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Internal Revenue Code Section 120 
Amounts received under qualified group legal services plans. 
 
 
(a) Exclusion by employee for contributions and legal services provided by employer. Gross 

income of an employee, his spouse, or his dependents, does not include— 
 

(1) amounts contributed by an employer on behalf of an employee, his spouse, or his 
dependents under a qualified group legal services plan (as defined in subsection (b)); or 

 
(2) the value of legal services provided, or amounts paid for legal services, under a qualified 

group legal services plan (as defined in subsection (b)) to, or with respect to, an 
employee, his spouse, or his dependents. 

 
No exclusion shall be allowed under this section with respect to an individual for any 
taxable year to the extent that the value of insurance (whether through an insurer or self-
insurance) against legal costs incurred by the individual (or his spouse or dependents) 
provided under a qualified group legal services plan exceeds $ 70. 

 
(b) Qualified group legal services plan. For purposes of this section, a qualified group legal 

services plan is a separate written plan of an employer for the exclusive benefit of his 
employees or their spouses or dependents to provide such employees, spouses, or dependents 
with specified benefits consisting of personal legal services through prepayment of, or 
provision in advance for, legal fees in whole or in part by the employer, if the plan meets the 
requirements of subsection (c). 

 
(c) Requirements. 
 

(1) Discrimination. The contributions or benefits provided under the plan shall not 
discriminate in favor of employees who are highly compensated employees (within the 
meaning of section 414(q)). 

 
(2) Eligibility. The plan shall benefit employees who qualify under a classification set up by 

the employer and found by the Secretary not to be discriminatory in favor of employees 
who are described in paragraph (1). For purposes of this paragraph, there shall be 
excluded from consideration employees not included in the plan who are included in a 
unit of employees covered by an agreement which the Secretary of Labor finds to be a 
collective bargaining agreement between employee representatives and one or more 
employers, if there is evidence that group legal services plan benefits were the subject of 
good faith bargaining between such employee representatives and such employer or 
employers. 
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(3) Contribution limitation. Not more than 25 percent of the amounts contributed under the 
plan during the year may be provided for the class of individuals who are shareholders or 
owners (or their spouses or dependents),each of whom (on any day of the year) owns 
more than 5 percent of the stock or of the capital or profits interest in the employer. 

 
(4) Notification. The plan shall give notice to the Secretary, in such manner as the Secretary 

may by regulations prescribe, that it is applying for recognition of the status of a qualified 
group legal services plan. 

 
(5) Contributions. Amounts contributed under the plan shall be paid only (A) to insurance 

companies, or to organizations or persons that provide personal legal services, or 
indemnification against the cost of personal legal services, in exchange for a prepayment 
or payment of a premium, (B) to organizations or trusts described in section 501(c)(20), 
(C) to organizations described in section 501(c) which are permitted by that section to 
receive payments from an employer for support of one or more qualified group legal 
services plan or plans, except that such organizations shall pay or credit the contribution 
to an organization or trust described in section 501(c)(20), (D) as prepayments to 
providers of legal services under the plan, or (E) a combination of the above. 

 
(d) Other definitions and special rules. For purposes of this section— 
 

(1) Employee. The term "employee" includes, for any year, an individual who is an 
employee within the meaning of section 401(c)(1) (relating to self-employed individuals). 

 
(2) Employer. An individual who owns the entire interest in an unincorporated trade or 

business shall be treated as his own employer. A partnership shall be treated as the 
employer of each partner who is an employee within the meaning of paragraph (1). 
 

(3) Allocations. Allocations of amounts contributed under the plan shall be made in 
accordance with regulations prescribed by the Secretary and shall take into account the 
expected relative utilization of benefits to be provided from such contributions or plan 
assets and the manner in which any premium or other charge was developed. 

 
(4) Dependent. The term "dependent" has the meaning given to it by section 152 (determined 

without regard to subsections (b)(1), (b)(2), and (d)(1)(B) thereof). 
 

(5) Exclusive benefit. In the case of a plan to which contributions are made by more than one 
employer, in determining whether the plan is for the exclusive benefit of an employer's 
employees or their spouses or dependents, the employees of any employer who maintains 
the plan shall be considered to be the employees of each employer who maintains the 
plan. 

 
(6) Attribution rules. For purposes of this section— 

 
(A) ownership of stock in a corporation shall be determined in accordance with the rules 

provided under subsections (d) and (e) of section 1563 (without regard to section 
1563(e)(3)(C)), and 

 



(B) the interest of an employee in a trade or business which is not incorporated shall be 
determined in accordance with regulations prescribed by the Secretary, which shall be 
based on principles similar to the principles which apply in the case of subparagraph 
(A). 

 
(7) Time of notice to secretary. A plan shall not be a qualified group legal services plan for 

any period prior to the time notification was provided to the Secretary in accordance with 
subsection (c)(4), if such notice is given after the time prescribed by the Secretary by 
regulations for giving such notice. 

 
(e) Termination. This section and section 501(c)(20) shall not apply to taxable years beginning 

after June 30, 1992. 
 
(f) Cross reference. For reporting and recordkeeping requirements, see section 6039D. 


