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Part IV. Items of General Interest 
Notice of Proposed Rulemaking
and Notice of Public Hearing

Group Term Insurance; 
Uniform Premiums

REG–209103–89

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Notice of proposed rulemak-
ing and notice of public hearing.

SUMMARY:  This document contains
proposed regulations that revise the uni-
form premium table used to calculate the
cost of group-term life insurance cover-
age provided to an employee by an em-
ployer.  These proposed regulations pro-
vide guidance to employers who must use
the uniform premium table to calculate
the cost of group-term insurance includi-
ble in the gross income of their employ-
ees.  This document also provides notice
of a public hearing on these proposed reg-
ulations.

DATES:  Comments must be received by
April 13, 1999.  Requests to speak and
outlines of topics to be discussed at the
public hearing scheduled for May 6,
1999,  must be received by April 15,
1999.   The IRS requests comments on the
clarity of the proposed rule and how it
may be made easier to read.

ADDRESSES:  Send submissions to:
CC:DOM:CORP:R (REG–209103–89),
room 5228, Internal Revenue Service,
POB 7604, Ben Franklin Station, Wash-
ington, DC  20044.  Submissions may be
hand delivered between the hours of 8
a.m. and 5 p.m. to CC:DOM:CORP:R
(REG–209103–89), Courier’s Desk, In-
ternal Revenue Service, 1111 Constitution
Avenue, NW, Washington, DC.  Alterna-
tively, taxpayers may submit comments
electronically via the Internet by selecting
the “Tax Regs” option on the IRS Home
Page, or by submitting comments directly
to the IRS Internet site at http://www.irs.
ustreas.gov/prod/tax_regs/comments.html.
The public hearing will be held in Room
2615, Internal Revenue Building, 1111
Constitution Avenue NW, Washington,
DC.

FOR FURTHER INFORMATION CON-
TACT:  Concerning the regulations, Betty
J. Clary, (202) 622-6070; concerning sub-
missions and the hearing, Michael
Slaughter, (202) 622-7190 (not toll-free
numbers).

SUPPLEMENTARYINFORMATION:

Background

This document contains proposed
amendments to the Income Tax Regula-
tions under section 79 of the Internal Rev-
enue Code.  These proposed regulations
revise the uniform premium rates used to
calculate the cost of group-term life insur-
ance provided to employees.  Section 79
generally permits an employee to exclude
from gross income the cost of $50,000 of
group-term life insurance coverage.  The
remaining cost of the group-term life in-
surance is included in the employee’s
gross income to the extent it exceeds the
amount, if any, paid by the employee for
the coverage.  The cost of the group-term
insurance is determined on the basis of
five-year age brackets prescribed by regu-
lations.  

The uniform premiums are set forth in
the regulations in Table I entitled  “Uni-
form Premiums for $1,000 of Group-term
Life Insurance Protection.”  Section 1.79–
3(d)(2).  Atable was initially published on
July 6, 1966 (31 F.R. 9199), and the table
was revised on December 6, 1983 (48
F.R. 54595).  The December 6, 1983 revi-
sion was made to reflect changes in mor-
tality since 1966, using 1975-1979 mor-
tality experience reported by the Society
of Actuaries.  The December 6, 1983 revi-
sion extrapolated the reported mortality
experience to 1982, and reflected a re-
vised gender mix and load factor.  For
years after 1988, new factors were added
to the table for ages above 64, pursuant to
section 5013 of the Technical and Miscel-
laneous Revenue Act of 1988.  See 57
F.R. 33635 (July 30, 1992).

The IRS and Treasury have concluded
that the section 79 table should be revised
because there has been a significant im-
provement in mortality since the 1975-
1979 period (even after taking into ac-
count the projection to 1982).  This
conclusion is based on information on the

group-term life mortality experience of 13
issuers covering the 1985-1989 period, as
compiled by the Society of Actuaries, as
well as other data on mortality trends.
The IRS and Treasury contemplate con-
tinuing to monitor future changes in mor-
tality experience and would expect to 
update the section 79 table when a signifi-
cant change in the cost of group-term life
insurance is evidenced.

Summary of Regulations

These proposed regulations revise the
uniform premium table used to calculate
the cost of group-term life insurance cov-
erage provided to an employee by an em-
ployer.  The proposed new table has been
developed based on mortality experience
for individuals covered by group-term life
insurance during the 1985-1989 period, as
reflected in a Society of Actuaries report.
The mortality rates were adjusted for im-
provements in mortality from 1988 (the
weighted midpoint for the data used in
the1985-89 study) through 2000, based
on the same rates of mortality improve-
ment that were adopted by the Society of
Actuaries Group Annuity Valuation Table
Task Force for the period 1988-1994.
Separate mortality rates were derived for
males and females, and the section 79
table reflects a 50/50 blend of the male
and female mortality rates.  The resulting
mortality projections have been adjusted
to reflect a 10 percent load factor.  The
uniform premium rates under the pro-
posed revision would be lower in all age
groups than the rates under the current
section 79 regulations. 

Comments are requested regarding the
proposed premium rates.

Proposed Effective Date

These  regulations are proposed to be
effective July 1, 1999.  Aspecial effective
date rule applies to any policy of life in-
surance issued under a plan in existence
before the proposed general July 1, 1999
effective date if the policy would not be
treated as carried directly or indirectly by
an employer under section 1.79–0 of the
Income Tax Regulations using the current
section 79 table.  In this case, if the spe-
cial rule applies, the policy would con-
tinue to be treated as not carried directly



or indirectly by an employer until the first
plan year that begins after July 1, 1999.

Because income imputed under section
79 is generally subject to FICAtax which
is withheld from the employee’s pay, and
because the withholding often is applied
periodically from payrolls during the
year, many employers will need to modify
their payroll-based withholding systems
and related information collection proce-
dures before the effective date.  The pro-
posed July 1, 1999 effective date is in-
tended to provide the benefits of having
the lower income inclusions take effect as
early as possible while avoiding the addi-
tional costs  that would arise if employers
did not have adequate time to implement
the changes before the effective date
(which would necessitate special adjust-
ments to correct overwithholding that
would have occurred after the effective
date and before implementation of the
new table). 

Comments are requested regarding the
proposed effective date. 

Special Analyses

It has been determined that this notice
of proposed rulemaking is not a signifi-
cant regulatory action as defined in EO
12866.  Therefore, a regulatory assess-
ment is not required.  It also has been de-
termined that section 553(b) of the Ad-
ministrative Procedure Act (5 U.S.C.
chapter 5) does not apply to these regula-
tions and, because these regulations do
not impose a collection of information on
small entities, the Regulatory Flexibility
Act (5 U.S.C. chapter 6) does not apply.
Pursuant to section 7805(f) of the Internal
Revenue Code, this notice of proposed
rulemaking will be submitted to the Chief
Counsel for Advocacy of the Small Busi-
ness Administration for comment on its
impact on small business.

Comment and Public Hearing

Before these proposed regulations are
adopted as final regulations, considera-
tion will be given to electronic and writ-
ten comments (a signed original and eight
(8) copies) that are timely submitted to
the IRS.  The IRS and Treasury specifi-
cally request comments on the clarity of
the proposed regulations and how it may
be made easier to understand.  All com-
ments will be available for public inspec-
tion and copying.

Apublic hearing has been scheduled for
Thursday, May 6, 1999, at 10:00 a.m. in
Room 2615, Internal Revenue Building,
1111 Constitution Avenue NW, Wash-
ington, DC.  Due to building security pro-
cedures, visitors must enter the 10th Street
entrance, located between Constitution
and Pennsylvania Avenues, NW.  In addi-
tion, all visitors must present photo identi-
fication to enter the building.  Because of
access restrictions, visitors will not be ad-
mitted beyond the immediate entrance
area more than 15 minutes before the
hearing starts.  For information about hav-
ing your name placed on the building ac-
cess list to attend the hearing, see the
“FOR FURTHER INFORMATION CON-
TACT” section of this preamble.

The rules of 26 CFR 601(a)(3) apply to
the hearing.  Persons who wish to present
oral comments at the hearing must submit
written comments and an outline of the
topics to be discussed and the time de-
voted to each topic (a signed original and
eight (8) copies) by April 15, 1999.

Aperiod of 10 minutes will be allotted
to each person for making comments.

An agenda showing the scheduling of
the speakers will be prepared after the
deadline for receiving outlines has
passed.  Copies of the agenda will be
available free of charge at the hearing.

Drafting Information

The principal author of these regula-
tions is Betty J. Clary, Office of the Asso-
ciate Chief Counsel (Employee Benefits
and Exempt Organizations).  However,
other personnel from the IRS and the
Treasury Department participated in their
development.

* * * * *

Proposed Amendments to the Regulations

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows:

PART1–INCOME TAXES

Paragraph 1.  The authority citation for
part 1 continues to read in part as follows:

Authority:  26 U.S.C. 7805 * * *
Par. 2.  Section 1.79–3 is amended as

follows:
1.  Paragraph (d)(2) is revised.
2.  Paragraph (e) and (f) are redesig-

nated as paragraph (f) and (g) respec-
tively.

3.  New paragraph (e) is added.
The revision and addition read as fol-

lows: 

§1.79–3 Determination of amount equal
to cost of group-term life insurance.

*  *  *  *  *

(d)  * * *
(2)  For the cost of group-term life in-

surance provided after June 30, 1999, the
following table sets forth the cost of
$1,000 of group-term life insurance pro-
vided for one month, computed on the
basis of 5-year age brackets.  See 26 CFR
1.79–3(d)(2) in effect prior to [DATE
FINAL REGULATIONS ARE EFFEC-
TIVE] and contained in the 26 CFR,
part1, edition revised as of April 1, 1998,
for a table setting forth the cost of group-
term life insurance provided before July
1, 1999.  For purposes of Table I, the age
of the employee is the employee’s at-
tained age on the last day of the em-
ployee’s taxable year.

TABLE I. – UNIFORM PREMIUMS
FOR $1,000 OF GROUP-TERM LIFE
INSURANCE   PROTECTION

5-year age bracket Cost per $1,000
of protection for
one month

Under 25  . . . . . . . . . . . . . . . . . . . . $0.05
25 to 29  . . . . . . . . . . . . . . . . . . . . .06
30 to 34  . . . . . . . . . . . . . . . . . . . . .08
35 to 39  . . . . . . . . . . . . . . . . . . . . .09
40 to 44  . . . . . . . . . . . . . . . . . . . . .10
45 to 49  . . . . . . . . . . . . . . . . . . . . .15
50 to 54  . . . . . . . . . . . . . . . . . . . . .23
55 to 59  . . . . . . . . . . . . . . . . . . . . .43
60 to 64  . . . . . . . . . . . . . . . . . . . . .66
65 to 69  . . . . . . . . . . . . . . . . . . . . 1.27
70 and above  . . . . . . . . . . . . . . . . 2.06

*  *  *  *  *

(e)  Effective date—(1)  General effec-
tive date for table. Except as provided in
paragraph (e)(2) of this section, the table
in paragraph (d)(2) of this section is effec-
tive July 1, 1999.

(2)  Effective date for table for pur-
poses of section 1.79–0. A policy of life
insurance issued under a plan in existence
on June 30, 1999, which would not be
treated as carried directly or indirectly by
an employer under §1.79–0, taking into
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account the Table I in effect on that date,
shall continue to be treated as a policy
that is not carried directly or indirectly by
the employer until the first plan year be-
ginning after the general effective date in
paragraph (e)(1) of this section.

*  *  *  *  *

Robert E. Wenzel,
Deputy Commissioner of 

Internal Revenue.

(Filed by the Office of the Federal Register on Janu-
ary 12, 1999, 8:45 a.m., and published in the issue of
the Federal Register for January 13, 1999, 64 F.R.
2164)

Notice of Proposed Rulemaking
and Notice of Public Hearing

Recharacterizing Financing
Arrangements Involving 
Fast-Pay Stock

REG–104072–97

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Notice of proposed rulemak-
ing and notice of public hearing.

SUMMARY:  This document contains
proposed regulations that recharacterize,
for tax purposes, financing arrangements
involving fast-pay stock.  The regulations
are necessary to prevent taxpayers from
using fast-pay stock to achieve inappro-
priate tax avoidance.  The regulations af-
fect corporations that issue fast-pay stock,
holders of fast-pay stock, and other share-
holders that may claim tax benefits pur-
ported to result from arrangements in-
volving fast-pay stock.  This document
also provides notice of a public hearing
on the proposed regulations.

DATES:  Written comments must be re-
ceived by April 6, 1999.  Outlines of top-
ics to be discussed at the public hearing
scheduled for April 8, 1999, at 10 a.m.
must be received by March 18, 1999.

ADDRESSES:  Send submissions: to
CC:DOM:CORP:R (REG–104072–97),
room 5226, Internal Revenue Service,
POB 7604, Ben Franklin Station, Wash-
ington, DC 20044.  Submissions may be

hand delivered Monday through Friday
between the hours of 8 a.m. and 5 p.m. to:
CC:DOM:CORP:R (REG–104072–97),
Courier’s Desk, Internal Revenue Ser-
vice, 1111 Constitution Avenue, NW,
Washington, DC.  Alternatively, taxpayers
may submit comments via the Internet by
selecting the “Tax Regs” option of the
IRS Home Page or by submitting them di-
rectly to the IRS Internet site at
http://www.irs.ustreas.gov/prod/tax_regs/
comments.html.  The public hearing will
be held in room 2615, 1111 Constitution
Avenue, NW, Washington, DC.

FOR FURTHER INFORMATION CON-
TACT:  Concerning the proposed regula-
tions, Jonathan Zelnik at (202) 622-3940;
concerning submissions of comments, the
hearing, and/or to be placed on the build-
ing access list to attend the hearing,
LaNita VanDyke at (202) 622-7190 (not
toll-free numbers).

SUPPLEMENTARY INFORMATION:

Paperwork Reduction Act

The collection of information con-
tained in this notice of proposed rulemak-
ing has been submitted to the Office of
Management and Budgetfor review in
accordance with the Paperwork Reduc-
tion Act of 1995 (44 U.S.C. 3507(d)).
Comments on the collection of informa-
tion should be sent to the Office of Man-
agement and Budget, Attn:  Desk Officer
for the Department of the Treasury, Office
of Information and Regulatory Affairs,
Washington, DC 20503, with copies to
the Internal Revenue Service,Attn:  IRS
Reports Clearance Officer, OP:FS:FP,
Washington, DC 20224.  Comments on
the collection of information should be re-
ceived by March 8, 1999.  Comments are
specifically requested concerning:

Whether the proposed collection of in-
formation is necessary for the proper per-
formance of the functions of the Internal
Revenue Service, including whether the
collection will have a practical utility;

The accuracy of the estimated burden
associated with the proposed collection of
information (see below);

How the quality, utility, and clarity of
the information to be collected may be 
enhanced;

How the burden of complying with the

proposed collection of information may
be minimized, including through the ap-
plication of automated collection tech-
niques or other forms of information tech-
nology; and

Estimates of capital or start-up costs and
costs of operation, maintenance, and pur-
chase of services to provide information.

The collection of information is in
§1.7701(l)–3(f) and §1.7701(l)–3(g).  The
collection of information is mandatory.
The likely respondents are individuals,
businesses, and other organizations.
Estimated total annual burden: 50 hours
Estimated average annual burden per re-
spondent: 1 hour
Estimated number of respondents: 50
Estimated annual frequency of responses:
Annually

An agency may not conduct or sponsor,
and a person is not required to respond to,
a collection of information unless the col-
lection of information displays a valid
control number  assigned by the Office of
Management and Budget.

Books or records relating to a collec-
tion of information must be retained as
long as their contents may become mater-
ial in the administration of any internal
revenue law.  Generally, tax returns and
tax information are confidential, as re-
quired by 26 U.S.C. 6103.

Background

On February 27, 1997, the IRS issued
Notice 97–21, 1997–1 C.B. 407, which
relates to financing arrangements involv-
ing fast-pay stock.  Among other things,
the notice informs the public that the IRS
and Treasury Department expect to issue
regulations recharacterizing these
arrangements to prevent tax avoidance.
Notice 97–21 requested comments, but
none have been received.

Explanation of Provisions

A.  TAX-AVOIDANCE
ARRANGEMENTS USING 
FAST-PAY STOCK

Notice 97–21 addresses two-party fi-
nancing arrangements that are structured
as multi-party arrangements to let one or
more of the parties avoid tax.  Instead of
one party directly providing financing to
the other, they both acquire stock (with
different characteristics) in a conduit en-
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