
Business clients are great to have as they buy more products than an individual who works for someone else  
and only has personal insurance needs. We need both types of clients, but the business owner requires more 
coverage.

Generally, life insurance death benefits are paid income tax-free to the policy beneficiary. Since these death  
benefits are not taxed, Congress decided that life insurance premiums paid should not be deductible.

However, when this general life insurance “no deduction” rule is applied to businesses (i.e., corporations, 
partnerships, sole proprietorships, etc.) certain life insurance premium payments may become deductible. 

The most commonly seen IRC deduction exceptions for life insurance you may see when working with  
business owner clients include the following: 

1. Life insurance premiums are generally deductible by an employer if the employee receiving the life 
insurance coverage recognizes income for tax purposes equal to the employer paid premium (in other 
words, the premiums are taxable income to the employee). The employer must not be the beneficiary.

2. Life insurance premiums are paid by an employer under a group term life insurance program for 
employees that provides no more than $50,000 in annual coverage are deductible (IRC Section 79 
program). The employer must not be the beneficiary.
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3. A 401(k) IRS approved retirement plan may offer life insurance as a plan asset. If a whole life 
policy is used, the premium may equal up to 50 percent of the employer’s annual contribution (plus 
forfeitures, if any) for an individual plan participant. For term and universal life insurance, the cap is 
25 percent of the annual employer contribution. The amount used to fund life insurance in a defined 
contribution qualified retirement plan meeting one of these limits is deductible by the employer. 
However, the plan must authorize the purchase of life insurance in the plan.

4. Generally, all contributions made by the employer sponsoring a 412(e)(3) to the plan are fully tax 
deductible including life insurance premiums. 

 
The four business situations described above identify the most common opportunities for clients to deduct. 
The opportunities are limited, but if clients meet the IRS rules, a federal tax deduction can be available. Clients 
in any of the four business situations described above should seek the advice of a tax advisor regarding their 
specific circumstances.One additional caveat: because of the peculiar tax and ownership rules that apply to S 
corporations under the IRC, life insurance premium deduction planning can be much more complex than other 
forms of business ownership. Always send clients to their tax advisor for assistance in this arena.

One additional caveat: because of the peculiar tax and ownership rules that apply to S corporations under 
the IRC, life insurance premium deduction planning can be much more complex than other forms of business 
ownership. Always send clients to their tax advisor for assistance in this arena.

The information contained in this newsletter has been obtained from sources believed to be reliable. The 
information is general in nature and may not apply to all circumstances. We do not guarantee the accuracy 
or completeness of the information provided and we do not assume any liability, expressed or implied, in 
connection with the information presented. For questions and more information, contact the Advanced Sales 
Department at 888-504-2550 ext. 5767. Neither American National Insurance Company nor its agents offer 
tax or legal advice. Clients should consult their tax and legal advisors.

American National Insurance Company, headquartered in Galveston, Texas is licensed to conduct business in all states except New York. Business 
is conducted in New York by American National Life Insurance Company of New York, headquartered in Glenmont, New York. Each company has 
financial responsibility only for the products and services it issues.
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