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If the fringe benefits of your job include employer-paid group term life insurance, a portion of the premiums for
the coverage may be taxable. That could result in undesirable income tax consequences for you.

The cost of the first $50,000 of group term life insurance paid by your employer is excluded from your taxable
income. However, the employer-paid cost of that coverage of over $50,000 is taxable to you and included in the
taxable wages reported on your Form W-2, even if you never actually receive any benefits from it. That’s called
“phantom income.”  

Have you reviewed your W-2?

If you think the tax cost to you of employer-provided group term life insurance is too high, you can check your
W-2. If there’s a dollar amount in Box 12 (with code “C”), that’s the amount your employer paid to provide you
with group term life insurance over $50,000, minus any amount that you paid for the coverage. You’re
responsible for any taxes due on the amount in Box 12, including employment tax.

The amount in Box 12 is already included as part of your total “Wages, tips, and other compensation” in Box 1
of the W-2. The amount in Box 1 is reported on your tax return.

What are your options?

If the tax cost seems too high for the benefit you’re getting, ask your employer if they have a “carve-out” plan,
which allows certain employees to opt out of the group coverage. If there’s no such option, ask your employer if
they’d be willing to create one.

Carve-out plans vary, but one option is for the employer to continue to provide $50,000 of coverage at no cost
to you. The employer could then either provide you with an individual policy for the balance of the coverage or a
cash bonus representing the amount the employer would’ve spent for the excess coverage. You can then use
that money to pay premiums for an individual policy.

Questions

You may have other questions about your group’s term life insurance benefit. Feel free to contact us for
answers.

https://www.freshbooks.com/glossary/tax/phantom-income
https://www.irs.gov/pub/irs-pdf/iw2w3.pdf
https://orrpc.com/contact-us/

