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Pension Protection Act (PPA) 2006

Key PPA 2006 Section 844 Tax Code Changes Related to Hybrid Life/LTC

1. IRS Treats LTC Riders in Life/Annuity Contracts as Separate Contracts
• Under the amendments enacted by PPA 2006, IRC Section 7702B(e)(1) treats

long-term care insurance coverage provided as a rider on a life insurance or annuity
contract as if it were a separate contract for tax purposes.

• This is essential for hybrid life/LTC products because it means the LTC portion
can qualify as a tax-qualified long-term care insurance contract under IRC § 7702B(b). 

2. Premium Charges Against Cash Value Are Non-Taxable
• PPA added IRC Section 72(e)(11), which provides that premium or cost

charges for LTC coverage taken out of the cash value of a life insurance or annuity
contract are not treated as taxable distributions from the contract.

• This is fundamental to many hybrid products, because they often use cash value
or death benefit access to fund LTC charges. 

3. Expansion of 1035 Exchange Rules
• Section 844 also expanded IRC Section 1035 to allow insurance or annuity

contracts to be exchanged on a tax-free basis into a qualified LTC policy or a life/annuity
contract that includes an LTC rider.

• This makes it possible to convert existing life/annuity contracts into hybrid
life/LTC products while deferring tax on gains. 

⸻

Why This Matters for Hybrid Life/LTC Products

Before PPA 2006:
• Long-term care insurance had to be stand-alone to be tax qualified.
• Using life insurance cash value or annuity value to pay for LTC could trigger

taxable distributions.

After PPA 2006:
• Hybrid products that combine life insurance with long-term care coverage can

receive favorable tax treatment, because:
1. The LTC coverage is treated as separate for tax purposes (via IRC §

7702B(e)(1)).
2. Cash value withdrawals or charges to pay LTC costs generally are not

currently taxable under IRC § 72(e)(11).



3. Expanded IRS § 1035 rules allow conversion from existing contracts to
these hybrid structures without immediate tax consequences. 

⸻

How Hybrid Life/LTC Tax Treatment Works
• Not all hybrid life/LTC products automatically qualify — the LTC portion must

meet the “qualified long-term care insurance contract” rules under IRC § 7702B(b)(e.g.,
guaranteed renewable, no cash value, benefits triggered by inability to perform activities of
daily living).  

• Once those requirements are met, the favorable treatment under Sections
7702B(e)(1) and 72(e)(11) kicks in, enabling:

• Tax-free receipt of LTC benefits, and
• Tax-free use of cash value/cost basis to cover LTC charges (subject to

code limits and structuring). 

⸻

Bottom Line

Section 844 of the Pension Protection Act of 2006 is the statutory authority that enables
modern hybrid life insurance/long-term care insurance products to receive preferential tax
treatment by amending the Internal Revenue Code — principally through:

• IRC § 7702B(e)(1) (treating LTC coverage as a separate contract),
• IRC § 72(e)(11) (non-taxable premium charges from cash value), and
• Expanded Section 1035 exchange rules for tax-free conversion to qualified LTC

coverage. 



NAIC Long-Term Care Insurance Model Act & Regulation 

Official name: 

NAIC Long-Term Care Insurance Model Act (#640) and Model Regulation (#641) 

These were created by the National Association of Insurance Commissioners (NAIC) to establish uniform consumer protections 
and minimum standards for long-term care insurance across the states. 

Most states (including North Carolina) have adopted versions of these models, often with small modifications. 

Purpose of the NAIC LTC Model 

The NAIC model exists to: 

●​ Protect consumers buying long-term care insurance 
●​ Improve policy clarity and disclosures 
●​ Prevent misleading sales practices 
●​ Establish minimum benefit standards 
●​ Address rate stability and future premium increases 

What the NAIC Model Covers 

1. Definition of Long-Term Care Insurance 

Under the NAIC model, LTC insurance is coverage that: 

●​ Provides benefits for chronic illness, functional impairment, or cognitive impairment 
●​ Covers services such as: 

○​ Nursing home care 
○​ Assisted living 
○​ Home health care 
○​ Adult day care 

●​ Is not limited to skilled care only 

This definition aligns closely with IRC §7702B (tax-qualified LTC) but the NAIC model governs insurance regulation, not tax 
treatment. 

2. Benefit Triggers 

Policies must clearly define benefit eligibility, typically based on: 

●​ Inability to perform at least 2 of 6 Activities of Daily Living (ADLs), or 
●​ Severe cognitive impairment 

ADLs include: 

●​ Bathing 
●​ Dressing 
●​ Toileting 
●​ Transferring 
●​ Continence 
●​ Eating 



3. Required Consumer Disclosures 

The model requires: 

●​ Clear outline of coverage 
●​ Buyer’s guide 
●​ Disclosure of: 

○​ Benefit limitations 
○​ Inflation protection options 
○​ Renewability 
○​ Rate-increase history 

●​  
●​ Explanation that premiums may increase (unless guaranteed level) 

4. Inflation Protection Rules 

The NAIC model: 

●​ Requires insurers to offer inflation protection, especially to buyers under certain ages 
●​ Common options: 

○​ 3% or 5% compound inflation 
○​ Simple inflation 

●​  
●​ Buyers may decline inflation, but must do so in writing 

5. Nonforfeiture Benefits 

The model establishes: 

●​ Standards for nonforfeiture options 
●​ Typically includes: 

○​ Reduced paid-up benefits 
○​ Shortened benefit periods 

●​  

This became especially important after early LTC pricing problems. 

6. Rate Stability & Premium Increases 

Later NAIC updates focused heavily on: 

●​ Improved actuarial pricing standards 
●​ More conservative lapse assumptions 
●​ Stronger rate-increase justification 
●​ Enhanced policyholder notices when rates increase 

This is why modern LTC policies are materially different from those sold in the 1990s and early 2000s. 

7. Replacement & Suitability Rules 

The model: 

●​ Regulates policy replacements 



●​ Requires disclosures when switching coverage 
●​ Addresses suitability, especially for older buyers 

Relationship to Hybrid Life/LTC Policies 

Important distinction for client education: 

●​ Traditional LTC insurance → Governed directly by NAIC LTC models 
●​ Hybrid life/LTC (linked-benefit) policies → 

○​ Governed primarily as life insurance 
○​ LTC benefits rely on IRC §7702B and §101(g) 
○​ Still influenced by NAIC consumer-protection principles 

This is why hybrids often avoid some of the premium-increase issues seen in traditional LTC. 

 
 


