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CHAPTER 3. LI FE | NSURANCE

DEFI NI TION. As used herein, "life insurance" nmeans the form of death
benefit provided through an individual or group policy of termor
permanent insurance. The following forns of death benefits generally are
not considered to be life insurance: refunds of enployee and HA
contributions paid into a retirenent plan; the cash surrender val ue of
retirement annuity policies; proceeds froman accidental death and

di smenber nent policy; and incidental |unp-sum paynents primarily intended
for settlement of expenses for final illness and burial

FORMS OF LI FE I NSURANCE. Life insurance coverage nay be provi ded under
any of the five sub-classifications |listed below Generally, nore than
one sub-classification may be used to provide such benefits. The |evel of
insurance is usually rounded to the next higher $1,000. The plan may
presune that mandatory enpl oyee contributions, if any, will first be
applied to pay all applicable life insurance pren uns.

a. | ndependent Term | nsurance.
b. Term I nsurance as Part of a Retirenent or Ot her Benefit Pl an.
C. Per manent Whol e Life Insurance as Part of a Retirenment Plan. |IRS

regul ati ons provide that no nore than 49 percent contribution to a
contributory plan may be used to pay the prem uns on such coverage

d. Retirement Inconme |nsurance Contract as Part of a Retirenent Plan.
A retirenent income contract is one which provides a death benefit
of $1,000, or the reserve, if greater, for each $10 per nobnth of
guaranteed life annuity at nornmal retirenent. |RS regulations
provide that at |east 25 percent of the contributions nust be
applied to the purchase of these coverages.

e. Uni versal Life Insurance as Part of a Retirenent Plan. Goup
universal life insurance, which conbines group termlife insurance
with a cash accunul ation feature, is nade avail able to enpl oyees by
an enployer who is issued a master policy; enployees receive
certificates as evidence of coverage and pay the entire prenium
For plans using individual universal life insurance policies, IRS
regul ati ons provide that no nore than 25 percent of the
contributions nay be used to pay the prem uns on such coverage.

TAXATI ON ON LI FE | NSURANCE PREM UMS. It should be noted that the taxation
on enpl oyees for a given anount of |ife insurance depends on which of the
above insurance coverages is provided. |f insurance is provided as part
of the retirenment plan, the full anmount of the inputed premiumw Il be
considered inconme to the enpl oyee and subject to incone tax. The anount
of the inmputed premumw || be based upon the I esser of IRS rates (the
so-called "PS 58"rates) or the insurance conpany's individual one-year term
policy rates available to all standard risks. |If coverage is provided

t hrough i ndependent group terminsurance, there will be no inputed i ncone
to the enployee with respect to premuns paid to cover the first $50, 000;
the enployee will have to pay inconme tax on the inmputed prem umon the
coverage in excess of $50,000. The anount of this inputed incone is based
upon IRS "Table 1" rates (I RC Sec. 79).
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