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Deposits of Excise Taxes obligations for a calendar quarter by de-
positing an amount equal to the person
excise tax liability reported on the return
for the second preceding quarter (the
look-back quarter). For this purpose, the
tax liability for the look-back quarter
SUMMARY: This document contains must be r.nodified.to take into account any
increase in rates in the current quarteit

temporary regulations relating to the e i
availability of the safe harbor deposit rulethe safe harbor does not specifically ad

based on look-back quarter liability anﬁress theféect of the enactment of a new

AGENCY: Internal Revenue Service
(IRS), Treasuy.

ACTION: Temporary regulations.

affects persons required to make deposi ax or the reinstatement of an expired tax.

. . otice 97-15, 1997-8 |.R.B. 23, and sec-
of excise taxes This document also con- . ;
. ) . tion 2(f) of the 199 Act provide that the
tains temporary regulations relating t

floor stocks taxes andfacts persons li- ciook-back safe harbor shall not apply with

able for those taxesThe regulations im- respect to any tax uniess the tax was im-

plement certain changes made by th%OSGd throughout the Iool_<—back period.
Small Business Job Protectid\ct of The temporary regulations modify the

1996 (the 196 Act) and tke Airport and ?ho;r;bZCkUiaggrr:ﬁ;bt% rn:uI:rzrto :fﬁgﬂghr:z
Airway Trust Furd Tax Reinstatement ge. porary reg '

Act of 1997 (the 19BAct). The text of the general look-back safe harbor of

: zf10.6302(c)—1(c)(2) is modified for a
these regulations also serves as the textC Les of tax that includes a tax that was
REG-102894-97, page 59.

not in dfect at all times during the look-

. . back quarter (9 in the case of an alterna-
DATES. These regulations ardfective five method tax, that was not ifffect at

December 29, 1997. For dates of applica-, .. .
bility, see §840.6302(c)TL and all times during the look-back quarter and

the month preceding the look-back quar-
40.6302(c)-Z. ter). The safe harbor does not apply to
that class of tax unless, for each semi-
monthly period, the deposit is not less
than the greater of (1) 1/6 of the net tax li-
ability reported for the class of tax for the
look-back quarte or (2) the sum of (i) 95
percent of the net tax liability incurred
Backgound with respect to new or reinstated taxes
during the semimonthly period, and (ii)
This document contains amendments tg/6 of the net tax liability reported for all
the Exci® Tax Procedural Regulationsother taxes in the class for the look-back
(26 CFR part 40) that implement certaifjuarte. Also, the section 4681 tax
changes made by the 18ct and the (ozone-depleting chemicals) look-back
1997 Act. safe harbor provided under §40.6302(c)—
The aviation excise taxes that expireg(b)(2) is modified in a similar manner if
on December 31, 1995, were reinstated Rije tax liability for the quarter includes li-
the 198 Act for the period fron August  apility for any chemical that was not sub-

27 through December 31, 1996, by thgsct to tax at all times during the look-
1997 Act for the period from March 7 pack quarte

through September 30, 1997, and were The new rules apply to liabilities for
extended, with modifications, for the pemew or reinstated taxes incurred after Feb-
riod from October 1, 1997, through Sepryary 28, 1997.

tember 30, 2007.

FOR FLRTHER INFORMATION CON-
TACT: Ruth Hdfman (202) 622-3130
(not a toll-free call).

SUPPLEMENARY INFORMATION:

Fuel Floor StockJaxes

Section 1609(h) of the 18%ct im-
Sections 40.6302(c)-1(c)(2) andposes a floor stocks tax on aviation fuel
40.6302(c)—-2(b)(2) (relating to depositother than gasoline) on which tax was im-
safe harbors) currently provide, generall posed by section 4091 befokugust 27,
that a person can satisfy excise tax depodi996, and that is held on the first moment

Deposit Safe Harbor Rules

4 1998-3 |.R.B.



1111 ConstitutiomAvenue, NW Human Services &ites at 200 Indepen  apply to health insurance issuefstax-
Washington DC 20224 denceAvenue, SWWashington, DC from  payer that fails to comply with these pro
visions may be subject to an excise ta

under section 4980D of ti@nde.
FOR FURTHER INFORMA TION « The MHRA provisions in ERISAjener

CONTACT: Terese Klitenic, Health Care a|ly apply to all group health plans
FinancingAdministration, Department of other than governmenta| p|an3, churcl
[—|ealth and Human Services, at (410) 786- p|ans, and certain other p|an§'_hese

1565; Mark ConngrPension antiVelfare  provisions also apply to health insur

Alternatively, taxpayers may transmit8:30 &m. t0 5:00 p.m.
comments electronically via the IRS-In
ternet site at: http://wwivs.ustreas.gov/
prod/tax_regs/comments.html

Comments to the Department of Labo
can be addressed to:

U.S. Department of Labor BenefitsAdministration, Department of gnce issuers thatfef health insurance
Pension andivelfare Benefits Labor, at (202) 219-4377; or Ru¥¥ein-  coverage in connection with such
Administration heimer Internal Revenue Service, Depart group health plans. Generalthe See

200 ConstitutiorAvenue, NW ment of theTreasuryat (202) 622-4695. retary of Labor enforces the MIAP

Room N-5669 Customer sesice informationlIndivid- provisions in ERISA, except that no
WaShingtonr DC 20210 uals interested in obtaining a copy of the enforcement action may be taken by
Attention:MHPA Comments Department of Labds booklet entitled the Secretary against issuers. HOV\;

Alternatively, comments may be hand-de “Questions anénswers: Recent Changes ever individuals may generally pursue
livered between the hours of 9 a.m. and & Health Care Law which includes iR actions against issuers under ERIS/

p.m. to the same address. formation on MHR, may call the follow  and, in some circumstances, unde
Comments to the Department of Healtfing toll-free number: 1-800-998-7542. State law
and Human Services can be addressed thPPLEMENTARY e The MHRA provisions in the PH3\ct

generally apply to health insurance is

Health Care Financingdministration INFORMA TION: :
Department of Health and Human suers that dér health insurance cover
Services A. Background age in connection with group health
Attention: HCRA-2891-IFC ) plans and to certain State and loce
PO. Box 26688 The Mental Health Paritpct of 1996 governmental plans. States, in the firs
Baltimore, MD 21207 (MHPA) was enacted on September 26, instance, enforce the PH&t with re-

, 1996 (Pub. L. 104-20410 Stat. 2944).  spect to issuers. Only if a State doe
In the alternative, comments may b&iHPA amended the Employee Retire not substantially enforce any provi
hand-delivered between the hours of 8:3fent Income Securityct of 1974 sjons under its insurance laws will the

a.m. and 5:00 p.m. to either: (ER|SA) and the Public Health Service Department of Health and Human Ser

Act (PHSAct) to provide for parity in the  vices enforce the provisions, througt
Room 309-G application of certain dollar limits on  the imposition of civil money penalties.
Hubert Humphrey BUIIdIng mental health benefits with dollar limits Moreover no enforcement action may
200 Independenckvenue, SW on medical/sugical benefits. Provisions e taken by the Secretary of Health an
WaShingtonr DC 20201 implementing MHR were later added to Human Services against any grouj

the Internal Revenue Code of 1986 health p|an except certain State an

or (Code) under thé’axpayer ReliefAct of local governmenta| p|an3_
Room C5-09-26 1997 (Pub. L. 105-34). The interim rules being issued today b
7500 Security Boulevard 1. Regulatoy Responsibility the Secretaries of thigeasuryLabor and
Baltimore, MD 21244-1850 Health and Human Services have bee

All submissions to the Internal Rev  The provisions of MHR are set forth developed on a coordinated basis by th
enue Service will be open to public-inin Chapter 100 of Subtitle K of the Codepepartments. In addition, these interin
spection and copying in Room 162111 Part 7 of Subtitle B offitle | of ERISA, rules take into account comments re
ConstitutionAvenue, NW Washington, andTitle XXVII of the PHSAct! The ceived by the Departments in response
DC from 9:00 a.m. to 4:00 p.m. Secretaries of th@reasury Labor and the request for public comments or

All submissions to the Department ofHealth and Human Services share jurisHPA published in théederal Register
Labor will be open to public inspectiondiction over the MHR provisions.These on June 26, 1997 (62 FR 34604). Excey
and copying in the Public Documentgrovisions are substantially simiJa&x o the extent needed to reflect the statt
Room, Pension and/elfare BenefitAd- ~ cept as follows: tory differences described above, the in
ministration, U.S. Department of Labor. The MHRA provisions in the Code gener terim rules of each Department are suk
Room N-5638, 200 Constitutiohvenue,  ally apply to all group health plans othestantively identical. Howevethere are
NW, Washington, DC from 8:30 a.m. t0 than governmental plans, but they do nd&e€rtain non-substantive &fences. The
5:30 p.m. interim rules reflect certain stylistic dif

All submissions to the Department ofichapter 100 of Subtitle K of the Code, Part 7 of€rences in language and structure to-col
Health and Human Services will be opeiSubtitle B ofTitle | of ERISA, andTitle XXVIl of ~ form to conventions used by a particula
to public inspection and copying in Roorr® PHSAct were added by the Health Insuranceyenartment. These diferences have been

Portability andAccountabilityAct of 1996 (HIRA), . .
309-G of the Department of Health ancpyp, . %4_191, Y ( ‘ minimized and any diérences in word




ing are not intended to create any substaof the PHSAct. Furthey the conference tion, or scope of mental health benefits

tive difference. report to MHR states that the applicationunder a plan (or coverage) except a
) of these preemption provisions shouldpecifically provided in regard to parity of
2. Preemption of State Laws permit the operation of any State law oaggregate lifetime dollar limits and -an

The McCarran-FeusonAct of 1945 provision that requires more favorableual dollar limits3

Pub. L. 79-15) exempts the business l;eatmelnt of mental health benefits under o o
i(nsurance from 2‘ederalzntitrust regulatio ealth insurance coverage than that rel; ~agregate Lifetime Limits andnnual

i . Limits
to the extent that it is regulated by th(9UIer under the MHPprovisions.

States and indicates that no federal law Thus, generallya State law that & nger MHR and the interim rules, a

should be interpreted as overriding Sta wrtletinkw)ore ffz_atvorab(lje triatn;tehnt_ of mentdyroyp health plan (or health insurance
insurance regulation unless it does se e)é(?\zliera eeggréj l;misirueresawoullgs:rﬁgcgoverage dered in connection with a
plicitly. Section 514(a) of ERISAre 9 y OUD€qroup health plan) providing both med

empts State laws relating to employe8r€€MPLed by the provisions of MAP jcay/sugical benefits and mental health

benefit plans (including group health™"d the interim rules. benefits may comply with the MAFpar
plans). Section 731 of ERIS&nd see B, Overview of MHPA and the Interim 1Y réquirements in any of the following
tion 2723 of the PH&ct provide that Part Rules general ways:

7 of Subtitle B ofTitle | of ERISAand e The p|an (Or Coverage) may Comp|y by

PartA of Title XXVII of the PHSAct (in-  The MHRA provisions are set forth in ¢ including any aggregate lifetime

cluding the MHR provisions) do not in Séction 9812 of the Code, section 712 of 44|15y |imit or annual dollar limit on

any way afect or modify section 514 of ERISA, and section 2705 of the PABL.  anta| health benefits.

ERISAwith respect to group health plansMHPA and the interim rules apply t0 &, The plan (or coverage) may comply by
Section 514(b)(2) of ERISAaves from 9roup health plan (or health insurance jnhsing a single aggregate lifetime o

preemption any State law that regulateSOVerage dered by issuers in connection  5nny 4| dollar limit on both medical/sur

insurance. Howevesection 731(a) of With @ group health plan) that provides gica| penefits and mental health bene

ERISA and section 2723(a) of the PHPOth medical/sgical benefits and mental  firs in a way that does not distinguish

Act preempt State insurance laws relatinf€2lth benefits. , between the two.

to health insurance issuers in connection '€ MHFA provisions provide for par , the plan (or coverage) may comply by

with group health insurance coverage ¢y in the application of aggregate lifetime imposing an aggregate lifetime dollar

the extent such laws “prevent the aplolicadollar limits, and annual dollar limits, be  |imit or annual dollar limit on mental

tion of” Part 7 of Subtitle B ofitle | of WEeN mental health benefits and med peqith penefits that is not less than th
ERISA or PartA of Title XXVII of the 'c@l/sumical benefits. If a group health  544regate lifetime dollar limit or annual
PHSAct, including the MHR provisions, P ofers two or more benefit packages qojar limit on medical/sgical benefits.

(There is no corresponding provision ir]l\J/Ir:_'dF;r ;25 t?]iaa?r{tégri :Sgg';erqer;t: ? In the case of a plan (or coverage) unde
the Code.) In this regard, the conference .\ "~ W= o inteﬁfnyrulez which aggregate lifetime dollar limits
report to HIRA states that the conferees y P ge. or annual dollar limits dfer for cate

generally intended the narrowest preem|c§nake clear that the MHPrequirements  gories of medical/sgical benefits, the

tion of State laws with regard to health inagg:¥hrigifflifssa?g \;vgri\tirr]\?srt(tar;g dm:;]pt)zl plan (or coverage) may comply by <al
surance issuers (not group health plansy o\ e “the plan. In addition, the in culating a weighted average aggregat
with respect to the provisions of Part 7 of .- 1 o T i e MR lifetime dollar limit or weighted aver
Subtitle B ofTitle | of ERISAand ParA Im ruies m rihat the age annual dollar limit for mental health
: 2 quirements in ERISAnd the PHIACt  penefits. The weighted average must
of Title XXVII of the PHSAct.# Conse
apply both to group health plans and 10 pe pased on a formula in the interim
quently the conference report 10 HAR  oqth ingurance issuerdaing coverage rules that takes int nt the limits
states that State laws with regard to heali} connection with a group health plan. ules that takes Into account the .
insurance issuers that are broader thanyba and the interim rules do notre o different categories of medical/sur
federal requirements in certain areagyire a group health plan (or health insur gical benefits.
would not “prevent the application of” 5,\-q coverage fefred in connection with In addition, under MHR and the interim
the provisions of Part 7 of Subtitle B ofy group health plan) to provide mentaWUIeS' benefits for treatment of substanci
Title | of ERISAor PartA of Title XXVII  health benefits. In addition. MEPand abuse or chemical dependency may not k

2However the preemption is broader for the statutothe interim rules do not fafct the terms . )
ry requirements of section 701 of ERISAd section " - : P In response to the Departmentstuest for public
2701 of the PH®ct that limit the application of pre and conditions ('”C'Ud'”g _COSt SIf]"’“"mjcomments on MHR published in theFederal

existing condition exclusions. Under these broaddimits on the number of visits or days olRegister (62 FR 34604), the Equal Employment
provisions, State laws cannot ‘" from the pre  coverage, requirements relating to mecOpportunity Commission (EEOC) noted that the
existing condition exclusion requirements of section . . : Americans with DisabilitiesAct (ADA) prohibits

701 of ERISAor section 2701 of the PHSt except ical ne.cessn,yreq-uwements tha_t p"f‘t'entsdisability-based distinctions (including such distinc
as specifically permitted by section 721(b)(2) ofor providers obtain prior authorization fortions relating to the provision of mental health bene
ERISA and section 2723(b)(2) of the PH&t treatment, and requirements relating tfits) in employesprovided health insurance plans
These provisions permit a State to impose on healg unless the plan otherwise falls within the protection:s

r

insurance issuers certain stricter limitations relatin rimary care p_hysmanseferrals for of sectin 501(c) of thADA. The aDAis within the
to preexisting condition exclusions. eatment) relating to the amount, duraregulatory jurisdiction of the EEOC.



counted in applying an aggregate lifetim®ne percent.This exemption is available insured plan in which the partially insured
or annual dollar limit that applies sepaonly if the requirements of paragraph (fportion is pooled for rating purposes, the
rately to mental health benefits. are met. If a plan &érs more than one costs of the pool should be allocated-prc
benefit package, the exemption is appliegortionally among the pool members by
separately to each benefit package.- Exeasonable methods, including propor
cept as provided in the transition periodional enrolliment. Additional provisions

(a) Small Employer Exemption described in paragraph (h), a plan must paragraph (f) describe the baseline fc

. . implement the parity requirements for thejetermining those costs that are attribu
The parity requirements under MAP first plan year beginning on or after Januaple solely to compliance with the parity

and the interim rules do not apply to anry 1, 1998, and must continue to complyequirements, the base period used to c:
group health plan (or health insuranceiith the parity requirements until Sep cyjate whether a plan may claim the ex
coverage dered in connection with a tember 30, 2001 (the sunset date in pargmption, and how long the exemption ap
group health plan) for any plan year of graph (i)) unless the plan satisfies the ©hlies once it is claimedThe base period
small employer The term “small em emption described in paragraph (f)
ployer” is defined as an employer whaHowever the exemption is not fefctive
employed an average of at least 2 but n@til 30 days after the notice requiremen
more than 50 employees on business daysparagraph (f)(3) are satisfied.
during the preceding calendar year and The interim rules, in paragraph (f)(2),
who employs at least 2 employees on thgescribe the ratio of two terms used te d
first day of the plan yedr termine if a plan (or coverage) has expe
For purposes of the small employer eXenced a cost increase of one percent

emption, all persons treated as a singl@ore. The first term is the total cost-in . .
employer under subsections (b), (c), (Mkurred under parity (including both men Parity Act (Pub. L. 104-204, 10 Stat.

and (o) of section 414 of the Code (28al health costs and medical/gizal 204" _

U.S.C. 414) are treated as one employejosts). The second term is the total cost CSior€ @ group health plan may clain
In addition, if an employer was not in-ex incurred under parity reduced by the cosfs'® ONé-Percent increased cost exemptio
istence throughout the preceding calend@gquired solely to comply with parity 't MUst furnish participants and
year whether the employer is a small emcosts required solely to comply with par PEN€ficiaies with a notice of the plasr

ployer is determined on the average RUMty include mental health claims thatSX€mption from the parity requirement
ber of employees the employer reasonyouid have been denied absent amendat includes the information described ir
ably expects to employ on business daygents required to comply with parite paragraph (f)(3)(i). A plan may satisfy

during the current calendar yedfinally, 5qministrative costs related to thosdis requirement by providing participants
any reference to an employer in the Sma@laims, and other administrative costs afnd beneficiaries with a summary of mate
employer exemption includes a referencgipable to complying with the parity-re i@l reductions in covered services or ber
toa predecessor of the employer quirements_ Premium payments are n@_ﬁtS, under 29 CFR 2520104b—3(d), if it

considered in this calculationThe ratio includes all the information required by
is expressed by the following formula: ~ paragraph (f)(3)(i). Howevethis exemp

2. Exemptions im the Requaments of
MHPA

must begin on the first day in any plar
year that the plan complies with the re
tauirements of paragraph (b)(1)(i) of this
section and must extend for a period of &
least six consecutive calendar month:
‘?—Iowever in no event may the base perioc
rbegin prior to September 26, 1996 (th
85te of enactment of the Mental Healtl

(b) Increased Cost Exemption

The second exemption from the MAP tion under MHR is not efective until at
requirements applies to group health 1E > 1.01000 least 30 days after the notice is sent to tt
plans (or health insurance coverage ofE — (CE +AE) participants and beneficiaries and the aj

fered in connection with a group healthg represents the incurred expenditure@mpriate federal agency even if the notic
plan) if the application of the MH¥Ppar during the base periocCE represents the is incorporated into a summary of materia
ity requirements described in paragrap@aims incurred during the base perioaeductions in covered services or benefits
(b)(1)(i)° results in an increase in the cosfat would have been denied under the A group health plan that is not subjec
under the plan (or coverage) of at leagl s of the plan absent plan amendmeri@ Part 7 of Subtitle B dfitle | of ERISA,

4Section 9831(a) of the Code, section 732(a) of . . ; ;
ERISA, and section 2721(a) of the PH& provide duirements of paragraph (b)(1)()AE of Title | of ERISAthat chooses not to-in

an exception that applies under the MHProvi-  represents administrative costs related gPrporate the information in paragrapt

sions as well as under provisions added byMAIP ¢ |aims jn CE and other administrative ()(3)(i) into a summary of material ve
and the Newbornsand MothersHealth Protection . . . ti . d . b fit
Act of 1996.The exception applies to any groupCOStS attributable to complying with theductions in covered services or benefit

health plan (and health insurance coverafmed in  parity requirements of paragraphWwhich must be furnished to participants

connection with a group health plan) for any pla ; n neficiari nd th roDri f
year if, on the first day of the plan yetre plan has r(b)(l)(l) and beneficiaries and the appropriate- fec

fewer than 2 participants who are current employees. Examples illustrate how the rule is-aperal agency), may use the following
SAHgI feferﬁm_e toa palrtiCl_Jlar pafragraph in ;his preplied in the case of a self-funded plan, aodel to satisfy the notice requiremen
amble to the interim rules Is a reference to the eorr : . . . .
sponding paragraphs in each of the Departmentiu"y insured pla!’], and a partially ms_uredmder paragraph (f)(3) of the interim
interim rules. plan. Moreoverin the case of a partially rules:




NOTICE OF GROURHEALTH PLAN’S EXEMPTION FROMTHE MENTAL HEALTH PARITY ACT

* DESCRIPTION OF THE ONE PERCENT INCREASED COST EXEMPTION — This notice is required to be pio-
vided to you underthe requirements of the Mental Health ParityAct of 1996 (MHPA) because the goup health plan
identified in Line 1 below is claiming the one pegent increased cost exemption ém the requirements of MHPA. Under
MHPA, a group health plan ofering both medical/surgical and mental health benefits generally can no longset annual
or aggregate lifetime dollarlimits on mental health benefits that ae lowerthan any such dollarlimits for medical/surgk
cal benefits. In addition, a plan that does not impose an annual aggregate lifetime dollarlimit on medical/surgical ben
efits generally may not impose such a limit on mental health benefits. Howeyergroup health plan can claim an ex
emption from these equirements if the plans costs incease one pearent or more due to the application of MHRA's
requirements.

This notice is to inform you that the goup health plan identified in Line 1 below is claiming the exemption frm the re-
quirements of MHRA. The exemption is effective as of the date identified in Line 4 below Since benefits underour
group health plan may change as of the date identified in Line 4 it is imptant that you contact yourplan administrator
or the plan representative identified in Line 5 below to see how younrenefits may be afected as a esult of your group
health plan’s election of this exemption fom the requirements of MHFA.

Upon submission of this notice by you (oyour representative) to the plan administratoror the person identified in Line
5 below the plan will provide you oryour representative, fee of charge, a summar of the information upon which the
plan’s exemption is based.

1. Name of the group health plan and the plan number (PN):

2. Name, address, and telephone number of plan administrator responsible for providing this notice:

3. For single-employer plans, the name, address, telephone nifrtiéfierent from Line 2) and employer identification num
ber (EIN) of the employer sponsoring the group health plan:

4. Efective date of the exemption (at least 30 days after the notices are sent):

5. For further information, call:

To claim the one-percent increased cogtlan that is a nonfederal governmentdfor notices to the Department of fhea
exemption, a group health plan that is plan also must furnish to the Departmergury, church plans should mail the notice
church plan (as defined in section 414(e)f Health and Human Services a copy ab:
of the Code) also must furnish to the-Dethe notice sent to participants and benefpice of theAssistant Commissioner
partment of th@reasury a copy of the no ciaries that satisfies the requirements gf, 5 mination
tice sent to participants and beneficiarieparagraph (f)(3)(i). In all cases, the-exgyamination Programs CP:EX:E
that satisfies the requirements of parsmption is not déctive until 30 days after 4771 ConstitutionAvenue, NW
graph (f)(3)(i). To claim the one percentnotice has been sent both to partiCipanWashington, DC 20224
increased cost exemption, a group healémd beneficiaries and to the appropriatgiention: MHRA one-percent cost
plan subject to Part 7 of Subtitle BTifle federal agency Any notice submitted to exemption notice
| of ERISA also must furnish to the Be the Department of Labor or Health and )
partment of Labor a copy of the noticeHuman Services will be available for pup FOF notices to the Department of Lapor
sent to participants and beneficiaries thdic inspection. plans should mail the notice to:
satisfies the requirements of paragraph The Secretaries have designated tHeublic Documents Room
(H(3)(). To claim the one percent-in following addresses for delivery of thesd?ension andlVelfare Benefits
creased cost exemption, a group healtiotices: Administration



U.S. Department of Labor health insurance issuersfafing health A group health plan satisfies this transi

Room N-5638 insurance coverage in connection with #on period notice requirement only if the
200 ConstitutiorAvenue, NW group health plan) for plan years beginplan provides notice to the applicable-fed
Washington, DC 20210 ning on or after January 1, 1998. MAP eral agency and posts such notice at tt
Attention: MHFA one-percent cost includes a sunset provision under whichlocation(s) where documents must b
exemption notice the MHRA requirements do not apply tomade available for examination unde
For notices to the Department of Healtfpenefits for services furnished on or aftesection 104(b)(2) of ERISAnd the regu

and Human Services, plans should maneptember 30, 200;. . lations 'ghereunde;r ('§2520.104b—'1(b)(3))
the notice to: However for requirements of this sec The notice must indicate the plarihtent
) ) o ) tion other than the one-percent increasdd use the transition period by 30 day

Health Care Financingdministration cost exemption, the interim rules providefter the first day of the plan year begin
7500 Security Boulevard a limitation on enforcement actions iming on or after January 1, 1998, but in n
Baltimore, MD 21244-1850 paragraph (h)(2). Under that paragraptevent later than March 31, 1998. For .
Attention: Insurance Standards: no enforcement action can be taken bgroup health plan that is a church plar
Exemptions any of the Secretaries against a grouthe applicable federal agency is the-De

Finally, to claim the one percent-in health plan (or issuer) that has sought feartment of theTreasury For a group
creased cost exemption, a plan (or issuecpmply in good faith with the require health plan that is subject to Part 7 of Suk
must make available to participants anthents of section 9812 of the Code, -seditle B of Title | of ERISA, the applicable
beneficiaries (or their representatives), otion 712 of ERISA, and section 2705 offederal agency is the Department o
request and at no clygw, a summary of the PHSAct with respect to a violation Labor For a group health plan that is ¢
the information described in paragraplthat occurs before the earlier of the firshonfederal governmental plan, the applic
(H(4). An individual who is not a partici day of the first plan year beginning on oable federal agency is the Department ¢
pant or beneficiary and who presents after April 1, 1998, or January 1, 1999.Health and Human Services. In all case
notice described in paragraph (f)(3)(i) iCompliance with the requirements of thehe notice must include the date; the narr
considered to be a representative. For thisterim rules is deemed to be good faitof the plan and the plan number; the
purpose, individually identifiable infer compliance with the requirements of secname, address, and telephone number
mation in the notice may be redactedtion 9812 of the Code, section 712 othe plan sponsor or plan administrator; th
The summary of information must-in ERISA, and section 2705 of the PIA&t. employer identification number (in the
clude the incurred expenditures, the base With respect to the increased cost excase of single-employer plans only); the
period, the dollar amount of claims-in emption, the interim rules provide inindividual to contact for further informa
curred during the base period that woulgaragraph (h)(3) a transition period fotion; the signature of the plan administra
have been denied under the terms of tl@mpliance with the requirements ofor; and the date signed. In addition, th
plan absent amendments required to-comparagraph (f). Under paragraph (h)(3), nootice must be provided at no carto
ply with parity and the administrative ex enforcement action will be taken against participants and beneficiaries (or theil
penses attributable to complying with theyroup health plan (or issuer) that is subrepresentatives) within 15 days after re
parity requirements. In no event should fect to the MHR requirements prior to ceipt of a written or oral request for suct
summary of information include individu April 1, 1998 solely because the plan hasotification, but in no event does the-no
ally identifiable information. claimed the increased cost exemptiotice have to be provided before it has bee

Civil money penalties as described inunder section 9812(c)(2) of the Code,-sesent to the applicable federal agenéyor
regulations at 45 CFR 146.184(d) applyion 712(c)(2) of ERISA, or sectionthis purpose, plans may use the followin
to an issuer or nonfederal governmental705(c)(2) of the PH®\ct based on as model:
plan that fails to satisfy the requirementsumptions inconsistent with the rules
of paragraph (f). under paragraph (f) of the interim rules,
3. MHRA's Effective Date and Sunset provigied that th? plan is. amended to eom
Provision ply with the parity requirements no later
than March 31, 1998 and the plan com

The MHRA provisions are generally plies with the notice requirements in para
effective for group health plans (andgraph (h)(3)(ii).



NOTICE OF GROURHEALTH PLAN’S USE OFTRANSITION PERIOD

* IMPOR TANT — This notice is required to be piovided if a group health plan uses the transition period undethe re-
quirements of the Mental Health ParityAct (MHPA). Under MHPA, a group health plan ofering both medical/surgical
and mental health benefits generally can no longeset annual oraggregate lifetime dollarlimits on mental health benefits
that are lowerthan any such dollarlimits for medical/surgical benefits. In addition, a plan that does not impose an annual
or aggregate lifetime dollarlimit on medical/surgical benefits generally may not impose such a limit on mental health ben
efits. However a group health plan can claim an exemption fom these equirements if the plans costs incease one per
cent or more due to the application of MHRA's requirements. UnderMHPA, a plan that claimed the one petent in-
creased cost exemption prioto the issuance of the MHR interim r egulations based on assumptions inconsistent with the
MHPA interim r egulations may delay compliance with the parity equirements of MHFA until a date no laterthan March
31, 1998.

This notice is to inform you that the plan is utilizing the MHRA transition period and that the plan is delaying compliance

with the parity r equirements of MHFA until a time no later than March 31, 1998.
1. Name of the group health plan and the plan number (PN):

2. Name, address, and telephone number of plan administrator responsible for providing this notice:

3. For single-employer plans, the name, address, telephone nimdiéerent from Line 2), and employer identification num
ber (EIN) of the employer sponsoring the group health plan:

4. For further information, call:

5. Signature of plan administrator:

Date:

The Secretaries have designated th&ttention: MHRA transition period notice Part 7 of Subtitle B ofitle | of ERISA,
following addresses for delivery of theg,, atices to the Department of Healtind Parf of Title XXVII of the PHSAct,

notices:
For natices to the Department of fhiea
sury, plans should mail the notice to:

Office of theAssistant Commissioner
Examination

Examination Programs CP:EX:E
1111 Constitutiom@Avenue, NW
Washington, DC 20224

Attention: MHFA transition period
notice

and Human Services, plans should malicluding the MHR provisions.
the notice to: Under Section 553(b) of th&dminis-

trative Procedurdct (5 U.S.C. 551et

seq) a general notice of proposed rule
making is not required when an agency
for good cause, finds that notice and pub
lic comment thereon are impracticable,

Health Care Financingdministration
7500 Security Boulevard
Baltimore, MD 21244-1850
Attention: Insurance Standards:

Exemptions unnecessanor contrary to the public in
C. Interim Rules and Request for terest. , _
Comments These rules are being adopted on an ir

terim final basis because the Secretarie

For notices to the Department of the gection 9833 of the Code (formerlyhave determined that without prompt

Labor, plans should mail the notice to:

Public Documents Room
Pension andlVelfare Benefits
Administration

U.S. Department of Labor
Room N-5638

200 ConstitutiorAvenue, NW
Washington, DC 20210

section 9806), section 734 of ERI$Ar- guidance some members of the regulate
merly section 707), and section 2792 ofommunity may not know what steps to
the PHSAct provide, in part, that the Sec take to comply with the MH® require

retaries of th@reasuryLabor and Health ments, which may result in an adverse im
and Human Services may promulgate angact on participants and beneficiaries witt
interim final rules as they determine areegard to their mental health benefits
appropriate to carry out the provisions ofinder group health plans and the pretec
Chapter 100 of Subtitle K of the Codetions provided under MHR Moreover



MHPA's requirements will &ct the reg ered in crafting the ruleThe Depart nomic impact of the MHR, which this
ulated community in the immediate-fu ments invite interested persons to submitile implements, with special emphasi
ture. comments for consideration in the develon the one percent cost exemption. |
MHPA's requirements arefettive for opment of the final rules implementingquantifies the number of plans and indi
all group health plans and for health inthe MHRA. Consistent with the R the viduals who might be &cted by the ex
surance issuers fefing coverage in con Departments encourage the public to-sulemption rule, illustrating the exemptisn’
nection with such plans for plan years bemit comments that accomplish the statedffect in the context of other statutory
ginning on or after January 1, 1998. Plapurpose of the MHR and minimize the MHPA provisions. It separately considers
administrators and sponsors, issuers, amdpact on small entities. Specificallye the impact of regulatory discretion exer
participants and beneficiaries, will needvelcome comments addressing the incised by the Departments in connectiol
guidance on the new statutory provisionpact of the MHR's 1 percent cost exemp with this rule.
before MHRA's efective date. As noted tion for plans and issuers that can demon
earlier these interim rules take into-ac strate that implementation of the parity a. Overall Impact of the MHR
count c_:omments received by the Depar?ules would raise their expenditures by In general, the MHR may have both
ments in response to the request for publimore than one percente also welcome . S
. . ; . direct and indirect écts on group health
comments on MHR published in the comments addressing the operation of thqans lan sponsors. and plan partici
Federal Registeron June 26, 1997 (62 MHPA provision requiring that plansp » Pt b » and p P
. . . . e pants. Direct éécts may include broader
FR 34604). For the foregoing reasongysing diferential aggregate lifetime or
: N L . . fFoverage of mental health treatments ar
the Departments find that the publicatiomnnual limits for various categories o ssociated increases in mental health be
of a proposed regulation, for the purposbenefits use a weighted average of sucz}it avments. Indirect fcts may i
of notice and public comment thereondifferential limits to calculate the overall pay ' y

. . T e lude the steps employers who sponsc
would be impracticable, unnecessagd aggregate lifetime and annual limits for .
P Sy ggreg plans may take to reduce orfs#t their

contrary to the public interest. the plan. . ) )
expenditures attributable to compliance
D. Regulatory Flexibility Act E. Executive Order12866 — with the MHRA, such as amending, cur
o Departments of Labor and Health and  tailing or dropping mental health benefits
The Regulatory FlexibilityAct (5 {yman services or other components of compensation, &
U.S.C. 60let. seq(RFA) requires an well as participantsesponses to any ex

agency to publlis.h a regl_JIatory flexibility The Ofice_ of Maqagement and BUdg?tpenditure increases that are passed
analysis describing the impact of a prohas determined this rule to be a majgfem
posed rule which the agency determinesile, as well as an economically signifi
would have a significant impact on a subcant regulatory action under Section 3(fpirect Effects
stantial number of small entitiesThe of Executive Order 12866The following . )
RFA requires that the agency present aanalysis fulfils the requirement under the 1h€ most direct éct of the MHR is
initial regulatory flexibility analysis and Executive Order to assess the economffoader health insurance coverage fc
seek public comment on its analysis whemmpact of major and economically signifi Mental health treatment. In many healt
the agency publishes a general notice cfint regulatory actions. plans, mental health coverage is more re
proposed rulemaking (NPRM) under sec Executive Order 12866 requires agerstrictive than medical/sgical coverage
tion 553 of theAdministrative Procedures cies to assess the costs and benefits @€ to lower annual and/or lifetime dollar
Act (5 U.S.C. 553t seq) (APA). Under available regulatory alternatives, andimits, more restrictive limits on visits and
the RFA, small entities include small when regulation is necessatp select Stays, and other plan provisions. For ex
businesses, non-profit ganizations and regulatory approaches that maximize némple, a recent survey of employee ben
governmental agencies. For our purbenefits (including potential economic fit plans by Hay/Huggins illustrates the
poses, under the RF States and individ environmental, public health and safetglifferences in plan terms and lower dolla
uals are not considered small entitieeffects; distributive impacts; and equity)limits of mental health services and med
However small employers and smallSection 3(f) of the Executive Order 12866¢al/sugical services.The survey re
group health plans are considered smakquires agencies to prepare a regulatoprted that indemnity plans typically im
entities. impact analysis for any rule which ispose a lifetime limit of $50,000 for
Since these rules are issued as interideemed a “significant regulatory action'mental health benefits. On the othe
final rules, and not as an NPRM, a formahccording to specified criteria, includinghand, medical/sgical benefits of a typi
regulatory flexibility analysis has notwhether the rule may have an annual etal indemnity plan provide a lifetime limit
been prepared. Nonetheless, in the difect on the economy of $100 million orof $1,000,000.
cussion below on the rukimpact on the more or certain other specifiedadts; or Requiring fuller coverage of mental
regulated communitythe Departments whether the rules raise novel legal or-pohealth treatment will increase menta
present an analysis addressing many afy issues arising out of the President’health benefit payments and associate
the same issues otherwise required by tipegiorities. plan expenditures. Some of this increas
RFA, including the likely impact of the  This analysis was conducted by the Dewill be paid by plan sponsors, and som
interim rule on small entities, and a dispartments of Labor and Health andwill be paid by participants in the form of
cussion of regulatory alternatives considHuman Services. It discusses the -ecancreased premiums and/or reductions i



other compensationAside from any in  separate visit limits for outpatient mentahouse, LLPanalysis conducted for the
creased administrative costs involvedhealth treatment (U.S. Bureau of LabobDepartments. Only 4 percent ofeafted
these plan expenditure increases generaBtatistics, Employee Benefits in Mediunplans are expected to be faced with in
represent one side of transfer paymentnd Lage Private Establishments, 1993)creases from the MH¥Pof 1.5 percent or
rather than erosion in overall social welPlans that impose non-dollar limits ormore, according to the same analysis
fare. In other words, additional plan-exmental health benefits may face smalleBecond, the lgest expenditure increases
penditures arising from the MiAPare expenditures increases from the MHP  and therefore the most aggressive re
balanced by additional benefits paid for Many plans currently subject mentalsponses will be associated with plans the
mental health services. One result will beaealth benefits to separate cost sharirtave the tightest dollar caps today—tha
that some money that would have beeprovisions. Among full-time participants is, with plans that would have provided
spent on other goods or services will bén medium and lage private establish the most restrictive coverage anyway
spent instead on mental health services. ments in 1993, 15 percent were subject to Other efects resulting from the MH®
The direct diects of the MHR will in  separate coinsurance rates and 4 percen@y include plan sponsors dropping men
turn cause other fefcts due to subsequentvere subject to separate copayment rateal health coverage altogether drop
responses by f#cted employers (in their for inpatient mental health care, while 53ing or curtailing other health benefits or
capacity as plans sponsors) and partichercent and 18 percent were respectivefomponents of compensation. Such-cut
pants. subject to separate coinsurance and ctailments could include shifting some of
payment rates for outpatient mental healtiie cost of benefits to employees, for ex
care. Cost sharing generallyfeafts plan ample in the form of increased participan
There are numerous ways in whictgxpenditures in two ways. First, by shiftpremium contributions for health bene
plan sponsors &écted by the MHR  ing some payments for services to particfits. Participants, in turn, might respond
might react. Some might take no actioants, cost sharing directly reduces th® premium increases by dropping thei
other than to remove or increase dollag@xpenditures borne by plans. Second, Byealth benefits or electing less expensiv
limits on mental health benefits. Otherdncreasing the price of services faced bplans. As with plan sponsor amendments
might make other changes to their ment@articipants, cost sharing reduces th® mental health benefits, such response
health benefits in order to reduce cisef quantity of services that participants-deby plan sponsors and participants are e>
expenditure increases from compliancgand. Because of both of these mech&ected to be modest and/or rare, given th
with MHPA. The statute explicitly pre Nisms, plans that have more cost sharirggnerally small direct éécts of the
serves p|an SpOﬂSOftht to provide no for mental health benefits will not be im MHPA on plan expendltures.
mental health benefits, or to set the “termgacted as much by the MARas plans
and conditions (including cost sharingthat have parity in cost sharing.
limits on numbers of visits or days of cov Many plans use HMO-style manage The Congressional Budget fide
erage, and requirements relating to mednent techniques to control mental healtfCBO) estimated that the MIAR direct
ical necessity) relating to the amount; dubenefit expenditures. Plans that haveffect would be to increase health plan ex
ration, or scope of mental healthtHMO-style mental health “carve-outs”penditures by 0.4 percent on aggregate
benefits,” except with respect to annual dput no mental health limits are likely to(See Congressional Budget fafe,
lifetime dollar limits. Some plan designpay less for mental health benefits thanCBOs Estimates of the Mental Health
options would be associated with lowefee-forservice plans with low dollar lim Parity Amendments to th&A/HUD Ap-
plan expenditure increases from compliits that are impermissible under theyropriation Bill, as Passed in the Senate,
ance with the MHR. The statute also MHPA. For example, a FFS plan withSeptember 10, 1996.This assumes that
provides an “increased cost exemptionutilization review and an annual mentaplan sponsors make no changes to the
under which the statute “shall not apply’health limit of $10,000 averages $6.51 pgslans other than to raise or eliminate-dol
if its application “results in an increase inmember per month, while an unlimitedar limits on mental health benefits con
the cost . . . of at least 1 percent” (ERISAcarve out” plan pays $6.12, according tGistent with the MHR's parity require
Section 712(c)(2)). Plan sponsors: a PriceWaterhouse LLRactuarial model ments. Howeversome plan sponsors
sponses to the MHPmay lessen their ex developed for the Departments based anay make other changes to their plans i
penditures associated with compliancghe same data as above. order to reduce or ffet the impact of the
that is, their responses may reduce the There are a number of reasons why tH@HPA on their expenditures. For exam
amount of transfers arising from thepermissible plan designs outlined hergle, some plan sponsors might amenc
MHPA. should have little negativefett on exist curtail, or drop mental health benefits or
For example, many mental health plangg mental health coverage. First, thé@ealth benefits in generalaking into ae
currently have non-dollar limitsAccord modest expenditure increases necessitatedunt the likely incidence of such plan
ing to the U.S. Bureau of Labor Statisticshy the MHFA would be unlikely to sponsor responses to the M{JZBO es
among full-time participants at private-esprompt many major design change&s timated that the true aggregate increase
tablishments with 100 or more employeesoted belowapproximately 10 percent ofhealth plan expenditures attributable tc
in 1993, 55 percent were subject to sepaffected plans will face increased expenthe MHFA would only be 0.16 percent.
rate day limits for inpatient mental healthditures under the MHPR of at least one  Combining these figures with those
treatment, and 43 percent were subject fmercent, according to the Prid®ater from an earlier CBO analysis, the Depart

Indirect Efects of the MHR

b. Review of Quantitative Estimates



ments calculate that, in dollar terms, therand LLR September 1996). C&esti and covered lives that would be exempte
total annual direct impact of the MAP mated that the MH®Pwould increase plan from the MHRA.
would be to increase aggregate healtbxpenditures by 0.12 percent per plan on The Departments considered option
plan expenditures by $1.16 billion, not acaverage before taking into account any reoncerning the interpretation of the one
counting for plan sponsor responses to reponses by plan sponsor3aking plans percent cost exemption and how it shoul
duce that impact.Accounting for those sponsorsresponses into account ande implemented. In general, they consic
responses, the actual increase in annuading the same response assumption aeed (1) whether the eligibility for the €x
aggregate health plan expenditures wouldBO, C&L estimated that plan expendi emption should be determined retrospec
be $464 million. It should be noted thatures would increase by less than 0.08vely or prospectively and what, if any
these figures do not account for thgercent. In dollar terms, these increasdsles should be established with respect |
MHPA's increased cost exemption, its exwould amount to $348 million and $139how eligibility should be determined, (2)
emption of firms with 50 or fewer em million respectively whether eligibility should be contingent
ployees, the incidence of managed care Unlike CBO, C&L considered four dif on afirmative approval from an enforee
plans whose added cost under the MHPferent delivery systems: fee-feervice mentagency or simply subject to possibl:
would be smaller than those of managegith standard utilization review on typicalféview by such an agencynd (3)
fee for service plans, or for plans that armedical services, fee-feservice with Whether plan sponsors electing exemy
separately subject to state requiremengpecialized mental health utilization- retions should be required to notify partici
equal or greater than the MAB. The view, PPO and POS plans with specialPants and/or enforcement agencies of th
Departmentsestimates, reported belpw ized mental health utilization revieand @action and/or to disclose to these partie
incorporate these adjustments. HMO and carve-out mental health p|ans¢vidence documenting eligibility for the
CBO also reports the Joint CommitteaJnder each delivery system, Cédlso €xemption. They also considered the-ad
on Taxations estimate that the MHP considered a variety of annual dollar {im Ministrability of each option, seeking to
will reduce federal revenues by $560milits ranging from $10,000 to unlimitedbalance the costs and benefits to plans ai
lion over six years. CBO explains thamounts, rather than assuming that aarticipants, as well as the benefits an
most of the 0.16 percent increase in plaplans in the delivery system provided th@urdens of the regulatory scheme on th
expenditures would be shifted back t@ame level of benefits. federal government.

employees as lower paghus eroding the The Departments performed additionakero/prospective Determination
income and payroll tax bases. On an aguantitative analysis, generally analogous
nual basis, the MHPwould increase ex to CBOs, in the course of assessing the The options considered ranged from
penditures for federal annuitantsealth jmpact of the regulatory discretion-re purely retrospective interpretation to &
benefits by $30 million, CBO reports. -Fi flected in this rule.The additional analy purely prospective one, and included in
nally, the MHR\'s impact on nonfederal sis suggests that the direct impact of theermediate interpretations that blend thes
governmental entities would amount tQyHPA, not accounting for plan sponsorstwo approaches.
$50 million, while its impact on the pri yresponses, would be to increase annualUnder a purely retrospective interpreta
vate sector would probably exceed $1ogggregate health plans expenditures Bion, the one percent increased cost e
million, according to CBO. 0.29 percent or $653 million. Underemption would be based on actually in
The CBO estimates were based on @go's assumption regarding plan sponcurred expenditures increases, measur
typical fee-forservice indemnity plan sor responses to reduce the added expdtrospectively after implementation of
with customary management techniquegityre, actual added expenditures woulthe statute. In other words, all plans mus
to control expenditures, and not on plangmount to $261 million. The Depart comply and provide parity of annual
with other types of delivery systems,ments did not attempt to independentind/or lifetime dollar limits of mental
such as Health Maintenancedaniza  guantify such responses. Howeveite health and medical services for the firs
tions (HMOs), Preferred Provider @  pepartments estimate that if all plans eliyear beginning with the start of a plar
nizations (PPOs), or Point-of-Servicgipje for the one percent cost exemptiod€ar on or after January 1, 1998. If durin
(POS) plans. In fact, plans usingfelif  eyercise it, the increase in plan expendihe first yeara plan experiences increase
ent delivery systems will face @frent o5 would be reduced from 0.29 percer expenditures equal to one percent
expenditure increases under the MHP 4 o 14 percent or $310 millioriThe De  More as a result of complying with the
For example, HMOs, which typically partmentsanalysis is detailed below statute, that plan would then be eligible t¢

contract with health care providers at-dis exercise an exemption from the MAIP

counted rates and tightly manage utiliza c. Exercise of Regulatory Discretion for subsequent plan years.

tion, will face smaller increases under theyne percent Cost Exemption The calculation for determining the
MHPA. percent increase would be based on tf

Coopers & lybrand (C&L) also esti The main area in which the agenciegatio of the increase in plan expenditure
mated the impact of the MAP(Ronald exercised regulatory discretion is in eonto the total plan expenditures, that is, bot
E. Bachman, “AnActuarial Analysis of nection with the one percent cost increasmedical and mental health expenditures
S. 2031,The Mental Health Paritjict of exemption. Alternative regulatory inter For self-insured plans, the numerato
1996,” prepared for thAmerican Psy pretations can impact the outcome of theould be the actual value of mental healt
chologicalAssociation. Coopers &Y= number of plans, firms, policyholders,claims paid in excess of the previous pla



limits. For example, if the annual mentamaximize the availability of the exemp Notification and Disclosure
health limit were $10,000 and the medtion, and therefore might result in both the ] )
ical/sugical were $1,000,000, then thdeast incidence of parity in lifetime and 1ne Departments also exercised discre
sum of all mental health claims paid irannual dollar limits and the least inci ioN in requiring notice and disclosure in
excess of $10,000 would be included inlence of other plan actions to reduce dPnnection with the one percent increase
the numerator of the ratio used for thaoffset expenditure increases arising frorfioSt €xemption.The rule requires plans
plan in calculations related to the one-pethe MHRA. exercising the one percent increased co
cent exemption. The denominator for ~ Other interpretations were also consid®*€mption during all or part of the first
self-insured plans would be the total valuered, some closer to a purely retrospectiy@arter of 1998 under the risetransition
of medical and mental health claims- exinterpretation and others closer to a pureljrovisions to notify the federal govern
cluding mental health claims in excess gprospective one. For example, one intef€Nt, and to post a copy of this notice
$10,000. If the result is an increase of onretation might allow plans to prospecthe workplace. It further requires plans
or more percent, the plan would be- extively determine their eligibility and exer otherwise exercising the exemption to no
empt from complying with the statute incise the exemption, but only based upontdy Participants and the federal govern
any other year until the statute sunsets imarrowly constrained analysis of theifment, and to disclose on request to thes
2001. Because there is a lag between thwn prior experience, taking into accounparties summary documentation of the
time that claims are incurred and the timenly the potential added expenditure fronplans'eligibility for the exemption.
they are reported, complete data needéle MHR\ associated with participants Not.|f|cat|ons. Qnd d|sclosur¢s will be of
for the calculation might not be availablevhose past mental health claims reachd¥nefit to participantsrhey will help as
until three or six months after the end opr nearly reached MHRprohibited do} ~ Suré planscompliance with the MHR,
the first plan year under the MWP With lar limits. Interpretations closer to theand W'll promo_te part|C|pantsundeF
respect to fully insured plans, the caleulapurely retrospective view would lessertanding of their and their planstatus
tion would be slightly dferent. To the the availability of the exemption, andunder the MHR. Moreover by promot
extent that difierent plans'experiences therefore might result in both greater i-l’]Cilng part|C|pgntsUnderste_QOg, nOtIfIG.a'
are pooled for purposes of setting premﬂence of parity in lifetime and annual doltions and (':“SC|OSUYES will inform parHC|.
ums, their eligibility for the exemption lar limits and lesser incidence of othepants’choices among plans and their
would depend on their pooled experienclan actions to reduce orfsét expendi  feedback to plan sponsors, thereby foste
under MHR, rather than on each plan’ ture increases arising from the MAP INg more vigorous competition among
individual experience. those closer to the purely prospectivelan sponsors and issuers to provide ben
The purely retrospective interpretatiorview would do the opposite. fits attractive to participants at competi
would minimize the availability of the ex ~ The approach adopted under this ruldive prices. The cost of these notifications
emption, and therefore might result iffeferenced above, can be characterized @gd disclosures is outlined below

both the greatest incidence of parity idnodified retrospective approach, base
lifetime and annual dollar limits and theon a relatively brief base period. It is in
greatest incidence of other plan actions t¢nded to assure the accurate measure The Departments also exercised discre
reduce or dbet the increase in expendi ment of increased costs while minimizingjon in developing rules that specify when
tures arising from the MH® It would the burden on plan sponsors who wish tgjans may impose separate dollar limits ol
also assure that all plan elections to exefXercise the exemption as soon as accthental health benefits equal to the
cise the one percent increased cost el@te measurements can be made. It alggsighted average of limits imposed on
emption are based on actual experien@sures that all plan elections to exercisgher benefit categories, and in how thi:
under the MHR's parity requirements the one percent increased cost exemptiQfieighted average may be calculated. |
and not on projections or estimates ofre based on actua! experience under th@neral, the rules provide that such ment:
such experience. MHPA's parity requirements and not Orheajth limits may be imposed if the benefit
Under a purely prospective interpretaProjections or estimates of such experiategories to which separate limits apply
tion, the a plan would be eligible for the€Nce.The rule eases compliance burdengecount for at least one-third of total plar
exemption prospectively if its expected?y Providing a transition period underexpenditures and are comparable in scoy
additional expenditures from the MP Which certain plans whose plan yearg, mental health benefitsThe average is
act equaled or exceeded one percent of R§9in during the first quarter of 1998 cang|cylated by weighting each applicable
expected total expenditures absent tHexercise the exemption unéipril 1, jimit to reflect its share of total plan expen

\%eightedAverage Limits

MHPA. A self-insured plan would project 1998. ditures. Any unlimited categories are fig
these figures, relying on available dat%xemptionAuthority ured into the average by using in place of
and actuarial projection methoda. fully limit a reasonable estimate of the maxi

insured plan would compare legitimate This rule provides that plans may determum plan expenditure that could possibly
premium quotes with and without the-exmine their own eligibility for the exemp be incurred in connection with all such-cat
emption to determine if the dérence tion and, if eligible, exercise the exempegories, and weighting this estimate to re
equals or exceeds one percentthe tion, without afirmative approval from flect the proportion of total plan expendi

purely prospective interpretation wouldany enforcement agency tures attributable tall such categories.



Alternative rules might have permittedBenefits Survey and the Health and-Readded expenditures would amount t
more, feweror different plans to impose tirement Study provided a proportionates261 million. Expenditures could be
such limits on mental health benefitsbreakdown of plans and individuals insmaller still as a result of self-insured
and/or resulted in calculated averages thatich firm size group across plan typesonfederal governmental plansght to
were higher or lowerFor example, if un  (HMO, PPO, and fee for service). Like opt out of compliance and the MAR
limited categories were treated as havingise, data from KPMG and Foster Hig one percent increased cost exemptiol
infinite limits, then the weighted averagegins surveys were used to divide insured@hich are not accounted for in the forego
of category limits would equal infinity from self-insured plans. ing estimates. Recall also that these e:
and the option of imposing a weighted av  Second, the Departments narrowed thgenditures represent transfer paymen
erage limit on mental health benefits effocus to plans décted by the MHR. and not social costs.
fectively would be foreclosed. In coen Approximately 296,000 plans, sponsored .
trast, if limits applicable to benefitby 136,000 employers and covering31 One Percent Cost Exemption
categories narrower in scope than mentaiillion individuals, would be directly af  The efect of this rule will be to pro
health benefits could be averaged te afected by the MHR. This excludes firms pipit all covered plans from imposing-an
rive at the permissible mental health limitwith fewer than 50 employees (which argyual or lifetime dollar limits on mental
plans might be able to impose very lovexempt under ERISSection 712 (¢)(1)), health benefits that are lower than limits
limits on very narrow benefit categoriesplans already covered by state mandat%posed on medical and siral benefits
with little effect on coverage of these €atto provide parity in annual and lifetimeqyring at least seven months of the firs
egories but with the result of a lower perdollar limits (based on C&land Hay plan year beginning on or after January :
missible mental health benefit limit. Huggins reports of the incidence offdit  1998. Specificallyafter six months, the

ential limits—roughly 29,000 plans wereryle permits plans to exercise an exemy
excluded here), and insured plans in 1§on as soon as they document a cost i
Because the Departments exercisedfates that, independent of the MRS crease of one percent or more and provic
regulatory discretion in connection withof January 1, 1998 will require parity3q days notice to participants and the-fec
the one percent cost exemption, it is-ne@duivalent to or surpassing that requiregral government.
essary to quantify the number of plans elPy the MHRA. (Those 13 states are: Indi  Exactly when a given plan will become
gible for the exemption.This requires ana, Maryland, Minnesota, Montanaeligible to elect the one percent increase
both estimates of the fatted universe Arkansas, Colorado, Connecticut, Mainegost exemption will depend on the timing
and estimates of the distribution of-im Missouri, New Hampshire, North Gar of its increased costs and its document:
pacts within that universe. CBO reporte®lina, Rhode Island, anfiexas.). Some tjon of those costs. In many cases, plan:
universe estimates but did not estimatef the plans identified here asfedted increased costs under the MMRill not
the distribution of impacts. C&lpro- may not be décted. The MHRA permits equal or exceed one percent until mor
vided a distribution but not universe estiself-insured nonfederal governmentaihan the initial six months have elapsec
mates.Thus, neither source provides thélans to opt out of complianceThis i For example, added costs from the
necessary basis for estimating the reach efudes roughly 22,000 plans coveringHPA's provision restricting the use of
the one percent cost exemptiofio ad about 18 million individuals. It also ex annual dollar limits on mental health ben
dress this gap, the Departments, assistéfhpts plans whose costs increase by oeits would likely be concentrated late in
by PriceWaterhouse LLPcombined the percentor more, as enumerated below the plans yearwhen some participants
CBO and C&Lanalyses with other datato Third, the Departments estimated thevould otherwise have reached these- lirr
produce relevant national estimates, agverall impact of the MHR as follows: its. In addition, plans that utilize this rule’
follows. affected planspotential increases in men transition period may not befatted by
First, the Departments estimated théal health expenditures under the MKP the MHR\'s provisions until after the first
relevant universe at 3.0 million plansequal $653 million, or 0.29 percent of afthree months of the plan year have
sponsored by 2.8 million employers eovfected plans$226 billion in total expen elapsed. Therefore, these may be les:
ering 145 million individuals.To derive ditures. (The 0.29 percent figure idikely to incur added costs of one percer
these estimates, we tallied the number dfenchmarked to CB®'estimate that the or more until later in the plan ygaor
group health plan policyholders and-deaverage cost increase for indemnity plansntil a subsequent plan year (in whict
pendents by firm size from the Censuwould be 0.4 percent, but it is adjusted tthey would be décted by the MHR be-
Bureaus March 1996 Current Populationreflect C&L's assessment of the relativgyinning on the first day of the plan year).
Survey Census enterprise data providethagnitude of cost increases forfdient Whether eligible plans wishing to-re
average firm sizes in each size categorplan types. The $226 billion figure is duce the direct impact of the MEARill
allowing us to estimate the number of-embenchmarked to CB®'$290 billion uni  opt to pursue the exemption or opt for al
ployers covering these individuals.verse, but reduced proportionately te reternative responses will depend on eac
KPMG Peat Marwiclks 1997 survey pro flect the Departmerd’estimate of the pro plan’s particular circumstances and priori
vided the average number of plans pgyortion of the total universe that isties.
firm in each size group, supporting estiaffected by the MHR.) Under CBOS as The Departments estimated the numbe
mates of the number of plans. Data fromumption regarding plan sponsor actionsf affected plans with potential increase:
the Bureau of Labor StatisticEmployee to reduce the added expenditure, actuaf at least one percent. Roughly 30,00

d. Impact of Regulatory Discretion



plans, or about 10 percent of a plans af Fifth, the estimates presented in thisited above). Assuming each notice +e
fected by MHR, potentially would be el analysis are conservative; actual expendjuires 2 minutes of labor at $per houyr
igible for the one-percent increased cogtires arising from compliance with theplus $0.50 for postage and materials, tote
exemption. That is, all else being equal, MHPA are likely to be less than reportectosts would amount to up to $4.3 million
complying with the MHR would in- here. In particularthe estimates may un or more probably $931,000. (These as
crease 30,000 plansXxpenditures by at derstate the reach and codieefiveness sumptions reflect plangbility to satisfy
least one percentThese plans cover of managed mental health programs thdhis notice requirement through the provi
about 5 million policyholders andLImil-  will exist during the years that the MAP sions of a separately required summary c
lion individuals. This is the universe po is in efect (See Roland Sturm, “How Ex material modifications, as well as avail
tentially afected by the provisions of thispensive is Unlimited Mental Health Careability of a model notice to the govern
rule that address the one percent increas€dverage Under Managed CarePAMA,  ment, which together essentially elimi
cost exemption. Nov. 12, 1997—¥9l. 278 No. 18). nate separate preparation burdens und

In assessing the impact of this rule, the Sixth, because plan expenditure inthis requirement and help minimize orgo
Departments considered the economicreases under the MARaside from in ing burdens.)
consequences of its provisions implecreases in administrative expenses) are With respect to requirement for group
menting the one percent cost exemptiotransfers, the availability and use of théealth plans to notify the federal govern
Several factors are likely to fatt the exemption does not change aggregate sment of use of the transition period, anc
magnitude of those consequences. cial welfare. Howeverthe availability to post these notices in the workplace

First, under any interpretation, only 10and use of the exemption doe$eaf the only those plans whose plan years begi
percent of MHR-affected plans (or size and incidence of transfers across afluring the first three months on 1998 anc
30,000 plans) could become eligible fofected parties. who are potentially eligible for the one
the exemption, and only some of those Finally, this rule preserves the availabil percent cost exemption are potentially af
would elect to exercise itThe estimated ity of most of this savings under the ondected by this provision.These notices
30,000 plans that would could become epercent exemption—certain eligible plansvould be filed and posted within 30 days
igible for the one-percent cost exemptiomre permitted to exercise the exemptioar less of the beginning of the plan year
represents the upper limit of the numbeafter seven months, thereby operatingo all would be filed in 1998. Based on
of plans that would actually exercise theinder the exemption for up to 38 of the 4annual reports filed with the Department
exemption. Many of the potentially eligi months during which the MHPIs in ef  of Labor, the Departments estimate that 6(
ble plans are likely to forego the exempfect. percent of all eligible plans, accounting
tion in favor of other permitted actionA. This rule also requires certain noticegor 72 percent of participants in such
survey of 300 lage firms conducted by and disclosures by plans exercising thplans, begin their plan years during thes
William M. Mercer, Inc., found that fewer one percent increased cost exemptiomonths. This amounts to 18,000 plans,
than 2 percent intended to pursue the ofihe Departments undertook to estimateepresenting the maximum number of no
percent increased cost exemption. - Exhe paperwork burdens associated wittices that would be filed. Extrapolating
trapolated to the Departmenestimated these provisions, as well as the burden asom the Mercer survey cited above, abou
plan universe, this suggests that 6,00€ociated with determining whether a plad,000 of these plans might intend to pur
plans, or 22 percent of the 30,000 that ais eligible for the exemptionThese esti sue the exemption, representing a mor
potentially eligible, would pursue the-ex mates are summarized below probable number of notices to be filed.
emption. The estimates reported immediatelpplying the same per unit cost assump

Second, expenditure increases from thgelow are for all plans fcted by the no tions as above to the filing and posting o
MHPA will generally be modest, even fortice and disclosure provisions of this rulethese notices, the cost of these notice
plans potentially eligible for the one per The Paperwork ReductioAct (PRA) would be no more than $8,000 and mor:
cent cost exemptionTheir potential ex analysis that follows is presented sepdikely $2,000. These assumptions reflect
penditure increase would be $332 milliomately for afected private-sector plansthe availability of a model notice, the use
on a base of $23 billion in total expendiand for plans sponsored by nonfederalf which eliminates preparation costs anc
tures, or 1.47 percent overall. governmental employers, which are unddrelps minimize ongoing burdens.

Third, as noted above, plans can be déhe jurisdictions of the Departments of With respect to the requirement for
signed in ways that lessen these expendiabor and of Health and Human Serviceglans to disclose on request summary in
ture increases. respectively formation documenting the planéligibil-

Fourth, the 2,215 self-insured nonfed With respect to the notice to partici ity for the one percent increased cost ex
eral governmental plans that might-bepants and beneficiaries and to the federamption, the number of such disclosure:
come eligible for the one percent cost exgovernment by plans exercising the onwill depend on the volume of requests
emption are separately permitted to ogtercent cost exemption, the maximun®©ne might expect requests to arise mo:
out of the MHRA entirely, thereby exer possible number of such notices is- apcommonly when participants are at or nea
cising an alternative exemption withproximately 5.0 million (reflecting all plans’dollar limits. Hay Huggins esti
equivalent gect. These plans cover 1.8plans potentially eligible to elect the -ex mates for the Congressional Research Se
million individuals, or 16 percent of indi emption), while a more likely figure is 1.1vice (See Roland Sturm, “How Expensive
viduals in potentially eligible plans. million (reflecting the Mercer survey is Unlimited MentaHealth Care Coverage



Under Managed Care?JAMA,Nov. 12, insured nonfederal governmental plans Third, not all plans that are permitted tc
1997—\0l. 278 No. 18) suggest that 0.73night become eligible for the one percenimpose weighted average limits on mente
percent of participants on average incuctost exemption.These plans are sepa health benefits will elect to do so.
mental health claims of more thamately permitted to opt out of the MAP  Fourth, some plans that under the rul
$10,000—a typical annual limit—in aentirely thereby exercising an alternativeare not permitted to impose weighted av
given year The Departments adjusted thissxemption with equivalent ffct, and erage limits on mental health benefits
figure to reflect the estimated relationshigvithout becoming subject to the calculaunder an alternative approach, might hav
between increased expenditures under thien, notice, and disclosure requirementseen permitted to impose only a relativel
MHPA for plans eligible for the one per These plans cover 1.8 million individualshigh limit. As such, their expenditure-in
cent increased cost exemption ane inor 16 percent of individuals in potentiallycreases from the MHPmight have been

creased expenditures under the MHBr  eligible plans. nearly the same with a weighted averag
all affected plf_ms, cor)cludlng tk_la}t 3.74 limit on mental health benefits as with nc
percent of participants in plans eligible foMVeightedAverage separate limit on such benefits. Conside

e e o 111 et of b g A 010 501

iven year Assuming that this r’o Ortionments'exercise of discretion in the P eM" - and 2 $250,000 annua ¢
given yez ming prop weighted average rule is also expected f &/l outpatient care, and a $25,000 ar
of participants in plans electing the-ex nual cap on mental health benefits. Unde

’ First, separate limits for benefit cate’ ' p

mum number of such disclosure requests . ighted limit
. ories other than mental health are ndf'POS€ a weighted average limit on men
would be 186,000, while a more probablé tal health benefitsAny separate limit on

figure would be 40,000. Given the samé’.ery common. For exampl_e, among fu_II -
g e employees at establishments Wltﬁwental health care would have to be ¢

et st e, e SO e L e on
$35.000, respectively non-HMO group health plans in 1993,'npta '?n tcare anHad t?\as e C
Finally, with respect to plan determina ©IY @ fraction were subject to separat@Utpatient care. Had the plan been-pe

’ limits for many major benefit categoriesMittéd o impose a weighted average ca

tions of eligibility for the one percent-in St ;
creased C(?St ezem tion, the IODe artmen't:sor example, just 14 percent were subje&owever ! Stl!l would have been required
ption, p to increase its mental health cap fron

i ; separate limits for inpatient A
expect that plans wishing to exercise thi? SEP P gery, $25,000 to some amount betwee

one percent increased cost exemption $St 13 percent were subject to such limit ’
theirpservice providers will reviseptheirfor outpatient sigery and only about one $250,000 and $500,000, depending on tf

i .in four were subject to separate limits folVeIghts. _
automated claim record systems to facili Finally, as with the one percent cost ex

i ; both inpatient and &ite physician visits
tate calculation of the plan#creased P phy emption and with the MH® generally

costs attributable to the MHP The (U.S. Bureau of Labor Statistics, Em s k ield
number of plans performing such tuncPloyee Benefits in Medium and Ige Pri the impact of regulatory discretion in the

tions in-house that might wish to exercis¢@teé Establishments, 1993). “Separatiféighted average rule will be reduced be
the exemption is estimated to be no thaffnits” in this context include not only ca;usle self-insured nonfﬁderal gov(ej:jnn;er
5,346 and more probably 1,142The dollar limits, but also non-dollar limits, ta pag; can opt Od“t' t elMHB a be g
number of service providers (includingSUch as inpatient day or outpatient ViSi?.Xpend lture is mﬁ eslt, panshcan c o
health insurance issuers and third parjmits, as well as dferential coinsurance S'9N€d N Ways that lessen the MAi®
administrators) that will perform this rates, copayments, or deductibl@here added expenditure, and the estimates pr
function for plans that wish to exercisegfore, the proportion with separate dollapented here are conservative.

the exemption is estimated to be 1,778mits that would permit imposition of a £ \yfunded Mandates ReformAct of
(including 400 third party administratorsweighted average limit on mental health ggg

650 health insurers, 645 HMOs, and 7§enefits would be even smallem addi
Blue Cross Blue Shield ganizations). tion, such separate limits are even less The Unfunded Mandates Reforfct

Assuming a start up cost of $5,000 per acommon in HMOs. of 1995 (FL. 104—4) requires agencies tc
fected entitythe total start-up cost associ Second, discretion exercised in th@repare several analytic statements befo
ated with determining plansligibility to  weighted average rulefatts plansabil- proposing any rules that may result ir an
exercise the exemption amounts to $14i6/ to impose weighted average limits omual expenditures of $100 million by
million to $35.6 million, to be amortized mental health benefits only at the igiar  state, local and tribal governments or th
over 10 years beginning in 1998. In other words, compared with the-apprivate sector These rules are not subject
The estimates of the numbers and cogsoach set forth in the rule, alternative apto the Unfunded Mandates Reforkct

of notices, disclosures and calculationproaches would have increased or ddbecause they are interim final rules
reported above, and below in connectionreased the proportion of plans that arndowever consistent with the policy em

with the Paperwork Reductiokct, may able to impose weighted average limitdodied in the Unfunded Mandates Reforn
be high with respect to nonfederal govand the dollar level of calculated averageAct, the regulation has been designed t
ernmental plansAn estimated 2,215 self- by only a small amount. be the least burdensome alternative fc



state, local and tribal governments, anthis emegency processing public infor 1. Notice to Paticipants and

the private sectorvhile achieving the b mation collection request (ICR), consist Beneficiaries and the Federal
jectives of the MHR. ing of three distinct ICRs to the fife of Government of Electing One Rent
Management and Budget (OMB) for-re  Increased Cost Exemption

G. Small Businezs Regulator view and clearance under the Paperwork
Enforcement and Fairnes#\ct of 1995. o \ctionAct of 1995 (Pub. L. 104-13, I Department of Labor

The Administrator of the Gifice of In- 44 U.S.C. Chapter 35)The Departments 1o Department of Laboas part of its
formation and Regulatorffairs of the have asked for OMB clearance as S0on g iy ing efort to reduce paperwork and
Office of Management and Budget ha®0ssible, and OMB approval is antici joqnondent burden, conducts a preelea
determined that this is a major rule foPated by the applicablefettive date. ;.0 consultation program to provide the
purposes of the Small Business Regula These regulations contain three -disyonora) public and Federal agencies wit
tory Enforcement Fairnegsct of 1996 (5 tinct ICRs. The first ICR is a notice to an opportunity to comment on proposec
U.S.C. Section 80&t. seq(SBRER). participants and beneficiaries and to thg, /o continuing collections of informa

The Secretaries have determined that thederal government of the planélection "+ o ordance with the Paperwork
effective date of these interim final rules if the exemption from the MH¥Ss provk o 4\ wtionAct of 1995 (Pub. L. 104-13
January 1, 1998. Pursuant to Sectio$ions due to an increase in cost under tI)le4 U.S.C. Chapter 35) and 5 CF,R
808(2) of SBRER, the Secretaries find, plan of at least one percent attributable t9320.]1. This program helps to ensure
for good cause, that notice and public-pr&compliance with these provisionA.plan
cedure thereon are impracticable, unnece®ay satisfy this requirement by provid
sary and contrary to the public interest.  ing participants and beneficiaries with nd financial resources) is minimized

These rules are adopted on an interimotice of material reductions in covered o i instruments are clearly under,
final basis because the Secretaries hagervice or benefits, under the Department 4 2nd the impact of collection-re
determined that without prompt guidanc®f Labors regulations at 29 CFR SeCtionquirerr’1ents on respondents can be proj
some members of the regulated commu2520.104b- 3(d), that includes the inforerly assessed. Currentie Pension and
nity may have difculty complying with mation in paragraph (f)(3)(i) of this-n Welfare BenefitsAdministration is solie
the MHRA requirements, which may +e terim final rule regarding issuing a noticeIting comments concerning the propose
sult in an adverse impact on participant® participants and beneficiaries of th%ollection of information. Notice to Par
and beneficiaries with regard to theiplan’s exemption from these parity-re ticipants and Beneficiari,es and the Fed
mental health benefits under group healthuirements. Before the one percent ineral Government of Electing One Percer
plans and the protections provided undereased cost exemption isfeftive, the Increased Cost Exemptior copy of the
MHPA. Moreover MHPA’s requirements plan must also notify the federal govern :
will affect the regulated community in thement. For this purpose, the group heahgroposed ICR can .be obtalned'by contac
immediate future. plan may either send the Department ofY the gmployee I|stgd below in the eon
MHPA's requirements arefettive for Labor a copy of the summary of materia}aCt sect|or_1 of the no_tlce.. .
all group health plans, and for health inreductions in covered services or benefits Information collection: décted parties
surance issuers fefing coverage in cen sent to participants and beneficiariesa;]re not required to comply with the ICRs
nection with such plans for plan years becontaining the plan number and the plah these rules until the Department of
ginning on or after January 1, 1998. Plagponsors employer identification num abor publishes in the Federal Registe
administrators and sponsors, issuers am@r or the plan (or coverage) may use thihe control numbers assigned to thes
participants and beneficiaries will needepartmentsmodel notice in this interim |~ Py OMB. The publication of the
guidance on the new statutory provisionginal rule which has been developed fof "0l Numbers notifies the public that
before MHR's efective date. As noted this purpose. OMB has approved these ICRs under th
earlier these interim rules take into-ac  The second ICR is a summary of the in- 2P€rwork ReductioAct of 1995. The
count comments received by the Deparformation used to calculate the plgin  DcPartment has asked for OMB clearanc
ments, in response to the request for-pubreased costs under the MiRor pur- &S SOON as possible, and OMB approval
lic comments on MHR published in the poses of electing the one percenam'c'pawd by the applicablefettive
Federal Registeron June 26, 1997 (62increased cost exemption, which the plafi2te: _

FR 34604). For the foregoing reasons, th@ust make available to participants and P2ates: Written comments must be sub
Departments find that notice and publigeneficiaries, on request at no gwr mlttgd to the dice listed in the addressee
comment would be impracticable, unfec The third ICR is a notice of a groupSection below on or before February 20

essary and contrary to the public interestneaith plars use of the transition period. 1998 The Department of Labor is partic

The rule requires plans exercising the on%Iarly interested in comments which:
percent increased cost exemption during evaluate whether the proposed collec
all or part of the first quarter of 1998 tion of information is necessary for the
under the rules transition provisions to proper performance of the functions of
The Department of Labor and the -Denotify the federal government, and to post the agencyincluding whether the infer
partment of thelreasury have submitteda copy of this notice at the workplace. mation will have practical utility;

that requested data can be provided in tf
desired format, reporting burden (time

H. Papemwork Reduction Act—The
Department of Labor and the
Department of the Treasury



» evaluate the accuracy of the agescyManagement and Budgeitn: Desk Of 54.9812-1Ta group health plan electing
estimate of the burden of the proposeficer for the Department of th&easury the one percent exemption is obligated t
collection of information, including the Office of Information and RegulatoAf- provide a written notice of that election to
validity of the methodology and as fairs, Washington, DC 20503, with copiesparticipants and beneficiaries and to th
sumptions used,; to the Internal Revenue Serviégin: IRS federal government of the planélection

» enhance the qualityutility, and clarity Reports Clearance @der, T:FP, Wash  of the exemption A plan may satisfy this
of the information to be collected; and ington, DC 20224. Comments on the-colrequirement by providing participants anc

» minimize the burden of the collection oflection of information should be receivedeneficiaries with a notice of material re
information on those who are to-re on or before February 20, 1998. In lightluctions in covered service or benefits
spond, including through the use of apof the request for OMB clearance by theinder the Department of Labsrregula
propriate automated, electronic, meeffective date of the MH®, submission tions at 29 CFR section 2520.104b-3(d]
chanical, or other technologicalof comments within the first 30 days isthat includes the information in paragrapl
collection techniques or other forms ofncouraged to ensure their consideratioff)(3)(i) of this interim final rule regard
information technologye.g., permitting Comments are specifically requested-coning issuing a notice to participants anc
electronic submissions of responses. cerning: beneficiaries of the plas’exemption
Addressee: Gerald B. Lindre@ffice Whether the proposed collection of infrom these parity requirement$o satisfy

of Policy and Research, U.S. Departmeﬁ?rmaﬂon is necessary for the proper-pethe requirement to notify the federal gov

of Labor Pension andelfare Benefits formance of the functions of the Internakrnment, a group health plan may eithe

Administration, 200 ConstitutioAv- Revenue Service, including whether theend the Department a copy of the sun

enue, Room N-5647Washington, DC information will have practigal utility; mary of material reductions in cpyered

20210. Telephone: 202-219-4782 (this is The accuracy of the estimated bgrdeaerwces or peneflts sent.to' participant

not a toll-free number). Fax: 202-219:2associated with the proposed collection aind beneficiaries, containing the plar
4745, information; number and the plan sponsemployer
How to enhance the qualjtytility, and identification numberor the plan may use

ii. Department of th@&reasury clarity of the information to be collected; the Departmens’ model notice in this in
The collection of information is in How to minimize the burden of cem terim final rule which has been develope
54.9812—1T This information is required Plying with the proposed collection of-in for this purpose. Based on past exper
by the interim final rules so that partici formation, including the application ofence, the stafoelieves that most of the
pants will be informed about their rightsautomated collection techniques or othematerials required to be issued under thi
under MHR, and so that participants andforms of information technology; and notice procedure will be prepared by eon
beneficiaries, and the federal government, Estimates of capital or start up costs anlact service providers such as insuranc
will receive notice of a plas’election of COsts of operation, maintenance, and- pucompanies and third-party administrators
the one percent increased cost exemptidﬁ]ase of services to provide information.

The likely respondents are business or I. Background:MHPA generally re

other forprofit institutions, non-profit insti  quires that group health plans provide-par Agencies: U.S. Department of Labor

tutions, small businesses oganizations, ity in the application of dollar limits to Pension antlVelfare BenefitAdministra
and Taft-Hartley trusts. Responses to thighental health and medical/gical bene tion; U.S. Department of tHEreasury In-
collection of information are required tofits. The statute exempts plans from thisernal Revenue Service.

obtain the benefit of the exemption. requirement if its application results in an Title: Notice to Participants and Bene
Books or records relating to a collecincrease in the cost under the plan or-co¥iciaries and the Federal Government o

tion of information must be retained a£rage of at least one perceiitiis regula  Electing One Percent Increased Cost E>

long as their contents may become matekion requires a plan electing this exemptioemption

ial in the administration of any internalto notify participants and beneficiaries and OMB Number: XXXXXXX

revenue law Generally tax returns and the federal government of the plarglee Affected Public: Individuals or house

tax return information are confidential, agion of the exemptiorihis ICR covers this holds; Business or other fprofit; Not-

Type of Review: New

required by 26 U.S.C. 6103. notification requirement. for-profit institutions; Group health plans.
Comments on the collection of infor 1l. CurrentActions: Under 29 CFR  Frequency: On occasion
mation should be sent to thef@e of 2590.712 (f)(3)(i) and (ii), and 26 CFR Burden:
Year Total Total Responses AverageTime Burden Hours Cost
Respondents (range) per Response (range) (range)
(range) (range)
1998 - - - - -
1999 5,612 to 25,446 813,505 to 3.8MM | 2 minutes 6,324 to 29,605 $705,037
to $3.3MM
2000 - - - - -
TOTALS 5,612 to 25,446 813,505 t0 3.8MM | 2 minutes 6,324 to 29,605 $705,037
to $3.3MM




Comments submitted in response to this proper performance of the functions ofngton, DC 20224. Comments on the-col

notice will be summarized and/or-in the agencyincluding whether the infer lection of information should be received
cluded in the request for OMB approval  mation will have practical utility; on or before February 20, 1998. In light
of the ICRs; they will also become a mat+ evaluate the accuracy of the agescyof the request for OMB clearance by the
ter of public record. estimate of the burden of the proposedffective date of the MH®, submission
) ) collection of information, including the of comments within the first 30 days is
2. Calculation and Discloswr of validity of the methodology and as encouraged to ensure their consideratior
Documentation of Eligibility for sumptions used; Comments are specifically requested-cor
Exemption « enhance the qualitytility, and clarity cerning:

of the information to be collected; and  Whether the proposed collection of in
» minimize the burden of the collection offormation is necessary for the proper-per

The Department of Labpas part of its  information on those who are to-re formance of the functions of the Internal
continuing efort to reduce paperwork and spond, including through the use of apRevenue Service, including whether the
respondent burden, conducts a preclear propriate automated, electronic, meinformation will have practical utility;
ance consultation program to provide the chanical, or other technological The accuracy of the estimated burde:
general public and Federal agencies with collection techniques or other forms ofassociated with the proposed collection o
an opportunity to comment on proposed information technologye.g., permitting information;
and/or continuing collections of informa  electronic submissions of responses. ~ How to enhance the qualitytility, and
tion in accordance with the Paperwork addressee: Gerald B. Lindrevdffice clarity of the'in'formation to be collected,
ReductionAct of 1995 (Pub. L. 104-13, of policy and Research, U.S. Department 1OW {0 minimize the burden of com
44 U.S.C. Chapter 35) and 5 CFRyf | apor Pension andVelfare Benefits Plying with the proposed collection of-in
1320.1. This program helps to ensureagministration, 200 ConstitutioAvenue, formation, |ncIud|'ng the appllcatlon of
that requested data can be provided in t€oom N-5647 Washington, DC 20210. automated collection techniques or othe
desired format, reporting burden (timerelephone: 202-219-4782 (this is not (,inI’mS. of mformatlo_n technology; and
and financial resources) is minimizedo||-free number). Fax: 202-219-4745, _ -stmates of capital or start up costs an

i. Department of Labor

collection instruments are clearly under costs of operation, maintenance, and-pul
stood, and the impact of collection-re ii. Department of th@reasury chase of services to provide information.
quirements on respondents can be prop . Background:MHPA generally re

The collection of information is in Sec quires that group health plans provide
tion 54.9812-1T This information is re  parity in the application of dollar limits to
cguired by the interim final rules so thaimental health and medical/sizal bene
fpartlmpants will be informed about theirfits. The statute exempts plans from thi

Documentation of Eligibility for Exemp rights under MHR, and so that partiei requirement if its application results in an
Qpants and beneficiaries may receive icrease in the cost under the plan or-con

E(E)Téiﬁec;pgyoéér;?ap(:rgﬁgs?ﬁelC;I;zng?:yt; summary of the information upon whicherage of at least one perceffhis regula
: - - The plan based it election of the one-petion requires plans wishing to elect this
listed below in the contact section of the

cent increased cost exemptiofhe likely exemption to calculate their increasec
respondents are business or other fogosts according to certain rules. It furthe
é)rofit institutions, non-profit institutions, requires plans electing this exemption tc
in these rules until the Department o mall businesses or ganizations, and disclose to participants and beneficiarie:
. . : aft-Hartley trusts. Responses to this-color their representatives), on request, an
Labor publishes in the Fe,deral RengteIIéCtion of information are required to-ob at no chage, a summary of the informa
the control numbers as§|gn_ed to thest%in the benefit of the exemption. tion upon which the exemption was
ICRs by OMB. The .p_ubllcatmn O.f the Books or records relating to a colecbased.This ICR covers this disclosure-re
control numbers notifies the public that; | = ¢ int0rmation must be retained agjuirement.
OMB has approved these ICRs under the,, o iheir contents may become mater 1. CurrentActions: Under 29 CFR
Paperwork ReductioAct of 1995. The 5 iy the administration of any internal2590.712(f)(2) and 26 CFR 54.9812-1T
Department has asked for OMB clearancg, o, e |aw Generally tax returns and a group health plan wishing to elect the
as soon as possible, and_OMB app_roval tax return information are confidential, asone percent exemption must calculat
anticipated by the applicablefettive required by 26 U.S.C. 6103. their increased costs according to certai
date. ) Comments on the collection of infor rules. Under 29 CFR 2590.712(f)(4) anc
Dates: Written comments must be sub 4501 should be sent to the fi@e of 26 CFR 54.9812—1Ta group health plan
mitted to the dice listed in the addresseeyyonagement and Budgetitn: Desk Of  electing the one percent exemption is ob
section below on or before February 2Gice; for the Department of thereasury ligated to disclose to participants and ben
1998. The Department of Labor is paric oice of Information and Regulatodf-  eficiaries (or their representatives), on re
ularly interested in comments which: 55 \Washington, DC 20503, with copiesquest and at no chge, a summary of the
 evaluate whether the proposed colledo the Internal Revenue Serviédin: IRS information on which the exemption was
tion of information is necessary for theReports Clearance €@der, T:FP, Wash based.

erly assessed. Currentiyre Pension and
Welfare BenefitsAdministration is solie
iting comments concerning the propos
collection of information, Disclosure o

notice.
Information collection: décted parties
are not required to comply with the ICR



Type of Review: New plans wishing to exercise the one percesuming a cost of $5,000 perfedted en
Agencies: U.S. Department of Laborincreased cost exemption or their servictty, the total cost associated with deter
Pension antlVelfare Benefitd\dministra providers will revise their automatedmining plans’eligibility to exercise the
tion; U.S. Department of thEreasuryIn-  claim record systems to facilitate calculaexemption amounts to $12.5 million to
ternal Revenue Service. tion of the plansincreased costs attribut $30.1 million, to be amortized over 10
Title: Calculation and Disclosure ofable to the MHR. The number of plans years beginning in 1998.
Documentation of Eligibility for Exemp performing such functions in-house that Disclosure burden: In addition to the
tion might wish to exercise the exemption igalculation burden, plans wishing to elec
OMB Number: XXXXXXX estimated to be no than 4,489 and motée one percent increased cost exemptic
Affected Public: Individuals or house probably 958. The number of service will incur a burden in connection with
holds; Business or other fprofit; Not- providers (including health insurance isdisclosure requests from participants, &
for-profit institutions; Group Health suers and third party administrators) thadetailed below
Plans. will perform this function for plans using
Frequency: On occasion service providers that wish to exercise the
Calculation burden: It is expected thaexemption is estimated to be 1,778s-

Year Total Total Responses Average Burden Hours | Cost

Respondents (range) Time per (range) (range)

(range) Response
1998 - - - - -
1999 5,612 to 25,466 30,188 to 140,412 2 minutes 235t0 1,101 $26,163 to $121,690
2000 5,612 to 25,466 30,188 to 140,412 2 minutes 23510 1,101 $26,163 to $121,690
TOTALS 5,612 to 25,466 60,377 to 280,824 2 minutes 470 to 2,201 $52,326 to $243,381

Comments submitted in response taollection of information, Notice of collection of information, including the
this notice will be summarized and/or in Group Health Plas’Use ofTransition Pe validity of the methodology and as
cluded in the request for OMB approvatiod. A copy of the proposed ICR can be sumptions used;
of the ICRs; they will also become a matobtained by contacting the employee enhance the qualitwtility, and clarity

ter of public record. listed below in the contact section of the of the information to be collected; and
notice. * minimize the burden of the collection of

3. Notice of Goup Health Plars Use of Information collection: décted parties information on those who are to-re
Transition Period, and Posting are not required to comply with the ICRs spond, including through the use of ap
Theteof in these rules until the Department of propriate automated, electronic, me
Labor publishes in the Federal Register chanical, or other technological
i. Department of Labor the control numbers assigned to thesecollection techniques or other forms of

The Debartment of Lab ¢ of its |CRS by OMB. The publication of the information technologye.g., permitting
'€ Uepartment of Labpas part ot .6 numbers notifies the public that electronic submissions of responses.

continuing efort to reduce paperwork and _ i

OMB has approved these ICRs under the Addressee: Gerald B. Lindrevdffice

respondent burden, conducts a preeleal_r,a erwork Reductionct of 1995. The )

ance consultation program to provide th epartment has asked for OMB clearan of Policy and Research, U.S. Departmer

general public and Federal agencies with - . C6f Labor, Pension andVelfare Benefits

s soon as possible, and OMB approval jgdministration, 200 ConstitutioAv-

an opportunity to comment on proposed” >~ . . :
and/or continuing collections of informa 2nticipated by the applicablefettive enue, Room N-564AWashington, DC

tion in accordance with the Paperworlgate' . 20210. Telephone: 202-219-4782 (this is
ReductionAct of 1995 (Pub. L. 104-13 Dates: Written comments must be sub not a toll-free number). Fax: 202-219-
44 U.S.C. Chapter 35) .an.d 5 CF’F\mitted to the dfce listed in the addressee4745.

. section below on or before February 20

1320.1.. This program helps to ensure . T

that requested r(;atg can be F;;rovided int 98. The Department of Labor is partic Department of théreasury
arly interested in comments which:

desired format, reporting burden (timéJ The collection of information is in Sec
and financial resources) is minimizeds evaluate whether the proposed colleaion 54.9812—-1T This information is re
collection instruments are clearly uneer tion of information is necessary for thequired by the interim final rules so that
stood, and the impact of collection-re proper performance of the functions oparticipants will be informed about their
quirements on respondents can be prop the agencyincluding whether the infer rights under MHR, and so that plans
erly assessed. Currentthe Pension and mation will have practical utility; electing the one percent increased cost e
Welfare BenefitsAdministration is solie ¢ evaluate the accuracy of the agescy’emption during all or part of the first quar
iting comments concerning the proposed estimate of the burden of the proposetér of 1998 under the rulesansitionpro-



visions will notify the federal government Whether the proposed collection of inrule’s transition provisions must notify
and post the notice in the workplac&he formation is necessary for the proper-pethe federal government and to post a cop
likely respondents are business or othdormance of the functions of the Internabf the notice in the workplaceThis ICR
for-profit institutions, non-profit institu Revenue Service, including whether theovers this notification requirement.
tions, small businesses organizations, information will have practical utility; Il. CurrentActions: Under 29 CFR
andTaft-Hartley trusts. Responses to this The accuracy of the estimated burde8590.712(h)(3)(ii) and 26 CFR 54.9812-
collection of information are required toassociated with the proposed collection dfT, group health plans electing the one
obtain the benefit of the exemption. information; percent increased cost exemption durini
Books or records relating to a colec How to enhance the qualitytility, and all or part of the first quarter of 1998
tion of information must be retained aslarity of the information to be collected; under the rules transition provisions must
long as their contents may become mater How to minimize the burden of cem notify the federal government. Based or
ial in the administration of any internalplying with the proposed collection of-in past experience, the stdfelieves that
revenue law Generally tax returns and formation, including the application of most of the materials required to be issue
tax return information are confidential, asautomated collection techniques or othesnder this notice procedure will be pre
required by 26 U.S.C. 6103. forms of information technology; and pared by contract service providers sucl
Comments on the collection of informa  Estimates of capital or start up costas insurance companies and third-part
tion should be sent to the f@k of Man and costs of operation, maintenance, aratiministrators.
agement and BudgeAttn: Desk Oficer purchase of services to provide informa Type of Review: New
for the Department of thEreasury Office  tion. Agencies : U.S. Department of Labor
of Information and Regulatoriffairs, I. Background:MHPA generally re Pension antiVelfare Benefitg\dministra
Washington, DC 20503, with copies to theuires that group health plans providéion; U.S. Department of thEreasury In-
Internal Revenue Servicéttn: IRS Re parity in the application of dollar limits to ternal Revenue Service.
ports Clearance @€er, T:FP, Washing mental health and medical/gizal bene Title: Notice of Group Health Plag’
ton, DC 20224. Comments on the colledfits. The statute exempts plans from thi¢Jse ofTransition Period
tion of information should be received orrequirement if its application results in an OMB Number: XXXXXXX
or before February 20, 1998. In light ofincrease in the cost under the plan or-cov Affected Public: Individuals or house
the request for OMB clearance by the eferage of at least one percefitis regula holds; Business or other fgrofit; Not-
fective date of the MHR, submission of tion requires a notice of group healttfor-profit institutions; Group Health
comments within the first 30 days is-enplan’s use of transition period, underPlans.
couraged to ensure their consideratiomwhich plans electing the one percent in  Frequency: On occasion
Comments are specifically requested-corcreased cost exemption during all or part Burden:

cerning: of the first quarter of 1998 under the

Year Total Total Responses Average Burden Hours Cost
Respondents (range) Time per (range) (range)
(range) Response

1998 3,348 to 15,193 3,348 to 15,193 2 minutes 19to 89 $1,514 to $6,910

1999 - - - - -

2000 - - - - -

TOTALS 3,348 to 15,193 3,348 to 15,193 2 minutes 19 to 89 $1,514 to $6,910

Comments submitted in response tand Budget (OMB) for review and ap * Recommendations to minimize the
this notice will be summarized and/or inproval. In order to fairly evaluate information collection burden on the
cluded in the request for OMB approvalvhether an information collection should  affected public, including automated
of the ICRs; they will also become a matbe approved by OMB, section collection techniques.
ter of public record. 3506(c)(2)(A) of the PRAequires that Therefore, we are soliciting public cem

we solicit comment on the following-is ment on each of these issues for the infol
sues: mation collection requirements discusse:
* Whether the information collection isbelow

|. Paperwork Reduction Act—
Department of Health and Human

Services necessary and useful to carry out the Section 146.136 of this document eon

Under the Paperwork Reductidat of proper functions of the agency; tains three distinct information collection
1995 (PRA), agencies are required to-pro * The accuracy of the agensyésti requirements, as summarized below:
vide a 60-day notice in tHeéederal Reg mate of the information collection Type of Information Requedttew collee
ister and solicit public comment before a  burden; tion.

collection of information requirement is < The quality utility, and clarity of the Title of Information CollectionMental
submitted to the Gite of Management information to be collected; and Health ParityAct of 1996; Information



Collection Requirements Contained in 4%arity requirements by reason of an opts notice requirements by using the

CFR 146.136; HCA&-2891-1FC. out under regulations at 45 CFR 146.180nodel exemption notice described abov
Form Number:HCFA-R-223 (OMB ap must furnish participants and beneficiain this preamble.
proval #: 0938-XXXX) ries with a notice of the plamexemption  In addition, the nonfederal governmen

Use: The information collection require from the parity requirements based on intal plan (or issuer providing coverage ftc
ments contained in this interim final rulecreased costsA plan may satisfy this re such a plan) must also furnish to the-De
will help ensure that sponsors and admirguirement by providing participants andpartment of Health and Human Services
istrators of group health plans notify theébeneficiaries with a notice of material re notice similar to the notice sent to paHici
required individuals/entities of a plan’ ductions in covered services or benefitpants and beneficiaries before the exem
exemption from the MHR parity require under 29 CFR 2520.104b-3(d), that intion is efective. For this purpose, the
ments and make the data used to calculateudes the information in paragraptplan may either send the Department th
the exemption available tofatted indi (f)(3)(i). Even though a plan generally issummary of material reductions in cov
viduals and entities. not required to furnish a material reducered services or benefits sent to partic
FrequencyOn occasion. tion in covered services or benefits for 6@ants and beneficiaries, or the plan (er is
Affected Public:States, businesses odays, in no case will the exemption be efsuer) may use the model described abov
other for profit, not-foiprofit institutions, fective until 30 days after the notice idn all cases, the exemption is nofeetive
Federal Government, individuals orsent to participants and beneficiaries. Famtil 30 days after notice has been sent.
households. this purpose, a plan that does not furnish Burden:

Notification Requiements:Nonfederal the summary of material reductions in

governmental plans, not exempt from theovered services or benefits may satisfy

Year Total Total Average Burden Cost
Respondents Responses Time per Hours (range)
(range) (range) Response (range)
(range)
1998 - - - - -
1999 890 to 4,092 261,000 to 1.2 MM 2 minutes 2,133t0 9,975 $226,000
to $1.1 MM
2000 - - - - -
TOTALS 890 to 4,092 261,000 to 1.2 MM 2 minutes 2,133t0 9,975 $226,000
to $1.1 MM

Availability of documentationNonfed section. The summary of data must-in have been denied under the terms of tt
eral governmental plans that take the exlude the incurred expenditures (includplan absent amendments required to-con
emption, or issuers that provide coverageg identification of the portion of the ply with parity and the administrative ex
for such plans, must make available ttotal representing claims and the portiopenses attributable to complying with the
participants and beneficiaries, on requestf the total representing administrativeparity requirements.

and at no chge, a summary of the dataexpenses), the base period, the claims in Burden:

used to calculate the exemption of thisurred during the base period that would

Year Total Total Average Burden Cost
Respondents Responses Time per Hours (range)
(range) (range) Response (range)
(range)
1998 - - - - -
1999 890 to 4,092 9,700 to 45,300 2 minutes 79 to 372 $8,400 to
$39,300
2000 890 to 4,092 9,700 to 45,300 2 minutes 79 to 372 $8,400 to
$39,300
TOTALS 890 to 4,092 19,400 to 90,600 2 minutes 158 to 744 $16,800
to $78,600




Plans that take the exemption will incursubject to the MHR requirements prior intent to use the transition period by 3C
start up costs for preparing to issue the io April 1, 1998 solely because the plardays after the first day of the plan year be
formation they must discloseWe esti claims the increased cost exemptioginning on or after January 1, 1998, but ir
mate the start up costs for nonfederal-gowinder section 2705(c)(2) of the PASt no event can the notice be provided late
ernmental plans that take this exemptiobased on assumptions inconsistent witthan March 31, 1998. Such notice shal
to range from $2.1 million to $5.5 million. the rules under paragraph (f), provideéhclude the name of the plan; the name
Notice of Use of fAnsition Period: that the plan is amended to comply wittaddress, and telephone number of the ple
With respect to the increased cost exemphe parity requirements no later tharsponsor or plan administrator; the €m
tion, the interim rules provide in para March 31, 1998 and the plan complieployer identification number; and the plan
graph (g)(3) a transition period for cem with the certain notice requirement& number In addition, such notice must be
pliance with the requirements ofnonfederal governmental plan satisfieprovided at no chae to participants
paragraph (f). Under paragraph (g)(3), nthe notice requirements only if such planvithin 30 days after receipt of a written
enforcement action shall be taken againgtrovides notice to the Department ofequest for such natification.
a nonfederal governmental plan that islealth and Human Services of the ptan’ Burden:

Year Total Total Average Burden Cost
Respondents Responses Time per Hours (range)
(range) (range) Response (range)
(range)
1998 531 to 2,441 531 to 2,441 2 minutes 41017 $250 to
$1,151
1999 - - - - -
2000 - - - - -
TOTALS 531 to0 2,441 531 to 2,441 2 minutes 4 to17 $250 to
$1,151

We have submitted a copy of this prokeeping requirements, please mail copiekl81, 182, and 191-1194), as amended

posed rule to OMB for its review of thedirectly to the following addresses: by HIPAA (Pub. L. 104-191, 10 Stat.
information collection requirements inOffice of Information and Regulatory 1936) and MHR (Pub. L. 104-204, 10
8146.136.These requirements are not ef Affairs Stat. 2944), and Secretary of LalsoDrder
fective until they have been approved byffice of Management and Budget No. 1-87, 52 FR 13139pril 21, 1987.
OMB. Room 10235 The Department of Health and Humar
If you comment on any of these infor New Executive Cffce Building Services interim final rule is adopted pur
mation collection and recordkeeping reWashington, DC 2053@ttn: Allison suant to the authority contained in sec
quirements, please mail copies directly tblerron Eydt, HCR Desk Oficer. tions 2701, 2702, 2705, 2712712, 2713,
the following: DATED: 2721, 2722, 2723, and 2792 of the PH¢
Health Care Financingdministration, Act (42 U.S.C. 300gg, 300gg-1,
Office of Information Services, Gerald B. Lindrew 300gg-5, 300gg-11, 300gg-12, 3009g-
InformationTechnology Investment ~ Deputy Director Pension antivelfare 13, 300gg-21, 300gg—22, 300gg—23, an
Management Group, BenefitsAdministration, 300gg-92), as established by HR
Division of HCFA Enterprise Office of Policy and Research (Pub. L. 104-191, 10 Stat. 1936) and
Standards, ; MHPA (Pub. L. 104—-204,10 Stat. 2944).
Room C2-26-17, 7500 Security > ordtory Authority ( L. )
Boulevard, The Department of th€reasury tempo
Baltimore, MD 21244-1850. rary rule is adopted pursuant to the authoAdoption ofAmendments to the

ATTN: John Burke HCR-2891-IFC ity contained in sections 7805 and 9833 dRegulations

We have submitted a copy of this rulehe Code (26 U.S.C. 7805, 9833), a
to OMB for its review of these informa amended by HWRA (Pub. L. 104-191,10
tion collections. A notice will be pub Stat. 1936) and tHEaxpayer RelieAct of
lished in theFederal Registerwhen ap 1997 (Pub. L. 105-34]11 Stat. 788).
proval is obtained. Interested persons are The Department of Labor interim fina
invited to send comments regarding thisule is adopted pursuant to the authoritpaRT 54— PENSION EXCISEAXES
burden or any other aspect of these cellecontained in sections 107, 209, 505, 701-
tions of information. If you comment on703, 71, 712, and 731-734 of ERIS29 Paragraph 1The authority citation for
these information collection and recerdU.S.C. 1027, 1059,1B5, N171-1173, part 54 is amended by revising the entrie

fnternal Revenue Service
26 CFR Chapter |

Accordingly, 26 CFR Part 54 is
|amended as follows:



for §854.9801-1Tthrough 54.9801-6T Excepted benefitmeans the benefits the benefits described in paragraph (b)(2
and 54.9802-1Tby removing the entries described as excepted in §54.9831-1T(b{3), (4), or (5) of this section (or any cem
for 8854.9804—1Tand 54.9806-1Tand s % bination of these benefits).

by adding entries for §854.9812—-1T

54.9831-1T and 54.9833-1To read in  Health insurance coverageeans ben
part as follows: efits consisting of medical care (provided54.9806—-1T[Redesignated as

Authority: 26 U.S.C. 7805 * * * directly, through insurance or reimburse §54.9833-1T]
Section 54.9801-1&Iso issued under Ment, or otherwise) under any hospital or : : :

26 U.S.C. 9833. medical service policy or certificate, hos Pat 7. Section 54.9806-1% redesig
Section 54.9801—28lso issued under Pital or medical service plan contract, ofiated as $54.9833-Xnd amended by:
26 U.S.C. 9833. HMO contract dfered by a health insur ( )1('1) Revising redesignated paragrap

Section 54.9801—3Tlso issued under @nce issuer However benefits described @X{4). .
26 U.S.C. 9833, in §54.9831-1T(b)(2) are not treated as 2. Revising the first sentence of redes

; _ ; benefits consisting of medical care. ignated paragraph (a)(2).
ZGSS(gI%n 95&93801 48lso issued under J The revisions read as follows:
. . . . * * * * *

Section 54.9801-5%lso issued under Pat 4. In §54.9801—4Tparagraph 854.9833-1Effective dates (temporgr.

* * *

* * * * *

Sggg..s.c. 9801(c)(4). 9801(e)(3). anc%a)(z) is revised to read as follows: (a) General effective dates(1) Non-
Section 54.9801-67lso issued under §54.9801-4TRules elating to g?r:fr(\:/f/li\éihgga\l/?;ége% ?rll?snzé Eggiptciz .
26 U.S.C. 9833. i '
Section 54.9802—1Tlso issued under creditable coverage (temporg: ter 100 of Subtitle K and §854.9801-1T
26 U.S.C. 9833. (@) *** through 54.9806-1T54.9802—-1T and
Section 54.9812—17lso issued under (2) Excluded coverage Creditable 54.9831-1Tapply with respect to group
26 U.S.C. 9833. coverage does not include coverage-cohealth plans for plan years beginning afte
Section 54.9831-17lso issued under Sisting solely of coverage of exceptedune 30, 1997.
26 U.S.C. 9833. benefits (described in §54.9831-1T). (2) Collectively bagained plans. Ex-
Section 54.9833-17lso issued under . cept as otherwise provided in this sectio
26 U.S.C. 9833 _ (other than paragraph (a)(1) of this sec
Par 2. In §54.9801—1Tparagraph (a) Par 5. In §54.9801—51The. first sen tior!), ir_1 the case of a group health pla
is revised to read as follows: tence of paragraph (a)(3)(vi) is revised tenaintained pursuant to one or more-col
read as follows: lective bagaining agreements betweer

§54.9801-1TBasis and scope
(temporay).

employee representatives and one or mo

854.9801-5TCettification and employers ratified beforAugust 21,

) . disclosue of pevious coverage 1996, Chapter 100 of Subtitle K and
(a) Statutoy basis. Sections 54.9801— (temporay). §§54.9801—1Tthrough 54. 9801—6T
1T through 54.9801-6754.9802-1T ., 54.9802-1T and 54.9831-1To not
549812—1T 54.9831-1Tand 54.9833— (3) . app|y to plan years beginning before th

LT (portability sections) implement Chap (vi) Excepted benefits; categories ofater of July 1, 1997, or the date on whicl

1 f itle K of the | I R . - . . . -
teenrueogoodes(;ifbf;ge of the Internal Rev . efits. No certificate is required to bethe last of the collective bgaining agree
' furnished with respect to excepted bengnents relating to the plan terminates-(de
ook ok kX fits described in §54.9831—17* * termined without regard to any extensior

Par 3. Section 54.9801-2% amended thereof agreed to aftérugust 21, 1996).

* * * * * * * *
by:

1. Revising the introductory text. §54.9804-1T[Redesignated as & & & %

isi it §54.9831-1T]
2. Revising the definition oéxcepted Par 8. Section 54.9812—1% added to

benefits. o _ Par 6. Section 54.9804—1i redesig read as follows:
3. Revising the definition diealth in  ,51aq as §54.9831-14nd revised in

surance coverage. paragraph (b)(1) to read as follows: §54.9812—1TParity in the application of
The revisions read as follows: certain limits to mental health benefits

. 854.9831-1TSpecial ules elating to temporar).
854.9801-2TDefinitions (temporay). group health plans (temporgy. (temporay)

Unless otherwise provided, the defini Xk Kk %
tions in this section govern in applying
the provisions of §854.9801-1tfirough

(a) Definitions. For purposes of this
section, except where the context clearl
(b) Excepted benefits(1) In general. indicates otherwise, the following defini

The requirements of §854.9801-1Tions apply:

54.9801-67 54.9802-1154.9812-1T through 54.9801-6T54.9802-1Tand  Aggrgate lifetime limimeans a dollar

54.9831-1Tand 54.9833-1T 54.9812-1Tdo not apply to any group limitation on the total amount of specified
A A health plan in relation to its provision ofbenefits that may be paid under a grou



health plan for an individual (or for a (4) Examples.The rules of paragraphsthe plan sponsor is considering each of the following
group of individuals considered a singlgb)(2) and (3) of this section are illus options: , _
unit in applying this dollar limitation, trated by the following examples: () Making no change in the plan so that claims

h famil r an emol | paid for treatment of substance abuse and chemic
zggusg)s a family or an employee plus Example 1.()) Prior to the dective date of the dependency continue to count in applying the annu

L ~ mental health parity provisions, a group health plafimit on mentql health benefits; _ _
Annual limitmeans a dollar limitation had no annual limit on medical/gizal benefits and ~ (B) amending the plan to count claims paid for

on the total amount of specified benefitsad a $10,000 annual limit on mental health bendreatment of substance abuse and chemical depe

that may be paid in a 12-month periodits. To comply with the parity requirements of thisdency in applying the annual limit on medicalégur

under a plan for an individual (or for aParagraph (b), the plan sponsor is considering ea€R! benefits (rather than counting those claims in ap

R . . of the following options: plying the annual limit on mental health benefits);
group of |nc_j|V|du_aIs ConSI_de?re(_j a single (A) Eliminating the plarg annual limit on mental ~ (C) amending the plan to provide a new categor)
unit in applying this dollar limitation, such neaith penefits; of benefits for treatment of chemical dependency

as a family or an employee plus spouse).  (B) Replacing the plas’previous annual limit on and substance abuse that is subject to a separa
Medical/sugical benefitsmeans bene mental health benefits with a $500,000 annual limitower limit and under which claims paid for treat
fits for medical or sugical services, as de °" all benefits (including medical/gical and men ment of substance abuse and chemical dependen
fined under the terms of the plan. but doetgl health benefits); and are counted only in applying the annual limit on this
Ined under the plan, bu (C) Replacing the plas’previous annual limit on Separate category; and
not include mental health benefits. mental health benefits with a $250,000 annual limit (D) amending the plan to eliminate distinctions
Mental health benefitsmeans benefits on medical/sugical benefits and a $250,000 annuabetween medical/sgical benefits and mental health
for mental health services, as definedimit on mental health benefits. benefits and establishing an overgll IimiF on benefits
under the terms of the plan, but does not (i) In this Example leach of the three options I;ffe;ed utnd?r tht? t|olan unger whlcg cLa|m§ plalsl for
- . being considered by the plan sponsor would complyeatment of substance abuse and chemical depe
include benefits for Freatment of sub with the requirements of this section because thegency are counted with medical/gical benefits and
stance abuse or chemical dependency offer parity in the dollar limits placed on mental health benefits in applying the overall limit
(b) Requiements egading limits on medical/sugical and mental health benefits. (ii) In this Example 4the group health plan is
benefits—(l) In generaJ—(i) General Example 2.(i) Prior to the dective date of the described in paragraph (b)(3) of this section.- Be
parity requirrment. A group health plan mental health parity provjsi_ons, a group healt_h planause mental health .benefits are Fjefined iﬁ-pare
that provides both medical/gical bene had a $100,000 annual limit on medicalgscal in  graph (a) of this section as excluding benefits fol
. - patient benefits, a $50,000 annual limit ontreatment of substance abuse and chemical depe
fits and mental health benefits must Gommedical/sugical outpatient benefits, and a $100,00Glency the inclusion of benefits for treatment of sub
ply with paragraph (b)(2), (3), or (6) ofannual limit on all mental health benefitSo com  stance abuse and chemical dependency in applyir

this section. ply with the parity requirements of this paragraptan aggregate lifetime limit or annual limit on mental
(i) Exception. The rule in paragraph (b), the plan sponsor is considering each of the fohealth benefits under option (A) of tHixample 4
lowing options: would not comply with the requirements of para

(b)(l)(l) Qf t.hIS section d_oes not apply ifa (A) Replacing the plas’previous annual limit on graph (b)(3) of this section. Howeyemptions (B),
plan satisfies the rgquwements of Pal8nental health benefits with a $150,000 annual limifC), and (D) of thisExample 4would comply with
graph (e) or (f) of this section. on mental health benefits; and the requirements of paragraph (b)(3) of this sectiol
(2) Plan with no limit or limits on less  (B) Replacing the plas’previous annual limit on because they f&r parity in the dollar limits placed
than one-thid of all medical/sugical mental health benefits with a $100,000 annual limipn medical/sugical and mental health benefits.

. ; _~~ 0N mental health inpatient benefits and a $50,000
benefits.If a plan does not include an ag annual limit on mental health outpatient benefits. (5) Determining one-thdt and two-

greg_ate “fe.t'me or annual .I'm't on any (ii) In this Example 2each option under consid thirds of all medical/sugical benefits.
medical/sugical benefits or includes ag eration by the plan sponsor would comply with the= 01 burposes of this paraaraph (b), the di
gregate lifetime or annual limits thatrequirements of this section because thdgragar tern?in:ftion o whetphergth: port’ion of

apply to less than one-third of all medity in the dollar limits placed on medical/glical A . . .
ical/sugical benefits, it may not imposea”d mental health benefits. medical/sugical benefits subject to a

- L Example 3.(i) A group health plan that is sub |imi -thi -thi
an aggregate lifetime or annual limit; re ple 3.(i) A group p limit represents one-third or two-thirds of

) ) ject to the requirements of this section has no ag9re || medical/sumical benefits is based on
spectively on mental health benefits. gate lifetime or annual limit for either medical/giir 0
the dollar amount of all plan payments fot

(3) Plan with a limit on at least two- cal benefits or mental health benefitgvhile the . ] ;
thirds of all medical/swgical benefits. If ~ plan provides medical/syical benefits with respect medical/sugical benefits expected to be
a plan includes an aggregate lifetime df Poth network and out-of-network providers, itpaid under the plan for the plan year (ol

annual limit on at least two-thirds of all oes noft providek meanI health benefits with respe¢pr the portion of the plan year after a
. . o ) to out-of-network providers. . .
medical/sugical benefits, it must either— iy 1 this Example 3the plan complies with the C1'2'9€ IN Plan benefits thatedts the ap

(i) Apply the aggregate lifetime or an requirements of this section because thdgrgiar pIicapiIit_y of the aggregate lifetime or-an
nual limit both to the medical/sgical ity in the dollar limits placed on medical/gfical nual limits). Any reasonable method may
benefits to which the limit would other and mental health benefits. be used to determine whether the dolla

wise apply and to mental health benefits Example 4. (i) Prior to the efective date of the gmounts expected to be paid under th

. . . mental health parity provisions, a group health pla : : thi _
in a manner that does not dIStIﬂgUISh behad an annual limit on medical/gigal benefits and Blan will constitute one-third or two

tween the medical/sgical and mental g separate but identical annual limit on mental heaifi{lirds of the dollar amount of all plan pay
health benefits; or benefits. The plan included benefits for treatment ofments for medical/sgical benefits.

(i) Not include an aggregate lifetimesubstance abuse and chemical dependency in its def (6) Plan not described in paragraph
or annual limit on mental health beneﬁténit_ion of _mental health benefitsAccordingly, (b)(2) or (3) of this sectiea-(i) In gen
that is less than the aggregate lifetime %Cnl'naémisc ;aéi pfg;é;iff;g:eozosjﬁsetg?ﬁz;;;; Z ?:ée#a_l. A group health plan that is not-de
annual limit, respectivelyon the med annyal limit on mental health benefit3o comply ~ Scribed in paragraph (b)(2) or (3) of this
ical/sugical benefits. with the parity requirements of this paragraph (b)Section, must either—



(A) Impose no aggregate lifetime or-anclude an annual limit on mental health benefits thaflar year and a plan yean employer who
nual limit, as appropriate, on mentals ot less than the weighted average of the annuginployed an average of at least two bt
health benefits; or limits applicable to each category of medicalfiur 66 than 50 employees on busines

. cal benefits. In this example, the minimum . .
(B) Impose an aggregate lifetime oF anyeighted average annual limit that can be applied @2y during the preceding calendar yez
nual limit on mental health benefits that isnental health benefits is $640,000 (40% and who employs at least two employee
no less than an average limit for med3$100,000 + 60% x $1,000,000 = $640,000). on the first day of the plan yeaBee sec
ical/sugical benefits calculated in the fol , tion 9831(a) and 8§54.9831-1T(a), whict
lowing manner The average limit is cal (€) Rule in the case of separate benefBrovide that this section (and certain othe
culated by taking into account thepackages]f a group health plan @drs sections) does not apply to any grouj
weighted average of the aggregate—lifet"v,0 or more beneﬁt packages, .the Chealth plan for any plan year if, on the
time or annual limits, as appropriate, thauirements of this section, including thg; g4 qay of the plan yeathe plan has
are applicable to the categories of med?*€MPtion provisions in paragraph () Oke\yer than two participants who are cur
ical/sugical benefits. Limits based on-de tNiS Section, apply separately to each-bepy; empioyees.
livery systems, such as inpatient/outpeEfit Package. Examples of a group health 7y gyjjes in determining employer size
tient treatment or normal treatment ofan that ofers two or more benefit pack o yrnoses of paragraph (e)(1) of thi
common, low-cost conditions (such a&9€s include a group health plan that ofefion_
treatment of normal births), do not constif€"s €mployees a choice between indem iy ajl persons treated as a single m
tute categories for purposes of this pard!lty coverage or HMO coverage, and &over under subsections (b), (c), (m), an
graph (b)(6)(i)(B). In addition, for pur 9roup health plan that provides one bengg) of section 414 are treated as one en
poses of determining weighted average&! Package for retirees and a féifent poyer:
any benefits that are not within a category€nefit package for current employees. iy |f an employer was not in existence
that is subject to a separately-designated (4) Applicability—(1) Group health ihoughout the preceding calendar yea
limit under the plan are taken into accourR/@ns. The requirements of this sectionypether it is a small employer is deter
as a single separate category by using &P!Y t0 a group health planfefing both nined based on the average number
estimate of the upper limit on the dollamedical/sugical benefits and mentalempioyees the employer reasonably e>
amount that a plan may reasonably be eR€alth benefits regardless of whether thgects to employ on business days durin
pected to incur with respect to such bendnental health benefits are administereghe current calendar year; and
fits, taking into account any other applicaseparately under the plan. (iii) Any reference to an employer for
ble restrictions under the plan. (2) Health insurance issuersSee 29 pyrposes of the small employer exemp

(i) Weighting. For purposes of this CFR 2590.712(d)(2) and 45 CFRijon includes a reference to a predecess
paragraph (b)(6), the weighting applical46-136(d)(2), which provide that healthyf the employer
ble to any category of medical/gigal insurance issuers fefing health insur  (f) |ncreased cost exemptier(1) In
benefits is determined in the manner s@nce coverage for both medicalgical general. A group health plan is not sub
forth in paragraph (b)(5) of this sectiorPenefits and mental health benefits ifect to the requirements of this section i
for determining one-third or two-thirds ofconnection with a group health plan argnhe requirements of this paragraph (f) ar
all medical/sugical benefits. subject to rules similar to those applicablgatisfied. If a plan éérs more than one

(i) Example. The rules of this para to group health plans under this section. henefit package, this paragraph (f) applie
graph (b)(6) are illustrated by the follow (3) Scope.This section does not—  separately to each benefit package.- E:
ing example: () Require a group health plan to procept as provided in paragraph (h) of thi

Example. (i) A group health plan that is subjectVid(-a- any mental health benefits;.(.)r ; se_ction, a plan must comply Wit.h the r.e
to the requirements of this section includes a (”). Affect the tarms_ and conditions {in quw?ments of paragraph (0)(1)(0) (.)f t_hls
$100,000 annual limit on medical/gizal benefits Cluding cost sharing, limits on the numbegection for the first plan year beginning
related to cardio-pulmonary diseas@e plan does Of Visits or days of coverage, require on or after January 1, 1998, and must-col
not include an annual limit on any other category ofnents relating to medical necessitg tinue to comply with the requirements of
medala et e pln deterines et uiing pror uthorzation o reamentparagraph (5A)() of i secion unil e
ical/sugical benefits are related to cardio-pul or requiring primary care phy§|C|an$é- plan satisfies the requ”er_nents in thi
monary diseases.The plan determines that ferrals for treatment) relating to theparagraph (f). In no event is the exemg
$1,000,000 is a reasonable estimate of the upp@mount, duration, or scope of the mentalon of this paragraph (f) f&fctive until 30
limit on the dollar amount that the plan may incuthealth benefits under the plan except agays after the notice requirements in par:
‘i’ngSVESEZTtbfngietSOthef 60% of payments for mecspecifically provided in paragraph (b) ofgraph (f)(3) of this section are satisfied

(i) ?n this Examr;le,the plan is not described in this section. . If the r?qUirements of this paragraph (f
paragraph (b)(3) of this section because there is not (€) Small employer exemptier(1) In  are satisfied with respect to a plan, the e
one annual limit that applies to at least two-thirds ogeneral. The requirements of this sectionemption continues in ffct (at the plas
all medical/sugical benefits. Furthethe planisnot do not apply to a group health plan for aiscretion) until September 30, 2001
described in paragraph (b)(2) of this section becausfian year of a small employerFor pur even if the plan subsequently purchases
more than one-third of all medical/gizal benefits . . . .
are subject to an annual limit. Under this paragra pp]oses of this paragraph (e), th_e tesmmall dlfferent policy from the same or aféif
(b)(6), the plan sponsor can choose either to includ@MPloyermeans, in connection with aent issuer and regardless of any othe
no annual limit on mental health benefits, or to ingroup health plan with respect to a calerchanges to the plasmbenefit structure.



(2) Calculation of the one-peent in  the requirements of paragraph (b)(1)(i) 0f.00500) for the pool.The issuer informs the ve
crease—(i) Ratio. A group health plan this section and must extend for a periofiHesting plan and the other plans in the pool of th
satisfies the requirements of this paraof at least six consecutive calendaf®cuiaion- .

. . . . (ii) In this Example 2none of the plans satisfy
graph (f)(2) if the application of para months. Howeverin no event may the . requirements of this paragraph (f(2) and a pla
graph (b)(l)(l) of this section to the plarbase periOd begin prior to September 2@hat purchases a policy not complying with the re
results in an increase in the cost under tH©96 (the date of enactment of the Mentajuirements of paragraph (b)(1)(i) of this section vio
plan of at least one percerithe applica Health ParityAct (Pub. L. 104-204, 110 lates the requirements of this section.
tion of paragraph (b)(1)(i) of this sectionStat. 2944)). _ Example 3.()) A partially insured plan is collect

. . : ing the information to determine whether it qualifies
results in an increased cost of at least 0|_1e(v) _ Ratu_ng pools. For plgns that are ¢ ihe exemption. The plan administrator deter
percent under a group health plan only i€ombined in a pool for rating purposesmines the incurred expenses for the base period f
the ratio below equals or exceedshe calculation under this paragraph (f)(2he self-funded portion of the plan to be $2,000,00
1.01000. The ratio is determined as fol for each plan in the pool for the base peand the administrative expenses for the base peric
lows: riod is based on the incurred expenditurd@' the self-funded portion to be $200,000. For the
insured portion of the plan, the plan administrator

(A) The incurred expenditures duringof the pool, whether or not all the plans Mo quests data from the insureFor the insured por

the base period, divided by ~ the pool have participated in the pool fofion of the plan, the plas’own incurred expenses
(B) The incurred expenditures duringthe entire base period. (Howeyvenly for the base period are $1,000,000 and the admini
the base period, reduced by—- the plans that have complied with paratrative expenses for the base period are $100,00!

(1) The claims incurred during thegraph (b)(1)(i) of this section for at least'he plan administrator determines that under the

base period that would have been deniesix months as a member of the pook safelf'fundecj portion of the plan, the claims incurred

. . . or the base period that would have been denie

under the terms of the plan absent plaisfy the requirements of this paragraph,qer the terms of the plan absent the amendme

amendments required to comply with thigf)(2).) Otherwise, the calculation undere $0 because the self-funded portion does nc
section; and this paragraph (f)(2) for each plan is-calcover mental health benefits and the Eaadminis

(2) Administrative expenses attribut culated by the plan administrator based odfftive costs attributable to complying with the re

able to complying with the requirementghe incurred expenditures of the plan, ~ duirements of this section are $1,00Me issuer de
termines that under the insured portion of the plan

of t.hls section. . (vi) Examples._The rules of this para the claims incurred for the base period that woulc

(i) Formula. The ratio of paragraph graph (f)(2) are illustrated by the follew haye been denied under the terms of the plan abse
(N(2)(i) of this section is expressed mathing examples: the amendment are $25,000 and the administrativ
ematically as follows: costs attributable to complying with the require

Example 1. (i) A group health plan h?S_ a planments of this section are $1,000hus, the total in
IE - year that is the calendar yedrhe plan satisfies the cyrred expenditures for the plan for the base perio
— —  21.01000 requirements of paragraph (b)(1)(7) of this section agre $3,300,000 ($2,000,000 + $200,000 +
IE — (CE +AE) of January 1, 1998. On September 15, 1998, thg| 000,000 + $100,000 = $3,300,000) and the totz

. . plan determines that $1,000,000 in claims have beefnqynt of expenditures for the base period had th
(A) IE means the incurred expendiincurred during the period between January 1, 1998an not been amended to comply with the require

tures during the base pe_rlod: and June 30, 1998 and reporteddugust 30, 1998. ants of paragraph (b)(1)(i) of this section are
(B) CE means the claims incurred dur The plan also determines that $100,000 in adm|n|%3’273’000 ($3,300,000 — ($0 + $1,000 + $25,000 -

ing the base period that would have beéfﬁéi(‘a’fﬂfgsi ha;"gaﬁﬁe’rain”9§£Ire§_nf°rmae':n2|eﬂggltt%1,000) = $3,273,000).
. u u ,includi " . .
denied under the terms of the plan absepi_ Tﬁ ‘ih | npd formin tﬁ ¢ its incur (ii) In this Example 3the plan does not satisfy
| d t ired t I it e S_‘ us, the plan dete _es atits incu e<ihe requirements of this paragraph (f)(2) because th
plan amendments required to comply WitRypenditures for the base period are $1,100,000jication of this section does not result in an in

this section The plan also determines that the claims incurre, eased cost of at least one percent under the terr
(C) AE means administrative costs reduring the base period that would have been denieg ;. plan ($3,300,000/$3,273,000 = 1.00825).
lated to claims irCE and other adminis under the terms of the plan absent plan amendments

. . . required to comply with this section are $40,000 and 3) Notice of exemptiea(i) Partici-
trative costs attributable to COmplymgthat administrative expenses attributable to comply ( ) P ()

With“the requirements Of_ this section.  ing with the requirements of this section ard®ants and beneficiaries(A) In Qe”era!- i
(iii) Incurred expenditugs. Incured $10,000.Thus, the total amount of expenditures fo/ group health plan must notify partici
expenditues meansactual claims in the base period had the plan not been amendedpants and beneficiaries of the pladeci
curred during the base period and refomply with the requirgments of para$graph (b)1)(sion to claim the one-percent increase
sy . of this section are $1,050,000 ($1,100,000 — ; ; ;
ported within two months following the 0’000 + $10,000) = $1,050.000). Cr?Stf elrempthnf-The notice must include
base per.'Odv and administrative costs for (i n this Example 1the plan satisfies there € following information: )
all benefits under the group health planuirements of this paragraph (f)(2) because the ap (1) A statement that the plan is exemp
including mental health benefits and medplication of this section results in an increased coftom the requirements of this section anc
ical/sugical benefits, during the base-peglatlc')%agég/;‘i gggcggg Li”f%;t?'gez )te”“s of the plag description of the basis for the exemp
riod. Incurred expenditures do notin Example 2.(i) A health insurance issuer sells atlon;
Cluqe prem|um3-_ ) group health insurance policy that is rated on a (2) The name and telephone number 0
(iv) Base period. Base periadeans pooled basis and is sold to 30 group health planthe individual to contact for further infor
the period used to calculate whether thene of the group health plans inquires whether imation;
plan may claim the one-percent increase‘iii“""“"ef1 for the O”e“;ercemr:”“e?sef FOStfexehmp (3) The plan name and plan numbel
cost exemption in this paragraph (fjhe tion. The issuer performs the calculation for t .Z"IPN).
. . . _pool as a whole and determines that the applicati ! L
base period must begin on the first day ips this section results in an increased cost of 0.500 (4) The plan administratts name, ad

any plan year that the plan complies withercent (for a ratio under this paragraph (f)(2) ofiress, and telephone number;



(5) For single-employer plans, the plan (i) In this Examplethe plan has sent the noticethis section, the plan may change issue
sponsors name, address, and telephori@ @ manner that complies with this paragraplyithout having to meet the requirement:
number (if diferent from paragraph OO of paragraph (f) of this section again-be
(N(3)()(A)(3) of this section) and the (jiy Federal agenciesA group health fore September 30, 2001.
plan sponsds employer identification pjan that is a church plan (as defined in (h) Effective dates-(1) In general.
number (EIN); section 414(e)) claiming the exemption of Ne requirements of this section are ar

(6) The efective date of the exemption; g paragraph () for any benefit packag@”came for plan years beginning on ol

(7) The ability of participants and bene ¢ hrovide notice in accordance with thafter January 1, 1998.
ficiaries to contact the plan admi”iStratOFequirement of this paragraph (f)(3)(ii). (2) Limitation on actiong(i) Except as
to see how benefits may beeafted as a g requirement is satisfied if the plarProvided in paragraph (h)(3) of this sec
result of the plars claim of the exemp (. 4o o copyo the address designated b{ion, no enforcement action is to be take
tion; and o the Secretary in generally applicable guid®?y the Secretary against a group heal

(8) The availability upon request and ,, o * ot the ‘notice described in paragraghan that has sought to comply in goo

free of chage, of a summary of the infor iy ot this section identifying the ben faith with the requirements of section

mation required under paragraph (f)(4) oiﬁt backage to which the exemption. ap9812, with respect to a violation that-oc
this section.

5 Use of ¢ material ed plies. For any other group health plan, se¢&!rs before the earlier of—
(B) Use of summarof material educ 29 CFR 2590.712(f)(3)(ii)(B). (A) The first day of the first plan year

tions in coveed sevices or benefits.A (4) Availability of documentationThe beginning on or aftepril 1, 1998; or

plrzn kr]n ch(;?(til)s(%tg(: trﬁgu;ree(rz‘ggztiof F?{iraplan must make available to participants (B) January 1, 1999. _
g_d_p ¥ 4 benefici Y PO 2nd beneficiaries (or their representa (i) Compliance with the requirements
viding participants and benetficiaries (mives), on request and at no aiara sum  ©f this section is deemed to be good fait

accordance with paragraph (f)(3)(i))(C) o . . .
this section) Withpa sgmrgargl)gf)r(n)zgte)riamary of the information on which the €x C_ompllance with the requirements of sec
reductions in covered services or benefi@MPtion was basedin individual who is tion 9812.

required under 29 CFR 2520.104b-3(d')"°t a participant or beneficiary and who (”_i) The rules of this pa_ragraph (h)(2)
that also includes the information of thi?f€Sents a notice described in paragragh® llustrated by the following examples:
paragraph (f)(3)(i). Howevein all cases, (H(3)(i) of thIS.SeCtIOI”I is conS|de'red to be  Eyample 1. () A group health plan has a plan
the exemption is not fctive until 30 a representative. A representative may year that is the calendar yeafhe plan complies

days after notice has been sent. request the summary of information bywith section 9812 in good faith using assumption:

. . . . providing the plan a co of the noticénconsistent with paragraph (b)(6) of this section re
(C) Dellvery' The notice described in P 9 P Py lating to weighted averages for categories of bene

this paragraph (f)(3)(i) is required to pgerovided to the participant under parag

provided to all participants and beneﬁciagfaph (f)(3)(|) of th.iS. SeCtiO_n with anY'in .(ii) In this Example 1 no enforcement action
ries. The notice may be furnished by amlelduaIIy identifiable information may be taken against the plan with respect to a vi

method of de“\/ery that satisfies the- reredacted_ The summary of information lation resulting solely from those assumptions an

quirements of section 104(b)(1) of thenust include the incurred expenditures‘fccé"”ng :’Efzor?)J"’X'uary 1'h19??h' an |
) . : xample 2 (i) A group health plan has a plan
Employee Retirement Income Securitfhe base period, the dollar amount Ojear that is the calendar yeaFor the entire 1998

Act of 1974 (29 U.S.C. 1024(b)(1)) (e.g.claims incurred during the base periodan yearthe plan applies a $1,000,000 annual limi
first-class mail). If the notice is providedthat would have been denied under then medical/sigical benefits and a $100,000 annual
to the participant at the participantast terms of the plan absent amendments rémit on mental health benefits.

known address, then the requirements guired to comply with paragraph (b)(l)(l) (i) In this Example 2the plan has not sought to

this paragraph (f)(3)(i) are satisfied withof this section, the administrative costs recomply with the requirements of section 9812 ir

respect to the participant and all benefilated to those claims, and other adminis ood faith, andhis paragraph (1)(2) does not appt
ciaries residing at that address. If a benérative costs attributable to complying (3) Transition period for inoeased cost
ficiary’s last known address is féifent with the requirements of this section. Irexemptior—(i) In general. No enforce
from the participans last known address,no event should the summary of informament action will be taken against a grou
a separate notice is required to be-prdion include any individually identifiable health plan that is subject to the require
vided to the beneficiary at the benefiinformation. ments of this section based on a violatio
ciary’'s last known address. (9) Special vles for goup health in  of this section that occurs befoheril 1,
(D) Example. The rules of this para surance coverage(1) Sale of nonparity 1998 solely because the plan claims th
graph (f)(3)(i) are illustrated by the fol policies. See 29 CFR 2590.712(g)(1) andncreased cost exemption under sectio
lowing example: 45 CFR 146.136(g)(1) for rules limiting 9812(c)(2) based on assumptions incor
Example.() A group health plan has a plan yearthe right .of an issuer to_sell a.policy with sister)t with t_he rules u_nder paragraph (i
that is the calendar year and has an open enrollimétt parity (as described in 29 CFRof this section, provided that a plan
period every November 1 through November 302590.712(b) and 45 CFR 146.136(b)) to amendment that complies with the re
The plan determines on September 15 that it-satiplan that meets the requirements of 28uirements of paragraph (b)(1)(i) of this
fies the requirements of paragraph (f)(2) of this seqcFR 2590.712(e) or (f) and 45 CFRsection is adopted andfeftive no later
tion. As part of its open enroliment materials, th'f;.46.136(e) or (f)). than March 31, 1998 and the plan com
plan mails, on October 15, to all participants an . . . . : . .
beneficiaries a notice satisfying the requirements of (2) Duration of exemptionAfter a plan  plies with the notice requirements in para

this paragraph (f)(3)(i). meets the requirements of paragraph (f) gfraph (h)(3)(ii) of this section.



(ii) Notice of plars use of transition Pension and Welfare Benefits fined under the terms of the plan or grouj

period. (A) A group health plan satisfies odministration health insurance coverage, but does nc
the requirements of this paragraph include mental health benefits.

(h)(3)(ii) only if the plan provides notice 29 CFR Chapter XXV Mental health benefitsneans benefits
to the applicable federal agency and posts i for mental health services, as definec
the notice at the location(s) where doc%ovisg' CFR Part 2590 is amended as folnger the terms of the plan or grour
ments must be made available for exami~ health insurance coverage, but does nc
nation by participants and beneficiariepaART 2590—RULESAND include benefits for treatment of sub
under section 104(b)(2) of the Employe@REGULATIONS FOR HEAL TH stance abuse or chemical dependency
Retirement Income Securifjyct of 1974, |NSURANCE PORTABILITY AND (b) Requiements egarding limits on
and the regulations thereunder (29 CFRENEWABILITY FOR GROUP benefits—(1) In generai—(i) General
2520.104b-1(b)(3)).The notice must n HEAL TH PLANS parity requirement. A group health plan
dicate the plais’ decision to use the transi (or health insurance coveragedenéd by
tion period in paragraph (h)(3)(i) of this 1. The authority citation for Part 2590an issuer in connection thh a group
section by 30 days after the first day ofS revised to read as follows: health plan) that provides both

the plan year beginning on or after Janu Authority: Secs. 107, 209, 505, 701-medical/sugical benefits and mental
ary 1, 1998, but in no event later tharf03, 71, 712, and 731-734 of ERISR9 health benefits must Comply Wlth para
March 31, 1998. For a group health plal/-S-C. 1027, 1059,185, 1171-1173, graph (b)(2). (3), or (6) of this section.
that is a church plan (as defined in sectiohl81 1182, and 191-1194), as amended (i) Exception. The rule in paragraph
414(e)), the applicable federal agency {8y Pub. L. 104-191,1D Stat. 1936) and (b)(1)(i) of this section does not apply if a
the Department of th@reasury For a Pub. L. 104-204,10 Stat. 2944; and Sec plan, or coverage, satisfies the require
group health plan that is not a churchetary of Labots Order No. 1-87, 52 FR ments of paragraph (e) or (f) of this sec

lan, see 29 CFR 2590.712(h)(3)(ilfhe 13139 April 21, 1987. tion. .
Eotice must include— (M) (2) Plan with no limit or limits on less

Subpart B—Other Requirements than one-thid of all medical/sugical

(1) The name of the plan and the plan nefits. If a plan (or ar health insur
number (PN); 2. Section 2590.712 is revised to reaBe efits. If a plan (or g oup hea su
ance coverage) does not include an aggr

(2) The name, address, and telephoras follows: o -
gate lifetime or annual limit on any med

number of the plan administrator; o L > . ) .
(3) For single-employer plans, theS 2590:712 Parity in the application of ical/sumgical benefits or includes

ttain limits to mental health benefits. aggregate lifetime or annual limits that
name, address, and telephone number o apply to less than one-third of all med
the plan sponsor (if diérent from the  (a) pefinitions  For purposes of this ical/sugical benefits, it may not impose

plan administrator) and the plan Sponsorsection, except where the context CIearIan aggregate lifetime or annual limit; re
employer identification number (EIN);  indicates otherwise, the following defini spectively on mental health benefits.

(4) The name and telephone number gfons apply: (3) Plan with a limit on at least two-
the individual to contact for further infor Aggregate lifetime limimeans a dollar thirds of all mEdicaI/Slgical benefits. If

mation; and. o limitation on the total amount of specifiedg plan (or group health insurance cever
(5) The signature of the plan adminis penefits that may be paid under a grougge) includes an aggregate lifetime or ar
trator and the date of the signature. health plan (or group health insuranc@ual limit on at least two-thirds of all

(B) The notice must be provided at n@overage dered in connection with such medical/sugical benefits, it must either—
chage to participants or their representag plan) for an individual (or for a group of (i) Apply the aggregate lifetime or an
tive within 15 days after receipt of a writ individuals considered a single unit in-apnual limit both to the medical/sgical
ten or oral request for such notificationplying this dollar limitation, such as abenefits to which the limit would other
but in no event before the notice has begamily or an employee plus spouse). wise apply and to mental health benefit:
sent to the applicable federal agency Annual limitmeans a dollar limitation in a manner that does not distinguish be

(i) Sunset.This section does not applyon the total amount of specified benefittween the medical/sgical and mental
to benefits for services furnished on othat may be paid in a 12-month periodhealth benefits; or
after September 30, 2001. under a plan (or group health insurance (ii) Not include an aggregate lifetime

coverage déred in connection with suchor annual limit on mental health
Deputy Commissioner of a plan) for an individual (or for a group of benefits that is less than the aggregat
Internal Revenue. individuals considered a single unit in-aplifetime or annual limit, respectivelyn
plying this dollar limitation, such as athe medical/swical benefits.
family or an employee plus spouse). (4) Examples.The rules of paragraphs
ActingAssistant Seetary of Medical/sugical benefitsmeans bene (b)(2) and (3) of this section are illus
the Teasuy. fits for medical or sugical services, as de trated by the following examples:



Example 1 (i) Prior to the déctive date of the dependency continue to count in applying the annual (B) Impose an aggregate lifetime oran

hmedntal healthlg?gri‘tty provisdi_onT/, gglrcl;up hft?talth [c)ilah'mitBon mentgl he{ar:th blene;‘its; ol " nual limit on mental health benefits that i

ad no annual limit on medical/giral benefits an (B) amending the plan to coun claims paid for, "\ .<< than an average limit calculate
had a $10,000 annual limit on mental health bendreatment of substance abuse and chemical depen . . o
fits. To comply with the parity requirements of thisdency in applying the annual limit on medicalgiur 10f medical/sugical benefits in the fel

paragraph (b), the plan sponsor is considering eachl benefits (rather than counting those claims in aowing manner The average limit is cal

of the following options: plying the annual limit on mental health benefits); culated by taking into account the
(A) Eliminating the plars annual limit on mental (C) amending the plan to provide a new categorweighted average of the aggregate—life
health benefits; of benefits for treatment of chemical dependenc

(B) Replacing the plas’previous annual limit on and substance abuse that is subject to a separﬁg,]e or annual limits, as apprqprlate, tha
mental health benefits with a $500,000 annual limitower limit and under which claims paid for treat aré app_llcable '[O. the ?at_egones of mec
on all benefits (including medical/gical and men ment of substance abuse and chemical dependerieal/sugical benefits. Limits based on-de
tal health benefits); and are counted only in applying the annual limit on thigiyery systems, such as inpatient/outpa

(c?theplﬁﬁigg th‘fe_tp'a‘?;ﬂ'e"g)z%% %”0”0”""' "m“ﬁ_” ,feraDr)ate Catz_gorﬁha”dl o eliminate distncionIENE treatment or normal treatment o
mental health benefits with a ,000 annual limi amending the plan to eliminate distinctions "
on medical/suical benefits and a $250,000 annuabetween medical/sgical benefits and mental health common, low-cost C_Ondltlons (such a_s
limit on mental health benefits. benefits and establishing an overall limit on benefitfréatment of normal births), do not consti

(i) In this Example 1each of the three options offered under the plan under which claims paid fotute categories for purposes of this pare
being considered by the plan sponsor would compliyeatment of substance abuse and chemical depegraph (b)(6)(i)(B). In addition, for pur
1 e o1 S e el e s ofceembing weied averge
offer parity in the dollar limits placed on : ) o |
medical/sugical and mental health benefits. (i) In this Example 4the group health plan is 21y Penefits that are not within a categor

Example 2.(i) Prior to the d&ctive date of the described in paragraph (b)(3) of this section.- Bet_ha_t is subject to a separately-deagnate
mental health parity provisions, a group health plagause mental health benefits are defined in-paréimit under the plan are taken into accoun
had a $100,000 annual limit on medical¢scal in-  graph (a) of this section as excluding benefits fops g single separate category by using
L T, S0 T et s )t o e ik o 1 ol
medical/sugical outpatient benefits, and a ) _ _ . ,
annual limit on all mental health benefitfo com  stance abuse and chemical dependency in app')’"%noum th_at a plqn may reasonably be e:
ply with the parity requirements of this paragraptn aggregate lifetime limit or annual limit on mentalpeCted _tO Il_’ICUF with respect to such b_€n€
(b), the plan sponsor is considering each of the fohealth benefits under option (A) of ttisxample 4 fits, taking into account any other apphca
lowing options: would not compI)_/ with _the requirements of paraple restrictions under the plan.

(A) Replacing the plas’previous annual limit on graph (b)(3) of this section. Howeyeptions (B), (i) Weighting. For purposes of this

mental health benefits with a $150,000 annual limitC), and (D) of thisExample 4would comply with S ;
on mental health benefits: and the requirements of paragraph (b)(3) of this sectioR@ragraph (b)(6), the weighting applica

(B) Rep|acing the plaﬂ’preViOUS annual limit on because they fafr parity in the dollar limits placed ble to any Category Of med'cal/wal
mental health benefits with a $100,000 annual limien medical/sugical and mental health benefits.  penefits is determined in the manner se
on mental health inpatient benefits and a $50,000 . . forth in paragraph (b)(5) of this section

imi i i 5) Determining one-thid and two- o . .
ann.L.JaI I|m|t. on mental health outpatlent beneflts.. ( ) g i ' for determlnlng one-third or two-thirds of

(i) In this Example 2each option under consid thirds of all medical/sigical benefits. all medical/sunical benefits
eratipn by the plaq spongor would comply with thg=or purposes of this paragraph (b), the dé (iii) Exam'»ll!le The rUIeS. of this para
requirements of this section because thégraiar  tarmination of whether the portion of p " p

graph (b)(6) are illustrated by the follow

ity in the dollar limits p!aced on medical/gjical medical/sugical benefits subject to a; .
and mental health benefits. ng example:

Example 3.(i) A group health plan that is sub limit rep_resents_ one-third_or MO-thirds ofI
ject to the requirements of this section has no aggra” medlcallsuglcal benefits is based on  Example. (i) A group health plan that is subject
gate lifetime or annual limit for either medical/gir the dollar amount of all plan payments foto the requirements of this section includes :
cal benefits or mental health benefithile the medical/sugical benefits expected to be$1|0(t),?jo? annlcljf?ll |ImltI on medlgﬁll/glﬂaglenelflts
i ot el bl ) 5985 paid Under he plan for the plan year (o7, 21 P sseseee e
does not provide mental health benefits with respegpr the Portlon of th_e plan year after agory of medical/sugical benefits. The plan deter
to out-of-network providers. change in plan benefits thafexdts the ap mines that 40% of the dollar amount of plan -pay

(i) In this Example 3the plan complies with the plicability of the aggregate lifetime or-an ments for medical/sgical benefits are related to
requirements of this section because thégrgiar  yg| limits). Any reasonable method maycardio—pulmonary diseasesThe plan determines
O i e ol it place on mesaBE3 b used 10 determine whether the dol SRR e easoraleStrte o e

Example 4. (i) Prior to the dective date of the amount_s expec_ted to be p:':.lId under thﬂth respect to the other 60% of payments for mec
mental health parity provisions, a group health plaRlan will constitute one-third or two- ical/sugical benefits.
had an annual limit on medical/gizal benefits and thirds of the dollar amount of all plan pay (i) In this Examplethe plan is not described in
a separate but identical annual limit on mental healthents for medical/sgical benefits. paragraph (b)(3) of this section because there is n
benefits. The plan included benefits for treatment of (6) Plan not described in paragraph one annual limit that applies to at least two-thirds o
substance abuse and chemical dependency in its def . . . all medical/sugical benefits. Furthethe plan is not
inition of mental health benefitsAccordingly, Fb)(Z) or (3) of this SeC“GH(l) In gen described in paragraph (b)(2) of this section becau:
claims paid for treatment of substance abuse ar®f@l- A group health plan (or group healthnore than one-third of all medical/sigal benefits
chemical dependency were counted in applying théisurance coverage) that is not describedgle subject to an annual limit. Under this paragrap
ar.mual limit on men.tal health bengfité’o comply in para_graph (b)(2) or (3) of this section(b)(®), theI p;lah sponsor ciarr\] Ch|or?Tge eit?er to inclgc
with the parity re.quwem'ents of this paragraph (,b)must either— no annual limit or) menta ealth benefits, or. to in
the plan sponsor is considering each of the following e iy clude an annual limit on mental health benefits the
options: (A) I_mpose no aggreg{;\te lifetime or-an is not less than the weighted average of the annu

(A) Making no change in the plan so that claimdlual limit, as appropriate, on mentalimits applicable to each category of medicaigsur
paid for treatment of substance abuse and chemiddealth benefits; or cal benefits. In this example, the minimum



weighted average annual limit that can be applied taess days during the preceding calendant issuer and regardless of any othe

mental health benefits is $640,000 (40% x $100,000ear and who employs at least two-emchanges to the plambenefit structure.

+60% X $1,000,000 = $640,000). : . :
ployees on the first day of the plan year (2) Calculation of the one-peent in

(c) Rule in the case of separate benefie€® section 732(a) of thA&ct and crease—(i) Ratio. A group health plan
packages]f a group health p|an tdrs §2590732(a), which prOVide that this Seqor: group health insurance cgverage} sa
two or more benefit packages, the retion (and certain other sections) does nagfies t_he requirements of this paragrapl
quirements of this section, including theétPply to any group health plan (and healttf)(2) if the application of paragraph
exemption provisions in paragraph (f) ofnsurance issuer fafring coverage in cen (P)(1)(i) of this section to the plan (or to
this section, apply separately to each-beRection with a group health plan) for anysuch coverage) results in an increase i
efit package. Examples of a group healthlan year if, on the first day of the planthe cost under the plan (or for such cever
plan that ofers two or more benefit pack Year the plan has fewer than two particiage) of at least one percenthe applica
ages include a group health plan that oPants who are current employees. tion of paragraph (b)(1)(i) of this section
fers employees a choice between indem (2) Rules in determining employer sizelesults in an increased cost of at least or
nity coverage or HMO coverage, and &Or purposes of paragraph (e)(1) of thigércent under a group health plan (or fo
group health plan that provides one ben&ection— such coverage) only If the ratio below
fit package for retirees and a fifent () All persons treated as a single emequals or exceeds 1.01000he ratio is
benefit package for current employees. ployer under subsections (b), (c), (m), andétermined as follows: : ,

(d) Applicability—(1) Group health (0) of section 414 of the Internal Revenue (A) The incurred expenditures during
plans. The requirements of this sectionCode of 1986 (26 U.S.C. 414) are treatetii® base period, divided by .
apply to a group health planfefing both as one employer; (B) The incurred expenditures during
medical/sugical benefits and mental (i) If an employer was not in existencelh® base period, reduced by —
health benefits regardiess of whether théroughout the preceding calendar year (1) The claims incurred during the
mental health benefits are administerewhether it is a small employer is deter?ase period that would have been denie
separately under the plan. mined based on the average number gfder the terms of the plan absent pla

(2) Health insurance issuersThe re employees the employer reasonably e)gme'ndr-nenés required to comply with this
quirements of this section apply to &ects to employ on business days durinﬁeczt'oza?nn_n_strat_ e expenses attribut
health insurance issuerfefing health in  the current calendar year; and ab(le)to co:nl i vaithx'gle o uirerrl1elrj1ts
surance coverage for both medicalggur (i) Any reference to an employer f0fof this sectioFr:y g a
cal benefits and mental health benefits iRurposes of the small employer exemp™ .." la. The ratio of paraaraph
connection with a group health plan. tion includes a reference to a predecess (if) rormufa. The ratio of paragrap

. . 85(2)0) of this section is expressed math

(3) Scope.This section does not—  of the employer ematically as follows:

(i) Require a group health plan (or (f) Increased cost exemptier(1) In '
health insurance issuerfefing coverage general. A group health plan (or health IE > 1.01000
in connection with a group health plan) tansurance coveragefefed in connection |E — (CE +AE) o
provide any mental health benefits; or ~ with a group health plan) is not subject to

(i) Affect the terms and conditions{in the requirements of this section if the re (A) IE means the incurred expendi
cluding cost sharing, limits on the numbeguirements of this paragraph (f) are satigures during the base period.
of visits or days of coverage, requirefied. If a plan dfers more than one bene (B) CE means the claims incurred eur
ments relating to medical necessitg- fit package, this paragraph (f) appliesng the base period that would have bee
quiring prior authorization for treatment,separately to each benefit package.- Exlenied under the terms of the plan absel
or requiring primary care physiciang cept as provided in paragraph (h) of thiplan amendments required to comply witt
ferrals for treatment) relating to thesection, a plan must comply with the rethis section
amount, duration, or scope of the mentajuirements of paragraph (b)(1)(i) of this (C) AE means administrative costs re
health benefits under the plan (or coversection for the first plan year beginnindated to claims inCE and other adminis
age) except as specifically provided iron or after January 1, 1998, and must-cotrative costs attributable to complying
paragraph (b) of this section. tinue to comply with the requirements ofwith the requirements of this section.

(e) Small employer exemptier(1) In  paragraph (b)(1)(i) of this section until the (iii) Incurred expenditwes. Incured
general. The requirements of this sectiorplan satisfies the requirements in thigxpenditues means actual claims 4in
do not apply to a group health plan (oparagraph (f). In no event is the exempcurred during the base period and re
health insurance issuerfefing coverage tion of this paragraph (f) ffctive until 30 ported within two months following the
in connection with a group health planYays after the notice requirements in pardase period, and administrative costs fo
for a plan year of a small employeFor graph (f)(3) of this section are satisfiedall benefits under the group health plan
purposes of this paragraph (e), the terf the requirements of this paragraph (fjncluding mental health benefits and med
small employemeans, in connection with are satisfied with respect to a plan, the excal/sugical benefits, during the base-pe
a group health plan with respect to acakmption continues in ffct (at the plas riod. Incurred expenditures do not-in
endar year and a plan yean employer discretion) until September 30, 2001¢lude premiums.
who employed an average of at least tweven if the plan subsequently purchases a(iv) Base period. Base periadeans
but not more than 50 employees on busdifferent policy from the same or aféif the period used to calculate whether thi



plan may claim the one-percent increase@ne of the group health plans inquires whether it (2) The name and telephone number c
cost exemption in this paragraph (fjhe aualifies for the one-percent increased cost exemphe jndividual to contact for further infor

base period must begin on the first day iHon. The issuer performs the calculation for themation;

. .. pool as a whole and determines that the application
any plan year that the plan complies withy; s section results in an increased cost of 0.500 (3) The plan name and plan numbe
the requirements of paragraph (b)(1)(i) ofercent (for a ratio under this paragraph (f)(2) of PN);
this section and must extend for a periodl00500) for the pool.The issuer informs the e (4) The plan administratts name, ad
of at least six consecutive calendafiuesting plan and the other plans in the pool of thgress, and telephone number;

. calculation. .
months. Howeverin no event may the (i) In this Example 2none of the plans satisfy (5) For single-employer plans, the plar

base period begin prior to September 26,. requirements of this paragraph (f)(2) and a plaaPONSOIS name, address, and telephon
1996 (the date of enactment of the Mentahat purchases a policy not complying with the renumber (if diferent from paragraph
Health ParityAct (Pub. L. 104-204,10 quirements of paragraph (b)(1)(i) of this sectionvio(f)(3)(i)(A)(3) of this section) and the
Stat. 2944)). lates the requirements of this section. In addition, 3lan sponsds employer identification

(v) Rating pools. For plans that are 'SSur that issues to any of the plans in the pool g, \har (gN);
policy not complying with the requirements of para

combined i_n a pool fOI’. rating purposes raph (b)(1)(i) of this section violates the require  (6) The efe_(?tive date_ O_f the exemption;
the calculation under this paragraph (f)(zgwms of this section. (7) The ability of participants and bene
for each plan in the pool for the base pe Example 3.(i) A partially insured plan is collect ficiaries to contact the plan administratol
riod is based on the incurred expendituredg the information to determine whether it qualifiessg see how benefits may beeafted as a

of the pool, whether or not all the plans if2" the exemption.The plan administrator deter oq 11 of the plars claim of the exemp
mines the incurred expenses for the base period for

the DOQ' have partlc!pated in the pool fofhe self-funded portion of the plan to be $2,000,0050n; and L
the entire base period. (Howey@nly and the administrative expenses for the base period (8) The availability upon request and
the plans that have complied with parafor the self-funded portion to be $200,000. For théree of chage, of a summary of the infor

graph (b)(1)() of this section for at leasinsured portion of the plan, the plan administratomation required under paragraph (f)(4) o
Eequests data from the insurdfor the insured per this section

six months as a member of the pool sa ) :

. . . tion of the plan, the plas’own incurred expenses .

isfy the requwgments of this paragraplfbr the base period are $1,000,000 and the adminis (B) Use of summarof material educ
(H)(2).) Otherwise, the calculation undefyative expenses for the base period are $100,0000nS in coveed sevices or benefits.A
this paragraph (f)(2) for each plan is-calThe plan administrator determines that under thplan may satisfy the requirements of pare
culated by the plan administrator (of isself-funded portion of the plan, the claims incurre%raph (N(3)(I)(A) of this section by pro

suer) based on the incurred expenditurdy the base period that would have been denieg, ; iCi iciaries (i
) P under the terms of the plan absent the amendmen%dlng participants and beneficiaries (|n

of th.e plan. , are $0 because the self-funded portion does n@t‘fcordar?ce Wit_h paragraph (f)(3)(1)(C) _Of
(vi) Examples. The rules of this pafa cover mental health benefits and the @adminis ~ this section) with a summary of materia
graph (f)(2) are illustrated by the follew trative costs attributable to complying with the re reductions in covered services or benefit

ing examples: quirements of this section are $1,00Me issuer de required under §2520.104b-3(d) that als

termines that under the insured portion of the pla : : :
Example 1. (i) A group health plan has a planthe claims incurred for the base period that Woulri cludes the information of this paragrapr

year that is the calendar yedrhe plan satisfies the have been denied under the terms of the plan abs Q(S)(I) However in all cases, the ex
requirements of paragraph (b)(1)(i) of this section atie amendment are $25,000 and the administrat@Mption is not ééctive until 30 days after
of January 1, 1998. On September 15, 1998, thests attributable to complying with the require notice has been sent.

plan de(;ec:mi_nest:]hat $1_,Cijog,0too in c‘;aims ha\llelbge:;emz of thisC’js_ectionfarehssl,?omhfus, ;hebtotal in ~ (C) Delivery. The notice described in
incurred during the period between January 1, rred expenditures for the plan for the base periqg.: N :

and June 30, 1998 and reporteddmgust 30, 1998. are $3,3p00,000 ($2,000l,3000 + $200,0§O ?&“S paragraph (f)(3)(l) IS requwed to. pe
The plan also determines that $100,000 in admini$1,000,000 + $100,000 = $3,300,000) and the tot&[ﬂrov'd(:"d to all participants and beneficia
trative costs have been incurred for all benefitamount of expenditures for the base period had té€S. The notice may be furnished by any
under the group health plan, including mental healtblan not been amended to comply with the requiremethod of delivery that satisfies the re
benefitdS_-tThUS,fthetE'af; determiheds that ;i ngf(;%fgsegtz 855)6\%2%352(}(5)(2{(;) 9; tgiosose;tzior(]) ;O“t]uirements of section 104(b)(1) of ERISA
expenditures for the base period are $1,100, 273, ,300,000 - ($0 + $1,000 + $25, : : P

The plan also determines that the claims incurregi1,000) = $?E,273,000). ( (t_a.g., first-class ma'l) If the n0t|C(_3 IS prq
during the base period that would have been denied (i) In this Example 3the plan does not satisfy vided to the participant at the participant

under the terms of the plan absent plan amendmentg requirements of this paragraph (f)(2) because th@st known address, then the requiremen
required to comply with this section are $40,000 andpplication of this section does not result in an inof this paragraph (f)(3)(i) are satisfied
that aqtrrf]lirt\iﬁtfative gxpensets attfmt)r?'table tf:_ complycreased cost of at least one percent under the terfigth respect to the participant and all ben
ing wi e requirements of this section areof the plan 27 =1.00825). o - ,
$1g0,000.Thus, thqe total amount of expenditures foerb fhe plan (33,300,000/53.273,000 00829) efICIa!‘l?S reSIdmg at that addre.ss.. If &
the base period had the plan not been amended to(3) Notice of exemptiea(i) Partici- beneficiarys last lfn_own address is fdif-

comply with the requirements of paragraph (b)(l)(i)pants and beneficiaries(A) In general. ent from the participarg’last known ad

of this section are $1,050,000 ($1,100,000 5 group health plan must notify partici dress, a separate notice is required to |

$40,000 + $10,000) = $1,050,000). s . i ici i
( (i)) In this Exam)ple 1the plan latisfies there Pants and beneficiaries of the pkadect p_rowded to the beneficiary at the benefl
egiary’s last known address.

guirements of this paragraph (f)(2) because the apion to claim the one- percent increas )
plication of this section results in an increased cogost exemption.The notice must include (D) Exam_ple The rules of this para
glatltl)((a)agég/;i gg(r)cggéunf%;%ez)terms of the plafe following information: graph (f)(?:)(l)I are illustrated by the fol
100, 050,000 = 1. : ; wing example:
Example 2 (i) A health insurance issuer sells a (1) A statement that the _plan IS_ exemp‘P
group health insurance policy that is rated on &0M the reQU|rementS_ of this sectl(_)n and & Example.(i) A group health plan has a plan year
pooled basis and is sold to 30 group health planglescription of the basis for the exelfop;  that is the calendar year and has an open enrolime



period every November 1 through November 30resentative may request the summary @fith paragraph (b)(6) of this section relating to
The plan determines on September 15 that it-satifhformation by providing the plan a Copyweighted averages for categories of benefits.

fies the requirements of paragraph (f)(2) of this sec t (i) In this Example 1n0 enforcement action

tion. As part of its open enrollment materials, theOf the notice prowded to the participan may be taken against the plan with respect to a vic

plan mails, on October 15, to all participants andinder paragraph (f)(3)(i) of this sectionation resulting solely from those assumptions an

beneficiaries a notice satisfying the requirements oith any individually identifiable infor occurring before January 1, 1999.

this paragraph (f)(3)(). mation redacted.The summary of infer Example 2. () A group health plan has a plan

_ (i) In this E>}<1artnple,thel_plan hfhs tshe_nt the notice nation must include the incurred expenye;]r trelat tiﬁeth?aga;enlc::; ze;fgro(t)hgogn;:iulaﬁ?nn

l(?)(g)(fif)\.annef hat compiies ® paragraplalture_s’ th_e base penqd, the dollar amo_uﬁ mid?éal/stgical bpe?nefits ané a $:100,000 annual
of claims incurred during the base periogmit on mental health benefits.

(ii) Federal agencies-(A) Church that would have been denied under the (i) In this Example 2the plan has not sought to
plans. A church plan (as defined in secterms of the plan absent amendments reomply with the requirements of section 712 of the
tion 414(e) of the Internal Revenue Codejuired to comply with paragraph (b)(1)(i)¢t I good faith and this paragraph (h)(2) does no
claiming the exemption of this paragraptof this section, the administrative costs re PP
(f) for any benefit package must providdated to those claims, and other adminis (3) Transition period for inceased cost
notice to the Department of tieeasury trative costs attributable to complyingexemptior—(i) In general. No enforce
This requirement is satisfied if the plarwith the requirements of this section. Imment action will be taken against a grouy
sends a copyo the address designated byio event should the summary of informahealth plan that is subject to the require
the Secretary in generally applicabldion include any individually identifiable ments of this section based on a violatiol
guidance, of the notice described in paranformation. of this section that occurs befokeril 1,
graph (f)(3)(i) of this section identifying (g) Special ules for goup health in 1998 solely because the plan claims th
the benefit package to which the exempsurance coverage- (1) Sale of nonparity increased cost exemption under sectio
tion applies. policies. An issuer may sell a policy 712(c)(2) of Part 7 of Subtitle B ditle |

(B) Group health plans subject to Rar without parity (as described in paragraplaf ERISAbased on assumptions incorsis
7 of Subtitle B ofifle | of ERISAA group (b) of this section) only to a plan thattent with the rules under paragraph (f) o
health plan subject to Part 7 of Subtitle Bneets the requirements of paragraphs (gis section, provided that a plan amend
of Title | of ERISA, and claiming the ex or (f) of this section. ment that complies with the requirement:
emption of this paragraph (f) for any ben (2) Duration of exemptionAfter a plan of paragraph (b)(1)(i) of this section is
efit package, must provide notice to theneets the requirements of paragraph (f) efdopted and &fctive no later than March
Department of LaborThis requirement is this section, the plan may change issuegl, 1998 and the plan complies with the
satisfied if the plan sends a copy the without having to meet the requirementgiotice requirements in paragraph
address designated by the Secretary of paragraph (f) of this section again-be(h)(3)(ii) of this section.
generally applicable guidance, of the- nofore September 30, 2001. (i) Notice of plars use of transition
tice described in paragraph (f)(3)(i) of this (h) Effective dates-(1) In general. period. (A) A group health plan satisfies
section identifying the benefit package td’he requirements of this section are aghe requirements of this paragrapt
which the exemption applies. plicable for plan years beginning on orth)(3)(ii) only if the plan provides notice

(C) Nonfederal governmental plané. after January 1, 1998. to the applicable federal agency and pos
group health plan that is a nonfederal-gov (2) Limitation on actions(i) Except as such notice at the location(s) where docu
ernmental plan claiming the exemption oprovided in paragraph (h)(3) of this secments must be made available for exami
this paragraph (f) for any benefit packagéon, no enforcement action is to be takenation by participants and beneficiaries
must provide notice to the Department oby the Secretary against a group healtimder section 104(b)(2) of ERIS#d the
Health and Human Services (HHSphis plan that has sought to comply in goodegulations thereunder (29 CFR
requirement is satisfied if the plan sends faith with the requirements section 712 0£520.104b—1(b)(3)).The notice must in
copy, to the address designated by ththe Act, with respect to a violation thatdicate the plas’ decision to use the transi
Secretary in generally applicable guidoccurs before the earlier of— tion period in paragraph (h)(3)(i) of this
ance, of the notice described in paragraph (A) The first day of the first plan yearsection by 30 days after the first day o
(f)(3)(i) of this section identifying the beginning on or aftekpril 1, 1998; or the plan year beginning on or after Janu
benefit package to which the exemption (B) January 1, 1999. ary 1, 1998, but in no event later thar
applies. (i) Compliance with the requirementsMarch 31, 1998. For a group health plar

(4) Availability of documentationThe of this section is deemed to be good faitthat is a church plan, the applicable-fed
plan (or issuer) must make available taompliance with the requirements of seceral agency is the Department of thea
participants and beneficiaries (or theition 712 of Part 7 of Subtitle B d@itle | sury For a group health plan that is sub
representatives), on request and at naf ERISA. ject to Part 7 of Subtitle B ofitle | of
chage, a summary of the information on (iii) The rules of this paragraph (h)(2)ERISA, the applicable federal agency is
which the exemption was base@in indi- are illustrated by the following examples:the Department of LaborFor a group
vidual who is not a participant or benefi _ health plan that is a nonfederal gowvern

. d wh t tice d ib Examplg 1 (i) A group health plan has aplan tal ol th licable fed | ,
ciary and who presents a notice descrik %/%ar that is the calendar yeaFhe plan complies M€Ntal plan, the applicable federal agenc
in paragraph (f)(3)(i) of this section iSyth section 712 of Part 7 of Subtitle BTitle | of 1S the Department of Health and Humar
considered to be a representativ&.rep-  ERISAin good faith using assumptions inconsistenServicesThe notice must include —



(1) The name of the plan and the plaindicates otherwise, the following defini a plan (or group health insurance covel

number (PN); tions apply: age) includes an aggregate lifetime or ar
(2) The name, address, and telephone Aggregate lifetime limiimeans a dollar nual limit on at least two-thirds of all
number of the plan administrator; limitation on the total amount of specifiedmedical/sugical benefits, it must either—

(38) For single-employer plans, thebenefits that may be paid under a group (i) Apply the aggregate lifetime or an
name, address, and telephone number loéalth plan (or group health insurancaual limit both to the medical/sgical
the plan sponsor (if diérent from the coverage dered in connection with suchbenefits to which the limit would other
plan administrator) and the plan sponsor plan) for an individual (or for a group ofwise apply and to mental health benefit
employer identification number (EIN);  individuals considered a single unit in-apin a manner that does not distinguish be

(4) The name and telephone number gilying this dollar limitation, such as atween the medical/sgical and mental
the individual to contact for further infor family or an employee plus spouse). health benefits; or
mation; and Annual limitmeans a dollar limitation (i) Not include an aggregate lifetime

(5) The signature of the plan adminison the total amount of specified benefityr annual limit on mental health benefits
trator and the date of the signature. that may be paid in a 12-month perioghat is less than the aggregate lifetime c

(B) The notice must be provided at nainder a plan (or group health insurancgnnual limit, respectivelyon the med
chage to participants or their representacoverage déred in connection with suchcal/sugical benefits.
tive within 15 days after receipt of a writ plan) for an individual (or for a group of (4) Examples.The rules of paragraphs
ten or oral request for such notificationindividuals considered a single unit in-ap(p)(2) and (3) of this section are illus
but in no event before the notice has bedtying this dollar limitation, such as aated by the following examples:

sent to the applicable federal agency ~ family or an employee plus spouse). - _
(|) Sunset.This section does not apply Medica'/sugical benefis means bene Example 1.(i) Prior to the dective date of the

to benefits for services furnished on ofits for medical or sugical services, as de mental health parity provisions, a group health pla

. had no annual limit on medical/giral benefits and
after September 30, 2001. fined under the terms of the plan or group, ; , $10,000 annual limit on mental health bene

Signed atWashington, DC, this day of _health insurance coverage, but does ngk. 1o comply with the parity requirements of this
December1997. include mental health benefits. paragraph (b), the plan sponsor is considering ea
Mental health benefitsmeans benefits of the following options:
Olena Beg, for mental health services, as defined (A) Eliminating the plars annual limit on mental
Assistant See'tary' under the terms of the plan or grou e?g;]gzgilctiig the plar’previous annual limit on
Pension Wifare BenefitAdministration, health insurance coverage, but does NQknial health benefits with a $500,000 annual limi
U.S. Depamment of Labor include benefits for treatment of sub on all benefits (including medical/gical and men
stance abuse or chemical dependency tal health benefits); and
(b) Requiements egalding limits on (C) Replacing the plas’previous annual limit on

Health Care Financing benefits—(1) In general—(i) General Mmental health benefits with a $250,000 annual limi
on medical/sugical benefits and a $250,000 annual

Administration parity requirrment. A group health plan | " " i benefits.
. (or health |_nsurance querag_dméd by (i) In this Example 1each of the three options
45 CFR Subtitleh, Subchapter B an issuer in connection with a groufeing considered by the plan sponsor would compl

. health plan) that provides both medicalfith the requirements of this section because the
Iovﬁg CFR Part 146 is amended as'fmsurgical benefits and mental health beneoffer parity in the dollar limits placed on
: ; ; medical/sugical and mental health benefits.
fits must hCO[)npéy with paragrarp])h b(b)6(2)’ Example 2.(i) Prior to the dective date of the
PART 146—REQUIREMENTS FOR paragraph (b)(3), or paragraph (b)(6) 0Inental health parity provisions, a group health plal

THE GROUP HEAL TH INSURANCE this section. had a $100,000 annual limit on medical¢cal in-
MARKET (i) Exception. The rule in paragraph patient benefits, a $50,000 annual limit on

(b)(2)(i) of this section does not apply if anedical/sugical outpatient benefits, and a $100,00C
1. The authority citation for Part 146 isplan, or coverage, satisfies the requiretnnual limit on all mental health benefit$o com
revised to read as follows: ments of paragraph () or paragraph (f) y with the parity reqwremejnts.of this paragraph
Authority: Secs. 2701 through 2763 thi fi ), the plan sponsor is considering each of the fo
Y- . 9 IS section. . o o lowing options:
2791, and 2792 of the PH®t (42 U.S.C. (2) Plan with no limit or limits on less  (a) Replacing the plas’previous annual limit on
300gg through 300gg—63, 300gg-91, anghan one-thid of all medical/sugical mental health benefits with a $150,000 annual limi

300gg-92). benefits. If a plan (or group health insur on mental health benefits; and o
2. A new Subpart C is added to Parince coverage) does not include an aggre (B) Replacing the.plaa' previous annual limit op '
146 to read as follows: gate lifetime or annual limit on any med mental health benefits with a $100,000 annual limi

h . . . on mental health inpatient benefits and a $50,00
ical/sugical benefits or includes gnnya)jimit on mental health outpatient benefits.
aggregate lifetime or annual limits that i) in this Example 2each option under consid
apply to less than one-third of all mederation by the plan sponsor would comply with the

ical/sugical benefits, it may not imposerequirements of this section because thdgrgiar
ity in the dollar limits placed on medical/gical

Subpart C—Requirements Related to
Benefits

8 146.136 Parity in the application of

certain limits to mental health benefits. &N agt:]_grtlagate I'fetmi Orltz:rl]nl;\ual fl_'tm't" F€ And mental health benefits.
Specuvely on mental hea enetits. Example 3.(i) A group health plan that is sub

(a) Definitions. For purposes of this .(3) Plan with a limit on at Iea§t tWO- ject to the requirements of this section has no aggr
section, except where the context clearlthirds of all medical/swical benefits. If  gate lifetime or annual limit for either medical/giar



cal benefits or me_ntal h_ealth ben_efit\s“_\/hile the the dollar amount of all plan payments for Example. (i) A group heal_th plan'that.is subject
plan provides medical/sgical benefits with r'espect' medical/sugical benefits expected to beto the requweme_nt_s of this _sectl_on |ncluqes e
to both network and out-of-network providers, it aid under the olan for the plan vear (O 100,000 annual limit on medical/gical benefits
does not provide mental health benefits with respe8 . P p y elated to cardio-pulmonary diseas@se plan does
to out-of-network providers. for the portlon of th.e plan year after aot include an annual limit on any other category of
(i) In this Example 3the plan complies with the change in plan benefits thafedts the ap medical/sugical benefits. The plan determines that
requirements of this section because thégrafar  plicability of the aggregate lifetime or-an 40% of the dollar amount of plan payments for med
and mental nealth benets, o nual limits). Any reasonable method may S SO SRR B TR 8 TR
Example 4. (i) Prior to the dective date of the be used to determine Wheth?r the dOII@';1,000,000 is a reasonable estimate of the uppe
mental health parity provisions, a group health pla@Mounts expected to be paid under thgit on the dollar amount that the plan may incur
had an annual limit on medical/gizal benefits and plan will constitute one-third or two- with respect to the other 60% of payments for med
a sepgrate but ideptical annual Iimit on mental healfhirds of the dollar amount of all plan pay ical/:sunglgicar:_belzznefits.I e o . ed
et e el et o e ments for medicalsgial berefts. () 1 nvie e pn o seserbed
inition of mental health benefitsAccordingly, (6) Plan not described in paragraph one annual limit that applies to at least two-thirds of
claims paid for treatment of substance abuse ar((b)(Z) or paragraph (b)(3) of this all medical/sugical benefits. Furthethe plan is not
chemical dependency were counted in applying theectior— (|) In general_ A group health described in paragraph (b)(2) of this section becaus
apnual limit on men.tal health bengfité’o comply plan (or group health insurance coverag ore th_an one-third of all_ n”_ledical/giual_benefits
with the parity requirements of this paragraph (b) are subject to an annual limit. Under this paragrap

the plan sponsor is considering each of the foIIowinE]hat is not described in paragraph (b)(2) 9[))(6), the plan sponsor can choose either to includ

options: paragraph (b)(3) of this section, must €ing annual limit on mental health benefits, or to in
(A) Making no change in the plan so that claimgher impose— clude an annual limit on mental health benefits tha
paid for treatment of substance abuse and chemical (A) No aggregate lifetime or annuali$ not Iess_ than the weighted average of _the annu
dependency continue to count in applying the a”nuﬁlmit, as appropriate, on mental healtljl'm'ts appIu_:able to ea_ch category of medl(_:a@ur
limit on mental health benefits; b fits: cal benefits. In this example, the minimum
(B) Amending the plan to count claims paid for enetits; or o weighted average annual limit that can be applied t
treatment of substance abuse and chemical depen (B) An aggregate lifetime or annualmental health benefits is $640,000 (40%
dency in applying the annual limit on medicalggur  limit on mental health benefits that is n@100,000 + 60%x $1,000,000 = $640,000).
cal benefits (rather than counting those claims in agjess than an average limit for medicalfsur ) .
plying the annual limit on mental health benefits); }gical benefits calculated in the following (c) Rule in the case of separate benefi
(C) Amending the plan to provide a new categor anner The average limit is Calculatedpackages_ If a group health plan tdrs

of benefits for treatment of_chem_ical dependenc - ] two or more benefit packages, the re
and substance abuse that is subject to a separdd, taking into account the weighted aver uirements of this section, including the
lower limit and under which claims paid for treat age of the aggregate lifetime or annuagxem tion brovisions in :;lra raph () of
ment of substance abuse and chemical dependeq%its, as appropriate, that are applicablian. p - p paragrap

are counted only in applying the annual limit on thig 4 categories of medical/gizal ben is section, apply separately to each-ber

separate category; and . - : efit package. Examples of a group healtl
(D) Amending the plan to eliminate distinctionseflts' Limits based on dehvery systems

. . . é)lan that offers two or more benefit pack
between medical/sgical benefits and mental healthSuch as inpatient/outpatient treatment, z{ges include a group health plan that of
benefits and establishing an overall limit on benefithormal treatment of common, IOW_COS%eI’S employees a choice between inder
offered under the plan under which clalmg paid fopgnditions (such as treatment of normal; HMO dz
treatment of substance abuse and chemical dep%\irths) do not constitute categories fo ity coverage or coverage, and &
dency are counted with medical/gigal benefits ' ) gories 10h5yp health plan that provides one bene
and mental health benefits in applying the overalPUrposes of this paragraph (b)(e)(l)(B)ﬂt package for retirees and a fdifent

limit. In addition, for purposes of determining,.qfit package for current employees.
(i) In this Example 4the group health plan is weighted averages, any benefits that are (d) Applicability—(1) Group health

described in paragraph (b)(3) of this section.- Benot within a cateqory that is subiect to . . .
cause mental health benefits are defined in-para gory ) Plans. The requirements of this section

graph (a) of this section as excluding benefits fo?eparately_'deSIQnated limit under the pIaaprﬂy to a group health planfefing both
treatment of substance abuse and chemical deped€ taken into account as a single Separ%dicallsugical benefits and mental
dency the inclusion of benefits for treatment of sub category by using an estimate of the uppgfealth benefits regardless of whether th

stance abuse and chemical dependency in applyifignit on the dollar amount that a plan mayynental health benefits are administere:

an aggregate lifetime limit or annual limit on mentalreasonabl be expected to incur with r
health benefits under option (A) of this Example 4 y P Eseparately under the plan.

would not comply with the requirements of para SPECt 1O such k?e”ef'tsy tal.<|n'g Into account (2) Health insurance issuersThe re
graph (b)(3) of this section. Howeyaptions (B), any other applicable restrictions under thguirements of this section apply to a

(©), and'(D) of thisExample 4would comply with ' plan. health insurance issuerfﬂﬁng health in
the requirements of paragraph (b)(3) of this section (ii) V\bighting. For purposes of this surance coverage for both medicalgffsur

o enlsgtoa and et hoatth benaree " paragraph (b)(6), the weighting applicacal benefits and mental health benefits i
ble to any category of medical/glizal connection with a group health plan.

(5) Determining one-thit and two- benefits is determined in the manner set (3) Scope.This section does not—
thirds of all medical/swgical benefits. forth in paragraph (b)(5) of this section (i) Require a group health plan (or
For purposes of this paragraph (b), the déor determining one-third or two-thirds ofhealth insurance issuerfefing coverage
termination of whether the portion ofall medical/sugical benefits. in connection with a group health plan) to
medical/sugical benefits subject to a (iii) Examples.The rules of this para provide any mental health benefits; or
limit represents one-third or two-thirds ofgraph (b)(6) are illustrated by the follew (i) Affect the terms and conditionsin
all medical/sugical benefits is based oning example: cluding cost sharing, limits on the numbel



of visits or days of coverage, requirefied. If a plan ofers more than one bene (B) CE means the claims incurred dur
ments relating to medical necessitg fit package, this paragraph (f) applies-sepng the base period that would have bee
quiring prior authorization for treatment,arately to each benefit package. Exceplenied under the terms of the plan abse
or requiring primary care physiciang as provided in paragraph (h) of this seglan amendments required to comply witl
ferrals for treatment) relating to thetion, a plan must comply with the require this section.

amount, duration, or scope of the mentahents of paragraph (b)(1)(i) of this sec (C) AE means administrative costs re
health benefits under the plan (or coevettion for the first plan year beginning on oflated to claims irCE and other adminis
age) except as specifically provided irafter January 1, 1998, and must continugative costs attributable to complying
paragraph (b) of this section. to comply with the requirements of parawith the requirements of this section.

(e) Small employer exemptieA(1) In graph (b)(1)(i) of this section until the (i) Incurred expenditwgs. Incurred
general. The requirements of this sectiorplan satisfies the requirements in thigxpenditues means actual claims 4n
do not apply to a group health plan (oparagraph (f). In no event is the exempcurred during the base period and re
health insurance issuerfefing coverage tion of this paragraph (f) ffctive until 30 ported within two months following the
in connection with a group health plan)days after the notice requirements in pargase period, and administrative costs fc
for a plan year of a small employeFor graph (f)(3) of this section are satisfieda|| benefits under the group health plan
purposes of this paragraph (e), the tert the requirements of this paragraph (fincluding mental health benefits and med
small employemeans, in connection with are satisfied with respect to a plan, the excal/sugical benefits, during the base-pe
a group health plan with respect to a capmption continues in ffct (at the plas  riod. Incurred expenditures do not in
endar year and a plan yean employer discretion) until September 30, 2001¢|yde premiums.
who employed an average of at least tweven if the plan subsequently purchases a(jv) Base period.Base periodneans
but not more than 50 employees on busflifferent policy from the same or aféi  the period used to calculate whether th
ness days during the preceding calend@nt issuer and regardless of any othgjian may claim the one-percent increase
year and who employs at least two-enchanges to the plabenefit structure. cost exemption in this paragraph (fhe
ployees on the first day of the plan year (2) Calculation of the one-peent it pase period must begin on the first day i
See regulations at § 146.145(a), whichrease—(i) Ratio. A group health plan 5y plan year that the plan complies witl
provide that this section (and certain othel©r group health insurance coverage} safe requirements of paragraph (b)(1)(i) o
sections) does not apply to any grouf$fies the requirements of this paragrapfhis section and must extend for a perio
health plan (and health insurance issuéf)(2) if the application of paragraphys 4t |east six consecutive calenda
offering coverage in connection with a(b)(1)(i) of this section to the plan (or topnths. Howeverin no event may the
group health plan) for any plan year if, orsuch coverage) results in an increase Phse period begin prior to September 2
the first day of the plan yeahe plan has the cost under the plan (or for such CBVEH 996 (the date of enactment of the Ment:
fewer than two participants who are cur@de) of at least one percerithe applica. 511 ParityAct (Pub. L. 104—204,1D
rent employees. tion of .parag.raph (b)(1)(i) of this sectiong, .+ 2944)).

(2) Rules in determining employer sizeresults in an increased cost of at least one(v) Rating pools. For plans that are
For purposes of paragraph (e)(1) of thigercent under a group health plan (or fof, h0 4 jn'a pool for rating purposes
section— such coverage) only if the ratio _be_low(he calculation under this paragraph (f)(2

(i) All persons treated as a single emquals or exceeds 1.0100he ratio is ¢, o, plan in the pool for the base pe
ployer under subsections (b), (c), (m), anfetermined as follows: . . riod is based on the incurred expenditure
(0) of section 414 of the Internal Revenue (A) The incurred expenditures duringc pool, whether or not all the plans ir
Code of 1986 (26 U.S.C. 414) are treatel® Dase period, divided by . the pool have participated in the pool fo
as one employer; (B) The |r_1curred expenditures durlngthe entire base period. (Howeyenly

(ii) If an employer was not in existence® Pase period, reduced by — the plans that have complied with para
throughout the preceding calendar year (1) The claims incurred during the aph (b)(1)(i) of this section for at leas

o - riod that would hav n deni
whether it is a small employer is deterP@se period that would have been de six months as a member of the poot sa

; der the terms of the plan absent plan . .
mined based on the average number &f’ : - sfy the requirements of this paragrap!
employees the employer reasonably e@mendments required to comply with thi y d paragrap

ﬁection and ?f)(Z).) Otherwise, the calculation undet
ects to employ on business days durin X i i
{Dhe current cF;Ieyndar year; and y (2) Administrative expenses attribut this paragraph (f)(2) for each plan iscal

: : ; lated by the plan administrator (of is
able to complying with the requirements™ _ )
(iii) Any reference to an employer for . sectioFr)1y ¢ a suer) based on the incurred expenditure

purposes of the small employer exemp™ . . of the plan
L i) Formula. The ratio of paragraph ’
tion includes a reference to a predecess&ggz))(i) is expressed matherr?aticgllypas (vi) Examples.The rules of this para
of the employer follows: graph (f)(2) are illustrated by the follew

() Increased cost exemptier(1) In ing examples:

eneral. A group health plan (or health
i%surance c%verggefefedpin co(nnection _E ___ >1.01000 Example 1. () A group health plan has a plan
IE - (CE +AE) year that is the calendar yedrhe plan satisfies the

with a gr.oup health plgn) IS n_Ot S_Ub]eCt to . . requirements of paragraph (b)(1)(i) of this section a
the requirements of this section if the re  (A) IE means the incurred expeRndi o january 1, 1998. On September 15, 1998, t+

quirements of this paragraph (f) are satigures during the base period. plan determines that $1,000,000 in claims have bet



incurred during the period between January 1, 1998tal incurred expenditures for the plan for the basaot efective until 30 days after notice has
and June 30, 1998 and reportedimgust 30, 1998. period are $3,300,000 ($2,000,000 + $200,000 jaen sent.
The plan also determines that $100,000 in admini$1,000,000 + $100,000 = $3,300,000) and the total . . . .
trative costs have been incurred for all benefitamount of expenditures for the base period had thle"l'(C) Dellvery' The r?Ot,Ice desfcnbed In
under the group health plan, including mental healthlan not been amended to comply with the requirdNiS Paragraph (f)(3)(i) is required to be
benefits. Thus, the plan determines that its incurrednents of paragraph (b)(1)(i) of this section argdrovided to all participants and beneficia
expenditures for the base period are $1,100,0083,273,000 ($3,300,000 - ($0 + $1,000 + $25,000 ties. The notice may be furnished by any
ThpT plan also dete_rmlnes that the claims mcurrgﬁl,(_)pO) :$3,273,000). ~ method of delivery that satisfies the re
Sﬁgg?tthh:tgfrii 2?;:?5 tlhat would have been denied (ii) Iq this Example_ 3the plan does not satisfy qﬁ}uirements of section 104(b)(1) of ERISA
plan absent plan amendmerite requirements of this paragraph (f)(2) because th .
required to comply with this section are $40,000 andpplication of this section does not result in an in(29 U.S.C. 1024(b)(1)) (e.g., first-class
that administrative expenses attributable to complycreased cost of at least one percent under the teriigil). If the notice is provided to the par
ing with the requirements of this section areof the plan ($3,300,000/$3,273,000 = 1.00825).  ticipant at the participarg’last known ad

$10,000. Thus, the total amount of expenditures for ) ) ] o dress. then the requirements of this pars
the base period had the plan not been amended to(3) Notice of exemptiea-(i) Partici- graph (f)(3)(i) are satisfied with respect ta

comply with the requirements of paragraph (b)(1)(ipants an neficiari A) In neral. I\ L .
4 K paregrapn ((pants and beneficiaries(A) genera ihe participant and all beneficiaries resid

of this section are $1,050,000 ($1,100,000 o group health plan must notify partici . Al
($40,000 + $10,000) = $1,050,000). pants and beneficiaries of the pladeci ing at that address. If a beneficiaryast

(i) In this Example 1the plan satisfies thete to claim th ti Iénown address is dérent from the par
quirements of this paragraph (f)(2) because the aﬁ'or; oc altr'n fhone tpercen tlr.lcrle?jsetlcipant’s last known address, a separat

icati i i i i OSt exemption.l ne notice must Incluae . . . .
plication of this section results in an increased co$t _p : O notice is required to be provided to the
of at least one percent under the terms of the plahie following information: fici t the b ficiars’last

- . enericlary a e penericiarylas

($1,100,000/$1,050,000 = 1.04762). (1) A statement that the plan is exem p y v
nown address.

Example 2.(i) A health insurance issuer sells afrom the requirements of this section an
group health insurance policy that is rated on a (D) Example. The rules of this para

i i description of the basis for the exem ; .
pooled-basis and is sold to 30 group health plan@_. p pgraph (H(3)(i) are illustrated by the fol
One of the group health plans inquires whether #0N. lowing example:
qualifies for the one percent increased cost exemp (2) The name and telephone number ofVing pie:

tion. The issuer performs the calculation for thehe individual to contact for further infor ~ Example(i) A group health plan has a plan year
g??llwizss:c\:ilgr?I?ezzlc:sdswt(:rrrli:irsersa; dthci:tpg;'%ago ation. that is the calendar year and has an open enrollme
percent (for a ratio under this paragraph (f)(2) of (3)The plan name and plan nUmbe.‘?ﬁgogaivsgetlrgi\fen;%? Sletphtreor;jggr '\llgvtiztbif_rszgs‘
1'005_00) for the pool.The issuer ir\forms the re . fies the requirements of paragraph (f)(2) of this sec
q“95t'”9 plan and the other plans in the pool of the (4) The pIan administratts name, ad tion. As part of its open enroliment materials, the
calculation. dress, and telephone number plan mails, on October 15, to all participants anc

(ii) In this Example 2none of the plans satisfy (5) For single-employer plans, the plarbeneficiaries a notice satisfying the requirements o
the requirements of this paragraph (f)(2) and a plan is paragraph (f)(3)(i)
hat purch i i vina with the reSPONSOTS name, address, and telephorfis paragrap : _
that purchases a policy not complying with the re e (i) In this Examplethe plan has sent the notice
quirements of paragraph (b)(1)(i) of this sectionvionumbler (if d|ferer_1t from_ paragraph in a manner that complies with this paragraph
lates the requirements of this section. In addition, af)(3)(i)(A)(3) of this section) and the ().

issuer that issues to any of the plans in the poolﬁqan sponsds employer identification

policz r(lg)t(ti())(rgpl)f/i?ﬁ with tthe requlir?metrr\:s of Para nimber (EIN). (i) Federal agencies-(A) Church

ra i) of this section violates the require . . :

o fhis eontion. I (6) The efective date of such exemp plans. A church plan (as defined in sec
Example 3. () A partially-insured plan is cel tion. tion 414(e) of the Internal Revenue Code

lecting the information to determine whether it qual ~ (7) The ability of participants and bene claiming the exemption of this paragrapr
ifies for the exemption.The plan administrator de ficiaries to contact the plan administratoff) for any benefit package must provide
termines the incurred expenses for the base perl% see how benefits may bdeafted as a notice to the Department of tﬁ'eeasury

for the self-funded portion of the plan to be It of the plars electi f th This requirement is satisfied if the plan
$2,000,000 and the administrative expenses for tr{gsu of the plars election o e exemp q . P

base period for the self-funded portion to bdlON. sends a copyo the address designated by
$200,000. For the insured portion of the plan, the (8) The availability upon request andthe Secretary in generally applicable
plan administrator requests data from the insurefree of chage, of a summary of the infor guidance, of the notice described in para

For the insured portion of the plan, the ptantvn ; ; raph (H(3)(i) of this section identifvin
incurred expenses for the base period are $1,000,0rrcllatlon rEqUIred under paragraph (0(4) ograp ()( )() fy 9

and the administrative expenses for the base peri IS section. . t_he bene_flt package to which the exemp
are $100,000.The plan administrator determines (B) Use of summarof material edue  tion applies. _
that under the self-funded portion of the plan, théions in coveed sevices or benefits A (B) Group health plans subject to Rar

claims incurred for the base period that would havplan may satisfy the requirements of par&/ of Subtitle B ofifle | of ERISAA group
been denied under the terms of the plan absent ngaph (H(3)(i)(A) by providing partiei health plan subject to Part 7 of Subtitle E
|

amendment are $0 because the self-funded port LD . . .
does not cover mental health benefits and thesplarpants and beneficiaries (in accordancef Title | of ERISA, and claiming the ex

administrative costs attributable to complying withWith paragraph (f)(3)(i)(C)) with a sum emption of this paragraph (f) for any ben
the requirements of this section are $1,008e is mary of material reductions in coveredefit package, must provide notice to the
suer determines that under the insured portion of theervices or benefits consistent with-DeDepartment of LaborThis requirement is
plan, the claims incurred for the base period thadariment of Labor regulations at 29 CFRatisfied if the plan sends a copy the
:It?sucl;rjltht?\\:eeatr)r?sgdcrjnegrﬁiruenggg,tggotzrnrzsﬁ?ét:(?n?ilnls 20.1Q4b—3(d) _that also includes the_ inaddress designated by the Secretary |
trative costs attributable to complying with the re formation of this paragraph (f)(3)(i). generally applicable guidance, of the-no

quirements of this section are $1,000hus, the However in all cases, the exemption igtice described in paragraph (f)(3)(i) of this



section identifying the benefit package tglicable for plan years beginning on otthe notice at the location(s) where docu
which the exemption applies. after January 1, 1998. ments must be made available for exam
(C) Non-Federal governmental plans. (2) Limitation on actions(i) Except as nation by participants and beneficiarie:
A group health plan that is a non-Federgirovided in paragraph (h)(3) of this secunder section 104(b)(2) of ERIS#d the
governmental plan claiming the exemption, no enforcement action is to be takenegulations thereunder (29 CFR
tion of this paragraph (f) for any benefitby the Secretary against a group healt520.104b—1(b)(3)).The notice must in
package must provide notice to the-Deplan that has sought to comply in goodicate the plas decision to use the transi
partment of Health and Human Servicefaith with the requirements of sectiontion period in paragraph (h)(3)(i) of this
(HHS). This requirement is satisfied if 2705 of the PH®\ct, with respect to a vi section by 30 days after the first day o
the plan sends a coplp the address des olation that occurs before the earlier of —the plan year beginning on or after Jant
ignated by the Secretary in generally ap (A) The first day of the first plan yearary 1, 1998, but in no event later thar
plicable guidance, of the notice describefleginning on or aftehpril 1, 1998; or March 31, 1998. For a group health plal
in paragraph (f)(3)(i) of this section iden (B) January 1, 1999. that is a church plan, the applicable -fed
tifying the benefit package to which the (i) Compliance with the requirementseral agency is the Department of frea
exemption applies. of this section is deemed to be good faitBury For a group health plan that is sub
(4) Availability of documentationThe compliance with the requirements of sedect to Part 7 of Subtitle B ofitle | of
plan (or issuer) must make available t@on 2705 of the PH®&ct. ERISA, the applicable federal agency i
participants and beneficiaries (or their (jii) The rules of this paragraph (h)(2)the Department of LaborFor a group
representatives), on request and at nge illustrated by the following examples:health plan that is a nonfederal govern
chage, a summary of the information on mental plan, the applicable federal agenc
which the exemption was basedin indi- Example 1 (i) A group health plan has a planjs the Department of Health and Huma
. . . . . year that is the calendar yeafhe plan complies . . .
v!dual who is not a parumpant or bengfl with section 2705 of the PHEt in good faith using Services.The notice must include —
ciary and who presents a notice describeds,mptions inconsistent with paragraph (b)(6) of (1) The name of the plan and the plar
in paragraph (f)(3)(i) of this section isthis section relating to weighted averages for-cattiumber (PN);
considered to be a representativerep  gories of benefits. (2) The name, address, and telephon
resentative may request the summary of (ii) In this Exa_mple 1no enfprcement action‘m‘”nm:)er of the plan administrator;
information by providing the plan a COpyma_y be takgn against the plan with respect' to a vio (3) For single-employer plans, the
. . .. ation resulting solely from those assumptions and
of the notice provided to the F_’afthlp?nLCCUmng before January 1, 1999, name, address, and telephone number
under paragraph (f)(3)(i) of this section Example 2.(i) A group health plan has a planthe plan sponsor (if diérent from the
with any individually identifiable infor year that is the calendar yeaFor the entire 1998 plan administrator) and the plan sponsor
mation redacted.The summary of infer plan yearthe plan applies a $1,000,000 annual “mibmployer identification number (EIN);
mation must include the incurred expen®” medical/sugical benefits and a $100,000 annual (4) The name and telephone number c

. - imit on mental health benefits. M .
ditures, the base period, the dollar amOUHrln(”) In this Example 2the plan has not sought to tN€ individual to contact for further infor

of claims incurred during the base periogd,mply with the requirements of section 2705 of théhation; and
that would have been denied under theHsactin good faith and this paragraph (h)(2) does (5) The signature of the plan adminis
terms of the plan absent amendments reot apply trator and the date of the signature.
quired to comply with paragraph (b)(1)(i) iy , . (B) The notice must be provided at nc
of this section, the administrative costs re (3) Transition period for inceased cost chage to participants or their representa
lated to those claims, and other admini€X€MPtoR=(i) In general. No enforce tive within 15 days after receipt of a writ
trative costs attributable to complyingMent action will be taken against a 90U or oral request for such notification
with the requirements for the exemptionN€alth plan that is subject to the requwet}ut in no event before the notice has bee
In no event should the summary of inform?”ts of this section based on §\V|olat|0n Osent to the applicable federal agency
mation include any individually identifi thiS section that occurs befakeril 1, 1998 () Sunset.This section does not apply
able information. solely because the plan claims the in " g "tor services furnished on o
(g) Special ules for goup health in creased cost exemption under SeCt'oerﬁter September 30, 2001
surance coverage(1) Sale of nonparity 2705(c)(2) of the PHRct based on as = i orit - Secs. 2741 through 2763
policies. An issuer may sell a policy sumptions inconsistent with the rules unde£791 and 2'792 of ';he PHSt 42 US.C ’
without parity (as described in paragrapRaragraph (f) of this section, provided that @009'9_41 through 30099—63 3069'9_'9]
(b) of this section) only to a plan thatPlan amendment that complies with the re, 3009g—92 '
meets the requirements of paragraph (€pirements of paragraph (b)(1)(i) of this '

or paragraph (f) of this section. section is adopted andfeftive no later Nancy-Ann Min DeParle,
(2) Duration of exemptionAfter a plan than March 31, 1998 and the plan complies Administratoy Health Cae Financing
meets the requirements of paragraph (f) a¥ith the notice requirements in paragraph Administration.

this section, the plan may change issue(b)(3)(ii) of this section. Donna E. Shalala
without having to meet the requirements (ii) Notice of plars use of transition Secetary. '
of paragraph (f) of this section again-beperiod. (A) A group health plan satisfies Filed by the Ofice of the Federal Register on De
fore Septemper 30, 2001. the rg_quwen_wents of this _paragrgplﬁember 19, 1997, 8:45 am., and published in th
(h) Effective dates-(1) In general. (h)(3)(ii) only if the plan provides notice jssue of the Federal Register for December 22, 199

The requirements of this section are ago the applicable federal agency and posts ER. 66932)



