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December 2006 — Issue No. 89 

Employee Benefits Alert 

Group Term Life Insurance Tax Issues 
 
Internal Revenue Code (IRC) Section 79 generally allows an employer to provide each of its employees up 
to $50,000 in tax-free group term life insurance coverage.  The cost of the first $50,000 in employer-
provided group term life insurance coverage is excludable from the employee’s income.  Without the 
protections of Section 79, employees would pay federal income tax on the cost of this life insurance 
coverage.  
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Under IRC Section 79, employees are taxed on the “cost” of group term life insurance coverage in excess of 
$50,000, to the extent that the “cost” exceeds the individual employee’s own contributions.  “Cost” for this 
purpose generally is NOT based on the rate the employer pays for the coverage, but on the so-called “Table 
I” rates set by the IRS.  These Table I rates appear in IRS regulations, and the IRS cannot revise them 
without issuing new regulations.  
 
This Willis Employee Benefits Alert is a reminder of the mandatory year-end payroll reporting requirements 
with regard to the taxation of group term life insurance.  If your group plan provides life insurance coverage 
over $50,000 for any employee or if your group plan discriminates in favor of officers or owners, you will 
need to pay special attention to IRC Section 79 rules and comply by December 31, 2006.    
 
The Table I rates1 are shown below:  

 
Table I Rates for Group Term Life Insurance  

 
Monthly Cost/$1,000 of Coverage  

 
Five-year Age Bracket *   Rates  

 
Under 25     $0.05  

25-29      .06  
30-34      .08  
35-39      .09  
40-44      .10  
45-49      .15  
50-54      .23  
55-59      .43  
60-64      .66  

 65-69     1.27  
70 and over     2.06  

 
* Employee’s age on the last day of the calendar year.  

 
Note: If an employee is covered by more than one group term life plan, the coverage's are aggregated so that the 

employee may not exclude the cost of more than $50,000 in coverage for the year.  
 

1 Table I Rates are not adjusted annually — only when deemed necessary by the IRS.  
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U.S. Benefit Office Locations 

Willis Employee Benefits Alert is produced by Willis’ Legal & Research Group.  The information contained in this publication is not intended to represent legal advice 
and has been prepared solely for educational purposes.  You may wish to consult your attorney regarding issues raised in this publication.  Wills publications appear 

on the Internet at: www.willis.com © Copyright 2006 
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