
Disability Insurance Taxation 
Administration Options

Correctly handling premium contributions 
and reporting the taxability of benefit payments 
can be confusing. To help make the process easier, we’ve created 
this Disability Taxation Administration Options flyer. It clarifies your options 
for the taxability of benefits and for premium contributions. 



Taxability of Benefits and Premium Contribution Options

Pay Now
or

Pay Later

Who Pays Premium? Additional 
 Responsibilities 

 to Support Claims 
 Administration

100%  
 Employer-Paid

100% 
 Employee-Paid

Shared Contributions
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Fully Taxable 
Benefit

No Gross-Up
•  All premiums 

are paid by the 
employer and not 
included in the 
employee’s gross 
wages on their 
payroll W-2.

Pre-Tax
•  All premiums are 

paid for by the 
employees with 
pre-tax payroll 
deductions.

Employer No Gross-Up   
+ Employee Pre-Tax 
•  A portion of the premiums is 

paid by the employer and not 
included in the employee’s gross 
wages on their payroll W-2.     

 
•  A portion of the premiums is 

paid for by the employees with 
pre-tax payroll deductions.

None

Non-Taxable 
Benefit

Gross-Up
•  All premiums 

are paid by the 
employer and 
included in the 
employee’s gross 
wages on their 
payroll W-2.

Post-Tax
•  All premiums are 

paid for by the 
employees with 
post-tax payroll 
deductions.

Employer Gross-Up  
+ Employee Post-Tax
•  A portion of the premiums  

is paid by the employer and 
included in the employee’s  
gross wages on their payroll W-2.

•  A portion of the premiums is  
paid for by the employees with 
post-tax payroll deductions.

None

Partially 
Taxable  
Benefit

Taxation is 
based on IRS 
Three-Year  
Look Back Rule. 
(See  Three-Year 
Look  Back Rule 
on  page 3.)  

N/A N/A

Employer No Gross-Up  
+ Employee Post-Tax
•  A portion of the premiums is  

paid by the employer and not 
included in the employee’s  
gross wages on their payroll W-2.

•  A portion of the premiums is  
paid for by the employees with 
post-tax payroll deductions. 

    OR

Employer Gross-Up  
+ Employee Pre-Tax  
•  A portion of the premiums 

are paid by the employer and 
included in the employee’s  
gross wages on their payroll W-2.

•  A portion of the premiums is 
paid for by the employee with  
pre-tax payroll deductions.

By November 1 of 
every calendar year, 
the policyholder  
must provide   
The Standard:
•  The tax rate that 

should be used  
for all claims 
incurred in the 
following year.  
 
 OR

•  Accurate  
premium data in 
sufficient detail to 
calculate the tax 
rate that should  
be used for all 
claims incurred in 
the following year.

Tax Choice 
Plans

Taxation is 
based on the 
employee’s 
irrevocable 
election for 
the plan year 
in which the 
employee 
becomes 
disabled. (See 
 Tax Choice   
plans on page 3.)

Gross-Up OR  
No Gross-Up 
•  All premiums are 

paid for by the 
employer.

•  Employees are 
provided an 
irrevocable choice 
for each plan year 
to have premiums 
included or not 
included in their 
gross wages on 
their payroll W-2.

Pre-Tax OR 
Post-Tax
•  All premiums 

are paid for by 
the employee. 

•  Employees 
are provided 
an irrevocable 
choice for each 
plan year to 
have premiums 
withheld as a 
pre-tax or post-
tax deduction.

N/A

With each  
claim filed: 
•  Policyholder  

 is responsible   
for providing   
The Standard   
the correct tax 
rate to claim   
filed based on  
 the member’s 
 current election.   
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Additional Information Regarding Taxation of Disability Benefits

Three-year Look Back Rule

When premiums are paid for by a mixture of pre-tax 
and post-tax funds, the IRS Three-Year Look Back  
Rule applies. 

Under this rule, pre-tax and post-tax can be defined as:

•  Pre-Tax Funds — “employer-paid no gross-up” OR 
“employee-paid pre-tax.”

•  Post-Tax Funds — “employer-paid gross-up” OR  
“employee-paid post-tax.”

Using the IRS Three-Year Look Back Rule  
to Calculate Taxability

How: Use the ratio of premiums paid pre-tax to total 
premium used to pay for benefits.

Pre-Tax Premium

Total Premium

Taxable Rate to Apply  to 
Disability Benefits

What: Using net premiums known when the calculation  
is performed.

Net Premiums Known Premiums to Use

Less Than One Policy Year
Estimate of First Policy  
Year Net Premiums

Less Than Three Policy Years, 
 More Than One

Net Premiums Paid to Date

Three or More Full Policy Years Last Three Full Policy  
Years Known

Who: Calculated separately for each taxation class within 
the plan (See taxation classes).

When: Calculated annually and the resulting rate is applied 
to all claims incurred in the following calendar year.

Prior to the effective date of the policy and then by 
November 1 of each year, the policyholder must provide 
certain information to The Standard so that claims can be 
appropriately administrated. Policyholder can: 

•  Perform the calculation and provide the resulting rate  
to The Standard. 

    OR

•  Provide accurate premium data in sufficient detail  
so that The Standard can calculate the appropriate 
taxability rate. 

Note: The premium data required may differ from that 
 submitted with your regular billing.

IRS References to Review 
• Internal Revenue Code Section 105  
   and associated regulations.

Taxation Classes

Taxation classes are based on 
premium contribution methods and 
may not align to policy classes.

A separate determination of taxability 
is made for each taxation class of 
employees, with different contribution 
methods if the contributions for the 
various classes can be separated out.

If the contributions are unable to be 
separated out, then all employees 
must be defined as a single taxation 
class subject to the same taxation.

IRS References to Review 
• Internal Revenue Code Section  
   105 and associated regulations.

Tax Choice Plans

Revenue Ruling 2004-55 and 
Section 125 Cafeteria Plans provide 
options that give employees more 
flexibility in determining if they 
would rather pay income tax on 
the disability premiums or on the 
disability benefits.

Employees in a Tax Choice taxation 
class can:
•  Make a new irrevocable choice 

prior to the beginning of each 
plan year.  
 
OR

•  Have their prior election, once 
made, continue from one year 
to the next unless affirmatively 
changed before the beginning of 
the new plan year. 

Advantages & Considerations
•  Choice 

Employees can choose option that 
is best for them.

•  Flexible 
Employees can change election 
annually.

•  Administration
- 

 

 May be more challenging to 
administer premium deductions 
and payroll reporting.

-  Policyholder must provide  
the employee’s election to  
The Standard at the time  
a disability claim is filed.

IRS References to review
•  IRS Revenue Ruling 2004-55.

• Internal Revenue Code Section  
   125 and associated regulations.

Plan Changes

Taxation may be impacted when 
you change your plan design, 
depending on the type of change.

Moving carriers may not be 
considered an “amended plan.” 

The policyholder is responsible 
for determining if changes to their 
plan create an amended plan of a 
continuation of the current plan.

IRS References to Review 
• Internal Revenue Code Section 105    
   and associated regulations.  

• Internal Revenue Code Section 106   
   and associated regulations.

Employer Reporting

Internal Revenue Code Section 
6051 (f) requires insurers to provide 
information to policyholders and 
plan sponsors to allow them to 
report on sick pay benefits paid  to 
their employees.

This includes the amount of 
disability benefits paid and taxes 
withheld from those benefits  
 during the previous calendar year.

The Standard automatically  
provides this information to   
you in the following reports: 

Reports Frequency

STD Claims Run*

*Available in AdminEASE

Daily

Group Benefit Activity 
Report

Monthly

Disability Income Report Annually

When you receive these reports:
•  Verify that all individuals listed on 

the reports are your employees 
and that their personal information 
is correct.

•  Check the Claim Taxable 
Percentage for accuracy.

•  Notify us of any discrepancies you 
may find or if you have questions 
about any of the  
report information. 

   (See Employer’s Guide to taxation 
for additional details.)
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Tax Reporting Options

Tax Reporting Long Term  
Disability Plans

Short Term Disability (STD) and 
Statutory Disability Insurance (SDI) Plans

Without a FICA and  
W-2 Reporting  

Service Agreement

With a FICA and W-2 
Reporting Service 

Agreement 

Provided at additional cost

Withhold and remit employee share of 
FICA/Tier 1 tax

The Standard The Standard The Standard

Withhold and remit federal and state 
income tax (if applicable)

The Standard The Standard The Standard

Remit employer share of FICA/Tier 1 tax The Standard Policyholder The Standard

Report disability benefits on Form 941 The Standard Policyholder The Standard

Prepare W-2 forms for disability benefits 
paid to employees

The Standard Policyholder The Standard

Report disability benefits on Form 8922 N/A The Standard N/A

Pay and report other payroll taxes 
(e.g. Federal Unemployment Tax Act, 
State Unemployment Tax Act)

Policyholder Policyholder Policyholder

FICA and W-2 Reporting Service Agreement (STD & SDI) 
This service is offered at an additional cost. If elected:

The Standard’s Responsibilities

• Pay the employer’s matching share of STD/SDI Benefit Social Security and Medicare Tax (for taxable benefits).

• Prepare and distribute Form W-2 tax statements reporting STD/SDI Benefit information as required. 

• Report disability benefits on Form 941. 

Note: The Standard does not assume responsibility for paying or reporting Federal Unemployment (FUTA) Tax  or 
State Unemployment (SUTA) Tax or any other payroll taxes associated with the STD/SDI benefits under the policy.

Fee for Service
As a fee for this service, the policyholder’s STD/SDI premium rate will be increased. 

• Taxable/Partially Taxable/Tax Choice plans — 8.5% load to premium

•  Non-Taxable plans — 2% load to premium 
(See page 3 for additional employer reporting details.)

The Standard is a marketing name for StanCorp Financial Group, Inc. and subsidiaries. 
Insurance products are offered by Standard Insurance Company of Portland, Oregon, in all 
states except New York. Product features and availability vary by state and are solely the 
responsibility of Standard Insurance Company

Standard Insurance Company  |  standard.com 
1100 SW Sixth Avenue  |  Portland, OR 97204

Disability Taxation Administration Option  
SI 20292  (1/22)

Disability Taxation Administration Options Page 4

http://standard.com




Accessibility Report





		Filename: 

		20292_0122_unlocked.pdf









		Report created by: 

		



		Organization: 

		







[Enter personal and organization information through the Preferences > Identity dialog.]



Summary



The checker found no problems in this document.





		Needs manual check: 2



		Passed manually: 0



		Failed manually: 0



		Skipped: 1



		Passed: 29



		Failed: 0







Detailed Report





		Document





		Rule Name		Status		Description



		Accessibility permission flag		Passed		Accessibility permission flag must be set



		Image-only PDF		Passed		Document is not image-only PDF



		Tagged PDF		Passed		Document is tagged PDF



		Logical Reading Order		Needs manual check		Document structure provides a logical reading order



		Primary language		Passed		Text language is specified



		Title		Passed		Document title is showing in title bar



		Bookmarks		Passed		Bookmarks are present in large documents



		Color contrast		Needs manual check		Document has appropriate color contrast



		Page Content





		Rule Name		Status		Description



		Tagged content		Passed		All page content is tagged



		Tagged annotations		Passed		All annotations are tagged



		Tab order		Passed		Tab order is consistent with structure order



		Character encoding		Passed		Reliable character encoding is provided



		Tagged multimedia		Passed		All multimedia objects are tagged



		Screen flicker		Passed		Page will not cause screen flicker



		Scripts		Passed		No inaccessible scripts



		Timed responses		Passed		Page does not require timed responses



		Navigation links		Passed		Navigation links are not repetitive



		Forms





		Rule Name		Status		Description



		Tagged form fields		Passed		All form fields are tagged



		Field descriptions		Passed		All form fields have description



		Alternate Text





		Rule Name		Status		Description



		Figures alternate text		Passed		Figures require alternate text



		Nested alternate text		Passed		Alternate text that will never be read



		Associated with content		Passed		Alternate text must be associated with some content



		Hides annotation		Passed		Alternate text should not hide annotation



		Other elements alternate text		Passed		Other elements that require alternate text



		Tables





		Rule Name		Status		Description



		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot



		TH and TD		Passed		TH and TD must be children of TR



		Headers		Passed		Tables should have headers



		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column



		Summary		Skipped		Tables must have a summary



		Lists





		Rule Name		Status		Description



		List items		Passed		LI must be a child of L



		Lbl and LBody		Passed		Lbl and LBody must be children of LI



		Headings





		Rule Name		Status		Description



		Appropriate nesting		Passed		Appropriate nesting










Back to Top



