Frequently Asked Questions – Voluntary Life

The following questions and answers do not represent an exhaustive review of issues surrounding Voluntary group life insurance programs.  Rather, these questions are designed to be an overview of some of the most frequently asked questions concerning the voluntary Product. Since neither EBG nor its associates can provide legal advice to a customer, a customer with specific questions should be directed to their own legal counsel or benefits consultant for specific compliance obligations.  

To understand the special characteristics of voluntary life programs, some general knowledge of basic group term life programs and Section 79 of the Internal Revenue Code is helpful.

Q-1:
What is IRC Sec. 79?
A-1:
Section 79 is a part of the Internal Revenue Code that affects plans of group term life insurance purchased by an employer for an employee.  Under this Section of the Tax Code an employer may pay the cost of group term life insurance benefits for his/her employees up to $50,000 per year without the cost being included in the employee’s gross income.  The cost of amounts paid for by the employer in excess of $50,000 per year must be added to the employee’s gross income.  Additionally, Section 79 includes uniform non-discrimination standards for employer-sponsored group term life plans.
Q-2:
IRC Section 79 excludes the cost of up to $50,000 in employer-provided group term life insurance from an employee’s gross income.  What cost above $50,000 must be imputed as income to the employee?
A-2:
If the coverage is NOT provided under a cafeteria plan (Section 125), the cost is determined by Table I. This is generally the case even if the plan is an employee-pay-all plan with one composite rate for all employees. See the following examples to understand the calculation:
Example 1:
Assume a 47-year old employee is insured for $75,000 of group term life insurance as of July 1, 2004.  The plan is non-contributory.
The first $50,000 of employer-sponsored coverage is exempt.  $75,000-$50,000=$25,000.  The Table I rate for this age group=$0.15.  25X$.15=$3.75 per month; $3.75 x 6 months =$22.50 imputed income.
Example 2:
Same scenario as Example 1 but the employee contributes $3.00 per month for the life insurance.
The same $25,000 is subject to imputed income.  25x$0.29=$3.75 -$3.00 (employee contribution)=$.75per month $.75 x6=$4.50 imputed income.

Q-3:
Where can I find the Table I rates?
A-3:
The Table I rates are available on our website and are also available in IRS Publication 15-B, available on the IRS website at http://www.irs.gov/pub/irs-pdf/p15b.pdf
Q-4:
Can employees pay for their voluntary life coverage with pre-tax salary reductions under the employer’s section 125 (cafeteria) plan?

A-4:
There is nothing in the Internal Revenue Code that precludes an employee from paying for voluntary life coverage with pre-tax dollars. However, according to IRS Notice 89-110, [1989-2, CB 477], if the coverage is provided under a cafeteria plan, the cost of group term life insurance in excess of $50,000 is the greater of the employee’s contributions toward the coverage or the Table I cost.  This means that employees who pay premiums that are higher than the Table I cost for group term life insurance in excess of $50,000 do not have any savings from paying the premiums with pretax dollars. The entire premium must be added back into the employee’s gross income, an action that, in effect, negates the benefits of utilizing salary reductions to pay for employee benefits.  Salary reduction amounts under a section 125 plan are considered to be employer contributions because of their pretax status.
In an employee-pay-all plan that is considered as part of the section 79 Group Term Life plan, Table I is used to calculate imputed income for amounts over $50,000.  All employee payments are deducted from the sum of the monthly cost of coverage just as in the examples above.  An employee pay-all supplemental or voluntary life plan paid for with after tax dollars can be considered separate from the employer provided group term life coverage where premiums are allocated properly between the different plans.  These situations should be reviewed on a case-by-case basis.
An employer/plan sponsor really needs to consult its legal counsel to verify whether the voluntary life benefit program it provides as part of its section 125 plan is or is not an ERISA plan. 
 

Department of Labor regulations contain a "safe harbor" from the ERISA plan definition for certain voluntary insurance arrangements.   These regulations provide that an arrangement must satisfy certain requirements to fall within the "safe harbor." According to the DOL Reg. Section 2510.3-1(j) these requirements include:
 

"For purposes of Title I, the term 'employee benefit plan'...shall not include a group or group-type insurance program offered by an insurer to employees...under which:

 

(1)    no contributions are made by an employer or employee organization;
(2)    participation in the program is completely voluntary for employees or members;
(3)    the sole functions of the employer or employee organization with respect to the  program are, without endorsing the program, to permit the insurer to publicize the program to employees or members, to collect premiums through payroll deductions or dues check offs and remit them to the insurer; and
(4)    the employer or employee organization receives no consideration in the form of cash or otherwise in connection with the program, other than
        reasonable compensation, excluding any profit, for administrative services actually rendered in connection with payroll deductions or dues check offs."
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