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 Employer � Employee  

 • Pays premium. 
• Includes the premium 

in the employee’s 
taxable income.1 

• Deducts the premium 
as a business 
expense.2 

 

• Purchases and owns 
the policy. 

• Pays the tax on the 
premium. 

• Names beneficiaries. 
• Can borrow against 

cash values.3 

 

   

 

    

 Insurance Company�    

        
 

AFTER DEATH OCCURS 

Employee’s Heirs 

Family or other named 
beneficiaries receive the 
policy proceeds at the 
death of the executive.4 

 

 

1 Employer may also choose to bonus the tax amounts to the employee, creating a net-no-cost scenario for the employee. 
2 See Reg. 1.162-9, Bonuses to Employees. 
3 Some tax practitioners feel than an executive could agree (through a policy endorsement) not to change ownership or borrow 

against the policy without the employer’s consent. 
4 Death benefit is generally received free of income tax.  See IRC Sec. 101(a). 
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