e e T (i) all adjustments required t0 be taken into ac-
f R " " count under. section 481 of the Internal Revenue Code
of 1986 shall be taken .into account for such company's
.first taxable year beginning after December-31, 1994..
SEC 11405. ORGANIZATIONS SUBJEC'I’ TO SEC’I‘ION 833. T
. “(a) IN GENERAL:—Section 833(c)- (relating to - orgamzatmn to
o  which section applies) is- amended by addmg at the end the follow-
(. . i . ing.new paragraph: .
T S M4) TREATMENT! AS E:X!STING BLUE cnoss on BLUE smew

TeeeL . ORGANIZATION.—  ©
o7 %(A) IN GENERAL. Paragraph 2) shall be apphed to
e e A ‘organization’ described in subparagraph (B) as lflt were .

a Blue Cross or Blue Shield organization.

R ““(B) APPLICABLE  ORGANIZATION.-—An orgamzatlon is
T T e descnbed in this subparagraph. if it— - '

S T =(i) is organized under,.and govemed bx State
laws which are specifically and, exclusively. dpphcable
to not-for-profit health msurance or ‘health servlce ,
type orgamzat10ns, and

“(ii).is not'a Blue Cross or Blue Shleld orgamza
tion or health maintenance organization.”
o (b) EFFECTIVE DATE.—The amendment made by, this section
“shall’ apply to taxable years begmnmg after December 31, 1986 '

SEC. 11406. TAX EXEMPTION FOR HIGH«RISK INSUR.ANCE POOLS.

. (a) IN GENERAL.— Subsection (¢) of section ‘501 (relating to hst
~..of exempt organizations) is a:mended by addxng at the end the, fol

N . f‘f';;:"‘-, Iomng new paragraph: .
Coes e e L 2T Incthe case of taxable vears begmmng before Januar}

S e i-'l 11998, any corporation, -association, or similar legal entity
"~ . . - which is.created by any. State or. polmcal subdivision thereof
... 7o+ . "o establishea risk pool to provide health insurance coverage to
. ...+, . 7. . any person unable to-obtain health-insurance coverage in:the
A «.. 7+, ... private insurance market because of hedlth conditions and no .
S .7 7. part of the net earnings of which inures’ to’ the beneﬁt of any '
- private shareholdéer, membeér, or individual.” - -7
. -* .- (b) EFFECTIVE DATE. —The amendment made bv subsectxon fa)
o shall applv to tmble vears begmmng after December 31, 1989

i,f‘f:x'u»Subtltle E- Treatment of Accelerated
. Death Benefits Under Llfe Insurance
Contracts

SEC 11501 TAX TREAT\‘!E\JT OF ACCELERATED DEATH BENEF!’I‘S
: : UNDER LIFE INSURANCE CONTRACTS. . .
S ) GENERAL RULE: —Section 101 (relating to certain death ben-
~ cefits is amended by addmg at the end the follomng new sub
_.-section: o
R f@g; Tamn:m OF CERTAIN ACCELERATED DEATH BENEFI‘I‘S -
727 (1)~ IN' - GENERAL. — For - .purposes of this- section, any - «
-amount, received under'alife insurance contract on the life of . ‘
“an’insured who is-a terminally ill individual shall bé treated
‘as an amount paid by reason of the: death of such msured
*(2)"NECESSARY'CONDITIONS. -~ .
~“(A)..IN .GENERAL. -Parag'raph (1) shall not apply to
any amount received unless— . :
4. :#(i) the'total amount recewed is not less than the .
: present value ldetermxned under subparagraph {Bh of -
“ the reduction in the death benefit otherwise. pa‘.able
_m the evem of the death of the msured and '

.
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s R OtY ~he percentage reduction b\ reason of fhe dlS
o oo T ~~.mbuuon in the cash. surrender value of the contract -
o .1 does not exceed the percentage reduction by reason of -
' ' such " distribution - in the death beneﬁt pa\able under X

the contract.
For purposes of;this subparagraph any amount referred to
. o in paragraph fl) that i$'received as a loan or lien shall be. "
co ... .7 treated ds-a reduction, at the time of receipt, in the death

S _benefit or the cash surrender value to-the extent that the.
o . . death benefit or cash surrender value, respectively, are-en-

-such loan or lien (or amounts related thereto)..
’ ~(B) DETERMINATION OF PRESENT VALUE.—The present
* value . of a reducnon in the death beneﬁt shall. be deter-

mmed by—- .
“ usmg a d1scount rate not to e*:ceed the h1ghest
rate set forth in subparagraph (C), and = = .

“(ii) assuming that the death benefit (or the por-.

-tlon ‘thereof) ‘would have‘been paid on the date which -

O T .. to in paragraph (31, - ' - : .
S s o MGy RATES.—The. rates set f'or‘ch m thxs subparagraph :
_+ . "+ arethe following: © - ,
S e~ 0 1) the'90- dav Treasury bill 31eld o :
R TSN _ “(ii) the rate described as Moody's’ - Corporate Bondg
: 7.7~ " Yield Average-Monthly Average Corporates, as- pub-

T T * months before the date oon which. the rate is detef-
S .o 77 mined, and' ¢ .
o) “*(iii) the rate used to. compute the cash surrender
it Lo values. under the. contract’ dunng the apphcable penod"
cos o0t Tplusl percent per annum.: )
- ‘. .Dy LiENs:.—To. the, extent a lienis 1mposed agamst‘
the death benefit in' connection with the distribution, the

"encumber thé cash surrender ‘value such that the percent-
,.-age amount of.the, cash surrender value that is encum-

“bered exceeds.the percentage amount of the death beneﬁt :
‘that'is-encumbered. . -

- subsectlon the: term ‘terminally’ ill individual’ means an- mdl
" vidual who the insurer.has determined, after receipt of .an ac-
S, .~ ..ceptable certification.by a licensed physician, has an illness or -
"y ...~-" physical condition which is reasonably ‘éxpected to. result m
Co T death within 12'months after the date of certification. .

» subsectxon shall not ‘apply in  the case of any. amount- paid to
any taApa\ er: ozher than the insured.if such taxpaver has.an.

" son of the insured ‘béinga director, officer, or, employee of the
- taxpayer. or by reason of the insured, being financially mter‘ ‘
ested in any trade or. busmess camed on- bv the taxpay er.”

b1 EFFECTIVE. DATE. &~ 7= 2 )

~ . 417 IN° GENERAL, — B\cept as prov!ded m parag-raph (2) the '
‘amendment made by subsection ‘a) shall apply to amounts re:
ceu ed: after the date of the enactment of this Act. -

5 o421 DELAY IN.APPLICATION OF DISCOUNTING RU ES —Clause
il of section 101(g12)tA) of the Internal Revenue Code of 1986
s added by this section) shall not- applv 10 an} amount re-
cexved before January'1,:1995:
* ISSUANCE ' OF- - RIDER; . NOT TREA‘I‘ED AS MIXTER[AL
C‘HANGE ~For purposes:of.applying sections 101(P, 7702, and
7702A of the Intérnal Revenue Code of 1986 to any contract,”
the 1ssuance of a vquahﬁed ;accelerated death beneﬁz r1der (as

e

" cliumbered (or can become encumbered) by the amount - of

. lished by Moody's: Investors- Service, ‘Inc., or any 'suc- -
" .cessor “thereto, .for the calendar. month endmg 2 "

7.7 <t rate of any, interest charged may not exceed the-highest..
S rate set forth in subparagraph (C), and- such lien may not. -

+%, "3 “TERMINALLY ALL INDIVIDUAL. = - For+ purposes “of “this

Y .. Title XI Subtitle E -

. "© 7 is 12 months after the date of the certxﬁcauon referred, .

"4y EXCEP’I’ION FOR . BUS[NESS -RELATED POLICIES. —Thls._,z

N , insurable ' interest with respect to'the life of the insured by rea- .-

1
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