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(C) A change (other than an immaterial
change) in the eligibility for membership
in the group covered under a group 
contract.

(ii) Exceptions. For purposes of this
paragraph (b)(4), the following changes
are not treated as a material change:

(A)  A policyholder’s exercise of any
right provided under the terms of the con-
tract as in effect on December 31, 1996,
or a right required by applicable State law
to be provided to the policyholder;

(B)  A change in the mode of premium
payment (for example, a change from
monthly to quarterly premiums);

(C)  In the case of a policy that is guar-
anteed renewable or noncancellable, 
a classwide increase or decrease in 
premiums;

(D)  A reduction in premiums due to the
purchase of a long-term care insurance
contract by a family member of the poli-
cyholder;

(E)  A reduction in coverage (with a
corresponding reduction in premiums)
made at the request of a policyholder;

(F)  The addition, without an increase in
premiums, of alternative forms of benefits
that may be selected by the policyholder;

(G)  The addition of a rider (including
any similarly identifiable amendment) to
a pre-1997 long-term care insurance con-
tract in any case in which the rider, if is-
sued as a separate contract of insurance,
would itself be a qualified long-term care
insurance contract under section 7702B
and any regulations issued thereunder (in-
cluding the consumer protection provi-
sions in section 7702B(g) to the extent ap-
plicable to the addition of a rider);

(H)  The deletion of a rider or provision
of a contract (often referred to as an HHS
rider) that prohibited coordination of ben-
efits with Medicare; and 

(I)  The effectuation of a continuation
or conversion of coverage right provided
under a group contract following an indi-
vidual’s ineligibility for continued cover-
age under the group contract.

(5) Examples. The following examples
illustrate the principles of this paragraph
(b):

Example 1. (i)  On December 3, 1996, A, an indi-
vidual, submits a signed application to an insurance
company to purchase a nursing home contract that
meets the long-term care insurance requirements of
the State in which the contract is sitused.  The insur-
ance company decides on December 20, 1996, that it

will issue the contract, and assigns December 20,
1996, as the issue date for the contract.  Under the
terms of the contract, A’s insurance coverage be-
comes effective on January 1, 1997.  The company
delivers the contract to A on January 3, 1997.  A has
the right to return the contract within 15 days fol-
lowing delivery for a refund of all premiums paid.

(ii)  Under paragraph (b)(3)(i) of this section, the
issue date of the contract is December 20, 1996.
Thus, the contract is a pre-1997 long-term care in-
surance contract that is treated as a qualified long-
term care insurance contract.

Example 2. (i)  The facts are the same as in Ex-
ample 1, except that the insurance coverage under
the contract does not become effective until March
1, 1997.  Under the insurance company’s usual busi-
ness practice, the period between the date of the ap-
plication and the date the contract becomes effective
is 30 days or less.

(ii)  Under paragraph (b)(3)(i) of this section, the
issue date of the contract is March 1, 1997.  Thus,
the contract is not a pre-1997 long-term care insur-
ance contract, and, accordingly, the contract must
meet the requirements of section 7702B(b) and any
regulations issued thereunder to be a qualified long-
term care insurance contract.

Example 3. (i)  B, an individual, is the policy-
holder under a long-term care insurance contract pur-
chased in 1995.  On June 15, 2000, the insurance cov-
erage and premiums under the contract are increased
by agreement between B and the insurance company.

(ii)  Under paragraph (b)(4)(i)(A) of this section,
a change in the terms of a contract that alters the
amount or timing of an item payable by the policy-
holder or the insurance company is a material
change in the contract.  Thus, B’s coverage is treated
as coverage under a contract issued on June 15,
2000, and, accordingly, the contract must meet the
requirements of section 7702B(b) and any regula-
tions issued thereunder in order to be a qualified
long-term care insurance contract.

Example 4. (i)  C, an individual, is the policy-
holder under a long-term care insurance contract
purchased in 1994.  At that time and through De-
cember 31, 1996, the contract met the long-term
care insurance requirements of the State in which
the contract was sitused.  In 1996, the policy was
amended to add a provision requiring the policy-
holder to be offered the right to increase dollar limits
for inflation every three years (without the policy-
holder being required to pass a physical or satisfy
any other underwriting requirements).  During 2002,
C elects to increase the amount of insurance cover-
age (with a resulting premium increase) pursuant to
the inflation protection provision.

(ii)  Under paragraph (b)(4)(ii)(A) of this section,
an increase in the amount of insurance coverage at
the election of the policyholder (without the insur-
ance company’s consent and without underwriting
or other limitations on the policyholder’s rights) pur-
suant to a pre-1997 inflation protection provision
does not constitute a material change in the contract.
Thus, C’s contract continues to be a pre-1997 long-
term care insurance contract that is treated as a qual-
ified long-term care insurance contract.

Michael P. Dolan,
Deputy Commissioner of 

Internal Revenue.

(Filed by the Office of the Federal Register on
December 31, 1997, 8:45 a.m., and published in the
issue of the Federal Register for January 2, 1998, 63
F.R. 35)
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AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Notice of proposed rulemak-
ing by cross-reference to temporary regu-
lations and notice of public hearing.

SUMMARY: In T.D. 8753, page 6 of
this Bulletin, the IRS and Treasury De-
partment are issuing a temporary regula-
tion under section 356(e) of the Internal
Revenue Code (Code) relating to the re-
ceipt of nonqualified preferred stock in
certain exchanges.  The temporary regula-
tion provides guidance on when nonquali-
fied preferred stock (as defined in section
351(g)(2)) will not be treated as stock or
securities for purposes of sections 354,
355, and 356.  The guidance also ad-
dresses the treatment of the receipt of a
right to acquire nonqualified preferred
stock.  The temporary regulation provides
that in certain circumstances the terms
stock and securities will not include non-
qualified preferred stock, or a right to ac-
quire such stock, when received in ex-
change for stock or rights to acquire
stock.  The text of the temporary regula-
tion also serves as the text of this pro-
posed regulation.  This document also
provides notice of a public hearing on this
proposed regulation.

DATES: Written comments must be re-
ceived by April 6, 1998.  Requests to ap-
pear and outlines of topics to be discussed
at the public hearing scheduled for May 5,
1998, at 10 a.m. must be received by
April 14, 1998.

ADDRESSES: Send submissions to:
CC:DOM:CORP:R [REG–121755–97],
room 5226, Internal Revenue Service,
POB 7604, Ben Franklin Station, Wash-
ington, DC 20044.  Submissions may be
hand delivered between the hours of 8
a.m. and 5 p.m. to: CC:DOM:CORP:R
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[REG–121755–97], Courier’s Desk, In-
ternal Revenue Service, 1111 Constitution
Avenue NW, Washington, DC. Alterna-
tively, taxpayers may submit comments
electronically via the Internet by selecting
the “Tax Regs” option on the IRS Home
Page or by submitting comments directly
to the IRS Internet site at: http://www.irs.
ustreas.gov/prod/tax_regs/comments.html
. The public hearing will be held in room
2615, Internal Revenue Building, 1111
Constitution Avenue NW, Washington,
DC 20224.

FOR FURTHER INFORMATION
CONTACT: Concerning the proposed
regulation, Michael J. Danbury, (202)
622-7750; concerning submissions and
the public hearing, LaNita Van Dyke,
(202) 622-7180 (not toll-free numbers).

SUPPLEMENTARY INFORMATION:

Background

A temporary regulation in T.D. 8753
amends the Income Tax Regulations (26
CFR part 1) relating to section 356 by
adding §1.356–6T.  The text of that tem-
porary regulation also serves as the text of
this proposed regulation.  The preamble to
the temporary regulation explains the rea-
son for the addition.

Special Analyses

It has been determined that this notice of
proposed rulemaking is not a significant
regulatory action as defined in EO 12866.
Therefore, a regulatory assessment is not
required.  It has also been determined that
section 553(b) of the Administrative Pro-
cedure Act (5 U.S.C. chapter 5) does not
apply to this regulation.  Because the regu-
lation does not impose a collection of in-
formation on small entities, the Regulatory
Flexibility Act (5 U.S.C. chapter 6) does
not apply.  Pursuant to section 7805(f) of
the Code, this notice of proposed rulemak-
ing will be submitted to the Chief Counsel
for Advocacy of the Small Business Ad-
ministration for comment on its impact on
small business.

Comments and Public Hearing

Before this proposed regulation is
adopted as a final regulation, considera-
tion will be given to any written com-
ments (a signed original and eight (8)

copies) that are submitted timely to the
IRS.  All comments will be available for
public inspection and copying.

A public hearing has been scheduled
for May 5, 1998, at 10 a.m. in room 2615,
Internal Revenue Building, 1111 Consti-
tution Ave., NW, Washington, DC.  Be-
cause of access restrictions, visitors will
not be admitted beyond the building
lobby more than 15 minutes before the
hearing starts.

The rules of 26 CFR 601.601(a)(3)
apply to the hearing.

Persons who wish to present oral com-
ments at the hearing must submit written
comments by April 6, 1998, and submit
an outline of the topics to be discussed
and the time to be devoted to each topic
(signed original and eight (8) copies) by
April 14, 1998.

A period of 10 minutes will be allotted
to each person for making comments.

An agenda showing the scheduling of
the speakers will be prepared after the
deadline for receiving outlines has
passed. Copies of the agenda will be
available free of charge at the hearing.

Drafting Information

The principal author of this regulation
is Michael J. Danbury of the Office of As-
sistant Chief Counsel (Corporate).  How-
ever, other personnel from the IRS and
Treasury Department participated in its
development.

*  *  *  *  *

Proposed Amendments to the Regulations

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows: 

PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 continues to read, in part, as follows:

Authority: 26 U.S.C. 7805 * * *
Par 2. Section 1.356–6 is added to

read as follows:

§1.356–6  Rules for treatment of
nonqualified preferred stock as “other
property.”

[The text of this proposed section is the
same as the text of §1.356–6T published
in T.D. 8753.]

Michael P. Dolan,
Deputy Commissioner of 

Internal Revenue.

(Filed by the Office of the Federal Register on
January 5, 1998, 8:45 a.m., and published in the
issue of the Federal Register for January 6, 1998, 63
F.R. 453)

Notice of Proposed Rulemaking

Civil Cause of Action for Certain
Unauthorized Collection Actions

REG–251502–96

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Notice of proposed rulemak-
ing.

SUMMARY: This document contains pro-
posed regulations relating to civil causes of
action for damages caused by unlawful
collection actions of officers and employ-
ees of the Internal Revenue Service (IRS).
The proposed regulations reflect amend-
ments made by the Taxpayer Bill of Rights
2. The proposed regulations affect all tax-
payers who file civil actions for damages
caused by unlawful collection actions of
officers or employees of the IRS.

DATES: Written comments and requests
for a public hearing must be received by
March 31, 1998.

ADDRESSES: Send submissions to:
CC:DOM:CORP:R (REG–251502–96),
room 5226, Internal Revenue Service,
POB 7604, Ben Franklin Station, Wash-
ington, DC 20044. Submissions may be
hand delivered between the hours of 8
a.m. and 5 p.m. to: CC:DOM:CORP:R
(REG–251502–96), Courier’s Desk, In-
ternal Revenue Service, 1111 Constitution
Avenue NW, Washington, DC. Alterna-
tively, taxpayers may submit comments
electronically via the Internet by selecting
the “Tax Regs" option on the IRS Home
Page, or by submitting comments directly
to the IRS Internet site at http://www.irs.
ustreas.gov/prod/tax–regs/comments.html.

FOR FURTHER INFORMATION CON-
TACT: Kevin B. Connelly, (202) 622-
3640 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

This document contains proposed
amendments to the Procedure and Admin-


