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the employee taxable year in which the 
policy year begins is allocated to the 
subsequent employee taxable year. 

(iv) The cost of permanent benefits 
for an employee taxable year is the 
sum of the costs of permanent benefits 
allocated to that year under paragraph 
(d)(6) (ii) and (iii) of this section. 

(7) Example. The provisions of this 
paragraph may be illustrated by the 
following example:

Example. An employer provides insurance 
to employee A under a policy that meets the 
requirements of this section. Under the pol-
icy, A, who is 47 years old, received $70,000 of 
group-term life insurance and elects to re-
ceive a permanent benefit under the policy. 
A pays $2 for each $1,000 of group-term life 
insurance through payroll deductions and 
the employer pays the remainder of the pre-
mium for the group-term life insurance. The 
employer also pays one half of the premium 
specified in the policy for the permanent 
benefit. A pays the other half of the pre-
mium for the permanent benefit through 
payroll deductions. The policy specifies that 
the annual premium paid for the permanent 
benefit is $300. However, the amount of pre-
mium allocated to the permanent benefit by 
the formula in paragraph (d)(2) of this sec-
tion is $350. A is a calendar year taxpayer; 
the policy year begins January 1. In year 
2000, $200 is includible in A’s income because 
of insurance provided by the employer. This 
amount is computed as follows:
(1) Cost of permanent benefits ................................ $350
(2) Amounts considered paid by A for permanent 

benefits (1⁄2 × $300) ............................................. 150
(3) Line (1) minus line (2) ........................................ 200
(4) Cost of $70,000 of group-term life insurance 

under Table I of § 1.79–3 ..................................... 126
(5) Cost of $50,000 of group-term life insurance 

under Table I of § 1.79–3 ..................................... 90
(6) Cost of group-term insurance in excess of 

$50,000 (line (4) minus line(5)) ............................ 36
(7) Amount considered paid by A for group-term 

life insurance (70 × $2) ........................................ 140
(8) Line (6) minus line (7) (but not less than 0) ...... 0
(9) Amount includible in income (line (3) plus line 

(8)) ........................................................................ 200

(e) What is the effect of State law lim-
its? Section 79 does not apply to life in-
surance in excess of the limits under 
applicable state law on the amount of 
life insurance that can be provided to 
an employee under a single contract of 
group-term life insurance. 

(f) Cross references. (1) See section 
79(b) and § 1.79–2 for rules relating to 
group-term life insurance provided to 
certain retired individuals. 

(2) See section 61(a) and the regula-
tions thereunder for rules relating to 
life insurance not meeting the require-

ments of section 79, this section, or 
§ 1.79–2, such as insurance provided on 
the life of a non-employee (for exam-
ple, an employee’s spouse), insurance 
not provided as compensation for per-
sonal services performed as an em-
ployee, insurance not provided under a 
policy carried directly or indirectly by 
the employer, or permanent benefits. 

(3) See sections 106 and § 1.106–1 for 
rules relating to certain insurance that 
does not provide general death bene-
fits, such as travel insurance or acci-
dent and health insurance (including 
amounts payable under a double in-
demnity clause or rider). 

(g) [Reserved] 
(h) Effective date. Section 1.79–0 ap-

plies to insurance provided in employee 
taxable years beginning on or after 
January 1, 1977 (except as provided in 
26 CFR 1.79–1(g) (revised as of April 1, 
1983) with respect to insurance pro-
vided in employee taxable years begin-
ning in 1977). Sections 1.79–1 through 
1.79–3 apply to insurance provided in 
employee taxable years beginning after 
December 31, 1982. See 26 CFR 1.79–1 
through 1.79–3 (revised as of April 1, 
1983) for rules applicable to insurance 
provided in employee taxable years be-
ginning before January 1, 1983. 

(Secs. 79(c) and 7805 of the Internal Revenue 
Code of 1954 (78 Stat. 36, 26 U.S.C. 79(c); 68A 
Stat. 917, 26 U.S.C. 7805)) 

[T.D. 7623, 44 FR 28797, May 17, 1979, as 
amended by T.D. 7917, 48 FR 45762, Oct. 7, 
1983; T.D. 7924, 48 FR 54595, Dec. 6, 1983; T.D. 
8821, 64 FR 29790, June 3, 1999]

§ 1.79–2 Exceptions to the rule of inclu-
sion. 

(a) In general. (1) Section 79(b) pro-
vides exceptions for the cost of group-
term life insurance provided under cer-
tain policies otherwise described in 
section 79(a). The policy or policies of 
group-term life insurance which are de-
scribed in section 79(a) but which qual-
ify for one of the exceptions set forth 
in section 79(b) are described in para-
graphs (b) through (d) of this section. 
Paragraph (b) of this section discusses 
the exception provided in section 79(b) 
(1); paragraph (c) of this section dis-
cusses the exception provided in sec-
tion 79(b)(2); and paragraph (d) of this 
section discusses the exception pro-
vided in section 79(b)(3). 
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(2)(i) If a policy of group-term life in-
surance qualifies for an exception pro-
vided by section 79(b), then the amount 
equal to the cost of such insurance is 
excluded from the application of the 
provisions of section 79(a). 

(ii) If a policy, or portion of a policy 
of group-term life insurance qualifies 
for an exception provided by section 
79(b), the amount (if any) paid by the 
employee toward the purchase of such 
insurance is not to be taken into ac-
count as an amount referred to in sec-
tion 79 (a)(2). In the case of a policy or 
policies of group-term life insurance 
which qualify for an exception provided 
by section 79(b) (1) or (3), the amount 
paid by the employee which is not to be 
taken into account as an amount re-
ferred to in section 79(a) (2) is the 
amount paid by the employee for the 
particular policy or policies of group-
term life insurance which qualify for 
an exception provided under such sec-
tion. If the exception provided in sec-
tion 79(b)(2) is applicable only to a por-
tion of the group-term life insurance 
on the employee’s life, the amount con-
sidered to be paid by the employee to-
ward the purchase of such portion is 
the amount equal to the excess of the 
cost of such portion of the insurance 
over the amount otherwise includible 
in the employee’s gross income with re-
spect to the group-term life insurance 
on his life carried directly or indirectly 
by such employer. 

(iii) The rules of this subparagraph 
may be illustrated by the following ex-
ample:

Example. A is an employee of X Corpora-
tion and is also an employee of Y Corpora-
tion, a subsidiary of X Corporation. A is pro-
vided, under a separate plan arranged by 
each of his employers, group-term life insur-
ance on his life. During his taxable year, 
under the group-term life insurance plan of 
X Corporation, A is provided $60,000 of group-
term life insurance on his life, and A pays 
$360.00 toward the purchase of such insur-
ance. Under the group-term life insurance 
plan of Y Corporation, A is provided $65,000 
of group-term life insurance on his life, but 
does not pay any part of the cost of such in-
surance. At the beginning of his taxable 
year, A terminates his employment with the 
X Corporation after he has reached the re-
tirement age with respect to such employer, 
and the policy carried by the X Corporation 
qualifies for the exception provided by sec-
tion 79(b)(1). For that taxable year, the cost 

of the group-term life insurance on A’s life 
which is provided under the plan of X Cor-
poration is not taken into account in deter-
mining the amount includible in A’s gross 
income under section 79(a), and A may not 
take into account as an amount described in 
section 79(a)(2) the $360.00 he pays toward the 
purchase of such insurance.

(b) Retired and disabled employees—(1) 
In general. Section 79(b)(1) provides an 
exception for the cost of group-term 
life insurance on the life of an indi-
vidual which is provided under a policy 
or policies otherwise described in sec-
tion 79(a) if the individual has termi-
nated his employment (as defined in 
subparagraph (2) of this paragraph) 
with such employer and either has 
reached the retirement age with re-
spect to such employer (as defined in 
subparagraph (3) of this paragraph), or 
has become disabled (as defined in sub-
paragraph (4)(i) of this paragraph). If 
an individual who has terminated his 
employment attains retirement age or 
has become disabled during his taxable 
year, or if an employee who has at-
tained retirement age or has become 
disabled terminates his employment 
during the taxable year, the exception 
provided by section 79(b)(1) applies 
only to the portion of the cost of 
group-term life insurance which is pro-
vided subsequent to the happening of 
the last event which qualifies the pol-
icy of insurance on the employee’s life 
for the exception provided in such sec-
tion. 

(2) Termination of employment. For 
purposes of section 79(b)(1), an indi-
vidual has terminated his employment 
with an employer providing such indi-
vidual group-term life insurance when 
such individual no longer renders serv-
ices to that employer as an employee 
of such employer. 

(3) Retirement age. For purposes of 
section 79(b)(1) and this section, the 
meaning of the term ‘‘retirement age’’ 
is determined in accordance with the 
following rules— 

(i)(a) If the employee is covered 
under a written pension or annuity 
plan of the employer providing such in-
dividual group-term life insurance on 
his life (whether or not such plan is 
qualified under section 401(a) or 403(a)), 
then his retirement age shall be consid-
ered to be the earlier of— 
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(1) The earliest age indicated by such 
plan at which an active employee has 
the right (or an inactive individual 
would have the right had he continued 
in employment) to retire without dis-
ability and without the consent of his 
employer and receive immediate retire-
ment benefits computed at either the 
full rate or a rate proportionate to 
completed service as set forth in the 
normal retirement formula of the plan, 
i.e., without actuarial or similar reduc-
tion because of retirement before some 
later specified age, or 

(2) The age at which it has been the 
practice of the employer to terminate, 
due to age, the services of the class of 
employees to which he last belonged. 

(b) For purposes of (a) of this subdivi-
sion, if an employee is covered under 
more than one pension or annuity plan 
of the employer, his retirement age 
shall be determined with regard to that 
plan which covers that class of employ-
ees of the employer to which the em-
ployee last belonged. If the class of em-
ployees to which the employee last be-
longed is covered under more than one 
pension or annuity plan, then the em-
ployee’s retirement age shall be deter-
mined with regard to that plan which 
covers the greatest number of the em-
ployer’s employees. 

(ii) In the absence of a written em-
ployee’s pension or annuity plan de-
scribed in subdivision (i) of this sub-
paragraph, retirement age is the age, if 
any, at which it has been the practice 
of the employer to terminate, due to 
age, the services of the class of employ-
ees to which the particular employee 
last belonged, provided such age is rea-
sonable in view of all the pertinent 
facts and circumstances. 

(iii) If neither subdivision (i) or (ii) of 
this subparagraph applies, the retire-
ment age is considered to be age 65. 

(4) Disabled. (i) For taxable years be-
ginning after December 31, 1966, an in-
dividual is considered disabled for pur-
poses of section 79(b)(1) and subpara-
graph (1) of this paragraph if he is dis-
abled within the meaning of section 
72(m)(7) and paragraph (f) of § 1.72–17. 
For taxable years beginning before 
January 1, 1967, an individual is consid-
ered disabled for purposes of section 
79(b)(1) and subparagraph (1) of this 
paragraph if he is disabled within the 

meaning of section 213(g)(3), relating to 
the meaning of disabled, but the deter-
mination of the individual’s status 
shall be made without regard to the 
provisions of section 213(g)(4), relating 
to the determination of status. 

(ii)(a) In any taxable year in which 
an individual seeks to apply the excep-
tion set forth in section 79(b)(1) by rea-
son of his being disabled within the 
meaning of subdivision (i) of this sub-
paragraph, and in which the aggregate 
amount of insurance on the individ-
ual’s life subject to the rule of inclu-
sion set forth in section 79(a), but de-
termined without regard to the amount 
of any insurance subject to any excep-
tion set forth in section 79(b), is great-
er than $50,000 of such insurance, the 
substantiation required by (b) or (c) of 
this subdivision must be submitted 
with the individual’s tax return. 

(b) For the first taxable year for 
which the individual seeks to apply the 
exception set forth in section 79(b)(1) 
by reason of his being disabled within 
the meaning of subdivision (i) of this 
subparagraph, there must be submitted 
with his income tax return a doctor’s 
statement as to his impairment. There 
must also be submitted with the return 
a statement by the individual with re-
spect to the effect of the impairment 
upon his substantial gainful activity, 
and the date such impairment oc-
curred. For subsequent taxable years, 
the taxpayer may, in lieu of such state-
ments, submit a statement declaring 
the continued existence (without sub-
stantial diminution) of the impairment 
and its continued effect upon his sub-
stantial gainful activity. 

(c) In lieu of the substantiation re-
quired to be submitted by (b) of this 
subdivision for the taxable year, the in-
dividual may submit a signed state-
ment issued to him by the insurer to 
the effect that the individual is dis-
abled within the meaning of subdivi-
sion (i) of this paragraph. Such state-
ment must set forth the basis for the 
insurer’s determination that the indi-
vidual was so disabled, and, for the 
first taxable year in which the indi-
vidual is so disabled, the date such dis-
ability occurred. 

(c) Employer or charity a beneficiary—
(1) General rule. Section 79(b)(2) pro-
vides an exception with respect to the 
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amounts referred to in section 79 (a) for 
the cost of any portion of the group-
term life insurance on the life of an 
employee provided during part or all of 
the taxable year of the employee under 
which the employer is directly or indi-
rectly the beneficiary, or under which 
a person described in section 170(c) (re-
lating to definition of charitable con-
tributions) is the sole beneficiary, for 
the entire period during such taxable 
year for which the employee receives 
such insurance. 

(2) Employer is a beneficiary. For pur-
poses of section 79(b)(2) and subpara-
graph (1) of this paragraph, the deter-
mination of whether the employer is 
directly or indirectly the beneficiary 
under a policy or policies of group-
term life insurance depends upon the 
facts and circumstances of the par-
ticular case. Such determination is not 
made solely with regard to whether the 
employer possesses all the incidents of 
ownership in the policy. Thus, for ex-
ample, if the employer is the nominal 
beneficiary under a policy of group-
term 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 pro-
ceeds 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 pol-
icy). 

(3) Charity a beneficiary. (i) For pur-
poses of section 79(b)(2) and subpara-
graph (1) of this paragraph, a person 
described in section 170(c) is a bene-
ficiary under a policy providing group-
term life insurance if such person is 
designated the beneficiary under the 
policy by any assignment or designa-
tion 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 des-
ignation 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 bene-
ficiary under the policy or portion of 
the policy. Such requirement is satis-
fied if the person described in section 
170(c) is the beneficiary under such pol-
icy 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 bene-
ficiary 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 con-
sidered to create a contingent or simi-
lar beneficiary. A person described in 
section 170(c) may be designated the 
beneficiary under a portion of the pol-
icy if such person is designated the sole 
beneficiary under a beneficiary des-
ignation which is expressed, for exam-
ple, as a fraction of the amount of in-
surance 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 re-
mains the beneficiary for the period be-
ginning 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 begin-
ning January 1, 1964, and ending April 
30, 1964. 

(d) Insurance contracts purchased 
under qualified employee plans. (1) Sec-
tion 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 de-
scribed in section 401(a) which is ex-
empt from tax under section 501(a) if 
the proceeds of such contract are pay-
able directly or indirectly to a partici-
pant in such trust or to a beneficiary of 
such participant. The provisions of sec-
tion 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 protec-
tion on an employee’s life is provided 
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under a qualified employee plan re-
ferred 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 in-
surance which is provided under such 
plan is taken into account. 

[T.D. 6888, 31 FR 9201, July 6, 1966, as amend-
ed 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 in-
surance. 

(a) In general. This section prescribes 
the rules for determining the amount 
equal to the cost of group-term life in-
surance on an employee’s life which is 
to be included in his gross income pur-
suant to the rule of inclusion set forth 
in section 79(a). Such amount is deter-
mined by— 

(1) Computing the cost of the portion 
of the group-term life insurance on the 
employee’s life to be taken into ac-
count (determined in accordance with 
the rules set forth in paragraph (b) of 
this section) for each ‘‘period of cov-
erage’’ (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 para-
graph by the amount determined in ac-
cordance with the rules set forth in 
paragraph (e) of this section, relating 
to the amount paid by the employee to-
ward the purchase of group-term life 
insurance. 

(b) Determination of the portion of the 
group-term life insurance on the employ-
ee’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 insur-
ance to be taken into account in com-
puting the amount includible in an em-
ployee’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 pol-
icy, or portion of a policy, of group-
term 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 sec-
tion 79(b) is not taken into account. 
For the regulations relating to such ex-
ceptions to the rule of inclusion, see 
§ 1.79–2. 

(2) For purposes of making the com-
putation 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 pe-
riod. 

(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 em-
ployee in full discharge of the liability 
of the insurer, and such form of pay-
ment 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 pe-
riod is the date of death of the em-
ployee. 

(ii) The present value of the agree-
ment by the insurer under the policy to 
make payments shall be determined by 
the use of the mortality tables and in-
terest rate employed by the insurer 
with respect to such a policy in calcu-
lating the amount held by the insurer 
(as defined in section 101(d)(2)), unless 
the Commissioner otherwise deter-
mines 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 subdivi-
sion. 

(iii) For purposes of making the com-
putation required by subdivision (i) of 
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