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made solely with regard to whether the
employer possesses all the incidents of
ownership in the policy. Thus, for example, if the employer is the nominal
beneficiary under a policy of groupterm life insurance on the life of his
employee but there is an arrangement
whereby the employer is required to
pay over all (or a portion) of the proceeds of such policy to the employee’s
estate or his beneficiary, the employer
is not considered a beneficiary under
such policy (or such portion of the policy).
(3) Charity a beneficiary. (i) For purposes of section 79(b)(2) and subparagraph (1) of this paragraph, a person
described in section 170(c) is a beneficiary under a policy providing groupterm life insurance if such person is
designated the beneficiary under the
policy by any assignment or designation of beneficiary under the policy
which, under the law of the jurisdiction
which is applicable to the policy, has
the effect of making such person the
beneficiary under such policy (whether
or not such designation is revocable
during the taxable year). Such a designation may be made by the employee
with respect to any portion of the
group-term life insurance on his life.
However, no deduction is allowed under
section 170, relating to charitable, etc.,
contributions and gifts, with respect to
any such assignment or designation.
(ii) A person described in section
170(c) must be designated the sole beneficiary under the policy or portion of
the policy. Such requirement is satisfied if the person described in section
170(c) is the beneficiary under such policy or portion of the policy, and there
is no contingent or similar beneficiary
under such policy or such portion other
than a person described in section
170(c). A general ‘‘preference beneficiary clause’’ in a policy governing
payment where there is no designated
beneficiary in existence at the death of
the employee will not of itself be considered to create a contingent or similar beneficiary. A person described in
section 170(c) may be designated the
beneficiary under a portion of the policy if such person is designated the sole
beneficiary under a beneficiary designation which is expressed, for exam-

ple, as a fraction of the amount of insurance on the insured’s life.
(iii) If a person described in section
170(c) is designated, before May 1, 1964,
the beneficiary under the policy (or
portion thereof) and such person remains the beneficiary for the period beginning May 1, 1964, and ending with
the close of the first taxable year of
the employee ending after April 30,
1964, such person shall be treated as the
beneficiary under the policy (or the
portion thereof) for the period beginning January 1, 1964, and ending April
30, 1964.
(d) Insurance contracts purchased
under qualified employee plans. (1) Section 79(b)(3) provides an exception with
respect to the cost of any group-term
life insurance which is provided under
a life insurance contract purchased as
a part of a plan described in section
403(a), or purchased by a trust described in section 401(a) which is exempt from tax under section 501(a) if
the proceeds of such contract are payable directly or indirectly to a participant in such trust or to a beneficiary of
such participant. The provisions of section 72(m)(3) and § 1.72–16 apply to the
cost of such group-term life insurance,
and, therefore, no part of such cost is
excluded from the gross income of the
employee by reason of the provisions of
section 79.
(2) Whether the life insurance protection on an employee’s life is provided
under a qualified employee plan referred to in subparagraph (1) of this
paragraph depends upon the provisions
of such plan. In determining whether a
pension, profit-sharing, stock bonus, or
annuity plan satisfies the requirements
for qualification set forth in sections
401(a) or 403(a), only group-term life insurance which is provided under such
plan is taken into account.
[T.D. 6888, 31 FR 9201, July 6, 1966, as amended by T.D. 6919, 32 FR 7390, May 18, 1967; T.D.
6985, 33 FR 19812, Dec. 27, 1968; T.D. 7623, 44
FR 28800, May 17, 1979]

§ 1.79–3 Determination
of
amount
equal to cost of group-term life insurance.
(a) In general. This section prescribes
the rules for determining the amount
equal to the cost of group-term life insurance on an employee’s life which is
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to be included in his gross income pursuant to the rule of inclusion set forth
in section 79(a). Such amount is determined by—
(1) Computing the cost of the portion
of the group-term life insurance on the
employee’s life to be taken into account (determined in accordance with
the rules set forth in paragraph (b) of
this section) for each ‘‘period of coverage’’ (as defined in paragraph (c) of
this section) and aggregating the costs
so determined, then
(2) Reducing the amount determined
under subparagraph (1) of this paragraph by the amount determined in accordance with the rules set forth in
paragraph (e) of this section, relating
to the amount paid by the employee toward the purchase of group-term life
insurance.
(b) Determination of the portion of the
group-term life insurance on the employee’s life to be taken into account. (1) For
each ‘‘period of coverage’’ (as defined
in paragraph (c) of this section), the
portion of the group-term life insurance to be taken into account in computing the amount includible in an employee’s gross income for purposes of
paragraph (a)(1) of this section is the
sum of the proceeds payable upon the
death of the employee under each policy, or portion of a policy, of groupterm life insurance on such employee’s
life to which the rule of inclusion set
forth in section 79(a) applies, less
$50,000 of such insurance. Thus, the
amount of any proceeds payable under
a policy, or portion of a policy, which
qualifies for one of the exceptions to
the rule of inclusion provided by section 79(b) is not taken into account.
For the regulations relating to such exceptions to the rule of inclusion, see
§ 1.79–2.
(2) For purposes of making the computation required by subparagraph (1)
of this paragraph in any case in which
the amount payable under the policy,
or portion thereof, varies during the
period of coverage, the amount payable
under such policy during such period is
considered to be the average of the
amount payable under such policy at
the beginning and the end of such period.
(3)(i) For purposes of making the
computation required by subparagraph

(1) of this paragraph in any case in
which the amount payable under the
policy is not payable as a specific
amount upon the death of the employee in full discharge of the liability
of the insurer, and such form of payment is not one of alternative methods
of payment, the amount payable under
such policy is the present value of the
agreement by the insurer under the
policy to make the payments to the
beneficiary or beneficiaries entitled to
such amounts upon the employee’s
death. For each period of coverage,
such present value is to be determined
as if the first and last day of such period is the date of death of the employee.
(ii) The present value of the agreement by the insurer under the policy to
make payments shall be determined by
the use of the mortality tables and interest rate employed by the insurer
with respect to such a policy in calculating the amount held by the insurer
(as defined in section 101(d)(2)), unless
the Commissioner otherwise determines that a particular mortality table
and interest rate, representative of the
mortality table and interest rate used
by commercial insurance companies
with respect to such policies, shall be
used to determine the present value of
the policy for purposes of this subdivision.
(iii) For purposes of making the computation required by subdivision (i) of
this subparagraph in any case in which
it is necessary to determine the age of
an employee’s beneficiary and such
beneficiary remains the same (under
the policy, or the portion of the policy,
with respect to which the determination of the present value of the agreement of the insurer to pay benefits is
being made) for the entire period during the employee’s taxable year for
which such policy is in effect, the age
of such beneficiary is such beneficiary’s age at his nearest birthday on
June 30th of the calendar year.
(iv) If the policy of group-term life
insurance on the employee’s life is such
that the present value of the agreement by the insurer under the policy to
pay benefits cannot be determined by
the rules prescribed in this subparagraph, the taxpayer may submit with
his return a computation of such

315

VerDate Mar<15>2010

10:59 May 18, 2010

Jkt 220085

PO 00000

Frm 00325

Fmt 8010

Sfmt 8010

Y:\SGML\220085.XXX

220085

erowe on DSK5CLS3C1PROD with CFR

§ 1.79–3

26 CFR Ch. I (4–1–10 Edition)

present value, consistent with the actuarial and other assumptions set forth
in this subparagraph, showing the appropriate factors applied in his case.
Such computation shall be subject to
the approval of the Commissioner upon
examination of such return.
(c) Period of coverage. For purposes of
this section, the phrase ‘‘period of coverage’’ means any one calendar month
period, or part thereof, during the employee’s taxable year during which the
employee is provided group-term life
insurance on his life to which the rule
of inclusion set forth in section 79(a)
applies. The phrase ‘‘part thereof’’ as
used in the preceding sentence means
any continuous period which is less
than the one calendar month period referred to in the preceding sentence for
which premiums are charged by the insurer.
(d) The cost of the portion of the groupterm life insurance on an employee’s life.
(1) This paragraph sets forth the rules
for determining the cost, for each period of coverage, of the portion of the
group-term life insurance on the employee’s life to be taken into account
in computing the amount includible in
the employee’s gross income for purposes of paragraph (a)(1) of this section. The portion of the group-term life
insurance on the employee’s life to be
taken into account is determined in accordance with the provisions of paragraph (b) of this section. Table I, which
is set forth in subparagraph (2) of this
paragraph, determines the cost for
each $1,000 of such portion of the
group-term life insurance on the employee’s life for each one-month period.
The cost of the portion of the groupterm life insurance on the employee’s
life for each period of coverage of one
month is obtained by multiplying the
number of thousand dollars of such insurance computed to the nearest tenth
which is provided during such period by
the appropriate amount set forth in
Table I. In any case in which groupterm life insurance is provided for a period of coverage of less than one
month, the amount set forth in Table I
is prorated over such period of coverage.
(2) For the cost of group-term life insurance provided after June 30, 1999,
the following table sets forth the cost

of $1,000 of group-term life insurance
provided for one month, computed on
the basis of 5-year age brackets. See 26
CFR 1.79–3(d)(2) in effect prior to July
1, 1999, and contained in the 26 CFR
part 1 edition revised as of April 1, 1999,
for a table setting forth the cost of
group-term life insurance provided before July 1, 1999. For purposes of Table
I, the age of the employee is the employee’s attained age on the last day of
the employee’s taxable year.
TABLE I—UNIFORM PREMIUMS FOR $1,000 OF
GROUP-TERM LIFE INSURANCE PROTECTION
Cost per
$1,000 of
protection for
one month

5-year age bracket

Under 25 ..........................................................
25 to 29 ...........................................................
30 to 34 ...........................................................
35 to 39 ...........................................................
40 to 44 ...........................................................
45 to 49 ...........................................................
50 to 54 ...........................................................
55 to 59 ...........................................................
60 to 64 ...........................................................
65 to 69 ...........................................................
70 and above ...................................................

(3) The net premium cost of groupterm life insurance as provided in
Table I of subparagraph (2) of this paragraph applies only to the cost of groupterm life insurance subject to the rule
of inclusion set forth in section 79(a).
Therefore, such net premium cost is
not applicable to the determination of
the cost of group-term life insurance
provided under a policy which is not
subject to such rule of inclusion.
(e) Effective date—(1) General effective
date for table. Except as provided in
paragraph (e)(2) of this section, the
table in paragraph (d)(2) of this section
is applicable July 1, 1999. Until January 1, 2000, an employer may calculate
imputed income for all its employees
under age 30 using the 5-year age
bracket for ages 25 to 29.
(2) Effective date for table for purposes
of § 1.79–0. For a policy of life insurance
issued under a plan in existence on
June 30, 1999, which would not be treated as carried directly or indirectly by
an employer under § 1.79–0 (taking into
account the Table I in effect on that
date), until January 1, 2003, an employer may use either the table in
paragraph (d)(2) of this section or the
table in effect prior to July 1, 1999 (as
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described in paragraph (d)(2) of this
section) for determining if the policy is
carried directly or indirectly by the
employer.
(f) Amount paid by the employee toward
the purchase of group-term life insurance.
(1) Except as otherwise provided in subparagraph (2) of this paragraph, if an
employee pays any amount toward the
purchase of group-term life insurance
provided for a taxable year which is
subject to the rule of inclusion set
forth in paragraph (a)(2) of § 1.79–1, the
sum of all such amounts is the amount
referred to in section 79(a)(2) and paragraph (a)(2) of this section. The rule of
the preceding sentence applies even
though the payments made by the employee are made with respect to a period of coverage during which no portion of the group-term life insurance
on his life is taken into account under
paragraph (b)(1) of this section.
(2) In determining the amount paid
by the employee for purposes of section
79(a)(2) and paragraph (a)(2) of this section, there is not taken into account
any amounts paid by the employee for
group-term life insurance provided (or
to be provided) for a different taxable
year (other than amounts applicable to
regular pay periods extending into the
next taxable year). Thus, for example,
if part of an employee’s payment during a taxable year represents a prepayment for insurance to be provided after
his retirement, such part does not reduce the amount includible in his gross
income for the current taxable year.
Furthermore, in determining such
amount, there is not taken into account any amount paid by an employee
toward the purchase of group-term life
insurance which qualifies for one of the
exceptions described in section 79(b).
The amount paid by an employee toward the purchase of group-term life
insurance which qualifies for one of the
exceptions described in section 79(b) is
determined under the rules of paragraph (a)(2) of § 1.79–2.
(3) If payments are made by the employer and his employees to provide
group-term life insurance which is subject to the rule of inclusion set forth in
section 79(a) as well as to provide other
benefits for the employees, and if the
amount paid by the employee toward
the purchase of such insurance cannot

be determined by the provisions of the
policy or plan under which such benefits are provided, then the determination of the portion of the cost of groupterm life insurance (computed in accordance with the provisions of this
section) which is attributable to the
contributions of the employee shall be
made in accordance with the provisions
of this subparagraph. The amount paid
by the employee toward the purchase
of all the group-term life insurance on
his life for his taxable year (or for the
portion of his taxable year if such portion is the basis of the computation)
under such group policy shall be an
amount
determined
first
by
ascertaining the total amount paid by
all employees who are covered for multiple benefits which is allocable toward
the purchase of group-term life insurance on their lives for the year, and
then by ascertaining the pro rata portion of such total amount attributable
to the individual employee. The total
amount paid by all employees who are
covered for multiple benefits which is
allocable toward the purchase of groupterm life insurance on their lives with
respect to such year shall be an
amount which bears the same ratio to
the total amount paid by all employees
for multiple benefits with respect to
such year as the aggregate premiums
paid to the insurer for group-term life
insurance on such employees’ lives
with respect to such year bears to the
aggregate premiums paid to the insurer
for such multiple benefits with respect
to such year. The pro rata portion of
such total amount attributable to the
individual employee for the cost of
group-term life insurance on his life
shall be an amount which bears the
same ratio to the total amount paid by
all employees which is allocable toward the purchase of group-term insurance on their lives with respect to such
year as the amount of group-term life
insurance on the life of the employee
at a specified time during the year, as
determined by the employer, bears to
the total amount of group-term life insurance on the lives of all employees
insured for such multiple benefits at
such time.

317

VerDate Mar<15>2010

10:59 May 18, 2010

Jkt 220085

PO 00000

Frm 00327

Fmt 8010

Sfmt 8010

Y:\SGML\220085.XXX

220085

erowe on DSK5CLS3C1PROD with CFR

§ 1.79–4T

26 CFR Ch. I (4–1–10 Edition)

(g) Effect of provision of other benefits—(1) In general. This paragraph discusses the effect of the provision of certain benefits other than group-term
life insurance on the life of the employee if the provision of such benefits
is contingent upon the underwriting of
group-term life insurance on the employee’s life to which the rule of inclusion set forth in section 79(a) applies.
(2) Dependent coverage. An amount
equal to the cost of group-term life insurance on the life of the spouse or
other family member of the employee
which is provided under a policy of
group-term life insurance carried directly or indirectly by his employer is
not subject to the provisions of section
79 since it is not on the life of the employee. See paragraph (d)(2)(ii)(b) of
§ 1.61–2 for rules regarding the tax
treatment of such insurance.
(3) Disability provisions. Payments
made for disability benefits provided
under a group-term life insurance contract are considered to constitute payments made for accident and health insurance. Thus, employer contributions
to provide such benefits are excluded
from gross income by reason of the provisions of section 106.
(4) Cost of other benefits. If a benefit
described in this paragraph is provided
under a policy under which both the
employer and his employees contribute, then, except as otherwise provided in this subparagraph, the employer and the employees will be treated as contributing toward the payment
of such benefit at the same rate as they
contribute toward the cost of groupterm life insurance on the employees’
lives. A separate allocation of employer and employee contributions for
such benefits is permissible only if—
(i) Such separate allocation is set
forth in the group policy and is applicable to all the employees covered
under such policy;
(ii) Such separate allocation is followed in transactions between the insurer and the group-policyholder; and
(iii) The allocation set forth in the
policy satisfies the requirements of the
law of the jurisdiction which is applicable to the contract regarding any

minimum or maximum contribution
rate by the employer or the employees.
(Secs. 79(c) and 7805 of the Internal Revenue
Code of 1954 (78 Stat. 36, 26 U.S.C. 79(c); 68A
Stat. 917, 28 U.S.C. 7805))
[T.D. 6888, 31 FR 9203, July 6, 1966, as amended by T.D. 7623, 44 FR 28800, May 17, 1979;
T.D. 7924, 48 FR 54595, Dec. 6, 1983; T.D. 8273,
54 FR 47979, Nov. 20, 1989; T.D. 8424, 57 FR
33635, July 30, 1992; T.D. 8821, 64 FR 29790,
June 3, 1999]

§ 1.79–4T Questions and answers relating to the nondiscrimination requirements for group-term life insurance (temporary).
Q–1: When does section 79, as amended by the Tax Reform Act of 1984, become effective?
A–1: (a) Generally, section 79, as
amended, applies to taxable years (of
the employee receiving insurance coverage) beginning after December 31,
1983. There are, however, several exceptions to this effective date where there
is coverage under a group-term life insurance plan of the employer that was
in existence on January 1, 1984, or a
comparable successor to such a plan
maintained by the employer or a successor employer.
(b) First, the new rules of section 79
(b) and (e), that require the inclusion
in income of a retired employee of
amounts attributable to the cost of
group-term life insurance in excess of
$50,000 and that include former employees within the definition of the term
‘‘employee,’’ will not apply to any employee who retired from employment
on or before January 1, 1984.
(c) Second, in the case of an individual who retires after January 1,
1984, and before January 1, 1987, the
new rules of section 79 (b) and (e) do
not apply if (1) the individual attained
age 55 on or before January 1, 1984, and
(2) the plan was maintained by the
same employer who employed the individual during 1983, or by a successor
employer.
(d) Third, in the case of an individual
who retires after December 31, 1986, the
new rules of section 79 (b) and (e) do
not apply if (1) the individual attained
age 55 on or before January 1, 1984, (2)
the plan was maintained by the same
employer who employed the individual
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