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TAX ACT (HEART ACT) oF 2008
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MENTAL HEALTH PARITY AND ADDICTION
EQuUITY ACT OF 2008

HEART ACT

As reported to clients in June, The Heart Act, erdés Earnings Assistance and Relief Tax Act, vgaeed into
law by President Bush on June 18, 2008. Thislktg® contains many forms of tax relief to milggyersonnel,
veterans and public servants, including Peace Garosmiteers and AmeriCorps volunteers, and spedifioffers
tax-related benefits associated with employer-spaasretirement plans, IRA’s and Coverdell Educaavings
Accounts (ESA’s). This bill closed the tax loophthat allowed defense contractors to avoid paitiageportedly
fair share of taxes.

The bill was introduced on May 18, passed the H@§d88 Ayes, 0 Nays, 30 Present/Not Voting) on Mayaad
passed the Senate with unanimous consent on May 22 legislation was sponsored in the House by ®egrles
Rangel (D-NY) and co-sponsored by 28 legislatand, @-sponsored in the Senate by Senators Johy Kiedr
Barack Obama.

The HEART Act amends the IRS Code and the Socieli@g Act to provide certain tax benefits and intiees to
military personnel, including distributions fromfeteria plans and retirement plan provisions.

Funds that will be used to pay for these benefitaefrom defense contractors that were reportestipaying
Social Security and Medicare Taxes by creating sieahpanies in the Cayman Islands. The Fair SAat®f
2008, introduced in March, ended the practice of@ésernment contractors setting up shell companiésreign
jurisdictions to avoid payroll taxes. The HEARTtAeacludes several provisions included in the liegisn
introduced by Kerry and Senator Gordon Smith (Dedon) in January, 2007. The Active Duty MilitargxXTRelief
of 2007’s goal was to “bolster military familieschemall businesses that employ reservists”.

Distributions from Cafeteria Plans for Qualified Reservists

Under the HEART ACT, distributions of unused amatinta Flexible Spending Account (FSA) are allowed
reservists called to active duty (sec 114). “(iglireservist distributions” can be made from altheFSAwithout
subjecting all other amounts in the health FSAriméediate taxation. Distributions under the HEARGt ill be
taxable to the individual. This provision will @l military personnel called into military serviedno may not be
able to use the entire amount credited to his/afateria plan or health FSA to cash out the unbsefits and not
forfeit them under the “use it or lose it” rule.

! Senate Passes Kerry-Obama Legislation to Close K®R_oophole, Provide Tax Relief for Troops, Nevan,
May 22, 2008.
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A qualified reservist distribution is a distributi@f all or a portion of unused amounts in a heB&A belonging to
reservists ordered or called to active duty, predid
a) the order or call to active duty is for a peradaver 179 days or for an indefinite period and
b) the distribution is made between the date obtider or call and the last date that reimbursesieain the
health FSA could otherwise be made for the plam test includes the date of the order or call tiivac
duty.

This provision will apply to distributions madeexfthe date that the HEART Act is enacted (TBD).

Plan sponsors wishing to allow qualified reservististributions will need to amend their plan documts
accordingly and issue summaries of material moditmon (SMMs) describing these distributions to athfeteria
plan participants.

Unanswered questions at this time include the effea plan’s obligations (if any) to provide doogtion of
coverage under USERRA and COBRA. Guidance is ¢gdean these issues from the IRS.

Retirement Plan Provisions
The HEART Act also includes other provisions apgthile to employee benefit/retirement benefit plans.

a) Tax qualified pension plans, including 401(@)3¢) and 457 plans are required to provide surgiod
plan participants who die while performing militesgrvice any additional benefits, such as acceldrat
vesting or incidental death benefits, that are joled under such plans for active participants wiay die
while employed (Sec 104). The HEART Act treatsdbeeased agturning to employment with the
employer firstand then dying and determining benefits. Undeiageretirement plan rules, additional
benefit service may be accrued under a retirenantfpr those participants who die or become disgbl
while in military service before returning to theagloyer. These provisions are effective for deatt
disabilities occurring after January 1, 2007.

b) A tax-free rollover of any military death berigfayment can be made to a survivor's ROTH IRAooar
educational savings account, regardless of thésliori contributions to such accounts (Sec 109js iBh
generally effective for payments made with respeceaths occurring on or after the date of enactme
for contributions made within one year of enactnthré to deaths occurring on or after October 71200

c) The exemption from the 10% penalty for the premeawithdrawals from retirement plans and theigbil
to repay such distribution for two years after ¢inel of active duty that expired December 31, 280Yoiv
made permanent (Sec 107). This provision appliesy individual called or ordered to active miljta
duty on or after December 31, 2007.

Mental Health Parity

In Title IV, The HEART ACT also amends the InterfRdvenue Code, ERISA and the Public Health Seatdo
extend through 2008 Mental Health Parity requireimapplicable to mental health benefits offeredjimup health
plans. This one year extension requires thaticegt@up plans provide the same coverage for méwalth
benefits that they provide for medical and surgimiefits.

Other Provisions
Other provisions in the Act includes other prousi®f interest to the Social Security Administratio

Taxable Wage Exclusions for Volunteer Firefightersand Medical Responders
a) The IRS Code and the Social Security Act woddimended to exclude from FICA taxable
wages any property tax rebate or other qualifietebeprovided to volunteer firefighters and
emergency responders in return for labor serviges (L15). The IRS has previously ruled that
such payments would constitute compensation fatices performed. This would be effective as
if incluzded in Section 5 of the Mortgage Forgiven&ebt Relief Act of 2007 (ie January 1,
2008):

% Social Security Legislative Bulletin, Number 118;May 20, 2008
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Military and National Service Related Changes to th SSI Program

a) Treats most cash military compensation as eanuetne for SSI purposes.

b) Codifies SSA'’s policy regarding consideratiorpafatized military housing allowances.

c) Excludes state-provided pensions for aged, btindlisabled veterans (or their spouses) from
income consideration for SSI purposes (Sec 202).

d) Would exclude any cash or in-kind benefits pded under an AmeriCorps program from income
consideration for SSI purposes (Sec 203).

e) All SSl-related provisions would be effective Beenefits payable for months beginning 60 days
after enactment.

Title I: Benefits for Military

a) (Sec 101) Exempts married taxpayers who fil@ra tax return from the identification
requirement for the 2008 recovery tax rebate iéast one of the filers is a current member of the
Armed Forces.

b) (Sec 102) Makes permanent the election to trembat zone compensation as earned income for
the purposes of the earned income tax credit.

c) (Sec 103) Makes permanent the exemption fronfittstetime homebuyer rule for veterans using
mortgage revenue bonds to purchase a residence.

Reference Sources:

GovTrack.us, HR 6081: Heroes Earnings AssistandeRaatief Tax Act of 2008

Social Security Legislative Bulletin Number 110-2&y 20, 2008

HR 6081 Bill Text

National Association of Health Underwriters Legisla Update, June 5, 2008

“Senate Passes Kerry-Obama Legislation to Close KBRLoophole, Provide Tax Relief for Troops”, Sena
Newsroom, May 22, 2008

HR 6081 Bill Summary, 5-22-08, THOMAS, Library ob@gress

FORM 5500 ELECTRONIC FILING
FINAL RULES

After close to a year's delay, the U.S. Departnudritabor issued final rules for the filing of therii 5500, the
annual report employers must file for employee fiepkans. The final rules were issued and puldisin the
Federal Register on November 16, 2007. This regula delay of plan sponsors until January 1, 200 mply
with the new mandatory electronic filing system.

MENTAL HEALTH PARITY AND ADDICTION
EQUITY ACT OF 2008

The Emergency Economic Stabilization Act of 2008780 billion financial markets rescue packagegfesi to
save our economy, herein referred to as HR 1424yded more than bail-out provisions for the finahmarkets.
This new law, signed by President Bush on Octob2088, also included provisions for mental heatill physical
illness equality, or mental health parity.

Overview

The Paul Wellstone and Pete Domenici Mental HeRittity and Addiction Equity Act of 2008 was incorated
into HR1424, leaving in its wake full parity for diéh/iliness plans and mental health disorders. 14R4 does not
mandate group health plans to offer mental healtleiage, but if a health plan offers mental heladthefits, it must
provide equivalent benefits for mental illness anldstance abuse. “No longer will we allow mentlth to be
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treated as a stepchild in the healthcare systemnidhici said recently. “If you have insurance ntigeur mental
health care must be equal to the benefits youayetify other disease.”

HR 1424 requires full parity for mental health biiseincluding deductibles, co-pays, out-of-pockeiximums,
inpatient and outpatient visits, and co-insurangémployers with less than 50 employees are exempt.

The New York Times (Oct. 6, 2008, A13, Pear) reptidore than one-third of all Americans will soceceive
better insurance coverage for mental-health tre@isrigecause of a new law that, for the first tireguires equal
coverage of mental and physical illnesses.” Thagjtiirement, included in the economic bailout thidit President
Bush signed on Friday [Oct 3] is the result of £2ng of passionate advocacy by friends and retatifpeople
with mental illness and addiction disorders. THegcribed the new law as a milestone in the qoestvil rights,
an effort to end insurance discrimination, andetuce the stigma of mental illness.” At the présénost
employers and group health plans provide less egecfor metal healthcare than for the treatmephgsical
conditions like cancer, heart disease, or brokemebo They will need to adjust their benefits tmpty with the
new law, which requires equivalence, or paritythie coverage.®

According to the Wall Street Journal (10/4/08, Udethe bill is named for Senator Pete DomeniciNIR4), who
began work on the bill over a decade ago, “afterdaiughter Clare...was diagnosed with schizophreriaé
Journal noted that the bill “stalled for years &lygbecause of opposition from Republicans whoratled the
House.” *

The Republican Senator (Domenici) from New Mexipergt 35 years in the Senate, is now 76 years pitlisa
retiring after being diagnosed with an incurabkegeherative brain disease. His original partnérisrmental-
health efforts was Senator Paul Wellstone of Minteeswho you may recall died in a plane crash i6220Senator
Edward Kennedy of Massachusetts took up the cdteseMr. Wellstone’s death. Senator Domenici, afteelve
years and numerous setbacks, finally saw succdss gquest. “Happy is not quite the word,” Doméstated.

“I'm glad we're finished, but it's been such a loagleal.” ®

Equity in Benefits

The law calls focomplete equity in the financial requirements afigl such as deductibles, coinsurance, co-
payments and out-of-pocket expenses. This mean# trour medical plan has a $10 office co-payhviti00%
coverage thereafter for a medical visit, then yoental health benefits must also have a $10 conjithy1 00%
coverage thereafter for an outpatient visit. #rthis a medical $250 deductible, the same $250ati®te applies
for mental health. If you have a $3,000 out-offganaximum, you can no longer exclude mental hdsnefits
from that $3,000 out-of-pocket maximum.

There is also to biill equity in treatment limits This includes caps on the number and frequehuisits, limits of
coverage days, plan limits or other similar linmégarding the scope and duration of mental hegdtitrnent. So, if
your mental health benefits have a maximum of 2@s/per year outpatient, or a $10,000 annual 6¢rCKD
lifetime maximum, these will no longer be allowed.

Plans must also hawguality in out-of-network coverageor example, if you offer a PPO plan, allowingdical
benefits to be paid in or out of network, then yaust also allow mental health benefits to be paidriout of
network. This may mean that you will want to adeihtal health providers to your PPO plan.... Not &8CP
networks cover mental health providers (althougheswill likely add them to their contacts soonjon& of our
clients’ plans had mental health benefits availableetwork, but excluded them out of network tefehe costs
down. You will no longer be allowed to do thig.ybu offer an EPO (Exclusive Provider Plan) whallebenefits
must be paid in network, then your mental healiiefies must also be in network. Having no out-efwork

3 New York Times October 6, 2008, Bailout Provides More Mental lte€overage, Robert Pear

* The Wall Street JournaDctober 4, 2008, After 12-Year Quest, DomeniMental-Health Bill Succeeds, Sarah
Lueck

® The Wall Street Journal, October 4, 2008, AftefYEar Quest, Domenici’s Mental-Health Bill SucceeS8larah
Lueck
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mental health benefits available in this scenaald be acceptable, since they are not allowetlemtedical
portion of the plan.

Medical Necessity or Denial Provisions/Availabilityof Plan Information

Medical information for the criteria for medicalaessity determinations made under the plan for ahéwetalth or
substance abuse claims must be made availableslptah sponsor or insurer to the plan participb@neficiary or
provider upon request, in accordance with the egis. If a claim has been denied, the plan spostsall provide
the participant or beneficiary information on tleason for the denial, upon request.

Who Does It Apply to?

The Mental Health Parity and Addiction Equity A¢t2908 applies to group health plans with 51 orenor
employees. Small plans of 50 or less are exeiBpth mental health and substance abuse benefitshaus
available on the same basis as medical benefithése plans.

ERISA Plans as well as Public Health Service AenBlare subject to the legislation. Regulatiotisbei
promulgated by the United States Department of Ladoed Health and Human Services and the Treasillrigsue
additional regulations within one year. Plans $thowt wait for the regulations, however. It isval/s best to
follow the good faith rule, and use the bill textguide you.

This [federal] legislation will not affect stateata that offer stronger consumer protections on aldmalth or
substance abuse. The federal law will allow tlagesiaws to supersede the federal requiremenktatrcase.

Effective Date

The effective date of the new Mental Health Paaitg Addiction Equity Act will be plan years on dtea one year
after the enactment date. Since this was enact€ttober 3, 2008, thgst available plan year that would
apply would be November 1, 200%since plan years are always on the first of toatim). Thereforeplans
renewing on or after November 1, 2009 should inctuthe new mental health provisions.

There is aspecial rule for collectively bargained plans Amendments made by the Act shall not apply &mpl
years beginning before the later of a) the date/laich the last of the collective bargaining agreetseelating to
the plan terminates (determined without regarchipextension thereof agreed to after the dateeetiactment of
this Act, or b) January 1, 2009. So if you haviettively bargained plans that renew or expireriioyou may
have to comply with the new requirements by Janta®009.

Increased Costs Exemption

The “old” mental health parity act (MHPA) generalgquired that group health plans provide paritthim
application of dollar limits and contained an exéiopfor plans from this requirement if such betsefesulted in a
substantial increase in cost (at least one percéhiyler the new Mental Health Parity and Addictitguity Act of
2008,if this benefit results in an increase for the plagar involved in the actual total costs of coveragth respect
to medical and surgical benefits and mental heaititl substance abuse use disorder benefits undguidne by an
amount that exceeds the applicable 2% in the caffeedirst year and 1% in each subsequent year ptlovisions
of this section shall not apply to the plan.

The exemption applies for one plan year. An emgilayay elect to continue to apply mental healthautgbtance
abuse disorder parity pursuant to this section véipect to the group health plan (or coverage)lved regardless
of any increase in total costs.

The determination of actual increases in costs uthdeplanmust be made by a qualified and licensed actwdry
is a member in good standing of the American Acadefi\ctuaries and must include actual costs ferftist 6
months of the plan year involved. A group healtmghat qualifies for an exemption must notifyrpfzarticipants
and beneficiaries of their election of the exemmtid@ he actuarial report and all underlying docutagon relied on
by the actuary, shall be maintained by the growgithglan or health insurance issuer for a perioél gears
following the notification made.
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If you would like to attempt to use the exemptiba,advised that there are many requirements fer dinid you
mustuse an actuary.

No Sunset Provision
Prior (1997) MHPA legislation had an automatic sinmovision, which required annual approval. Emant of
this law will no longer face a sunset provisioneguire Congress to extend the sunset.

Can We Eliminate Our Mental Health Benefits?

In anticipation of this question, | received a legginion on this topic. | assumed some of owert would ask the
following: “If we have to offer equal benefits fddental Health as Medical, can we simply elimingie mental
health benefits all together?” The new legislattates that you aren’t required to offer mentalthebenefits, but
if you do, they must be equitable with medical biggie My initial concern in cancelling the bendfiad to do with
the HIPAA non-discrimination rules, which statedttljou cannot reduce or eliminate a benefit AFTEffaan was
received on an individual; it would be considerétdminatory. So, my question to the law firm wsa clients
wants to eliminate their mental health benefits, ey, and should we assume that the HIPAA nocridignation
rules would have application here? Would it bet beslo so PRIOR to the enactment of this legistgtbefore
there is a large claim?” Our legal opinion caraekisaying that yes, a benefit such as mentaltheait be
dropped at any time, but there are potential prablé'You raise an excellent point, however, thafpqing
coverage at the point where the new rules kickightrcause some — if they have mental health claitogjuestion
whether the plan is in violation of the HIPAA nosdiimination rules. If the employer can establfsit the
decision was not made to target a particular héatttor, the employer may be able to defend itstipos But, as
you pointed out, dropping the coverage prior todffective date might lessen the chance that acjyzant would
raise such an argument.” Therefore, if you are considering eliminating thental health benefits, decide now!
Definitely do it prior to your plan renewal date onafter November 1, 2009. If you'd like to dissuthis with me
in detail, please call me, so we can assess yaut [gok at options and begin to move toward agi@tiin this
area.

Mixed Feelings

As a health benefits consultant, | have mixed figglion this. On one hand, | realize that some Ipenpy utilize,
or even abuse, this benefit, and the parity heodddouly increase self-funded plan costs considigral always
look at cost savings for our clientslhat is my job On the other hand, the “human side,” thererisahneed for
mental health benefits in so many cases....It's taf@te that people have not treated those withahestlth
disorders fairly, and so many have not had thertreat they need due to the cost, and due to linieztkfits
offered by group health plans in the past. | saayipeople who may benefit greatly from this.... Sdfér this
information to you with the intent of full disclosas Understand that there will be two sides te tin as we try to
figure out what you'd like to do about this law;stes. benefit, and morality vs. corporate decisimaking. |
anticipate this will be a tougher decision than sanay initially think....

Client Considerations

Each of our self-insured clients will need to amémar plan on or before the effective date of Méhtealth Parity.
This will require a detailed review of your hedltnefits plan, to assure complete parity in atficial
requirements, treatment limits and out-of-netwaskerage. We may also need to look at further nétwptions if
your current network has no or limited mental Hegltoviders, as it is always best to use prefepregiders to keep
costs down, especially if we can’t put maximumgtmbenefits any longer.

Again, the majority of the cost burden of this rlew applies to self-insured plans. Fully insuréahg will be at
the mercy of the insurers, as they will likely iease limits or drop the mental health optionsaglether (although
they will likely offer a rider, or add-on optiomif mental health plans with complete parity). Srealployers, once
again, of 50 or fewer participants, will be exempt.

So, bottom line, we have some work to do! | sugges look deeply into your plan benefits, your gat] and your
heart, and decide what you'd like to do. Which wih out? Morality or budget? | cannot decidatthThat is up

® Legal opinion of Marilyn Monohan, Emmer & Graetew Corporation, October 10, 2008
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to each of you... I'll be contacting each self-ireliclient over the next few months to make an ayppwint to sit
down and discuss your mental health options. émtieantime, if you have any questions, please tlbasitate to
call me. | can be reached at the Orange Counityeoff 14) 693-9754 X 3#.

References:

HR 1424 Bill Text, final version, enacted Octobe2B08, Emergency Economic Stabilization Act of 208ubtitle
B: Mental Health Parity and Addiction Equity Adt2008 (inserted, page 117)

New York Times October 6, 2008, Bailout Provides More Mental lte@overage, Robert Pear

The Wall Street JournaDctober 4, 2008, After 12-Year Quest, Domenidsntal-Health Bill Succeeds, Sarah
Lueck

Legal Opinion of Emmer & Graeber Law CorporationslAngeles, CA, Marilyn Monohan

Client Lead/Referral Program Reminder!
Advanced Benefit Consulting is proud of the higheleof service, compliance assistance, and edutti@mlue we offeour clients.
Due to the unfavorable economy, our client bagkeieasing in size, and we are looking to expamdlent base in the coming
months. We'd like your help, and have put togetireexciting new client lead and referral prograiith a variety of benefits
available to you!

Many of you know other firms who offer benefitstteeir employees. If you do, we are hoping that fgmi strongly enough about
our services to recommend us to your friends, lessimssociates and others. If you do, and we ggétting the group, we will
reward you!

Program Highlights!

» Give us a lead, including a company name, contataqm and phone/fax/email, and a bit about thedfidee firm, what
they do or what they might be looking for or neetphwith...
> If that lead results in an appointment with they will be rewarded with the following:
0 $50 Gift cards for Restaurants, Movies, or Retaib&s
> If that lead results in them allowing us to bidthair health plan, you will be rewarded with théddwing:
0 $100 travel-related gift cards (gift cards from egtgas stations, hotel or airlines)
> If we end up selling that case, you will be rewaraéth the following:

0 Groups 25-50: A finders fee equal to ¥z of the fimonth’s commission, payable after the receipttioé first
month’s commission by ABC.

o0 Groups 51100: A finders fee equal to 100% of the first nmthis commission, 50% payable after receipt of fi
month’s commission and 50% payable after the re¢@ipthe second month’s commission by ABC.

0 Groups 101+: A finders fee equal to 100% of thestimonth’s commission and/or broker fees, 50% phlga
upon receipt of the first month’s commission and/figes by ABC, and 50% payable after the receipthaf
second month’s commission and/or fees by ABC, spgdu$500 Marriott Gift Card, payable at the time thie
sale.

There is no limit to the number of groups or referals you can make, and the benefits g¢
directly to you, not your employer!

Obviously, our goal is to bring on new groups. fEfiere, if you have leads you'd like to give usdamu’d like to
benefit from them, a call to your referrals, tajlithem about us, and a brief intro and recommenwatould give the
highest opportunity for us to sell the group, amdive you the rewards above!
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ABC UPCOMING SEMINAR SERIES, WINTER, 2009

HIPAA Privacy Training, Full Day
Holiday Inn Orange County Airport
Tuesday, January 13, 2009, 8 am to 4 pm
Includes Continental Breakfast and Lunch

New Client Educational Series
In the Alternate Funding Marketplace - Data Matters!

A Full-Day training on the latest self-insured togiplus hands-on training on new online system
capabilities... Today, Technology is a Must if you are or aresidering self-insured! Build plans, build
comparisons, analyze your self-insured plan likeendefore! A MUST for all clients! You'll see tno
in today’s world DATA MATTERS! Whether you are currently self-insured or havenbeondering
whether you should look at it seriously, this speeducational series is for you! Includes Ask the
Experts PanelsBring your real-world case studies! We’ll addresem hands-on, targeting problems
and finding solutions! You will walk out with repsranalysis and information that will WOW you!

Topics Include:
Session One: Today’s Self-Funding
The latest information on how you can self-inswrecgessfully. Good for the beginner or for the long
time self-funded employer. Hear the Real Dealalftiasuring, and what you can do to make it wark f
you! Ends with Ask the Expert Panel.
Session Two: Pharmacy Benefit Network§PBMs)
Industry Updates, RX Plan Design in Today’s Econpdate on AWP Legal Matters, Client
Strategies on Plan Design, Utilization Managemeagfams, Direct Marketing and Communication to
Insureds and Results, PBM Contracting. Bottom Lilseyour RX Plan working for you, or against you?
Ends with Ask the Expert Panel.
Session Three: Real World Work Session — Analyzddhs, What Works, What Doesn’t, How to
Make Your Plan the Most Cost-Effective, CompetitivePlan Possible!

In this session, we’ll address the new administeastéchnologies available, including live plan Hinb,
plan comparisons, load a benefit and see whatgswyiou would have had in the past year or what this
benefit would have cost, compare your plan to atlerour industry, area or other parameters, and
more! See what great renewal tools you have aeaik® you! We promise, you’ll be wowed! The

entire presentation is panel-driven, with necesaadjence participation!

Speakers include Dorothy Cociu, President, Advamerefit Consulting, Mary Ann Wessel, Vice
President, EBA&M Corporation, plus presenters fribra Burchfield Group (RX Consultants) and
Benefit Informatics (new system experts/trainers).

Mark your calendars! More Info To Follow!

Wednesday, January 14, Holiday Inn Orange County Aport
Thursday, January 15, Ontario Airport Marriott
Wednesday, February 11, Torrance Marriott

A Must for Clients Currently Self-Insured, and Very Helpful to Those Who Have Been
Considering It!

ABC’s BENEFIT NEWS, FALL, 2008 8
Copyright, October, 2008. All Rights Reserved.
Aﬁﬂgﬁﬁﬁg Advanced Benefit Consulting & Insurance Services, |




