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fundamental focus for Business 
owners: Protection & retirement
 

Explore How a Section 79 Plan  
Using Life Insurance Can Benefit You



Like many business owners, your energy and resources are primarily focused on building your 
business. Now, with retirement on the horizon, retirement planning may be more of a priority. 
Similar to other business owners in your situation, you may have the following concerns:

 Your current retirement savings are insufficient to meet your retirement needs.

 Your family is financially vulnerable if you died suddenly.

 How do you balance expense management with providing employee benefits? 

A Permanent Benefit Section 79 Plan may be an ideal solution. It can potentially provide both 
pre- and post-retirement death benefits, as well as supplemental retirement income. In addition, be-
cause employees can choose between several options, employee costs may be minimized. Finally, 
it can provide tax advantages to both you and the business.

What is a PErmanEnt BEnEfit sECtion 79 Plan?
Section 79 of the Internal Revenue Code permits employers to offer group life insurance to em-
ployees. The group life insurance can be provided via a master contract or a group of individual 
policies. Group term insurance is generally used to provide the benefit, and since coverage termi-
nates upon retirement, participating employees typically only receive inexpensive pre-retirement 
death benefit protection.

However, the Treasury Regulations for Section 79 provide that group term life insurance may be 
combined with permanent benefits under specified circumstances, which allows the use of cash 
value life insurance policies. A Permanent Benefit Section 79 Plan provides employees who elect 
to receive more than just the group term coverage with a cost-efficient personally owned cash 
value policy. Thus, employees who elect the permanent benefit will have death benefit coverage 
extending beyond their retirement, as well as the ability to access the cash value of their perma-
nent life insurance policy for supplemental retirement income or other purposes.

Why should you ConsidEr a PErmanEnt BEnEfit sECtion 79 Plan?
Benefits to the Employee/Business Owner:

 Peace of mind – Individually owned cash value life insurance policy provides death benefit 
protection for beneficiaries and tax-deferred accumulation  for the policyowner.

 Potential source to supplement retirement income – Policyowner may access policy cash values 
tax-free1 for supplemental retirement income2 or other purposes.

 Tax benefits – Cost of first $50,000 of death benefit coverage may not be income taxable.3  
Depending on the life insurance policy used, the  permanent benefit cost taxed to the employee 
may be less than the premium paid into the cash value policy.4

 Portable benefits – The employee owns the cash value policy and may continue it if he/she 
leaves the business.

 Survivor benefits not diminished by income taxes – The death benefits paid to the policy benefi-
ciary are generally not subject to federal income tax.* 

 Pre- and post-retirement death benefit – Unlike a group term policy, the death benefit coverage 
does not end upon retirement.

Benefits to the Business:
 Employer costs reduced by potential tax savings – Premium payments are generally fully 

deductible.5

 Less time to put in place than traditional qualified retirement plans – Initial and on going 
administration not as complex as traditional qualified plans.
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Insurance products are issued by Pacific Life Insurance Company in all states except New York, and in  
New York by Pacific Life & Annuity Company. Product availability and features may vary by state.

Investment and Insurance Products: Not a Deposit — Not FDIC Insured  
— Not Insured by any Federal Government Agency — No Bank Guarantee — May Lose Value

Endnotes on back

*  For federal income tax purposes, life 
insurance death benefits generally 
pay income tax-free to beneficiaries 
pursuant to IRC Sec. 101(a)(1). 
In certain situations, however, life 
insurance death benefits may be 
partially or wholly taxable. Situations 
include, but are not limited to: 
the transfer of a life insurance 
policy for valuable consideration 
unless the transfer qualifies for an 
exception under IRC Sec. 101(a)(2)
(i.e. the “transfer-for-value rule”); 
arrangements that lack an insurable 
interest based on state law; and an 
employer-owned policy unless the 
policy qualifies for an exception under 
IRC Sec. 101(j).



PotEntial ChallEngEs of a PErmanEnt BEnEfit sECtion 79 Plan:
 The individually owned life insurance death benefit will be includible in the employee’s  

taxable estate.

 Non-discrimination rules apply with respect to eligibility and benefits.  If the plan is  
discriminatory, adverse tax consequences will apply to participating key employees.3

 Employees electing permanent benefits must include the cost of such benefits as taxable income.4
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This material is not intended to be used, nor can it be used by any taxpayer, for the purpose of avoiding U.S. federal,
state or local tax penalties. This material is written to support the promotion or marketing of the transaction(s)

or matter(s) addressed by this material. Pacific Life, its distributors and their respective representatives  
do not provide tax, accounting or legal advice. Any taxpayer should seek advice based on the  

taxpayer’s particular circumstances from an independent tax advisor.

1 Plan Established: The business, working with its attorneys, tax advisors and a third-party ad-
ministrator (TPA), establishes a group life plan under IRC Section 79 and allows an employee 
to choose between a taxable permanent benefit (cash value life insurance), regular term life 
insurance policies with a taxable economic benefit, and $50,000 group term insurance with no 
taxable economic benefit. Each participating employee will choose the option that best fits his 
or her economic needs. 

2 Death Benefit Taxation: The employee may receive the first $50,000 of death benefit cover-
age free of cost. For death benefit coverage in excess of $50,000, the employee must include an 

annual cost (economic benefit cost), measured by Table I, in his or her taxable income.3

3 Permanent Benefit Taxation: In addition to the annual death benefit coverage, a cash value 
policy may provide a permanent benefit to the employee, and the employee is annually taxed 
on the cost of the permanent benefit.4 The amount taxed to the employee may be less than the 
life insurance policy premiums paid and deducted by the business.

4 During Lifetime: The employee has the ability to access the life insurance policy’s cash values 
income tax-free1 for supplemental retirement income2 or other purposes.

5 Upon Death: Upon the death of the employee, his or her named beneficiaries will receive the 
death benefit proceeds income tax-free.*

Beneficiaries

Permanent Life Insurance Business

Employee

1
Plan Established

2
Death Benefit Taxation

3
Permanent Benefit 
Taxation

4
During Lifetime

5
Upon Death



WhiCh BusinEssEs Can offEr a PErmanEnt BEnEfit 
sECtion 79 Plan?
Most business entities may offer a Permanent Benefit Section 
79 Plan. However, if 2% or more owners want to participate, the 
business must generally be a C-Corporation or an LLC taxed as 
a C-Corporation. 2% or more owners of pass-through entities (S-
Corps, partnerships, LLCs taxed as partnerships) are not eligible 
because they are not considered to be employees.6 However, a 2% 
or more owner-employee of a pass-through entity may be able to 
participate if the pass-through entity switches to a C-Corporation 
or a separate C-Corporation subsidiary is set up and the Permanent 
Benefit Section 79 Plan is established by the new corporation.7

hoW many EmPloyEEs must BE inCludEd in ordEr 
for thE PErmanEnt BEnEfit sECtion 79 Plan to 
qualify as grouP lifE insuranCE?
As a general rule, a group must be composed of at least 10 full-
time employees. However, if an employer has less than 10 full-
time employees, it will still qualify as a group term life insurance 
plan as long as it covers all full-time employees who have been 
with the business for at least 6 months. Technically, a business 
with only one full-time employee could establish a group term life 
insurance plan for the benefit of that one employee.

doEs a BusinEss With morE than 10 EmPloyEEs haVE 
to inCludE all EmPloyEEs?
A Permanent Benefit Section 79 Plan can be either discriminatory 
or non-discriminatory, so technically it does not have to include 
all employees. However, if a plan is discriminatory, then there are 
adverse consequences to key employees participating in the plan: 
(1) the cost of the first $50,000 of death benefit is income taxable 
to any key employees or owners who are participating, and (2) the 
cost of their taxable death benefit protection (i.e., economic benefit 
cost) is based upon the greater of the actual cost of the coverage 
or the IRS Table I cost. A plan is discriminatory under Section 
79 if it discriminates in favor of key employees as to eligibility to 
participate, or as to the type and amount of benefits available under 
the plan. Note that even a discriminatory plan must generally be 
composed of a group of at least 10 or more full-time employees in 
order to qualify as a group term life insurance plan.

hoW doEs a PErmanEnt BEnEfit sECtion 79 Plan 
qualify as non-disCriminatory?
In order for a Permanent Benefit Section 79 Plan to be considered 
non-discriminatory, it must satisfy one of the following requirements:

 Benefit 70% or more of all eligible employees.

 At least 85% of all employees who are participants must not be 
key employees (NOTE:  It is possible to carve out a non-dis-
criminatory group and not offer the plan to all eligible employ-
ees as long as the group is comprised of 10 or more employees 
and meets this rule.)

 The plan benefits a classification of employees judged by the 
IRS not to discriminate in favor of  key employees.

 The plan is part of a cafeteria plan that meets the requirements 
of Section 125.

Certain employees can be excluded from consideration for 
eligibility purposes:

 Employees who have not completed 3 years of service;

 Part-time or seasonal employees;

 Employees covered by a collective bargaining agreement; and

 Employees who are non-resident aliens and who receive no 
earned income from the employer which constitutes income 
from sources within the United States.

if a Plan is non-disCriminatory, doEs this mEan that 
all EmPloyEEs haVE to rECEiVE thE samE BEnEfits?
Even if a plan is designed to be non-discriminatory, this does not 
require that all participating employees receive permanent ben-
efits – they just have to be offered to all employees. An employee 
is given the option to choose between a taxable permanent benefit 
(cash value life insurance), regular term life insurance policies 
with a taxable economic benefit, and $50,000 group term insur-
ance with no taxable economic benefit. Each participating employ-
ee will choose the option that best fits their economic needs.

the Power to help you succeed



This fact finder is provided to help you and your life insurance producer better understand your goals 
and objectives. Please return the information to your life insurance producer and not to Pacific Life as 
we cannot and do not provide financial, legal or tax advice.
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Employee Name Gender

*Risk Status:  
SPNS 
PPNS 
PNS 
SNS 
PS 
SS  

(choose one)
Date of 

Birth
Date of 

Hire
Title/Job  

Description
Annual  

Compensation

Corp. 
Officer 
(check 
here)

% of  
 Own-
ership

Although Pacific Life does not endorse or promote any specific Permanent Benefit Section 79 program, Pacific Life will allow the use 
of its life insurance products with certain third-party programs. Pacific Life does not provide any legal or tax advice. An employer or in-
sured considering the use of a Permanent Benefit Section 79 program should seek the guidance of the appropriate legal and tax counsel.

Vital information 
Corporation Name: ___________________________________________________________________________________________  

Does the business’ owner(s) own any other companies? _________  Corporate Year End: _________________________________

Current Group Life Coverage: __________________________________________________________________________________  

Address: ___________________________________________________________________________________________________  

City:__________________________________________________  State/Zip: _________________________________________

Phone Number: _________________________________________  Fax Number: _______________________________________

Total Number of Employees: ______________________________

Employee Census
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Pacific Life refers to Pacific Life Insurance Company and its affiliates, including Pacific Life & Annuity Company. Insurance products are 
issued by Pacific Life Insurance Company in all states except New York and in New York by Pacific Life & Annuity Company. Product 

availability and features may vary by state. Each insurance company is solely responsible for the financial obligations accruing under the 
products it issues. Insurance products and their guarantees, including optional benefits and any fixed subaccount crediting rates, are 

backed by the financial strength and claims-paying ability of the issuing insurance company. Look to the strength of the life insurance 
company with regard to such guarantees as these guarantees are not backed by the broker-dealer, insurance agency or their affiliates 
from which this product is purchased. Neither these entities nor their representatives make any representation or assurance regarding 

the claims-paying ability of the life insurance company.

This material may not be used in conjunction with variable life insurance sales.

Please note: This brochure is designed to provide introductory information in regard to the subject matter covered.  
Neither Pacific Life nor its representatives offer legal or tax advice. Consult your attorney or tax advisor  

for complete up-to-date information concerning federal and state tax laws in this area.

Pacific Life Insurance Company 
Newport Beach, CA 

(800) 800-7681  •  www.PacificLife.com

Pacific Life & Annuity Company 
Newport Beach, CA 

(888) 595-6996  •  www.PacificLifeandAnnuity.com

Life Insurance Producer’s Name

State Insurance License Number
(or affix your business card)

  1 Tax-free income assumes, among other things: (1) withdrawals do not exceed tax basis (generally premiums paid less prior withdrawals); (2) policy remains in force 
until death; (3) withdrawals taken during the first 15 policy years do not occur at the time of, or during the two years prior to, any reduction in benefits; and (4) 
the policy does not become a modified endowment contract. See IRC Secs. 7702(f)(7)(B), 7702A. Any policy withdrawals, loans and loan interest will reduce policy 
values and may reduce benefits.

 2  Please consult with your employee benefits legal counsel as to whether this is an employee benefit plan under the Employee Retirement Income Security Act of 1974 
(ERISA) and if so, whether any additional requirements are necessary to comply with ERISA.

 3 In order for the cost of the first $50,000 of death benefit coverage to be excluded from income taxation for key employees and owners, the plan must meet non-dis-
crimination rules with respect to eligibility and benefits. If the death benefit coverage exceeds $50,000, the employee must include in income the value of the excess 
death benefit (economic benefit cost) as determined using the IRS Table I rates, which establishes uniform premiums based on 5-year age brackets.

  4 The cost of the permanent benefits is determined using the deemed death benefit formula provided in the Section 79 Regulations. See Treas. Reg. Sec. 1.79-1(d)(2). 
Revenue Procedure 2005-25 provides a safe harbor fair market valuation for use in determining permanent costs.

  5 Assumes it qualifies as an ordinary and necessary business expense under IRC Sec. 162 and that the employer is not directly or indirectly a beneficiary.
 6 If the owner is not considered an employee, it means that he or she cannot receive the income exclusion under Section 79 which is only available to a “group of employees.”
 7 There may be tax or other consequences associated with changing the type of business entity or creating a subsidiary entity. A client should consult his or her tax or 

legal advisor when considering a new company structure.


