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DP insurance contracts issued prior to Jan
26 CFR 1.7702N-1: Consumenopection ary 1, 1997.
;. Provisions. A notice of proposed rulemaking
VED. 8792 (REG-109333-97, 1998-9 I.R.B. 9

under section 7702B of the Code we

-dDEPARTMENT OF THE TREASURY published in thé&-ederal Regis_te on Jan-

_ Internal Revenue Service uary 2, 1998 (6FR. 35) Written com-

he26 CFR Part 1 ments were received from the public, ar

b ar a public hearing was held on May 1c
%ualified Long-Term Care 1998 After consideration of all the com-
Insurance Contracts ments, the regulations proposed by REC

109333-97 are adopted as revised by tl

YSAGENCY: Internal Revenue ServiceTreasury decision.

e (IRS), Treasuy. Explanation of Statutoryr®visions

> SACTION: Final regulations. The Health Insurance Portability an

. . Thi . Accountabiliy Act of 1996 (Public Law

I SUMMARY: This document contalnslo4_1911110 Stat. 1936, 2054 anc

final Income Tax Regulations relating to 2063)(HIPAA) added section 7702B to
T- consumer protection with respect to qualig,o |nternal Revenue Code of 1986 (tt
S died long-term care insurance contraCtggge). Section 77028 establishes the t
_and relating to events that will result inyeatment for qualified long-term care in
inthe loss of grandfathered status for longsrance contracts. Section 7702B(a)(
term care insurance contracts issued prigig (3) of the Code provide that a qual
eate January 1, 1997. Changes to tipe afieq |ong-term care insurance contract
plicable law were made by the Health Inreated as an accident and health inst
izasurance Portability ahAccountability ance contract and that any employer pl:
Act of 1996 The regulations féect is- providing coverage under a qualifiet
easuers of long-term care insurance corong-term care insurance contract |
ir-tracts and individuals entitled to receiva@reated as an accident or health plan wi
t payments under these contract$ie reg- respect to that coverage.
r ulations are necessary to provide these Section 7702B(a)(2) of the Code prc
udiaxpayers with guidance needed toneo vides that amounts (other than policy
ncely with these changes. holder dividends and premium refunds
is- received under a qualified long-term ca
DATES: Effective date These regula- jnsurance contract are generally exclu
,- tions are Hective December 10, 1998.  able from gross income as amounds r
ch Applicability date Section 1.7702B-1 ceived for personal injuries and sickness
arl§oncerning consumer protection prov  Section 213(d)(1)(D) of the Code wa
sions) of the regulations applies witt r amended by section 322 of BA to pro-
spect to contracts issued after Decembeide that eligible long-term care insuranc
, 10, 1999. Section 1.7702B-2 (concerningremiums, as defined in sectiol
of special rules for pre-1997 contracts) of the13(d)(10) of the Code, are medical cal
>, regulations is applicable January 1, 1999expenses.



Under section 7702B(b)(1)(F) of theset forth in Notice 97-31 (1997-1 C.B.and in the regulations proposed in
Code, a qualified long-term care insur417), and in the regulations proposed iREG-109333-97. For example, the con-

ance contract must meet the consum&EG-109333-97. sumer protection requirements will be
protection provisions of section 7702B(g) = . considered satisfied if a contract complies
of the Code. In addition, section 49goc\otice 97-31 with State law in a State that has adopted

of the Code imposes an excise tax on is- Notice 97—31 was issued to provide inthe related NAIC model or a more strin-
suers of qualified long-term care insurierim standards for taxpayers to use in iffent version of the model.
ance contracts that do not provide furth%rpreting the new long-term care provi- Commentators generally approved of
consumer protections. sions and to facilitate operation of thdhe consumer protection provisions of the
Section 7702B of the Code applies t¢,syrance market by avoiding the need tgroposed regulations. Some commenta-
contracts issued after December 31, 199§ mend contracts. For example, NoticErs suggested that the provisions should
Section 321(f)(2) of HIPAA treats a con-97_31 includes interim guidance on th&€ applied on a prospective basis, such a:
tract issued before January 1, 1997, asgtermination of whether an individual ifor long-term care insurance contracts is-
qualified long-term care insurance cony chronically ill individual, including safe Sued more than one year after publication
tract under section 7702B(b) of the Codeyarhor definitions of the ternssibstantial  ©f the final regulations. Consistent with
and services provided or reimburseggsjstance, hands-on assistance, standbyiS suggestion, the final regulations
under such a contract as qualified longassistance, severe cognitive impairmen@PPly to contracts issued after December
term care services under section 7702B(ghd substantial supervisionThe stan- 10, 1999.
of the Code, provided the contract met thgards contained in Notice 97—-31 include Commentators suggested that if any
long-term care insurance requirements Gfterim guidance on both the consumeptate has adopted a Model Act or Model
the State in which the contract was situsegkotection provisions and the scope of thBegulation requirement, such State’s in-

at the time the contract was issued. Sestatutory grandfather provisions thaterpretation of that requirement should be
tion 321(f)(2) of HIPAA also provides apply to long-term care insurance conconsidered probative but not controlling
on December 31, 1996, by a State long- _ _ ments for purposes of applying sections
term care plan under section 7702B(f) ofonsumer Protection Requirements 7702B(g) and 4980C of the Code to a
the Code, the terms of the plan on that Under sections 7702B(b)(1)(F) contract sitused in another State. This
long-term care insurance requirements QIegZI?)E]g):t:?ri iz?gci:nzztrgifeogghggilgfar State has adopted a Model Act or
that State. and issugers of those contracts are requirﬁ/lodel Regulation requirement, that
Section 321(f)(4) of HIPAA provides : . . Péqate’s interpretation should apply to de-
) .~ to satisfy certain provisions of the Long- .
that for purposes of applying sectlonﬁ_erm Care Insurance Model Act (Modeltermme whether the contract meets that
101(f), 7702, and 7702A of the Code, nei; ct) and Long-Term Care InsuranceState’s requirement. If a State has not
ther the issuance of a rider that is treat g
as a qualified long-term care insurancrtﬁromulgated by the National Associatio&ermination of what interpretation should
contract nor the addition of any provisio bf Insurance Commissioners (NAIC) forapply for purposes of section 7702B(g)
required to conform any other long-ter
o a qualified long-term care insuranc £993. The requirements relate to guara tely made on a case-by-case basis.
contract is treated as a modification o(?e‘Ed renewability, unintentional lapse, dispre-1997 Long-Term Care Insurance
Elosure, prohibitions against post-claimggntracts
Explanation of Provisions prohibitions against pre-existing condi- Section 321(f)(2) of HIPAA provides
tions exclusions and probationary periodghat a contract issued before January 1,
The final regulations provide guidanceSection 4980C imposes an excise tax o097, is treated as a qualified long-term
» the consumer protection requiresurance contract if, after 1996, the issughe “long-term care insurance require-
ments that apply to qualified long-fails to satisfy certain requirements, infments of the State” in which the contract
term care insurance contracts undegluding requirements relating to applicawas sitused at the time it was issued.
and 4980C of the Code; and ateness of recommended purchas&hich a long-term care insurance contract
« the grandfather provisions of sectiorstandard format outline of coverage, delivether than a group long-term care insur-
321(f)(2) of HIPAA under which pre- ery of a shopper’s guide, right to returnance contract is issued is generally the
fied long-term care insurance conMost of these requirements are based @nce company. In no event is the issue
tracts if certain conditions are met. the NAIC Model Act and Regulation. date earlier than the date on which the
The standards in the final regulations are The final regulations reflect the stan{policyholder submitted a signed applica-

that in the case of an individual coveregracts issued before 1997. of the meaning of the analogous require-
date are treated as a contract meeting tlag .suggestion was not adopted. If a particu-
odel Regulation (Model Regulation)adopted a particular requirement, the de-
. rT]ong-term care insurance as of Janua d 4980C of the Code is more appropri-

material change of the contract. underwriting, inflation protection, and
concerning an issuer of a qualified long-term care incare insurance contract if the contract met
sections 7702B(g), 7702B(b)(1)(F).tion forms, reporting, marketing, appropri-Under the final regulations, the date on
1997 contracts are treated as qualbutline of coverage, and incontestabilitydate assigned to the contract by the insur-
based on safe harbors that were originalljards that were set forth in Notice 97-31%ion for coverage to the insurance com-



pany. In addition, if the period between The final regulations also provide thathe issuance of a new contract, even if no
the date of application and the date othe following practices will not be treatedspecific exception applies under the regu-
which the long-term care insurance conas the issuance of a new contract for pukation. An important purpose of these
tract actually becomes effective is subposes of the grandfathering provision ofegulations is to provide certainty as to
stantially longer than under the insurancsection 321(f)(2) of HIPAA: (1) a changethe qualification of pre-1997 long-term
company’s usual business practice, then the mode of premium payment, such asare insurance contracts, and the excep-
the issue date is generally the date theechange from paying premiums monthlyions enumerated in the proposed regula-
contract becomes effective. For purposds quarterly; (2) a classwide increase ations provide broad relief from treatment
of applying the grandfather rule of sectiordecrease in premiums for contracts thats the issuance of a new contract resulting
321(f)(2) of HIPAA to a group long-term have been issued on a guaranteed reneiw-the loss of grandfathered status. Ac-
care insurance contract, the issue date able basis; (3) a reduction in premiumsordingly, the final regulations do not
the contract is the date the group contradue to the purchase of a long-term care irwontain this additional parenthetical.

was issued. As a result, coverage for asurance policy by a member of the policy- Some commentators identified addi-
individual who joins a grandfatheredholder’s family; (4) a reduction in cover-tional circumstances under which expan-
group long-term care insurance contracge (with correspondingly lowersion of coverage under a group long-term
on or after January 1, 1997, is accordegremiums) made at the request of a polcare insurance contract should not be
the same treatment under sectionyholder; (5) a reduction in premiums thatreated as the issuance of a new contract
321(f)(2) as is accorded coverage fooccurs because the policyholder becomér example, some requested that the ad-
those who joined the group before thagntitled to a discount under the issuer’dition of a spouse, dependent children, or
date. pre-1997 premium rate structure (such asthers should not be treated as the is-

Notice 97—-31 and the proposed regulawvhen a policyholder becomes a membesuance of a new contract. Other commen-
tions use the terrmaterial changeo of a group entitled to a group discount, otators suggested that no loss of grandfa-
identify those changes to pre-1997 longehanges from smoker to nonsmoker stdhering should result from the expansion
term care insurance contracts that arnes); (6) the addition, without an increasef coverage under a group contract by
treated as the issuance of a new contraatpremiums, of alternative forms of benteason of a corporate merger or acquisi-
and, therefore, result in the loss of grancefits that may be selected by the policyton, or the extension of coverage to col-
fathered status under section 7702B. Thweolder; (7) the addition of a rider to in-lectively bargained employees, or the ad-
use of the ternmaterialmay have caused crease benefits under a pre-1997 contradition of former employees. The final
some confusion in light of the bright lineif the rider would constitute a qualifiedregulations clarify that such expansion is
standards that the regulations are gendong-term care insurance contract if inot treated as the issuance of a new con-
ally intended to provide. For this reasonwere a separate contract; (8) the deletidract, provided that the addition is without
the final regulations do not use the ternof a rider or provision of a contract (calledunderwriting and is pursuant to the terms
material in this context. No substantivean HHS (Health and Human Servicesdf the contract and the plan under which
change is intended by this modification. rider) that prohibited coordination of ben-the contract was issued as in effect on De-

The final regulations generally adoptefits with Medicare; (9) the effectuation ofcember 31, 1996. Thus, the addition of a
the standards set forth in the proposed reg-continuation or conversion of coveragéusiness’s assets and related employee
ulations for purposes of determiningright under a group contract following arby a company with a pre-1997 group con-
whether a change to a pre-1997 long-terindividual’s ineligibility for continued tract is not treated as the issuance of a
care insurance contract is considered tlmoverage under the group contract; andew contract if, as of December 31, 1996,
issuance of a new contrdctFor example, (10) the substitution of one insurer for anthe contract and the plan under which it
the final regulations provide that the exerether in an assumption reinsurance transsas issued provided that new employees
cise of any right provided to a policy-action. These exceptions are generallgutomatically are eligible to participate in
holder or the addition of any right that issimilar to those listed in the proposed reghe group contract. If, however, a new
required by State law to be provided to thalations. In response to comments, howsubsidiary is acquired by the company
policyholder will not be treated as the isever, the exceptions have been broadenadd the company’s pre-1997 group con-
suance of a new contract. Thus, as illuge permit certain premium reductions andract or plan requires that a subsidiary be
trated in an example in the regulations, thi® clarify that a change in insurer pursuardesignated by the company in order for its
exercise of a right set forth in a pre-19970 an assumption reinsurance transacti@mployees to be eligible to participate,
contract, without underwriting, does nois not treated as the issuance of a new catien the designation of the new subsidiary
result in the loss of grandfathered status. tract (assuming that the contract would natould be a change in the terms of the con-
otherwise be treated as newly issued, sutfact or in the plan relating to eligibility.

1 These standards are different from those thaS DY reason of a change in the amount aitthough the final regulations were not
apply for purposes of determining the grandfathereiming of benefits or premiums). modified to accommodate further expan-
status of other types of insurance contracts under the Some commentators suggested that tlston, a new qualified long-term care in-
Code (including sections 7702, 7702A, 101(f), andaqy|ations include a parenthetical to theurance contract could be entered into to
264). Those other provisions limit the tax benefits . .
associated with the purchase of insurance pmduc(la;fe_ct that some changes in the anjo_un_t expand coverage under thgse circum-
that, unlike pre-1997 long-term care insurance codMing of items (such as de minimisstances. Alternatively, the final regula-
tracts, have a substantial investment orientation. changes in premiums) are not treated d®ns permit coverage under the pre-1997




contract to be expanded by a rider to theory action as defined in EO 12866tension of benefits, continuation or con-
pre-1997 contract if the rider would con-Therefore, a regulatory assessment is neersion of coverage, discontinuance anc
stitute a qualified long-term care insurrequired. It has also been determined the¢placement of policies, unintentional
ance contract if it were issued as a sepaection 553(b) of the Administrative Prodapse, disclosure, prohibitions against
rate contract. cedure Act (5 U.S.C. chapter 5) does ngiost-claims underwriting, minimum stan-

Finally, it was suggested that the grandapply to these regulations, and becauskards, inflation protection, prohibitions
father provisions of the final regulationsthe regulations do not impose a collectioagainst pre-existing conditions exclusions
should be effective immediately. Theof information on small entities, the Reg-and probationary periods, and prior hospi-
final regulations with respect to contractsilatory Flexibility Act (5 U.S.C. chapter talization. The requirements for qualified
issued before 1997 are effective Janua®) does not apply. Pursuant to sectiolong-term care insurance contracts unde
1,1999. 7805(f) of the Internal Revenue Code, theection 4980C relate to application forms
. notice of proposed rulemaking precedingnd replacement coverage, reporting re
S'tandards before the Effective Date of th9nese regulations was submitted to thguirements, filing requirements for mar-
Final Regulations Chief Counsel for Advocacy of the Smallketing, standards for marketing, appropri-

The consumer protection provisions ifBusiness Administration for comment orateness of recommended purchase

the final regulations apply with respect tdts impact on small business. standard format outline of coverage, de-
contracts issued after December 10, 1999, .\ livery of a shopper’s guide, right to re-
Taxpayers may continue to re'y on Notice g turn, outline of coverage, certificates

97-31 with respect to contracts issued on The principal author of these regulaU"d€r g9roup plans, policy summary,
or before that date. In addition, a contragfons is Katherine A. Hossofsky, Office of MONtIY reports on accelerated death ben
issued on or before December 10, 1999ssjstant Chief Counsel (Financial Insti-£fits: and incontestability period.
will not be treated as failing to satisfy theytions & Products). However, other per- (P) Coordination with State require-
consumer protection requirements of segonne| from the IRS and Treasury Depar{-nen,ts_(l) Contracts issued in a State
tion 7702B(g) or 4980C of the Code if theyent participated in their development. Nat iMPOses more stringent requirements
contract satisfies the requirements of the If a State imposes a requirement that i
final regulations. Taxpayers may not rely I R more stringent than the analogous re:
on Notice 97-31 with respect to contract quirement imposed by section 7702B(g)
issued after December 10, 1999. or 4980C, then, under section 4980C(f),
The final regulations are effective Jan compliance with the more stringent re-
uary 1, 1999, with respect to pre-1997 Accordingly, 26 CFR part 1 is amendedluirement of State law is considered com:

i\doption of Amendments to the
Regulations

long-term care insurance contracts. TaXgs follows: pliance with the parallel requirement of
payers may continue to rely on Notice section 7702B(g) or 4980C. The princi-
97-31 for the purpose of determinind®ART 1—INCOME TAXES ples of paragraph (b)(3) of this section

whether a change made before January 1, L apply to any case in which a State im-
1999, to a pre-1997 contract is treated as Paragraph 1. The authonty citation for,oq o requirement that is more stringer
the issuance of a new contract. In addRart 1 continues to read in pirii‘s followsan the analogous requirement impose
tion, a change made before that date to aAuthority: 26 U.S.C. 7805 y section 7702B(g) or 4980C (as de-
pre-1997 contract will not be treated as Par. 2. Sections 1.7702B—1 anqnaq in this paragraph (b)(1)), but in
the issuance of a new contract if thd-7702B-2 are added to read as foIIows:WhiCh there has been a failure to comply

change is not treated as .the issuanqe 0%?.77028—1 Consumer protection with that State requirement.
new contract under the final re_gulatlonsf.)rovi sions. (2) Contracts issued in a State that has
Taxpayers may not rely on Notice 97-3 adopted the model provisionsf a State

with respect to changes made on or after (a) In general. Under sections imposes a requirement that is the same ¢
January 1, 1999. 7702B(b)(1)(F), 7702B(g), and 4980C the parallel requirement imposed by sec-
qualified long-term care insurance contion 7702B(g) or 4980C, compliance with
tracts and issuers of those contracts are t#at requirement of State law is consid-
It has been determined that this Treajuired to satisfy certain provisions of theered compliance with the parallel require-
sury decision is not a significant regulalLong-Term Care Insurance Model Actment of section 7702B(g) or 4980C, and
(Model Act) and Long-Term Care Insur-failure to comply with that requirement of
? As was indicated in the preamble to the prognce Model Regulation (Model RegulaState law is considered failure to comply
posed regulations, certain of the consumer protegiqny promulgated by the National Associwith the parallel requirement of section
tion requirements would not apply to such a rider. .. ..
Specifically, sections 7702B(g)(2)(A)()(I11), ation of Insurance Commissioners/702B(g) or 4980C.
7702B(g)(2)(A)()(V), 7702B(g)2)(A)M) vy (NAIC), as adopted as of January 1993. (3) Contracts issued in a State that has
(other than section 9B of the NAIC Model regula-The requirements for qualified long-termnot adopted the model provisions or more
tion), 7702B(9)(2)(A)(1)(X), 7702B(9)(3). care insurance contracts under secticstringent requirementslf a State has not
t7h7028(9)(4)' 4980C(QD)(A). and 4980C()(2) of 77058 1h)(1)(F) and (g) relate to guaranadopted the Model Act, the Model Regu-
e Internal Revenue Code would apply only the . L . .
first time a contract is purchased, and would not€€d renewal or noncancellability, prohidation, or a requirement that is the same a

apply to the purchase of a rider. bitions on limitations and exclusions, exor more stringent than the analogous re
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quirement imposed by section 7702B(gject on August 21, 1996), regardless oéxcept as provided in paragraph (b)(4)(ii)
or 4980C, then the language, caption, fothe terminology used by the State in desf this section, the following changes are
mat, and content requirements imposesktribing the insurance coverage. treated as the issuance of a new con
by sections 7702B(g) and 4980C with re- (3) Issue date of a contraet(i) In gen- tract—
spect to contracts, applications, outlinesral. Except as otherwise provided in this (A) A change in the terms of a contract
of coverage, policy summaries, and noparagraph (b)(3), the issue date of a cothat alters the amount or timing of an item
tices will be considered satisfied for aract is the issue date assigned to the copayable by either the policyholder (or cer-
contract subject to the law of that State ifract by the insurance company. In ndificate holder), the insured, or the insur-
the language, caption, format, and contemivent is the issue date earlier than the dadece company;
are substantially similar to those requirethe policyholder submitted a signed appli- (B) A substitution of the insured under
under the parallel provision of the Modekation for coverage to the insurance conan individual contract; or
Act or Model Regulation. Only nonsub-pany. If the period between the date the (C) A change (other than an immaterial
stantive deviations are permitted in ordegsigned application is submitted to the inehange) in the contractual terms, or in the
for language, caption, format, and contergurance company and the date coveragéan under which the contract was issued.
to be considered substantially similar tainder the contract actually becomes efelating to eligibility for membership in
the requirements of the Model Act orfective is substantially longer than undethe group covered under a group contract.
Model Regulation. the insurance company’s usual business (ii) Exceptions. For purposes of this
(c) Effective date.This section applies practice, then the issue date is the later paragraph (b)(4), the following changes
with respect to contracts issued after Dahe date coverage under the contract bare not treated as the issuance of a ney
cember 10, 1999. comes effective or the issue date assignedntract—
to the contract by the insurance company. (A) A policyholder’s exercise of any
A policyholder’s right to return a contractright provided under the terms of the con-
within a free-look period following deliv- tract as in effect on December 31, 1996,
(a) Scope. The definitions and special €'y for a full refund of any premiums paidor a right required by applicable State law
provisions of this section apply solely forS not taken into account in determiningo be provided to the policyholder;
purposes of determining whether an inthe contracts issue date. (B) A change in the mode of premium
surance contract (other than a qualified (ii) Special rule for group contracts. payment (for example, a change from
long-term care insurance contract delhe issue date of a group contract (includnonthly to quarterly premiums);
scribed in section 7702B(b) and any regung any certificate issued thereunder) is (C) In the case of a policy that is guar-
lations issued thereunder) is treated astBe date on which coverage under thanteed renewable or noncancellable, &
qualified long-term care insurance congroup contract becomes effective. classwide increase or decrease in premi:
tract for purposes of the Internal Revenue (iii) Exchange of contract or certainums;
Code under section 321(f)(2) of thechanges in a contract treated as a new is- (D) Areduction in premiums due to the
Health Insurance Portability and Accountsuance. For purposes of this paragraptpurchase of a long-term care insurance
ability Act of 1996 (Public Law 104-191). (b)(3)— contract by a family member of the poli-
(b) Pre-1997 long-term care insurance (A) A contract issued in exchange forcyholder;
contracts—(1) In general. A pre-1997 an existing contract after December 31, (E) A reduction in coverage (with a
long-term care insurance contract i4996, is considered a contract issued afteorresponding reduction in premiums)
treated as a qualified long-term care inthat date; made at the request of a policyholder;
surance contract, regardless of whether (B) Any change described in paragraph (F) Areduction in premiums as a result
the contract satisfies section 7702B(bfb)(4) of this section is treated as the issf extending to an individual policyholder
and any regulations issued thereunder. suance of a new contract with an issua discount applicable to similar categories
(2) Pre-1997 long-term care insurancedate no earlier than the date the changé individuals pursuant to a premium rate
contract defined.A pre-1997 long-term goes into effect; and structure that was in effect on December
care insurance contract is any insurance (C) If a change described in paragrapB1, 1996, for the issuer’'s pre-1997 long-
contract with an issue date before Januaf)(4) of this section occurs with regard tderm care insurance contracts of the same
1, 1997, that met the long-term care insuene or more, but fewer than all, of the certype;
ance requirements of the State in whictificates evidencing coverage under a (G) The addition, without an increase
the contract was sitused on the issue dagroup contract, then the insurance covein premiums, of alternative forms of ben-
For this purpose, the long-term care insuage under the changed certificates igfits that may be selected by the policy-
ance requirements of the State are thieeated as coverage under a newly issuéalder;
State laws (including statutory and adgroup contract (and the insurance cover- (H) The addition of a rider (including
ministrative law) that are intended to regage provided by any unchanged certifiany similarly identifiable amendment) to
ulate insurance coverage that constitutesite continues to be treated as coveragepre-1997 long-term care insurance con-
“long-term care insurance” (as defined irunder the original group contract). tract in any case in which the rider, if is-
section 4 of the National Association of (4) Changes treated as the issuance &fued as a separate contract of insurance
Insurance Commissioners (NAIC) Long-a new contraet—(i) In general. For pur- would itself be a qualified long-term care
Term Care Insurance Model Act, as in efposes of paragraph (b)(3) of this sectiorinsurance contract under section 7702B

§1.7702B-2 Special rules for pre-1997
long-term care insurance contracts.



and any regulations issued thereunder (irthe right to return the contract within 15 days fol-cember 31, 1996, the contract met the long-term
cluding the consumer protection prOViJOWi_ng delivery for a refund of ell prerrriums paid. care insurance requirements of the State ir1 which
sions in section 7702B(g) to the extent ap- (ii) Under paragraph (b)(_3)(|) of this section, thethe contract was srtuseq. - In 1996_,_the policy was

. .. . Issue date of the contract is December 20, 199@mended to add a provision requiring the policy-
plicable to the addition of a rider); Thus, the contract is a pre-1997 long-term care irfolder to be offered the right to increase dollar limits

(I) The deletion of a rider or provisionsyrance contract that is treated as a qualified longer inflation every three years (without the policy-
of a contract that prohibited coordinationerm care insurance contract. holder being required to pass a physical or satisfy
of benefits with Medicare (often referred Example 2(i) The facts are the same asBr- any other underwriting requirements). During 2002,
to as an HHS (Health and Human Se'@mple 1,except that the insurance coverage unde® elecrs to increarse the arnourrt of insurance cover-

. . . the contract does not become effective until Marchage (with a resulting premium increase) pursuant to
vices) rider); ) ) _1,1997. Under the insurance company’s usual bughe inflation provision.

(J) The effectuation of a continuationess practice, the period between the date of the ap-(ii) Under paragraph (b)(4)(ii)(A) of this section,
or conversion of coverage right that iglication and the date the contract becomes effectih increase in the amount of insurance coverage at
provided under a pre_1997 group contrads 30 days or less. the election of the policyholder (without the insur-
and that, in accordance with the terms of (i) Under paragraph (b)(3)() of this section, theancehcolr.np.an?"s consent arl'.d ‘a’itrr“t “.”dher‘;‘”iti”g

. issue date of the contract is March 1, 1997. Thu@r other limitations on the policyholder’s rights) pur-
the Contracft as in effect on December 3 e contract is not a pre-1997 long-term care insuguant to a pre-1997 inflation provision is not treated
1996, provides for coverage under an ing,.o contract, and, accordingly, the contract mugé the issuance of a new contract. Thus, C's contract
dividual contract following an individ- meet the requirements of section 7702B(b) and arfpntinues to be a pre-1997 long-term care insurance
ual’s ineligibility for continued coverage regulations issued thereunder to be a qualified longontract that is treated as a qualified long-term care
under the group contract; and term care insurance contract. insurance contract.

K) The substitution of one insurer for EXample 3 () B, an individual, is the policy- : : L
(K) holder under a long-term care insurance contract (C) Effective dateThis section is effec-

another insurer in an assumption reiNSUf; ased in 1995. On June 15, 2000, the insurartiye January 1, 1999.

ance transaction. coverage and premiums under the contract are in-

(5) Examples.The following examples creased by agreement between B and the insurance David A. Mader,
illustrate the principles of this paragraptsompany. Acting Deputy Commissioner of
(b): (i) Under paragraph (b)(4)(i)(A) of this section, Internal Revenue.

a change in the terms of a contract that alters the
i indi- amount or timing of an item payable by the policy-

_ Example ]_..(l) Or1 December 33 1996, A,_an indi _ g pay : y p yApproved November 24, 1998.
vidual, submits a signed application to an insurandeolder or the insurance company is treated as the is-
company to purchase a nursing home contract thauance of a new contract. Thus, B’s coverage is
meets the long-term care insurance requirements Beated as coverage under a contract issued on June

Donald C. Lubick,

the State in which the contract is sitused. The insul5, 2000, and, accordingly, the contract must meet Assistant Secretary of
ance company decides on December 20, 1996, thatlie requirements of section 7702B(b) and any regu- the Treasury.
will issue the contract, and assigns December 2@tions issued thereunder in order to be a qualified

1996, as the issue date for the contract. Under theng-term care insurance contract. (Filed by the Office of the Federal Register on De-

terms of the contract, A's insurance coverage be- Example 4. (i) C, an individual, is the policy- cember 9, 1998, 8:45 a.m., and published in the
comes effective on January 1, 1997. The comparholder under a long-term care insurance contragisue of the Federal Register for December 10, 1998,
delivers the contract to A on January 3, 1997. A hasurchased in 1994. At that time and through De63 F.R. 68184)



