


SAMPLE LIFE INSURANCE LIMITATIONS NOTICE TO EMPLOYEES

(To be placed on the School Districts letterhead)

To:  
All District Employees

From:
(To be filled in by SD)

Date:
(Current date to be filled in by SD)

Subject:
Limitations on Life Insurance Investments

NOTICE ON LIFE INSURANCE LIMITATIONS

The new 403(b) regulations now limit certain types of life insurance investments held under 403(b) programs.  The internal revenue code (IRC) section 403(b) requires that all money set aside under an employer’s 403(b) program be held in either an annuity contract or a custodial mutual fund account.  In the past, individual life insurance policies were sold to school employees with assurance from the insurance company that these policies satisfied the IRC investment requirements.  The IRS 403(b) regulations issued on July 26, 2007, clearly identify that this is not the case.

Beginning on September 24, 2007, 403(b) contributions cannot be 100% invested in life insurance products.  A 403(b) annuity contract can provide for incidental life insurance benefits, but the amount of the 403(b) contribution that is used toward the life insurance portion of the contract cannot exceed 50% of the total individual 403(b) contributions.  If your particular annuity uses a term life or a universal life policy instead of a whole life policy, then the 50% limit to the total contribution amount is reduced by 25%.

If you do invest in a life insurance product that violates the above stated rule, all of your 403(b) money could be subject to immediate taxation.  The district will work with each vendor to assure that the vendor’s products comply with the rules under the 403(b) regulations regarding life insurance limitations.  However, it is your ultimate responsibility to contact the 403(b) vendor of your choice to confirm that any contract you currently contribute to satisfies the rule.
This sample document is provided by the WEA Tax Sheltered Annuity Trust program to assist you with the development of your 403(b) program.  This sample document is not intended to constitute legal or tax advice.  The language of this document may not satisfy all the needs of your specific 403(b) program.  You should consult with your legal and tax advisor(s) prior to adopting any documents for your 403(b) program.  You may also review the model plan language issued by the Internal Revenue Service, which can be found in Revenue Procedure 2007-71.








