TAXATION OF EMPLOYER OWNED
LIFE INSURANCE

 —

TAXATION OF DEATH BENEFITS
TO THE BUSINESS

When a business receives the death benefit from an Employer-owned life insurance policy, the IRS allows them
to exclude from income the amount of premiums and amounts paid into the policy.* The remaining amount of the
death benefit received is reported as income to the business. Exceptions to this IRS inclusion rule could allow the
entire death benefit proceeds to be free of income tax to the business, once the business satisfies the notice and
consent requirements, and any one of the following:

1. Exception for a recent employee: The insured was an employee of the employer at any time during the
12-month period before the insured’s death.®

2. Exception for a director or highly compensated employee or individual at the time the policy was issued. This
would include:®

A director

A 5%-or-greater owner of the business at any time during the current year or the preceding year

A highly compensated employee or highly compensated individual with compensation of at least $130,000
for 2021 (adjusted annually for cost-of-living)

One of the five highest-paid officers

Among the highest-paid 35% of all employees

3. Exception for death proceeds paid to heirs: The death proceeds are paid to.”

A member of the insured's family, which includes brothers and sisters (also half-brothers and half-sisters),
spouse, ancestors, and lineal descendants

Any individual who is the designated beneficiary of the insured under the contract (other than the employer)
A trust established for any family member or designated beneficiary, as just described

The estate of the insured

4. Exception for death benefit proceeds being used to purchase an equity interest in the business
(employer) by any family member, beneficiary, trust, or estate.®
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ANNUAL FILING REQUIREMENTS

Employers that own life insurance on their employees also must comply with the ongoing requirement outlined in IRC
§ 6039I, which requires an annual report of EOLI contracts. Reporting is accomplished by attaching IRS Form 8925 to
the employer’'s income tax return for the year.

The employer must report the following to the IRS annually:
*  The total number of employees under the employer at the end of the tax year

*  The number of those employees insured under employer-owned life insurance contracts at the end of the tax
year for policies issued after August 17, 2006

* The total amount of insurance in force at the end of the tax year under those contracts

* The name, address, and taxpayer identification number of the employer, and the type of business in which the
employer is engaged

*  Verification that the employer has a valid consent for each insured employee, or, if all required consents are not
obtained, the number of insured employees for whom consent was not obtained

Employers are required to keep records that show the requirements of both IRC § 101(j) and 60391 are met for all
applicable tax years by filing IRS Form 8925, “Report of Employer-Owned Life Insurance Contracts.”

NOTICE AND CONSENT
There are three components to the notice and consent requirement that must be met before the policy is issued:

1. Notify the employee in writing that the employer intends to insure the employee's life. The notice must state the
maximum face amount for which the employee could be insured and must be either in dollars or as a multiple of salary.

2. Obtain the employee’s written consent to being insured under the policy.

3. Inform the employee in writing that the employer will be directly or indirectly a beneficiary of any proceeds
payable on the employee's death.

An inadvertent failure to satisfy the notice and consent requirements may be corrected under the following
circumstances:®

1. The applicable policyholder (business/employer) made a good faith effort to satisfy those requirements.
2. The failure was inadvertent.

3. The failure was discovered and corrected no later than the due date of the tax return for the taxable year of the
applicable policyholder (business/employer) in which the policy was issued.
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SAMPLE NOTICE OF CONSENT

EMPLOYER INTENT TO
INSURE EMPLOYEE'S LIFE

("Employee") is being notified by

(“"Employer"”) under Internal Revenue

Code § 101 (j) that:

A. Employer intends to apply for insurance on Employee’s life;

B. The maximum face amount at the time the policy is issued on the life of the Employee shall not
exceed $ :and

C. Employer shall be a direct or indirect beneficiary of life insurance proceeds payable upon death of Employee.

EMPLOYEE CONSENT
TO BEING INSURED

Employee acknowledges receipt of this notice and agrees to:
A. Consent to being insured by Employer;
B. Consent to the policy being continued following any termination of employment with Employer; and

C. Consent to employer being a direct or indirect beneficiary of any life insurance proceeds payable.

Employee Date
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Neither Transamerica nor its agents or representatives may provide tax, investment or legal advice. Anyone to whom this material is
promoted, marketed, or recommended should consult with and rely on their own independent tax, financial and legal professionals
regarding their particular situation and the concepts presented herein.

Transamerica Resources, Inc. is an Aegon company and is affiliated with various companies which include, but are not limited to, insurance
companies and broker dealers. Transamerica Resources, Inc. does not offer insurance products or securities. The information provided is for
educational purposes only and should not be construed as insurance, ERISA, tax, investment, legal, or financial advice or guidance. Please
consult your personal independent professionals for answers to your specific questions.
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