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Authoritative, useful, and convenient, 2015 Tax Facts on Insurance & Employee Benefits 
shows how the tax law and regulations are relevant to your insurance, employee benefits, and 
financial planning practices.

Organized in a time-saving Q&A format, 2015 Tax Facts on Insurance & Employee Benefits 
delivers the latest guidance on:

•	 Estate & Gift Tax Planning

•	 Federal Income Taxation

•	 Roth IRAs

•	 HSAs

•	 Capital Gains, Qualifying Dividends

•	 Non-qualified Deferred Compensation Under IRC Section 409A

•	 And much more!

Highlights of the 2015 Edition

•	 Expansion of healthcare reform coverage and additional questions on individual 
responsibilities under the Affordable Care Act (ACA)

•	 Additional questions on the tax aspects of various kinds of annuities

•	 Additional questions on international tax, particularly regarding doing business in 
Canada

•	 Additional questions on Roth IRAs and Roth 401(k)s

•	 More than 30 new Planning Points, written by practitioners for practitioners

Related Titles Also Available

•	 Tax Facts on Investments

•	 Tax Facts on Individuals & Small Business

•	 Field Guide to Estate Planning, Business Planning & Employee Benefits
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•	 Social Security & Medicare Facts

•	 Healthcare Reform Facts

•	 Health Savings Accounts Facts

•	 Retirement Plans Facts

•	 The Advisor’s Guide to Annuities

•	 The Advisor’s Guide to Long-Term Care

For customer service questions or to place additional orders, please call 1-800-543-0874.

Keep Up with Critical Tax Changes
Critical legislative changes that affect the subject matter in these books will be posted at  
www.TaxFactsUpdates.com. Bookmark the site so that you can easily access new critical 
information that affects your clients and your business.
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Keep Up with Critical Tax Changes
Critical legislative changes that affect the subject matter in these books will be posted at 
www.TaxFactsUpdates.com. Bookmark the site so that you can easily access new critical 
information that affects your clients and your business.

Additional information and features are available in the online service, Tax Facts Online, the 
premier actionable and affordable reference on the taxation of insurance, employee benefits, 
and investments. Tax Facts Online is the only source that is reviewed daily and updated regularly 
by our expert editors.  Go to www.taxfactsonline.com to sign up for a free trial.
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ABOUT SUMMIT PROFESSIONAL NETWORKS
Summit Professional Networks supports the growth and vitality of the insurance, financial 
services and legal communities by providing professionals with the knowledge and education 
they need to succeed at every stage of their careers. We provide face-to-face and digital events, 
websites, mobile sites and apps, online information services, and magazines giving professionals 
multi-platform access to our critical resources, including Professional Development; Educa-
tion & Certification; Prospecting & Data Tools; Industry News & Analysis; Reference Tools and 
Services; and Community Networking Opportunities.

Using all of our resources across each community we serve, we deliver measurable ROI for 
our sponsors through a range of turnkey services, including Research, Content Development, 
Integrated Media, Creative & Design, and Lead Generation.

For more information, go to http://www.SummitProfessionalNetworks.com.

About The National Underwriter Company
The National Underwriter Company is a Summit Professional Network.

For over 110 years, The National Underwriter Company has been the first in line with the 
targeted tax, insurance, and financial planning information you need to make critical business 
decisions. Boasting nearly a century of expert experience, our reputable Editors are dedicated 
to putting accurate and relevant information right at your fingertips. With Tax Facts, Tools & 
Techniques, National Underwriter Advanced Markets, Field Guide, FC&S®, FC&S Legal and other 
resources available in print, eBook, CD, and online, you can be assured that as the industry 
evolves National Underwriter will be at the forefront with the thorough and easy-to-use 
resources you rely on for success.

The National Underwriter Company  
Update Service Notification

This National Underwriter Company publication is regularly updated to include coverage of 
developments and changes that affect the content. If you did not purchase this publication directly 
from The National Underwriter Company and you want to receive these important updates sent 
on a 30-day review basis and billed separately, please contact us at (800) 543-0874. Or you can 
mail your request with your name, company, address, and the title of the book to:

The National Underwriter Company
4157 Olympic Boulevard
Suite 225
Erlanger, KY 41018

If you purchased this publication from The National Underwriter Company directly, you have 
already been registered for the update service.
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National Underwriter Company Contact Information
To order any National Underwriter Company title, please

•	 call 1-800-543-0874, 8-6 ET Monday – Thursday and 8 to 5 ET Friday

•	 online bookstore at www.nationalunderwriter.com, or

•	 mail to The National Underwriter Company, Orders Department, 4157 Olympic 
Blvd., Ste. 225, Erlanger, KY 41018
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INTRODUCTION TO 2015 TAX FACTS ON 
INSURANCE & EMPLOYEE BENEFITS

Welcome to the 2015 edition of Tax Facts on Insurance & Employee Benefits. This year’s Tax 
Facts features both new and enhanced content designed to help you provide clients with the 
most relevant tax planning advice possible. We have added this material in order to provide the 
content that our subscribers have requested—incorporating analysis of the most important 
recent judicial rulings and Internal Revenue Service guidance in the areas that are most relevant 
to your business.

We are excited to introduce a significant expansion of our section on international law to 
include the most pressing tax issues faced by U.S. individuals who have frequent business or other 
ties with Canada. Additionally, we have once again expanded our popular annuities materials 
in order to provide more information on the myriad annuity options available to clients today.

Our coverage of IRAs has expanded to include the complex area of inherited IRAs as it 
applies to spouses as well as other designated beneficiaries. We also expanded our coverage of 
Roth conversions from traditional IRAs. Included are questions on conversions to both Roth 
IRAs and Roth 401(k)s. We also introduce questions this year on the new myRAs dealing with 
eligibility, distributions and restrictions.

Coverage of the Affordable Care Act has been expanded to deal with compliance issues and 
tax credits in regard to the individual mandate.

Tax Facts on Investments also contains important new content, including an expanded section 
devoted to tax considerations in regard to reals estate investment trusts (REITS). In addition, 
we expanded coverage of our section on reverse mortgages to include key developments from 
the past year.

Throughout Tax Facts, you will find an expansion of our “planning points,” each offering a 
piece of practical advice written by a practitioner who is an expert in his or her field, which will 
assist you in providing your clients with the most knowledgeable guidance possible. We have 
continued to reorganize many of our more complicated questions, splitting almost 75 ques-
tions into discrete subparts that make these questions simpler and easier to understand. When 
combined with our updated Code-based index, we believe this will streamline your research 
process and save you time and effort.

As always, please keep in mind that updated information on critical tax law changes will be 
available as they occur for all subscribers at www.TaxFactsUpdates.com. This includes any tax 
code changes that may emerge from the negotiations over the various expired tax code provi-
sions that continue to progress through Congress as we go to press with this edition.

Additional changes throughout the year—including revenue rulings, case law decisions, and 
legislative and regulatory activity—are available through subscription to our online tax service, 

ix
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Tax Facts Online. Tax Facts Intelligence, a monthly newsletter that provides the most current analysis 
of recent IRS rulings and industry developments, rounds out the suite of Tax Facts publications.

This edition of Tax Facts was developed with the assistance of authors Professor William H. 
Byrnes and Professor Robert Bloink. Prof. Byrnes currently serves as the Dean of Thomas 
Jefferson Law School and has been the author of numerous books, treatises and scholarly ar-
ticles. Prof. Bloink is an insurance industry expert whose practice incorporates sophisticated 
wealth transfer techniques, as well as counseling institutions in the context of their insurance 
portfolios. He is also a professor of tax for the Graduate Program of International Tax and 
Financial Services, Thomas Jefferson School of Law.

x
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In 2014 and each of the five years immediately preceding, Mr. Hodges was named a Georgia 
“Super Lawyer” and previously a Georgia “Rising Star” by SuperLawyers magazine. Throughout 
his career, Mr. Hodges has provided insight as an industry leader for some of the nation’s top 
news outlets including the Wall Street Journal, Bloomberg, BusinessWeek, Forbes and Law360. He is 
AV® rated by Martindale-Hubbell.*

erik m. Jensen

Erik Jensen is the Burke Professor of Law at Case Western Reserve Uni-
versity in Cleveland, Ohio, where he has been on the faculty for over thirty 
years. Professor Jensen has also taught at the Cornell Law School, from 
which he earned his law degree in 1979. His work has been recognized 
through election as a fellow of the American College of Tax Counsel and 
as a member of the American Law Institute.

Professor Jensen’s professional activities have been extensive. Before enter-
ing teaching, Professor Jensen was a tax associate with the New York City 
law firm of Sullivan & Cromwell.

He has spoken widely on tax matters and is author of The Taxing Power (Praeger 2005) and of 
several dozen articles on taxation and other subjects. He is also Editor of the Journal of Taxation 
of Investments. He serves as Vice-Chair for Law Development of the Sales, Exchanges, and Basis 
Committee of the American Bar Association Section of Taxation.
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Jay Katz, J.D., ll.m.

Jay Katz is a tax attorney in Delaware with more than a decade of experi-
ence in private practice litigating tax cases and handling audits, collection 
matters, and offers in compromise for corporate and individual clients. He 
has earned LLMs in taxation from both the NYU and University of Florida 
graduate tax programs. During twelve years as a professor at Widener 
University Law School and Beasley School of Law at Temple University, 
Jay has taught virtually every tax and estate planning course on the cur-
riculum and was the director of the Widener tax clinic.

In addition to being a coauthor of the 4th Edition of The Tools & Techniques of Income Tax Planning, 
Jay has penned seven published tax articles, including “An Offer in Compromise You Can’t Con-
fuse: It is not the Opening Bid of a Delinquent Taxpayer to Play Let’s Make a Tax Deal with the 
Internal Revenue Service,” 81 Miss. L. J. 1673 (2012) (lead article); “The William O. Douglas Tax 
Factor: Where Did the Spin Stop and Who Was He Looking Out For?” 3 Charlotte Law Review 133 
(2012) (lead article); and “The Untold Story of Crane v. Commissioner Reveals an Inconvenient 
Tax Truth: Useless Depreciation Deductions Cause Global Basis Erosion to Bait A Hazardous 
Tax Trap For Unwitting Taxpayers,” 30 Va. Tax Rev. 559 (2011).

robert S. Keebler, CPA, mST, AeP (Distinguished)

Robert Keebler is a partner with Keebler & Associates, LLP. He is a 2007 
recipient of the prestigious Distinguished Estate Planners award from 
the National Association of Estate Planning Counsels. Mr. Keebler has 
several times been named by CPA Magazine as one of the top 100 most 
influential practitioners in the United States. His practice includes family 
wealth transfer and preservation planning, charitable giving, retirement 
distribution planning, and estate administration.

Mr. Keebler frequently represents clients before the IRS National Office in 
the private letter ruling process and in estate, gift, and income tax exami-
nations and appeals, and he has received more than 150 favorable private letter rulings including 
several key rulings of first impression. He is the author of over 100 articles and columns and 
is the editor, author, or coauthor of many books and treatises on wealth transfer and taxation.

Sonya King, J.D., ll.m.

Sonya King has been involved with tax issues affecting estate, retirement, 
business, and charitable planning for fifteen years. Prior to joining New 
York Life’s Advanced Planning Group in 2010, Ms. King worked at the 
National Underwriter Company where she was an editor of Tax Facts and 
the Tools & Techniques series. She authored numerous articles on life insur-
ance, annuities, retirement, income tax, health and welfare plans, and 
charitable and estate planning. Sonya is a coauthor of the Tools & Techniques 
of Income Tax Planning.
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Before that, Ms. King served as a judicial law clerk to the Honorable Donald R. Ford at the 
Eleventh District Court of Appeals in Warren, Ohio, and also as a trust officer with Key Bank. 
Prior to attending law school, she was a registered principal (Series 24) and licensed insurance 
agent for a major life insurance company.

Ms. King graduated from Duke University where she received her Bachelor of Arts degree. 
She earned her law degree (J.D.) from the University of Akron and her tax law degree (LL.M.) 
from Case Western Reserve University. She is a member in good standing of the Ohio State Bar 
Association.

michael e. Kitces, mSFS, mTAX, CFP®, ClU, ChFC, rhU, reBC, CASl

Michael Kitces is a Partner and the Director of Research for Pinnacle 
Advisory Group, a private wealth management firm located in Columbia, 
Maryland that oversees more than $1 billion of client assets. In addition, 
he is the practitioner editor of the Journal of Financial Planning, and 
publisher of the e-newsletter The Kitces Report and the blog Nerd’s Eye View 
through his Web site www.Kitces.com, dedicated to advancing knowledge 
in financial planning.

Beyond his website, Michael is an active writer and editor across the 
industry and has been featured in numerous publications and has coau-
thored several books. In addition, Michael has been recognized as financial planning’s “Deep 
Thinker” influencer, a “Mover & Shaker,” one of the “Power 20,” and was selected as one of the 
2010 recipients of the Financial Planning Association’s “Heart of Financial Planning” awards for 
his extensive volunteer work in the financial planning community and dedication to advancing 
the profession.

Michael is also a cofounder of NexGen, a community of the next generation of financial plan-
ners that aims to ensure the transference of wisdom, tradition, and integrity, from the pioneers 
of financial planning to the next generation of the profession.

Alson r. martin, J.D., ll.m.

Alson R. Martin is a Partner of Lathrop & Gage LLP in Overland Park, 
Kansas. The firm also has offices in Los Angeles, California; Denver & 
Boulder, Colorado; Washington, D.C.; Chicago, Illinois; Kansas City,  
St. Louis, Jefferson City, Springfield & Columbia, Missouri; Boston, Mas-
sachusetts; and New York, New York.

Al is a Fellow of the American College of Tax Counsel and American 
College of Employee Benefits Counsel, as well as a charter Life Member 
of the American Tax Policy Institute. Mr. Martin is listed in the book The 
Best Lawyers in America (from inception in three categories), Outstand-

ing Lawyers of America, Missouri-Kansas Super Lawyers, Ingram’s Best Lawyers in Kansas City 
(three categories), American Lawyer Media & Martindale-Hubbell™ Top Rated Lawyers in 
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Health Care, and Guide to Leading U.S. Tax Lawyers. He was selected by Best Lawyers as the 
2010 Kansas City, KS Corporate Lawyer of the Year and 2013 Tax Lawyer of the Year.

Al is the author of Healthcare Reform Facts (2015), Limited Liability Companies and Partnerships (3rd 
edition, 2011) and coauthor of Kansas Corporation Law & Practice (Including Tax Aspects) (5th edi-
tion, 2011), and has written many articles in various publications. He was also Technical Editor 
of Panel Publication’s monthly newsletter The 401k Advisor from 1990- 2012. He has published 
numerous articles and made hundreds of speeches. Mr. Martin was for many years Co-Chair 
and speaker at the Annual Advanced Course of Study Professional Service Organizations, a 
faculty member for the ALI-ABA Courses Estate Planning for the Family Business Owner and 
Sophisticated Estate Planning Techniques, as well as speaker at many national meetings of the 
American Bar Association Tax Section, the ESOP Association Annual Convention, Mountain 
States Pension Conference, Southern Federal Tax Conference, Notre Dame Estate Planning 
Symposium and the Ohio Pension Conference, as well as the Alabama, Georgia Federal, Kansas, 
Missouri, and Tennessee Tax conferences.

He is President and Director of the Small Business Council of America, and he was a delegate to 
the 1995 White House Conference on Small Business and the 2006 Savers’ Summit, Washington, 
D.C. Mr. Martin has testified in Congress.

Al graduated with Highest Distinction from Kansas University and was a Phi Beta Kappa, Sum-
merfield Scholar, Student Body President. He received his J.D., cum laude, and LL.M. in taxa-
tion from New York University School of Law, where he was a Root-Tilden Scholar and Note & 
Comment Editor, New York University Law Review.

Gregory e. matthews, CPA

Gregory Matthews is a principal and CEO and senior benefit and com-
pliance consultant with Matthews Benefit Group, Inc., in St. Petersburg, 
Florida. He is the creator and author of the monthly employee benefits 
newsletter 401(k) Advisor, author of the Payroll Answer Book, and coauthor 
of the 403(b) Answer Book Forms & Worksheets for Aspen Publishers. He is a 
frequent speaker at regional and national benefit programs. Mr. Matthews 
also authored and taught Course 6 of the American Institute of CPAs’ 
“Compensation and Benefits” in the Tax Certificate Program.

Mr. Matthews is the past chair of the IRS Gulf Coast EP/EO Liaison 
Council and has participated as a speaker in national AICPA, ASPPA, ABA, and ALI-ABA tax/
benefits programs.

Gregory is a graduate of the University of Tampa (mathematics) and completed his accounting 
and mathematical studies at Strayer University and American University, Washington, D.C.

Mr. Matthews is a member of the Florida Institute of Certified Public Accountants, the American 
Institute of Certified Public Accountants, the ESOP Association, the Profit Sharing Council of 
America, and the American Society of Pension Professionals & Actuaries.
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Caroline B. mcKay, J.D.

Caroline B. McKay is an Associate Counsel of the Advanced Markets depart-
ment for John Hancock Insurance (USA). In her current position, Caroline 
provides estate and business planning support to home office employees, 
field personnel, and producers. Caroline is also a recurring host on John 
Hancock’s weekly JHAM Radio program and a regular speaker at industry 
meetings around the country.

Caroline is a contributing author of the 16th edition of The Tools & Tech-
niques of Estate Planning by Stephan Leimberg and previously has been 
published on Wealth Management.com.

Prior to joining John Hancock, Caroline was in private practice in the Boston area where she 
concentrated her practice on estate planning, probate, business succession planning, and chari-
table planning for moderate and high net worth individuals and companies.

Caroline received her Bachelor of Arts degree, magna cum laude, in History from Colby College 
in Waterville, Maine, and her Juris Doctor degree cum laude from Suffolk University Law School, 
Boston, Massachusetts. While at Suffolk Law, she was a member of the Law Review and was 
published in the Suffolk University Law Review. Upon receiving her J.D., Caroline spent one 
year clerking for the Honorable Chief Justice Paul Suttell of the Rhode Island Supreme Court.

Jonathan Neal

Jonathan Neal has more than thirty years of experience in the retirement 
planning industry dealing directly with seniors. He writes both public and 
industry related articles on retirement planning issues and products that 
are primarily focused on the senior marketplace. In April 2009 his book 
“Reverse Mortgages – What Every Financial Advisor Should Know” was 
released. This book tackles the complexities of reverse mortgages and 
the various perceptions that seniors, financial and insurance advisors, and 
mortgage brokers are presently dealing with.

Over the years his articles have introduced some unique ideas and tools 
designed to help seniors better understand different insurance and investing concepts, such as 
The LTC Calculator, which is a tool that helps LTCi representatives and seniors work together to 
find a realistic daily LTCi coverage needs. Another example is the premium versus cost formula 
he developed in order to provide advisors with an functional mathematical formula to provide 
seniors with realistic quantified numbers based on their individual situation to help them under-
stand not only what it would take to fund a LTCi policy, but also identify where those funds can 
be found in their present portfolio.

In addition to his articles, he has written twenty-five continuing education courses that have been 
approved by various state insurance departments, which include but are not limited to the follow-
ing: Basic Long-Term Care, Long-Term Care, The History of Long-Term Care in the United States, 
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Service Providers for Long-Term Care Patients, The Stats, Facts & Myths of Long-Term Care 
Planning, Funding Long-Term Care Annuities, Long-Term Care Annuities, Life Long-Term Care, 
Fixed Annuities, Immediate Annuities, Basic Variable Annuities, The Fundamentals of Long-Term 
Care Polices, Professional Ethics, Retirement Planning, IRA Fundamentals, Stretch IRA Con-
cepts, Retirement Plans, and Reverse Mortgages.

John l. olsen, ClU, ChFC, AeP

John Olsen is a financial and estate planner practicing in St. Louis County, 
Missouri. He has been active in the financial services industry for more than 
forty years. John is a past President of the St. Louis chapter of the National 
Association of Insurance and Financial Advisors, a current Board member 
of the St. Louis chapter of the Society of Financial Service Professionals, 
and the current Vice President of the St. Louis Estate Planning Council.

Mr. Olsen is coauthor, with Michael Kitces, CLU, ChFC, CFP, MSFS, of 
The Advisor’s Guide to Annuities (National Underwriter Co. 4th ed., 2014), 
with Jack Marrion, D.M, of Index Annuities: A Suitable Approach (www.

indexannuitybook.com) and author of Taxation and Suitability of Annuities for the Professional Advisor” 
(2nd expanded Kindle edition to be released in Fall, 2014) and numerous articles on annuities, 
insurance, and financial planning. He offers consulting services on annuities to other advisors 
and expert witness services in litigation involving annuities or life insurance.

David Pratt

David Pratt was born in England and received a law degree from Oxford 
University. He worked for law firms in London and Cleveland before 
moving to Albany, New York. In Albany, he practiced with a law firm and 
two accounting firms before joining the faculty of Albany Law School in 
1994. He continues to advise clients and serves as an expert witness on 
employee benefits issues.

He has written numerous articles on employee compensation and benefits 
topics, and is a Senior Editor of the Journal of Pension Benefits and a fellow 
of the American College of Employee Benefits Counsel. He is the author 
of The Social Security and Medicare Answer Book and the coauthor of Pension and Employee Benefit Law, 
5th edition (with John Langbein and Susan Stabile), Taxation of Distributions from Qualified Plans 
(with Dianne Bennett and others) and ERISA and Employee Benefit Law: the Essentials (with Sharon 
Reese, ABA Publications).
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louis r. richey, J.D.

Lou Richey is recognized as an experienced executive and employee ben-
efits attorney and consultant, with special expertise on 409A nonqualified 
deferred compensation plans and other retirement plans. He has over 30 
years of experience in executive and employee benefits compensation con-
sulting, planning and insurance for Fortune 1000 public companies as well 
as closely-held and tax-exempt organizations and their employees. He is also 
the founder of the Retirement Plans Nexus, an organization that designs 
and implements retirement & benefit plans for companies.

Currently Mr. Richey serves as Senior Vice- President with Infosys McCamish 
Systems LLC, located in Atlanta, Georgia. Infosys McCamish Systems is one of the nation’s 
leading providers of outsourced administrative and other back-office support services for life 
insurance carriers, and other major financial services organizations. Mr. Richey helps lead the 
McCamish Retirement Services Group and is the legal & content expert for all of Infosys McCamish’s 
executive, employee and qualified and nonqualified pension benefit web-based marketing, design 
and plan administration platforms.

At earlier points in his career, Mr. Richey served as a senior marketing officer, or technical 
compensation & senior consultant with employers like American Express Company, the General 
American Life Insurance Company, William M. Mercer, Magner Network & several offices of 
the Management Compensation Group (MCG) and M Group.

Lou is a graduate of Wabash College in Indiana, a cum laude graduate of the Indiana University 
Law School and is a member of the Indiana & Georgia Bars as well as the Federal Bar. He is 
currently a member of the BNA & The National Underwriter Editorial Advisory Boards and has 
served on the editorial advisory boards of several other major industry publications. He is also a 
retired Chairman of the Board of Visitors of the Indiana University Law School, Indianapolis. He 
has been named a Kentucky Colonel and an Arkansas Traveler in recognition of his professional 
contributions to the legal profession.

Mr. Richey lectures widely on the impact and implications of 409A, executive and employee 
benefit topics, retirement planning, financial services marketing, insurance, and financial plan-
ning, including major conferences and institutes such as the New York University Federal Tax 
Institute , the Southwest Federal Tax Conference, the Notre Dame Estate Planning Institute , the 
American Society of Actuaries Annual Conference, the LIMRA Advance Marketing Conference, 
the NACD and a host of other professional services conferences and local meetings.

Mr. Richey’s comments have appeared in Business Week, The Wall Street Journal, Forbe’s Maga-
zine, and Investor’s Daily, and he has appeared on the Financial News Network for National 
Public Radio. He has authored or co-authored a number of books, and BNA portfolios, plus 
more than 300 articles, audios and videos on compensation and tax topics.

Mr. Richey can be reached at LouRichey@aol.com.
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Jeff Sadler

Jeff Sadler began his career as an underwriter in the disability income 
brokerage division of the Paul Revere Life Insurance Company following 
his graduation from the University of Vermont in 1975. Disability income 
and long-term care insurance have been the primary focus of his career, 
leading to the founding of Sadler Disability Services, Inc. with his father, 
Raymond Sadler, in 1989.

Over the last several years, Mr. Sadler has authored a number of insurance 
books, including The Long Term Care Handbook (1996, 1998 and 2003), How 
To Sell Long Term Care Insurance (2001 and 2006), Disability Income: The Sale, 

The Product, The Market (1991 and 1995), How To Sell Disability Income (2005), and The Managed 
Care and Group Health Handbook (1997), all published by the National Underwriter Company. 
Other books by Mr. Sadler include Business Disability Income (1993) and Understanding LTC Insur-
ance (1992).

He has been very active in the industry, currently serving as the Chair of the National Association 
of Health Underwriters’ Long-Term Care Advisory Group. He is a past president of the Central 
Florida Association of Health Underwriters, the Gulf Coast Health Underwriters, the Florida 
Association of Health Underwriters, and the Central Florida General Agents and Managers 
Association. He is a past winner of the Stanley Greenspun Health Insurance Person of the Year 
Award and the NAHU Distinguished Service Award.

Jamie Scott, J.D.

Jamie Scott serves as Chair of Cincinnati law firm Graydon Head’s Employee 
Benefits and Executive Compensation Practice Group. He has worked 
with clients of all sizes to design and implement qualified retirement plans 
(including ESOPs), nonqualified deferred compensation plans, incentive 
compensation plans, and welfare benefit plans.

He also has significant experience in working with the Internal Revenue 
Service and Department of Labor on compliance issues. Mr. Scott has 
extensive estate planning experience, which enables him to advise clients 
on estate planning issues that arise when a large part of a client’s estate 
consists of retirement plan assets. In 2010, he was named an “Ohio Super Lawyer” by Super 
Lawyers Magazine for his work in Employee Benefits/ERISA. Based on the grading and com-
ments of his peers, Jamie is recognized with an AV Rating, the highest rating given to lawyers 
by Martindale-Hubbell.

Mr. Scott received his J.D. from Brigham Young University in 1983 and a B.B.A in Accounting 
from the University of Cincinnati in 1978. He is admitted to practice law in Ohio and Texas. He 
is member and former chair of the Cincinnati Bar Association, Employee Benefits Committee; 
Warren County Bar Association; ASPPA Benefits Council of Greater Cincinnati; Warren County 
MRDD Board Member; and member of the Lebanon City Schools Citizens Audit Advisory 
Committee.
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lou Shuntich, J.D., ll.m.

Lou Shuntich has a wealth of knowledge and expert advice to offer in 
the Advanced Planning arena. He earned his B.S. Cum Laude from Rider 
University, his J.D. from The College of William and Mary, and his LL.M. 
(in Taxation) from New York University. He is a Certified Retirement 
Counselor and is licensed for life, health, variable annuities, and Series 
6 and 63.

He is the Associate Editor of the Journal of Financial Service Professionals. 
He previously served in the Law Department of Prudential-Financial as 
Vice President and Corporate Counsel specializing in business insurance, 
estate planning, and compensation planning. He also served as Senior Vice President, Advanced 
Planning for Lincoln Benefit Life Company.

He is a member of the Association for Advanced Life Underwriting Business Insurance and 
Estate Planning and Nonqualified Plans Broad Committees. He is past chairman of the Ameri-
can Council of Life Insurance Split Dollar Task Force and has served on the Life Underwriter 
Training Council’s Content and Techniques Committee.

In addition, he is a member of the Speakers Bureau of the Society of Financial Service Profes-
sionals and the Speakers Bureau of the National Association of Estate Planners and Councils. He 
has appeared on the CNBC Power Lunch and Health and Lifestyles programs answering ques-
tions about retirement and estate planning. He has five published books on advanced marketing 
subjects, including The Estate Planning Today Handbook, The Complete Guide to Compensation Planning 
With Life Insurance, and The Life Insurance Handbook, all published by Marketplace, as well as Key 
Life Insurance Model Agreements and The Next Step, Successfully Graduating To Life Insurance Advanced 
Markets, both published by the National Underwriter Company.

He has also published multiple articles including those in the Journal of Financial Service Profes-
sionals, AALU Quarterly Magazine, Brokers World Magazine and Life Insurance Selling.

robert Toth, J.D., ACeBC

Bob Toth is the Principal of the Law Office of Robert J. Toth, Jr., LLC, and 
has been practicing employee benefits law since 1983. His practice focuses 
on the design, administration, and distribution of financial products and 
services for retirement plans, particularly on complex fiduciary and pro-
hibited transaction issues, annuities in deferred compensation plans, and 
403(b) plans. Mr. Toth is a Fellow of American College of Employee Benefits 
Counsel and is on the faculty of ALI-ABA Advance Law of Pensions. In addi-
tion, he managed the legal affairs of Lincoln Financial Group’s retirement 
plan business. Mr. Toth is also an Adjunct Professor at John Marshall Law 
School where he teaches 403(b) and 457 plan courses.
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Mr. Toth coauthored Thompson Publishing’s 403(b) and 457 Technical Requirements Handbook and 
is a contributing author to Aspen Publishing’s 403(b) Answer Book. He is also Chair of ASPPA’s 
IRS Governmental Affairs Sub-Committee and writes on current employee benefits issues at the 
businessofbenefits.com, where more on his background, publications, and presentations can be found.

william J. wagner, J.D., ll.m., ClU

William J. Wagner is a Senior Editor with Forefield, Inc., a provider of 
Web-based applications that facilitate the communication of financial plan-
ning knowledge and advice between financial institutions, their advisors, 
and their customers.

Mr. Wagner is the author of the Ultimate IRA Resource (including the IRA 
Calculator) and the Ultimate Trust Resource (including the Trust Calcula-
tor). Previously, he was a Senior Associate Editor of Tax Facts on Insurance 
& Employee Benefits, Tax Facts on Investments, and Tax Facts News, all published 
by The National Underwriter Company.

Jayne elizabeth Zanglein

Jayne Elizabeth Zanglein is a prolific writer on employee benefits. She 
contributes regularly to journals such as the ABA Supreme Court Preview, the 
Journal of Taxation of Employee Benefits, and the NYU Review of Employee Benefits 
and Executive Compensation. Her treatise, ERISA Litigation, was published in 
2003 and is now in its fourth edition. She serves as an employee benefits 
expert and neutral in class action cases.

She is the cochair of the Fiduciary Duties Committee of the ABA Section 
on Labor and Employment Law’s subcommittee on Employee Benefits. 
She has served on various task forces including Governor Cuomo’s Task 
Force on Pension Fund Investments. She has worked on pension fund reform in Ontario and 
South Africa. She currently teaches law and dispute resolution at Western Carolina University.

randy l. Zipse, J.D., CPA

Randy Zipse serves as Vice President, Advanced Markets, at Prudential. In 
this position, Mr. Zipse provides advanced sales support across the com-
pany, assisting distribution channels and working with sales vice presidents, 
independent producers, and financial institutions to develop business 
opportunities and enhanced advanced marketing solutions for clients.

Mr. Zipse has written numerous articles on trust taxation, estate planning, 
and business succession planning, which have appeared in the Journal of 
Financial Service Professionals, Broker World, Estate Planning, Life Insurance Selling, 
LAN, and the National Underwriter news magazines. He is coauthor with 

Stephan R. Leimberg of Tools and Techniques of Charitable Planning. He has also been a frequent 
lecturer at industry meetings, including AALU, International Forum, Million Dollar Round 
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Table, New York University Tax Institute, University of Miami Heckerling Tax Institute, and the 
Hawaii Tax Institute.

Mr. Zipse also serves as author of National Underwriter’s popular Field Guide on Estate Planning, 
Business Planning, & Employee Benefits publication.

Prior to joining Prudential, Mr. Zipse was Senior Vice President at Highland Capital where he 
was responsible for the Advanced Markets group, which provided estate and business planning 
support to home office employees, field personnel, and producers.

Mr. Zipse was Senior Counsel and VP of the Manulife Financial Advanced Markets team. Before 
that he worked as an attorney in private practice. An honors graduate of the University of Northern 
Iowa, Mr. Zipse subsequently received his J.D. from Drake University College of Law (Order 
of the Coif, class rank number one), and is a member of the Iowa, Texas, and Missouri Bars.

OTHER CONTRIBUTORS
william h. Alley, ClU, ChFC, rhU, lUTCF, mSFS, AeP, ClTC, is Principal and CEO of 
Alley Financial Group, LLC in Lexington, Kentucky. Bill entered the life insurance business in 
1960, having graduated from Columbia Military Academy and attended the University of Ken-
tucky. Bill has developed a successful practice in the areas of retirement and succession planning, 
estate analysis, financial planning, and business insurance. Bill is a past president of the Lexington 
and Kentucky Life Underwriters Association, past president of the Lexington Chapter of the 
Society of Financial Service Professionals, a past trustee of the National Association of Insur-
ance and Financial Advisors and a twenty-five year member of the Million Dollar Round Table. 
He is also a past National Director for the Society of Financial Service Professionals. Bill is a 
frequent speaker on insurance and financial planning as well as the author of numerous articles 
on insurance and financial matters.

ward B. Anderson, ClU, ChFC, is president of Compensation Planning & Administration 
Systems, Inc., an employee benefit consulting firm involved in the design, installation and funding 
of tax qualified retirement plans, selective executive benefit plans and group life, health and dis-
ability plans. Ward is immediate past president of the Society of Financial Service Professionals. 
He has been a frequent speaker to legal, accounting and financial planning groups on the topics 
of estate planning, uses of life insurance, employee benefit planning, taxation of employee benefit 
plans and planning for retirement plan distributions. Ward attended the University of Kansas 
and the University of Kansas School of Law.

marcela S. Aroca is a litigator based in Windsor, Ontario practicing exclusively in tax and civil 
litigation. During her eighteen year career, Marcela has developed into an expert in the field and 
has appeared at all trial and appellate Courts in Ontario, the Federal Court, the Federal Court 
of Appeal and has appeared in writing to the Supreme Court of Canada. When Marcela is not 
working at her practice, she teaches Income Tax Law, Advanced Tax Law, Civil Procedure, and 
Contract Law at the University of Windsor, Faculty of Law.

Gregory w. Baker, J.D., CFP®, CAP, is Senior Vice President of Legal Services for Renais-
sance, the nation’s leading third-party administrator of charitable gifts. For the past eighteen years, 
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he has provided trust, tax and philanthropic financial planning advice to over 4,000 attorneys 
and 7,000 financial planners in all 50 states regarding more than 14,000 charitable remainder 
trusts, more than 800 charitable lead trusts, and numerous foundations, charitable gift annuities 
and donor-advised funds. Baker’s advice has helped advisors close cases for their high net worth 
clients in the areas of charitable, investment, retirement, gift, estate and tax planning. Baker is 
currently an Advisory Board Member of the Chartered Advisor in Philanthropy designation at 
the American College, member of the Financial Planning Association, National Committee on 
Planned Giving and the Indiana Bar. Baker was previously VP, Charitable Fiduciary Risk Manager 
for the Merrill Lynch Center for Philanthropy & Nonprofit Management in Princeton, NJ. Baker 
speaks at national and local conferences for professional advisors, high net worth clients and 
charities regarding charitable gift planning, asset-allocation, investment modeling and tax issues.

Ted r. Batson, Jr., mBA, CPA, is Senior Vice President of Professional Services for Renais-
sance, the nation’s leading third-party administrator of charitable gifts. Since his employment in 
1993, Batson has developed a wealth of practical, hands-on experience in dealing with complex 
issues related to the creative use of unmarketable and unusual assets to fund charitable gifts. He 
routinely consults with the more than 2,000 attorneys, CPAs and financial service professionals 
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2015 TAX FACTS ON INSURANCE &  
EMPLOYEE BENEFITS – VOLUME 1  
COMPLETE LIST OF QUESTIONS

PART I: LIFE INSURANCE

In General
1. What is life insurance?

Premiums
2. Are premiums paid on personal life insurance deductible for income tax purposes?

3. Can a taxpayer deduct interest paid on a loan to purchase or carry a life insurance, endow-
ment, or annuity contract?

4. Are there any exceptions to the rule that disallows a deduction for interest paid on a loan to 
purchase or carry a life insurance, endowment or annuity contract?

5. How is a systematic plan of borrowing to buy life insurance treated?

6. Can the rules that disallow a deduction for interest paid on a loan to purchase or carry a life 
insurance, endowment or annuity contract be avoided by having one spouse use funds borrowed 
by the other spouse?

7. Is the interest increment earned on prepaid life insurance premiums taxable income?

Cash Value Increases
8. Are annual increases in the cash surrender value of a life insurance policy taxable income to 
the policyholder?

9. Is the owner of a limited-pay life insurance policy liable for any tax when the policy becomes 
paid-up?

Living Proceeds
10. What are the rules for taxing living proceeds received under life insurance policies and 
endowment contracts?

11. How are cash distributions received as a result of changes in the benefits of a life insurance 
contracts taxed?

12. How are policy loans under life insurance policies and endowment contracts treated?

13. For tax purposes, what is a life insurance policy that is classified as a modified endowment 
contract (MEC)?

14. What is the “seven pay test” and how does it apply to a modified endowment contract (MEC)?

15. How are distributions from modified endowment contracts (MECs) taxed?

16. Which life insurance contracts are subject to the seven pay test?
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17. How will material changes in the benefits or terms of a life insurance contract be treated 
for purposes of the seven pay test?

18. Are MEC dividends “amounts received under the contract”?

19. Is the exchange of a life insurance policy under IRC Section 1035 subject to the seven 
pay test?

20. How can life insurance companies correct failures to comply with the modified endowment 
contract (MEC) rules?

Interest-Only Options
21. What are the tax consequences of leaving life insurance cash surrender values or endowment 
maturity proceeds with the insurer under the interest-only option?

Dividends
22. Are dividends payable on a participating life insurance policy taxable income?

23. Is interest earned on life insurance dividend accumulations currently taxable to the 
policyholder?

24. What is the tax treatment of life insurance dividends when endowment maturity values or 
cash surrender values are paid in installments or as a life income?

25. What are the tax results when life insurance or endowment dividends are used to purchase 
paid-up insurance additions?

26. Are dividends that are credited to a paid-up life insurance or endowment policy taxable 
income?

27. If accumulated or post-mortem life insurance dividends are received by a deceased insured’s 
beneficiary, are they taxable income to the beneficiary?

28. When life insurance death proceeds are held under a settlement option, are excess interest 
dividends taxable to the beneficiary?

Policy Loans
29. Are life insurance policy loans taxable?

30. Can a life insurance policy owner take an income tax deduction for the interest he or she 
pays on a policy loan?

31. Are there any exceptions to the rule that interest paid on a policy loan is nondeductible for 
key-person policies?

32. How is interest expense allocated to life insurance policy cash values?

33. Are there any exceptions to the general rule of nondeductibility of policy loan interest for 
unborrowed policy cash values?

34. What are the general interest deduction rules?

35. If the beneficiary of life insurance pays the interest on a policy loan, is this a gift to the insured?
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Disposition: Sale or Purchase of a Contract
36. What are the income tax consequences to the owner of a life insurance or endowment con-
tract who sells the contract, such as in a life settlement?

37. How is gain on the surrender of a cash value life insurance policy calculated after 2008?

38. How is gain on the sale of a cash value life insurance policy calculated after 2008?

39. How is gain on the sale of a term life insurance policy calculated after 2008?

40. How is gain on the sale or surrender of a life insurance policy before 2009 calculated?

41. Will the owner of a life insurance policy recognize a loss when the policy is sold for its cash 
surrender value?

42. What are the tax results if a life insurance policy is sold subject to a nonrecourse loan?

43. How is the purchaser of a life insurance or endowment contract taxed?

Disposition: Policy Exchanges
44. Does tax liability arise when a policyholder exchanges one life insurance contract for another 
one?

45. Is there any tax liability when a policyholder exchanges a life insurance policy insuring one 
life for a policy insuring two lives?

46. Is there any tax liability when a joint and last survivor policy is exchanged for a single life 
policy on the surviving insured?

47. Is there any tax liability when a whole life policy subject to indebtedness is exchanged for 
a new policy subject to the same indebtedness?

48. Is there any tax liability when two individual policies are exchanged for two interests in a 
group universal life policy?

49. Is the exchange of life insurance policies for annuities a tax-free exchange?

50. Does the substitution of one insured for another qualify as a tax-free exchange?

Disposition: Surrender, Redemption, or Maturity
51. What are the income tax consequences when the owner of a life insurance or endowment 
contract takes the lifetime maturity proceeds or cash surrender value in a one sum cash payment?

52. If a life insurance policyholder elects to receive endowment maturity proceeds or cash sur-
render values under a life income or installment option, is the gain on the policy taxable to the 
policyholder in the year of maturity or in the year of surrender?

53. Can tax on the gain at maturity of an endowment contract be postponed?

Accelerated Death Benefit
54. What is the income tax treatment of an accelerated death benefit payment from a life insur-
ance contract?

55. Are there any special rules that apply to chronically ill insureds?
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56. Are there any exceptions to the general rule of non-includability for accelerated death 
benefits?

Viatical Settlement
57. What is the income tax treatment of an amount received from a viatical settlement provider?

58. Are there special rules regarding the income tax treatment of an amount received by a 
chronically ill insured from a viatical settlement provider?

59. Are there any exceptions to the general rule that viatical settlements are not included as 
taxable income?

Withholding
60. Are amounts received as living proceeds of life insurance and endowment contracts subject 
to withholding?

Loss
61. Does the surrender or sale of a life insurance or endowment contract ever result in a deduct-
ible loss?

Death Proceeds
In General

62. Are life insurance proceeds payable by reason of the insured’s death taxable income to the 
beneficiary?

63. Is the death benefit under the double indemnity clause of a life insurance policy subject to 
federal income tax?

64. What is a “life insurance contract” for purposes of the death benefit exclusion for contracts 
issued after December 31, 1984?

65. How is the cash value accumulation test met?

66. How is the guideline premium and cash value corridor test met?

67. What is a “life insurance contract” for purposes of the death benefit exclusion for policies 
issued before January 1, 1985?

68. How are proceeds taxed if a life insurance policy is owned by someone other than the insured?

Interest Option
69. If life insurance death proceeds are left on deposit with the insurance company under an 
interest-only option, is the interest taxable income to the beneficiary?

Life Income and Installment Options
70. If excludable death proceeds are held by an insurer and are paid under a life income or 
installment option, how are the payments treated for income tax purposes?

71. What are the tax consequences of changing the method of receiving the proceeds of a life 
insurance policy?
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Transferred Policy
72. Are death proceeds wholly tax-exempt if an existing life insurance policy is sold or otherwise 
transferred for valuable consideration?

73. Are death proceeds of life insurance wholly tax-exempt if the policy has been transferred 
as a gift?

74. Will the transfer of a life insurance policy between spouses result in loss of the tax exemp-
tion for the death proceeds?

Estate Tax Issues
75. What benefits payable at death are included in the term “life insurance” for estate tax 
purposes?

76. When are death proceeds of life insurance includable in an insured’s gross estate?

77. If life insurance proceeds are payable to an insured’s estate, is the value of the proceeds 
includable in the insured’s estate?

78. When are life insurance proceeds includable in an insured’s gross estate even though the 
insured has no incident of ownership in the policy and the proceeds are not payable to the 
insured’s estate?

79. Are the proceeds from life insurance taken out to pay an insured’s death taxes includable in 
the insured’s estate?

80. When are life insurance proceeds payable to a beneficiary other than the insured’s estate 
includable in the insured’s estate?

81. What are the incidents of ownership that will cause life insurance proceeds to be includable 
in the insured’s estate?

82. What are the incidents of ownership of employer-paid death benefits that would cause life 
insurance proceeds to be includable in the insured’s estate?

83. If an insured holds incidents of ownership at death as a fiduciary or by reason of a retained 
right to remove a trustee and appoint another, will the life insurance proceeds be includable in 
the insured’s estate?

84. If an insured possesses incidents of ownership at death as a fiduciary or by reason of a retained 
right to remove a trustee and appoint another, are there any situations in which the life insurance 
proceeds will not be includable in the insured’s estate?

85. Are life insurance proceeds includable in the insured’s estate if someone other than the 
insured took out the policy and owns it at the insured’s death?

86. Can an insured remove existing life insurance from the insured’s gross estate by an absolute 
assignment of the policy?

87. Can an insured remove existing life insurance from the insured’s gross estate by an absolute 
assignment of the policy but retaining a reversionary interest?

88. Are the general rules for including life insurance proceeds in the insured’s gross estate appli-
cable to proceeds payable under a qualified pension or profit-sharing plan?

xxxv

BK-SBM-15TFINS-V1-140466-FM.indd   35 10/17/2014   3:57:03 PM



2015 Tax FacTs on Insurance & employee BeneFITs

89. May a life insurance beneficiary be required to pay estate tax attributable to death 
proceeds?

90. May a life insurance beneficiary make a qualified disclaimer of an amount equal to the ben-
eficiary’s proportionate share of death taxes when the decedent directed that death taxes be paid 
entirely out of the probate estate?

91. When are death proceeds of life insurance that were given away by an insured within three 
years of the insured’s death includable in the insured’s gross estate?

92. Is life insurance owned by a corporation on its majority shareholder included in the share-
holder’s estate when the shareholder divested an interest in the corporation within three years 
of death?

93. Are there any situations in which death proceeds of life insurance that were given away 
by an insured within three years of the insured’s death are not included in the insured’s gross 
estate?

94. If a donor dies within three years of making a gift of a life insurance policy the donor owned 
on the life of another, is the value of the policy includable in the donor’s gross estate?

95. If an employer provides, under a nonqualified agreement or plan, an income benefit only 
for certain survivors designated by family or marital relationship to the employee, how is the 
benefit treated for estate tax purposes in the employee’s estate?

96. Is the value of a survivor benefit payable by an employer under a nonqualified salary continu-
ation or deferred compensation agreement includable in the employee’s gross estate?

97. When is the value of a survivor benefit payable by an employer under a nonqualified 
salary continuation or deferred compensation agreement excludable from the employee’s 
gross estate?

Generation-Skipping Transfer Tax Issues
98. Can arrangements for payment of the proceeds of life insurance and annuity contracts attract 
the generation-skipping transfer tax?

99. Can the transfer to an irrevocable life insurance trust of an amount used to make premium 
payments qualify for the generation-skipping transfer tax annual exclusion?

100. How can the generation-skipping transfer (GST) tax exemption be leveraged using an 
irrevocable life insurance trust?

Divorce
101. What are the income tax results when an individual transfers an existing life insurance 
policy to or purchases a policy for the individual’s former spouse in connection with a divorce 
settlement?

102. What is the tax treatment of other transfers of an existing life insurance policy in connec-
tion with a divorce settlement to which the nonrecognition rules do not apply?

103. What is the tax treatment when an existing life insurance policy is owned and maintained 
by a former spouse?
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104. If an individual is required by a court decree or separation agreement to pay premiums on 
a life insurance policy for a former spouse, are the premiums taxable income to the recipient 
spouse? Are they deductible by the payor spouse?

Estate Tax Issues
105. If life insurance proceeds are required under the terms of a property settlement agree-
ment or a divorce decree to be paid to certain beneficiaries, are the proceeds includable in the 
insured’s estate?

106. When life insurance proceeds are required under the terms of a property settlement 
agreement or a divorce decree to be paid to certain beneficiaries, is an offsetting deduction 
allowable?

107. Is the deduction under IRC Section 2053(a)(3) considered a claim against the insured’s 
estate?

108. Is a deduction under IRC Section 2053(a)(4) considered a debt against the insured’s estate?

Gifts and Charitable Gifts
109. If a taxpayer gives a spouse a life insurance policy, is the taxpayer entitled to a gift tax 
marital deduction?
110. If a primary beneficiary of life insurance proceeds payable under a settlement option has 
the power to withdraw part of the proceeds, does the beneficiary’s failure to exercise the power 
constitute a taxable gift to contingent beneficiaries?
111. How are split-dollar life insurance arrangements treated for gift tax purposes?
112. What is the advantage of the “split-gift” law where either a husband or wife gives a life 
insurance, endowment, or annuity contract to a third person?
113. Does an employee covered under a survivor income benefit plan make a gift of the survivor 
benefit for federal gift tax purposes?
114. How are life insurance policies and endowment contracts valued for gift tax purposes?
115. May a charitable contribution deduction be taken for the gift of a life insurance policy or 
premium? May a charitable contribution deduction be taken for the gift of a maturing annuity 
or endowment contract?
116. May a charitable contribution deduction be taken for a gift of an interest in a split-dollar 
arrangement?
117. Are there any exceptions to the disallowance rule for transfers of charitable gift annuity 
contracts?
118. Are there any penalties that can be imposed upon a charitable institution in connection 
with a gift of life insurance where a deduction is not allowable?
119. May a charitable contribution deduction be taken for a gift of a life insurance policy if the 
donor retains a right, shared with the donee charity, to change charitable beneficiaries?
120. May a charitable contribution deduction be taken for a gift of the annuity portion of a 
split-life contract?
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121. If life insurance proceeds are payable to a religious, charitable, or educational organization, 
is their value taxable in the insured’s gross estate?

122. Are gifts of life insurance to charitable organizations subject to gift tax?

Single Premium Whole Life Insurance Policy
123. How are single premium life insurance policies, including single premium variable life 
insurance policies, taxed?

Creditor Insurance
124. If a debtor pays premiums on a life insurance policy on his or her life in favor of his or her 
creditor, may the debtor take an income tax deduction for these premium payments?

125. Can a creditor deduct premiums paid on life insurance purchased on the life of the credi-
tor’s debtor?

126. If a creditor pays premiums on a life insurance policy held as collateral for a business debt, 
can the creditor claim an income tax deduction for the premium payments?

127. If a creditor pays premiums on a life insurance policy securing a non-business debt, can the 
creditor deduct the premium payments?

128. If a stockholder’s personal life insurance is used as collateral security for the corporation’s 
debt, are the premiums deductible?

Bad Debt Deduction
129. May a creditor take a bad debt deduction for a worthless debt even though the creditor 
holds an insurance policy on the life of the debtor as collateral?

Proceeds
130. Are proceeds received by a creditor from insurance purchased on the life of the creditor’s 
debtor exempt from income tax as life insurance proceeds?

131. Are life insurance proceeds received by a creditor as collateral assignee or beneficiary “as 
interest appears” exempt from income tax?

Estate Tax
132. If an insured assigns a life insurance policy as collateral for a loan, are the proceeds includ-
able in the insured’s gross estate?

133. If an insured assigns a life insurance policy in which his or her spouse is the named benefi-
ciary, will the full amount of the proceeds qualify for the marital deduction?

Government Life Insurance
134. Are proceeds of government life insurance exempt from income tax?

Taxation of Distribution of Life Insurance Contract
135. If a qualified plan trust distributes a life insurance policy to an employee, is the value of 
the contract taxable to the employee in the year of distribution?
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Collection of Delinquent Income Taxes  
from Life Insurance

136. Can the federal government reach the cash value of a taxpayer’s life insurance for collec-
tion of back income taxes?

137. Can the federal government collect an insured’s delinquent income taxes from a beneficiary 
who receives life insurance death proceeds?

Policies Insuring More Than One Life
138. Does the income taxation of a life insurance policy that insures more than one life differ 
from the taxation of a policy that insures a single life?

Value of Unmatured Policy
139. How is the value of a life insurance policy determined for income tax purposes?

Demutualization
140. What is the tax treatment when shares of stock received in a demutualization are sold?

Life Insurance Trusts
141. When will a life insurance trust result in income tax savings for the grantor?

142. If income of an irrevocable funded life insurance trust is used to pay premiums on a policy 
insuring the grantor’s life, is the income that is used taxable to the grantor?

143. Can a grantor create an irrevocable funded life insurance trust, carrying insurance on the 
grantor’s spouse, without being taxed on trust income used for premium payments?

144. When is life insurance trust income taxable to some person other than the trust, grantor, 
or income beneficiary?

145. What income is taxable to a life insurance trust?

146. What income is taxable to the beneficiaries of a life insurance trust?

147. May the grantor of a life insurance trust take a deduction for interest paid by the trust on 
a policy loan when the policy is held by the trust?

148. Are death proceeds of life insurance taxable income if they are payable to a trust?

Gift Tax
149. Is there a gift for gift tax purposes when a grantor transfers a life insurance policy to an 
irrevocable trust in which the grantor has no interest?

150. If income-producing property is transferred to an irrevocable life insurance trust to fund 
premium payments, does the value of the property constitute a gift?

151. How is the gift tax value of a “reversionary interest trust” measured?

152. Does the transfer of a life insurance policy to an irrevocable trust for the benefit of the 
grantor’s spouse qualify for the gift tax marital deduction?
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153. If a grantor creates a revocable trust with a life insurance policy on the life of another 
person and names third parties as trust beneficiaries, is a gift made when the insured dies and 
the trust becomes irrevocable?
154. Does the gift of a life insurance policy in trust (or a gift of subsequent premiums) qualify 
for the gift tax annual exclusion?
155. Is the annual gift tax exclusion available when a life insurance policy is placed in an irre-
vocable trust for a minor beneficiary?
156. Do transfers to a trustee of an irrevocable life insurance trust of amounts to be used by the 
trustee to pay premiums qualify for the gift tax annual exclusion?
157. If the beneficiary of a Crummey trust allows the right to withdraw a contribution to the 
trust to go unexercised, when will the beneficiary be deemed to have made a transfer subject 
to gift or estate tax?
158. May dividends paid on a life insurance policy in trust be gifts of a present interest even 
though the policy itself was a gift of a future interest?

Life Insurance: Estate Tax Issues
159. When can a beneficiary of life insurance proceeds be held liable for payment of federal 
estate tax falling on the insured’s estate?

Community (Marital) Property
160. How are proceeds of community property life insurance treated in the insured’s estate?
161. How are proceeds of community property life insurance treated in the insured’s estate in 
Louisiana?
162. When life insurance on the life of a spouse is bought with community funds and one of the 
spouses is designated the policy owner, is the policy community property or is it the separate 
property of the spouse designated as the owner?
163. What are the estate tax results in the insured’s estate when life insurance premiums have 
been paid with both community and separate funds?
164. When can death proceeds of community property life insurance payable to someone other 
than the surviving spouse be includable in the surviving spouse’s gross estate?
165. How is community property life insurance taxed when the spouse who is not the insured 
dies first?

Dividends
166. How are life insurance paid-up additions purchased with dividends treated for estate tax 
purposes?

167. What rules are applicable to including life insurance accumulated and post-mortem divi-
dends in an insured’s estate?

Double Indemnity
168. Are life insurance proceeds paid under a double-indemnity clause includable in an insured’s 
gross estate?
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Government Life Insurance
169. Are proceeds of life insurance issued under U.S. government programs includable in the 
insured’s estate?

Group Life Insurance
170. Are the proceeds of group term life insurance available through an employer includable 
in an insured’s estate?

171. If an employee assigns his or her incidents of ownership in group term life insurance, are 
the proceeds includable in the employee’s estate?

172. Is an assignment of group term life insurance within three years before the death of an 
employee includable in the employee’s gross estate?

Life Insurance Trusts
173. If a grantor creates a revocable life insurance trust with a policy on the grantor’s life, will 
the proceeds be includable in his or her estate?

174. If policies on an insured’s life are placed in an irrevocable life insurance trust, are the pro-
ceeds includable in his estate?

175. When are death proceeds includable in the estate of a life income beneficiary of a life 
insurance trust?

176. If an income beneficiary has the power to invade the corpus of a trust, will the value of 
the trust assets over which the income beneficiary has the power be includable in the income 
beneficiary’s gross estate upon the income beneficiary’s death?

177. Are life insurance proceeds includable in an insured’s estate if they are payable to an irrevo-
cable trust and the trustee has the power to use them for payment of the insured’s estate debts 
and death taxes?

178. If a grantor funds his or her life insurance trust by transferring income-producing property 
to the trustee, is the value of the funding property includable in the grantor’s gross estate?

179. If a grandparent creates a funded irrevocable life insurance trust with policies on the life of 
his or her child for the benefit of grandchildren, is anything includable in the grantor’s gross estate?

180. How is a “reversionary interest trust” taxed under the estate tax law?

181. What is the reciprocal trust doctrine, and how does it affect life insurance trusts?

Loans on Life Insurance
182. Is a life insurance policy loan deductible as a claim against the estate?

Marital Deduction
183. May a trust intended to qualify for the marital deduction as a “power of appointment trust” 
authorize the trustee to retain or acquire life insurance policies?

184. May a trust intended to qualify for the marital deduction as qualified terminable interest 
property (QTIP) authorize the trustee to retain or acquire life insurance policies?
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185. If a decedent directs his or her executor or a trustee to buy a nonrefundable life annuity 
for the decedent’s surviving spouse, will the annuity qualify for the marital deduction?
186. When will life insurance or annuity proceeds payable to the surviving spouse qualify for 
the marital deduction?
187. Will life insurance or annuity proceeds qualify for the marital deduction if they are 
payable to the surviving spouse under a settlement option with the surviving spouse’s estate 
designated as contingent beneficiary? What if they are payable to the surviving spouse as a 
straight life annuity?
188. Can life insurance settlements naming the spouse as primary beneficiary and other 
persons as contingent beneficiaries be arranged so that the proceeds qualify for the marital 
deduction?
189. What is a general power to appoint the proceeds of a life insurance policy for purposes of 
the marital deduction?
190. Does the use of a “delay clause” disqualify life insurance proceeds for the marital 
deduction?
191. Does a common disaster clause disqualify life insurance proceeds for the marital 
deduction?
192. Can operation of the Uniform Simultaneous Death Act result in loss of the marital 
deduction?
193. Can proceeds of community property life insurance passing to the surviving spouse qualify 
for the marital deduction?

Multiple-Life Life Insurance
194. Does estate taxation of a life insurance policy that insures more than one life differ from 
taxation of a policy that insures a single life?

Policyholder Other Than Insured
195. If a policy owner who is not the insured dies before the insured, is the value of the unma-
tured life insurance policy included in the policy owner’s gross estate?

Settlement Options – Beneficiary’s Estate
196. If the insured elects a settlement option for the insured’s primary beneficiary and names 
contingent beneficiaries, will the value of any unpaid life insurance proceeds be includable in 
the primary beneficiary’s estate?
197. If the surviving income beneficiary dies possessing the power during his or her lifetime to 
appoint the life insurance proceeds only to his or her children, are the proceeds includable in 
the surviving income beneficiary’s estate?
198. If life insurance proceeds are payable to the surviving spouse’s estate, but remain unpaid at 
the primary beneficiary’s death, is the money includable in the primary beneficiary’s gross estate?
199. If an insured elects a settlement option naming contingent beneficiaries, but still gives the 
primary beneficiary power to withdraw proceeds, are life insurance proceeds remaining unpaid 
at the primary beneficiary’s death includable in the primary beneficiary’s estate?
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200. Can an insured give a primary beneficiary limited, noncumulative withdrawal rights 
without causing any remaining unpaid life insurance proceeds to be includable in the primary 
beneficiary’s estate?

201. If the primary beneficiary is given the power to revoke contingent beneficiaries and appoint 
to his or her estate under a settlement option, are life insurance proceeds remaining unpaid at 
the primary beneficiary’s death includable in his or her estate?

202. If a beneficiary elects the settlement option, are life insurance proceeds remaining unpaid 
at the beneficiary’s death includable in his or her estate?

203. How are life insurance proceeds valued for an insured’s estate tax return?

204. If the amount of life insurance proceeds collectible from the insurer is not determinable 
when the estate tax return is filed, what amount is reportable on the return?

Gift Tax Issues
205. Can gift tax be collected from the donee of a life insurance policy or proceeds?

206. Does gift taxation of a life insurance policy that insures more than one life differ from 
taxation of a policy that insures a single life?

207. Do premiums gratuitously paid on life insurance owned by and payable to another con-
stitute gifts?

208. Do premiums paid by one of several beneficiaries of an irrevocable life insurance trust 
constitute gifts to the other beneficiaries?

209. If a life insurance policy is owned by someone other than the insured, is there a gift when 
the insured dies and the proceeds are paid to the owner’s designated beneficiary?

Community Property
210. Does a taxable gift occur when a donor spouse assigns community property life insurance 
to a donee spouse?

211. If one spouse uses community property to purchase life insurance on either spouse’s life 
and names a child as beneficiary, does the death of the insured spouse give rise to a taxable gift 
from the noninsured spouse?

Death-Benefit-Only Plans
212. Are death-benefit-only (DBO) plans subject to gift tax?

Gift Tax Annual Exclusion
213. May the annual exclusion of $14,000 for gifts to each donee be applied against gifts of life 
insurance policies and premiums?

214. When is the gift of a life insurance policy considered the gift of a future interest that deprives 
the donor of the gift tax annual exclusion?

215. Is the annual exclusion available when an insured transfers ownership of a life insurance 
policy to two or more donees jointly?
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216. Will the gift of a life insurance policy fail to qualify for the annual exclusion merely because 
the policy has no cash value?

217. Does the outright gift of a life insurance policy qualify for the gift tax annual exclusion, 
even if the gift is to a minor?

218. When a life insurance policy has been given away, are premiums subsequently paid by 
the donor gifts of a present interest qualifying for the annual exclusion or are they a future 
interest?

Gifts Within Three Years of Death
219. If an insured, within three years of his or her death, makes a gift of life insurance on which 
the insured pays a gift tax, is the gift also subject to estate tax?

Disability Provisions Under Life Policies
220. Are premiums paid for disability provisions under a life insurance policy deductible as 
medical expenses?

221. Is disability income payable under the provisions of a personal life insurance policy included 
in gross income?

222. Are life insurance premiums that have been waived because of the insured’s disability tax-
able income to the insured?

223. If a corporation attaches a disability income rider to a key person life insurance policy, what 
are the tax consequences to the corporation and to the key person?

PART II: GROUP TERM LIFE INSURANCE

Group Term Life Insurance
In General

224. What are the tax benefits of employer provided group term life insurance?
225. What is group term life insurance?
226. Is supplemental life insurance coverage treated as group term life insurance?
227. Is term insurance provided to a group of fewer than ten employees “group” term insurance?
228. Are premiums paid for group term life insurance deductible business expenses?
229. Is the cost of group term life insurance coverage provided by an employer taxable income 
to an insured employee?
230. Is group term life insurance coverage on the lives of an employee’s spouse and dependents 
taxable income to the employee?
231. Are there any exceptions to the general rule that limits the annual exclusion for term life 
insurance to $50,000 per employee?
232. Must group term life insurance provide nondiscriminatory benefits? How is group term 
life insurance taxed if a plan is discriminatory?
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233. How is it determined whether a group term life insurance plan is discriminatory?

234. Is the cost of employer-provided group term life insurance subject to Social Security tax?

235. What information returns must an employer that maintains a group term life insurance 
plan file with respect to the plan?

Group Carve-Out Plan
236. If an employer provides life insurance under a group term life insurance policy, what are 
the advantages of a group carve-out plan to employees and to the employer?

Permanent Benefits
237. May any part of a benefit under a policy be treated as group term life insurance if the policy 
also provides permanent benefits? If so, what part?

238. What are the tax consequences of dividends paid to an employee under a policy that pro-
vides both permanent benefits and group term life insurance?

Retired Lives Reserves
239. What is a retired lives reserve? Is an employee taxed on employer contributions to such a 
reserve? May an employer deduct contributions to a reserve?

Group Permanent Insurance
240. Is the cost of group permanent life insurance paid by an employer taxable income to an 
insured employee?

241. Are premiums that an employer pays on group permanent life insurance for its employees 
deductible by the employer?

Death Benefits
242. Are death proceeds payable under group life insurance exempt from income tax?

Group Survivor Income Benefit
243. What is group survivor income benefit insurance?

PART III: BUSINESS LIFE INSURANCE
244. What is business life insurance?

Premiums
In General

245. Are premiums paid on business life insurance deductible as business expenses?

246. Are premiums paid on business life insurance taxable income to an insured?

Corporations and Stockholders: Deductibility
247. Can a corporation deduct premiums it pays on a policy insuring the life of an employee 
or stockholder?

xlv

BK-SBM-15TFINS-V1-140466-FM.indd   45 10/17/2014   3:57:03 PM



2015 Tax FacTs on Insurance & employee BeneFITs

248. If a stockholder pays premiums on insurance on the life of one of the corporation’s officers 
and the corporation is beneficiary of the proceeds, may the stockholder deduct the premium 
payments as business expenses?

249. If a stockholder purchases insurance on the life of another stockholder to fund his or her 
obligations under a cross purchase plan, can the stockholder deduct the premiums he or she 
pays on the policy?

Corporations and Stockholders:  
Includable in Income

250. Where a key person life insurance policy is owned by and payable to an employer corpora-
tion, are premiums paid by the corporation taxable to the key person?

251. Are premiums paid by a corporation on life insurance to fund a stock redemption agree-
ment taxable to an insured stockholder?

252. Are life insurance premiums paid by a corporate employer taxable income to an insured 
employee if proceeds are payable to the employee’s estate or personal beneficiary and the policy 
is owned by the employee?

253. Are life insurance premiums paid by a corporate employer taxable income to an insured 
employee if proceeds are payable to the employee’s estate or personal beneficiary and the policy 
is owned by the corporation?

254. If a corporation pays life insurance premiums on policies owned by stockholders and the 
policies are used to fund a cross purchase agreement, are premium payments taxable income 
to stockholders?

Corporations and Stockholders:  
Section 162 Bonus Plan

255. What is a Section 162 bonus plan and what are the income tax consequences to an employee 
and employer?

S Corporations
256. What are the tax consequences when an S corporation pays a premium on a life insurance 
policy insuring a shareholder or employee?

Partnerships and Partners
257. Are premiums deductible when paid by a partnership or by a partner for insurance on the 
life of a copartner?

258. What credit is available for small employers for employee health insurance expenses?

Sole Proprietorships
259. Is the value of employer-provided coverage under accident or health insurance taxable 
income to an employee?

260. What are the tax consequences of payments received by employees under employer-provided 
accident or health insurance?
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Deduction of Premiums Denied for Reasons  
Other Than Section 264(a)(1)

261. Are benefits provided under an employer’s noninsured accident and health plan excludable 
from an employee’s income?

Living Proceeds Received by a Corporation
262. How is a corporation taxed on payments under an annuity contract or on living proceeds 
from an endowment or life insurance contract?

Death Proceeds of Business Life Insurance
In General

263. Are death proceeds of business life insurance exempt from income tax?

Proceeds Taxable Because of Transfer for Value
264. Will a sale or other transfer for value of an existing life insurance policy or any interest in 
a policy cause loss of income tax exemption for death proceeds?

265. What is a transfer for value of a life insurance policy or an interest in a policy?

266. Is the transfer of a life insurance policy subject to a nonrecourse loan a transfer for value 
that could cause the loss of tax-free treatment of the proceeds?

267. Can an existing life insurance policy be sold to the insured without loss of the income tax 
exemption for death proceeds?

268. Can an existing life insurance policy be transferred between two trusts, both of which 
were established by the insured, without loss of the income tax exemption for death proceeds?

269. If an employer or an employer’s qualified plan sells or distributes a policy on an employee’s 
life to an insured’s spouse or to another member of an insured’s family, will the transfer cause 
loss of the tax exemption for the death proceeds?

270. Will a policyholder’s sale of his or her life insurance policy to a corporation result in a loss 
of the tax exemption for the death proceeds?

271. If a corporation sells or distributes a life insurance policy to a stockholder who is not the 
insured, will the transfer cause a loss of the tax exemption for the death proceeds?

272. Does a transfer for value problem arise when an insurance-funded stock redemption plan 
is changed to a cross-purchase plan, or vice versa?

273. Will a transfer of a life insurance policy by one stockholder to another, or by a stockholder’s 
estate to a surviving stockholder, cause loss of the tax exemption for the proceeds?

274. Is there a loss of the income tax exemption for death proceeds following a transfer of life 
insurance policies between partners, between partners and their partnership, to a partner of 
the insured, or to a partnership in which the insured is a partner?

275. Is there a loss of the tax exemption for death proceeds after a life insurance policy is trans-
ferred to a corporation in a tax-free organization or reorganization?
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Proceeds Taxable as Dividends or Compensation
276. When are death proceeds of life insurance taxable as dividends or compensation?

Proceeds Taxable Because of Lack of Insurable Interest
277. If a corporation takes out a life insurance policy on a person in whose life the corporation 
has no insurable interest, will death proceeds be exempt from income tax?

Proceeds as Restitution of Embezzled Funds
278. Where a life insurance policy is assigned to an employer in restitution of funds embezzled 
by an insured, are proceeds tax-exempt to the employer?

S Corporations
279. What are the tax consequences for death proceeds of a life insurance policy purchased by 
an S corporation?

Transfer of Policy
280. If an employer owns a policy on the life of an employee and sells the policy to the employee 
for its cash surrender value, can the sale result in taxable income to the employee or to the 
employer?

281. If an employee or stockholder sells a life insurance policy to the corporation for its cash 
surrender value, does the employee or stockholder realize a taxable gain?

282. What are the income tax consequences when a corporation transfers a life insurance policy 
to an employee or stockholder without consideration?

Stock Purchase Agreement
283. Will sale of a deceased’s stock under a cross-purchase insurance-funded buy-sell agreement 
result in income tax liability to the deceased’s estate?
284. What are the income tax consequences of funding a stock purchase agreement with life 
insurance?
285. If a corporation redeems all of its stock owned by a deceased stockholder’s estate, will the 
amount paid by the corporation be taxed as a dividend distribution to the estate?
286. How can attribution of stock ownership among family members be avoided?
287. Can an executor avoid attribution of stock ownership from an estate beneficiary to the 
estate by distributing the beneficiary’s legacy before the redemption of the estate-held stock?
288. What is a Section 303 stock redemption?
289. What conditions must be met for a stock redemption to qualify as a Section 303 stock 
redemption and thus obtain non-dividend treatment?
290. Does redemption under an insurance-funded stock redemption agreement result in capital 
gain to a deceased stockholder’s estate?
291. If a close corporation redeems stock from a decedent’s estate, is the amount paid for the 
stock taxable as a constructive dividend to the surviving stockholder or stockholders?
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292. What are the income tax consequences of funding a stock redemption agreement with life 
insurance?

Accumulated Earnings tax
293. Will the accumulated earnings tax be imposed where corporate earnings are used to pur-
chase business life insurance?

S Corporations
294. How is gain realized by an S corporation on sale, surrender, or redemption of a life insur-
ance or endowment policy taxed?

295. If an S corporation redeems a shareholder’s stock, how are redemption payments 
taxed?

Sale or Liquidation of Partnership Interest
296. What are the income tax consequences when a deceased partner’s interest is liquidated 
under a business purchase agreement?

297. What are the income tax consequences when a deceased partner’s interest is sold under a 
business purchase agreement?

298. What are the income tax results of a partnership income continuation plan?

299. What is the tax treatment of life insurance purchased to fund a partnership business pur-
chase agreement?

Alternative Minimum Tax
300. How is corporate-owned life insurance treated for purposes of the corporate alternative 
minimum tax?

Estate Tax Issues
Insurance on Key Persons, Partners, Stockholders

301. If a partnership purchases and owns life insurance on the life of a partner, are policy pro-
ceeds includable in the insured partner’s estate?
302. If a corporation purchases life insurance on the life of a key person to indemnify it against 
loss on account of the key person’s death, are proceeds includable in the insured’s estate?
303. If partners or stockholders enter into a buy-sell agreement and each purchases life 
insurance on each other’s lives to fund the agreement, are proceeds includable in an insured’s 
gross estate?
304. If life insurance is owned by and payable to a partnership or corporation to fund purchase 
of an owner’s business interest, are proceeds includable in the insured owner’s estate?
305. How is a closely held business interest valued for federal estate tax purposes where there 
is a purchase agreement?
306. How is a closely held business interest valued for federal estate tax purposes where there 
is no purchase agreement?
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Partnership Income Continuation
307. Will the value of payments to a deceased partner’s spouse, under a partnership income 
continuation agreement, be includable in the partner’s estate?

Split Dollar Insurance Plan
308. Are proceeds of life insurance under a split dollar plan or under a reverse split dollar plan 
includable in an insured’s gross estate?

309. Are proceeds of life insurance under a split dollar plan or under a reverse split dol-
lar plan includable in an insured’s gross estate in the context of a non-employer-employee 
relationship?

310. Are proceeds of life insurance under a split dollar plan or under a reverse split dollar plan 
includable in an insured’s gross estate in the context of an employer-employee relationship?

311. Are proceeds of life insurance under a split dollar plan or under a reverse split dollar plan 
includable in an insured’s gross estate when a corporation owns split dollar insurance on the 
life of a controlling stockholder?

Gift Tax Issues
312. Does a life insurance funded buy-sell agreement fix the value of a business interest for gift 
tax purposes?

PART IV: HEALTH INSURANCE

Employer-Provided Health Insurance
Employer’s Deduction

313. May an employer deduct as a business expense the cost of premiums paid for accident and 
health insurance for employees?

314. What credit is available for small employers for employee health insurance expenses?

Employee’s Income Taxation
315. Is the value of employer-provided coverage under accident or health insurance taxable 
income to an employee?

316. How does health reform expand the income exclusion for adult children’s coverage?

317. What are the tax consequences of payments received by employees under employer-
provided accident or health insurance?

318. Are benefits provided under an employer’s noninsured accident and health plan excludable 
from an employee’s income?

319. What nondiscrimination requirements apply to employer provided health insurance plans?

320. What nondiscrimination requirements apply to self-insured health plans?

321. Who is a highly compensated individual for purposes of determining whether a health plan 
is discriminatory?
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322. What are the tax consequences for amounts paid by an employer to highly compensated 
employees under a discriminatory self-insured medical expense reimbursement plan?
323. Are premiums paid for personal health insurance deductible as medical expenses?
324. Are benefits received under a personal health insurance policy taxable income?
325. If benefits received for specific medical expenses exceed those expenses, must the excess 
be treated as reimbursement for other medical expenses?
326. What are domestic partner benefits and how are they taxed?

Stockholder-Employees, Self-Employed Individuals
327. How are accident or health benefits taxed if they are provided by a closely held C corpora-
tion only to its stockholder-employees?

328. How is health insurance coverage for partners and sole proprietors taxed?

329. How is health insurance coverage for S corporation shareholders taxed?

Health Reimbursement Arrangements
330. What is a Health Reimbursement Arrangement (“HRA”) and how is it taxed?

Withholding
331. Are wage continuation payments under an accident and health plan subject to 
withholding?

Social Security
332. Is employer-provided sick pay subject to Social Security and federal unemployment tax?

Information Return
333. Must an employer with an accident or health plan file an information return with respect 
to the plan?

334. What notices must an employer that maintains an accident or health plan provide to 
Medicare-eligible individuals?

COBRA Continuation Coverage Requirements
335. What are the coverage continuation or COBRA requirements that certain group health 
plans must meet?

336. What special rules apply to provide COBRA premium assistance under legislation enacted 
in 2009 and 2010?

337. Who is eligible for the temporary COBRA premium assistance made available under leg-
islation enacted in 2009 and 2010?

338. What are the tax implications of any premium reductions under the COBRA premium 
assistance rules?

339. Are all employers subject to COBRA continuation coverage requirements?

340. What is a qualifying event for purposes of COBRA continuation coverage requirements?
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341. Under what circumstances do employees serving in the military receive COBRA-like health 
insurance coverage continuation?

342. What is gross misconduct for the purposes of disqualifying an employee and the employee’s 
beneficiaries from COBRA health insurance continuation requirements?

343. For how long must COBRA continuation coverage generally be provided?

344. What is the maximum required period of COBRA continuation coverage? Are there any 
exceptions to this required maximum period?

345. Who is a qualified beneficiary for purposes of COBRA continuation coverage 
requirements?

346. Who is a covered employee for purposes of the COBRA continuation coverage require-
ments? Who is a similarly situated non-COBRA beneficiary?

347. Who must pay the cost of COBRA continuation coverage and how is the cost calculated? 
What is the health coverage tax credit?

348. What is the Health Coverage Tax Credit?

349. When must an election to receive COBRA continuation coverage be made?

350. What notice of COBRA continuation coverage is required?

351. Which entity is responsible for providing COBRA continuation coverage following a busi-
ness reorganization?

352. What are the consequences of breaching COBRA continuation coverage requirements?

Portability, Access, and Renewability Rules
353. What portability, access, renewability mental health parity and other coverage require-
ments must be satisfied by group health plans?

354. What are the rules concerning preexisting condition exclusions under HIPAA?

355. What are the rules concerning discrimination based on health status under HIPAA?

356. What are the GINA nondiscrimination rules for group health plans?

357. What is the HIPAA guaranteed renewability requirement?

358. What rules apply to group health plan benefits provided to newborns and mothers?

359. What penalties apply to a group health plan’s failure to meet portability, access, and renew-
ability requirements?

Health Benefits Under a Qualified Plan
360. May health benefits be provided for employees under qualified pension and profit sharing 
plans?

Disability Income Coverage
361. What are the tax consequences when a corporation buys disability insurance on a key person 
under which benefits are paid to the corporation?
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362. Are premiums paid for overhead expense insurance deductible as a business expense?
363. What are the tax consequences when disability insurance is purchased on the lives of busi-
ness owners to fund a disability buy-out?
364. Can an employer deduct premiums paid for employer-provided disability income coverage?
365. How are benefits provided under an employer-provided disability income plan taxed?
366. Are premiums paid for personal disability income coverage tax deductible?
367. How are benefits provided under a personal disability income coverage plan taxed?
368. How are disability pension payments from a qualified pension or profit-sharing plan 
taxed?

Health and Medical Savings Accounts
In General

369. What is a Health Savings Account (HSA) and how can an HSA be established?

370. Who is an eligible individual for purposes of a Health Savings Account (HSA)?

371. What is a high deductible health plan for purposes of a Health Savings Account (HSA)?

Contributions
372. What are the limits on amounts contributed to a Health Savings Account (HSA)?

373. Must an employer offering Health Savings Accounts (HSAs) to its employees contribute 
the same amount for each employee?

374. Are there any exceptions to the general rule that an employer offering Health Savings 
Accounts (HSAs) to its employees must make comparable contributions for all comparable 
participating employees?

375. Do the comparability rules that apply to employer-provided health savings accounts (HSAs) 
apply to qualified HSA distributions (rollovers)?

376. What are the consequences if an employer does not meet the comparability requirements 
applicable to health savings accounts (HSAs)?

377. What is the tax consequence to individuals when excess contributions are made to a Health 
Savings Account (HSA)?

378. What is the result if a same sex couple contributed amounts to a Health Savings Account 
(HSA) that exceed the applicable contribution limit for married couples?

Distributions and Transfers
379. How are funds accumulated in a Health Savings Account (HSA) taxed prior to distribution?

380. How are amounts distributed from a Health Savings Account (HSA) taxed?

381. When may an account owner transfer or rollover funds into an HSA?

382. Can an individual’s interest in a Health Savings Account (HSA) be transferred as part of a 
divorce or separation?

liii
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Death-Benefit-Only Plans
383. What happens to a Health Savings Account (HSA) on the death of an account holder? May 
a surviving spouse continue an account?

Social Security
384. Are amounts contributed to a Health Savings Account (HSA) subject to Social Security or 
federal unemployment taxes and federal income tax withholding?

Withholding and Reporting
385. Are employer contributions to a Health Savings Account (HSA) on behalf of an employee 
subject to withholding?

386. What tax reporting requirements apply to a Health Savings Account (HSA)?

Archer Medical Savings Account
387. What is an Archer Medical Savings Account (“MSA”) and how is it taxed?

Health Insurance and the Estate Tax
388. Is an accidental death benefit payable under a health insurance policy includable in an 
insured’s gross estate?

389. Are medical expense reimbursement insurance proceeds received by an insured decedent’s 
estate includable in the decedent’s gross estate?

Health Insurance and the Gift Tax
390. Is the gift tax exclusion for qualified transfers available for amounts paid for health insurance?

The Health Care Reform Law
391. What does health care reform do?

392. When does health care reform go into effect?

393. What kinds of health plans are governed by the PPACA, and what plans are not covered?

394. When does the new employer tax credit for purchases of health insurance become effective?

395. How much is the new employer tax credit for purchases of health insurance?

396. What employers are eligible for the new tax credit for health insurance, and how does it work?

397. How do the rules for obtaining the tax credit for health insurance change over the years?

398. What are the health insurance nondiscrimination rules? When are they effective? Are there 
any exceptions?

399. When is a health insurance plan discriminatory?

400. What are the consequences for violating the new health insurance nondiscrimination rules?

401. Are grandfathered health insurance plans exempt from nondiscrimination and all health 
care reform requirements?

402. How does health care reform apply to self-insured plans?

liv
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403. How does health care reform apply to collectively bargained plans?
404. What is a grandfathered health plan?
405. What are the new protections offered to minor children and young adults by health care 
reform?
406. How does health care reform affect employer-provided plans, including health flexible 
spending arrangements, health reimbursement arrangements, health savings accounts, and Archer 
medical savings accounts, that pay for non-prescription medicines?
407. What are the new rules regarding reimbursement of non-prescription medicines?
408. What changes does the PPACA mandate that affect health FSAs?
409. Under the PPACA, can a health reimbursement arrangement (HRA) be integrated with 
health insurance coverage without violating the prohibition on plans that place annual dollar 
limits on available benefits?
410. How does the PPACA affect HSAs and Archer MSAs?
411. How does the PPACA affect the use of debit cards to pay for medical care expenses?
412. What is the required W-2 reporting for health insurance expenses?
413. What is the new simple cafeteria plan that is available beginning in 2011?
414. What are the requirements for the new simple cafeteria plan?
415. What are the deadlines for amending cafeteria plans?
416. Did Congress repeal the new and expanded 1099 requirements that were to be effective 
in 2012?
417. Do taxpayers need to take any steps in 2012 to comply with new 1099 requirements?
418. What new federal long-term care benefit was to become available in 2012 for which 
employees could elect to pay?
419. What are the new requirements regarding the purchase of health insurance or the payment 
of a penalty?
420. What is the employer mandate imposed by the PPACA?
421. What is the premium tax credit that is available to low and moderate income taxpayers 
beginning in 2014?
422. What is the penalty for employers with employees who obtain health coverage through a 
health care exchange and are eligible for the premium tax credit?
423. How will health reform affect small business?

PART V: LONG-TERM CARE INSURANCE

In General
424. What is a qualified long-term care insurance contract?

425. Can a life insurance policy or annuity contract be used to provide long-term care coverage?

lv
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426. Can long-term care insurance be provided under a cafeteria plan or through the use of a 
health savings account or flexible spending arrangement?
427. Do the COBRA continuation coverage requirements apply to long-term care insurance?
428. What are qualified long-term care services?
429. How does the law treat long-term care contracts issued before 1997?

Premiums
430. Are premiums paid for a qualified long-term care insurance contract deductible as medical 
expenses?
431. May a self-employed individual deduct premiums paid for a qualified long-term care insur-
ance contract?
432. Are long-term care insurance premiums paid by an employer includable in employees’ 
income?
433. May an employer deduct as a business expense premiums paid for a qualified long-term 
care insurance contract for employees?

Taxation of Benefits
434. Are benefits received under a qualified long-term care insurance contract taxable income?

Non-Qualified Long-Term Care Insurance Contract
435. How is a long-term care insurance policy taxed when it is not a qualified long-term care 
insurance contract?

Reporting Requirements
436. What reporting requirements are applicable to long-term care benefits?

PART VI: ANNUITIES

In General
437. What is an annuity contract?
438. What general rules govern the income taxation of payments received under annuity 
contracts?
439. How are annuity contracts taxed that are held by corporations and other non-natural 
persons?
440. If an annuity is held by a trust or other entity as agent for a natural person, does the general 
rule that annuities held by non-natural persons are not taxed as annuities apply?

Amounts Not Received as an Annuity
In General

441. What basic tax rules govern dividends, cash withdrawals, and other amounts received under 
annuity contracts before the annuity starting date?
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442. Is an individual who transfers an annuity contract without adequate consideration treated 
as receiving amounts “as an annuity”?

443. Are multiple annuity contracts aggregated for purposes of determining the amount of a 
distribution that is includable in income?

444. What is a guaranteed lifetime withdrawal benefit rider?

445. What is a lifetime income benefit rider (LIBR)?

446. What penalties apply to “premature” distributions under annuity contracts?

447. What special rules apply to premature annuity payments that are excepted from the 
generally-applicable 10 percent penalty by reason of the “substantially equal periodic payment” 
(SEPP) rule if the SEPP is later modified?

448. Are dividends payable on an annuity contract taxable income?

449. What is the tax treatment of dividends where annuity values are paid in installments or as 
a life income?

Amounts Received as an Annuity:  
Fixed Annuities

Basic Rule
450. How are annuity payments taxed?

451. How are annuity payments taxed to a beneficiary if an annuitant under a life annuity payout 
with a refund feature dies and there is value remaining in the refund feature?

452. What are the tax consequences if a taxpayer wishes to annuitize only a portion of an annu-
ity contract?

453. What is a fixed annuity?

454. What is a market value adjusted annuity?

455. What is an indexed annuity?

456. How can the investment in the contract be determined for purposes of the annuity rules?

457. Does the presence of a long-term care rider to an annuity contract impact the calculation 
of investment in the contract for purposes of the annuity rules?

458. Does the calculation of a taxpayer’s investment in the contract for purposes of the annuity 
rules change if an annuity is a life annuity with a refund or period-certain guarantee?

459. How is expected return computed under the annuity rules?

460. What is the annuity starting date?

Life Annuity: Single
461. How is the excludable portion of payments under a single life annuity computed?

462. How is the excludable portion of payments under an annuity with a single life refund or 
period-certain guarantee calculated?

BK-SBM-15TFINS-V1-140466-FM.indd   57 10/17/2014   3:57:04 PM



2015 Tax FacTs on Insurance & employee BeneFITs

lviii

Life Annuity: Temporary
463. How is a temporary life annuity taxed?

Life Annuity: Joint and Survivor
464. How can one calculate the excludable portion of payments under a joint and survivor 
annuity that continues distributing the same income to the survivor as was payable while both 
annuitants were alive?

465. How can one calculate the excludable portion of payments under a level payment joint and 
survivor annuity with refund or period-certain guarantee?

466. How can one compute the tax-exempt portion of payments under a joint and survivor 
annuity where the size of the payments will increase or decrease after the first death?

467. How is the tax-exempt portion of payments determined for a joint and survivor annuity 
where the size of the payments will be reduced only if a specified annuitant dies first?

468. What are the income tax consequences to the surviving annuitant under a joint and sur-
vivor annuity?

Life Annuity: Refund Beneficiary
469. If an annuitant dies before receiving the full amount guaranteed under a refund or period-
certain life annuity, is the balance of the guaranteed amount taxable income to the refund 
beneficiary?

Fixed Period or Fixed Amount Installments
470. How is the excludable portion of an annuity payment under a fixed period or fixed amount 
option computed?

Annuity Reduced by Partial Withdrawal
471. What are the income tax results when an annuitant makes a partial lump sum withdrawal 
(i.e., a partial commutation) and takes a reduced annuity for the same?

472. What are the income tax results when an annuitant makes a partial lump sum withdrawal 
and takes the same payments for a different term?

473. What is a variable annuity?

Annuity Rules: Variable Annuities
474. What is a variable annuity?

475. Is the purchaser of a deferred variable annuity taxed on the annual growth of a deferred 
annuity during the accumulation period?

476. How are payments under a variable immediate annuity taxed?

477. How is the value of a refund or period-certain guarantee determined under a variable 
annuity contract?

478. If payments from an immediate variable annuity drop below the excludable amount for 
any year, is the balance of the exclusion lost?
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479. What is an indexed variable annuity?

480. What is a wraparound or investment annuity? How is the owner taxed prior to the annuity 
starting date?

481. What is a longevity annuity?

482. What is the difference between a longevity annuity and a deferred annuity?

483. What is a qualified longevity annuity contract (QLAC)? What steps has the IRS taken to 
encourage the purchase of QLACs?

484. What types of retirement accounts can hold a qualified longevity annuity contract (QLAC)?

485. May both QLACs and non-QLAC DIAs be held in a taxpayer’s Traditional IRA and will the 
QLACs get the RMD exemption of the regulations but the non-QLAC DIAs will not?

486. May an individual purchase a QLAC after the Required Beginning Date (RBD)?

487. Are the death benefits under a deferred annuity triggered upon the death of the owner of 
the annuity, or upon the death of the annuitant?

488. Can a taxpayer combine a deferred income annuity with a traditional annuity product?

489. Can a grantor trust own an annuity contract? How is an annuity owned by a grantor trust 
taxed?

490. If a grantor trust owns an annuity and the grantor is not the annuitant, whose death trig-
gers annuity payout?

Loss
491. Does the surrender of a deferred annuity contract ever result in a deductible loss?

492. Is a deductible loss sustained under a straight life annuity if the annuitant dies before pay-
ments received by the annuitant equal the annuitant’s cost?

Disposition
Sale or Purchase of a Contract

493. What are the income tax consequences to the owner of an annuity contract if he or she 
sells the contract?

494. How is the purchaser of an existing immediate annuity contract taxed?

Policy Exchanges
495. When is a policy owner deemed to have exchanged one annuity contract for another?

496. What is the tax treatment of a partial 1035 exchange?

497. When is the exchange of one annuity contract for another a nontaxable exchange?

498. Is the exchange of one annuity contract for another permissible if the owner-beneficiary 
inherited the annuity from a deceased original owner?

499. Are there special rules for exchanging one annuity contract for another where the insurer 
issuing the contract is under rehabilitation?
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500. When is a policy owner required to recognize gain on the exchange of one annuity contract 
for another?

501. When is the exchange of one annuity contract for another a taxable transaction?

502. What is the tax treatment for an annuity with a long-term care rider?

Gift of an Annuity or Endowment Contract
503. What constitutes a gift of an annuity contract? What constitutes a gift of a premium?

504. Can the owner of an annuity contract avoid income and penalty taxes by assigning 
the right to receive the payments to another individual while retaining ownership of the 
contract?

505. What are the income tax consequences when a deferred annuity contract is transferred as 
a gift?

506. What are the income tax consequences when a deferred annuity contract is transferred 
to a trust?

507. Does the purchase of a joint and survivor annuity result in a taxable gift?

508. Is the naming of an irrevocable beneficiary under a refund annuity a gift?

509. When does the gift of an annuity between spouses qualify for the gift tax marital deduction?

510. What is the gift tax value of an annuity contract or of a donee’s interest in a joint and 
survivor annuity?

511. Can the purchase of a private annuity result in a taxable gift?

Surrender, Redemption, or Maturity
512. What are the income tax consequences when the owner of an annuity contract takes the 
lifetime maturity proceeds or cash surrender value in a lump sum cash payment?

513. If a policyholder elects to receive endowment maturity death benefit proceeds, or cash 
surrender values under a life income or installment option, is the gain on the policy taxable to 
the policyholder in the year of maturity/death/surrender or as payments are received?

514. Is the full gain on a deferred annuity or retirement income contract taxable in the year the 
contract matures?

515. Are there any considerations that a taxpayer should be made aware of when deciding whether 
to surrender an annuity or accept a buyback offer?

Death
516. If an annuitant dies before his or her deferred annuity matures or is annuitized, is the 
amount payable at the annuitant’s death subject to income tax?

517. What distributions are required when the owner of an annuity contract dies before the 
entire interest in the contract has been distributed?

518. Are there any exceptions to the rule that the entire interest in an inherited deferred annuity 
contract must be distributed within five years of the original owner’s death?
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Divorce
519. If an individual purchases an annuity contract to meet alimony payments, how are payments 
taxed to the recipient? What are the tax results to the purchaser?

Gifts and Charitable Gifts
520. May a charitable contribution deduction be taken for the gift of a maturing annuity or 
endowment contract?
521. Is there a taxable gift when an individual covered under a qualified plan, a tax sheltered 
annuity, or an individual retirement plan irrevocably designates a beneficiary to receive a survivor 
benefit payable under the plan?
522. Is there a taxable gift when a nonparticipant spouse waives the right to receive a qualified 
joint and survivor annuity or a qualified preretirement survivor annuity?
523. What are the gift tax consequences to the spouse of an individual who designates a third 
party beneficiary to receive a survivor benefit payable under a qualified plan, a tax sheltered 
annuity, or an individual retirement plan if community property law applies?
524. If a person who is covered under an individual retirement plan contributes to a similar plan 
covering his or her non-employed spouse, are such contributions considered gifts?

Withholding
525. Are amounts received under commercial annuity contracts subject to withholding?

Private Annuity
526. What is a private annuity?

527. How are payments received under a private annuity issued after October 18, 2006 taxed?

528. How are payments received under a private annuity issued before October 19, 2006 taxed?

529. What are the tax consequences to the obligor in a private annuity transaction?

Charitable Gift Annuity
530. What is a charitable gift annuity?

531. How are payments received under a charitable gift annuity agreement taxed?

532. What are the tax consequences to the obligor in a charitable annuity transaction?

Taxation
533. How is a corporation taxed on payments under an annuity contract or on living proceeds 
from an endowment or life insurance contract?

534. How are damage payments taxed if an annuity is used to fund a judgment or settle a claim 
for damages on account of personal injuries or sickness?

535. What is the requirement to maintain minimum essential coverage?

536. When does a taxpayer have minimum essential coverage in order to avoid becoming subject 
to the Affordable Care Act penalty after 2013?
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537. What is the penalty for an individual who chooses to remain uninsured?
538. If a qualified plan trust distributes an annuity contract to an employee, is the value of the 
contract taxable to the employee in the year of distribution?
539. How is an employee taxed on periodic retirement benefits under a qualified pension, annu-
ity, or profit sharing plan?
540. How are variable annuity benefits payable under a qualified pension or profit sharing plan 
taxed to an employee?
541. Does the interest of a donee spouse in a joint and survivor annuity qualify for the marital 
deduction?

Estate Tax
542. What are the estate tax results when a decedent has been receiving payments under an 
annuity contract?
543. What are the estate tax results when a decedent has been receiving payments under an 
optional settlement of endowment maturity proceeds or life insurance cash surrender value?
544. If an individual purchases a deferred or retirement annuity and dies before the contract 
matures, is the death value of the contract includable in his or her estate?
545. In the case of a joint and survivor annuity, what value is includable in the gross estate of 
the annuitant who dies first?
546. What is the estate tax value of a survivor’s annuity under a joint and survivor annuity contract?
547. In the case of a refund or period-certain annuity, is the balance of the guaranteed amount, 
payable after annuitant’s death, includable in the annuitant’s gross estate?
548. Are death proceeds payable under a single premium annuity and life insurance combination 
includable in an annuitant’s gross estate?
549. If a decedent purchased an annuity on the life of another person, will the value of the 
contract be includable in his or her gross estate?
550. If a person makes a gift of an annuity, will the value of any refund be includable in the 
donee-annuitant’s estate?
551. If a decedent has been receiving payments under a private annuity, what is includable in 
the decedent’s estate?

Nonqualified Employee Annuity
552. Is the value of a death benefit payable under a nonqualified employee annuity includable 
in an employee’s gross estate?

Tax Sheltered Annuity
553. Is a death or survivor benefit under a tax sheltered annuity includable in an employee’s 
gross estate?

Structured Settlements
554. What is a secondary market annuity?
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555. What is a structured settlement?

556. Why might the parties to a judgment prefer to use a structured settlement rather than a 
lump sum payment?

557. What are the tax consequences to the plaintiff who receives structured settlement funds?

558. What are the tax consequences if a structured settlement is sold?

559. When is a defendant who is a party to a structured settlement entitled to deduct the pay-
ments made pursuant to the agreement?

560. Is a defendant entitled to deduct amounts paid under a structured settlement if the under-
lying liability is contested?

561. What is a designated settlement fund?

562. What is a qualified settlement fund?

563. What are the tax consequences of using a designated settlement fund or qualified settlement 
fund to satisfy a defendant’s obligations under a structured settlement?

564. Can a defendant who is making payments under a structured settlement agreement 
assign responsibility for payments to a third party? What are the tax consequences of such an 
assignment?

565. Can a designated settlement fund (DSF) or qualified settlement fund (QSF) make a quali-
fied assignment of its obligations to make periodic payments under a structured settlement?

PART VII: FEDERAL INCOME TAXATION

General Rules
566. Who must file a return?

567. Who must pay the estimated tax and what penalties are imposed for underpayment of the tax?

568. What is an individual’s “taxable year”?

569. What are the basic steps in computing an individual’s tax liability?

Gross Income
570. What items are included in gross income? What items are excluded from gross income?

571. How are the commissions, including insurance commissions, of a sales representative 
taxed?

572. How are the commissions on an insurance agent’s own policies taxed?

573. How are an insurance agent’s commissions taxed if they are received pursuant to a deferred 
income plan?

574. What are the tax consequences if an insurance agent sells or assigns the agent’s right to 
receive renewal commissions?

575. How are commissions received after the death of the insurance agent taxed?
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576. How are an insurance agent’s commissions treated for self-employment tax purposes?

577. What is an insurance premium rebate? What are the income tax consequences of rebating 
premiums?

578. Who is taxed on the income from property that is transferred to a minor under a uniform 
“Gifts to Minors” act?

579. When does a cash basis taxpayer “receive” income? What is the doctrine of constructive 
receipt?

580. What are the tax consequences of a discharge of indebtedness?

581. What is the Mortgage Forgiveness Debt Relief Act of 2007 (MFDRA 2007) and how does 
it impact the tax consequences of a discharge of indebtedness?

582. What is a below-market loan?

583. What are the income tax consequences of a below-market loan that is categorized as a gift 
loan?

584. What are the income tax consequences of a below-market loan that is categorized as a 
compensation-related loan or a corporation-shareholder loan?

585. What securities law restrictions apply to a below-market loan?

586. What is an installment sale? How is it taxed?

587. How are sales between related parties taxed?

588. What is an interest surcharge?

589. What is the applicable federal rate?

590. Are Social Security and railroad retirement benefits taxable?

591. How is unearned income of certain children treated for federal income tax purposes?

592. What is an Education Savings Account (also known as a Coverdell Education Savings Account)?

593. What are the rules governing contributions to an Education Savings Account?

594. How are distributions from an Education Savings Account treated? What are “qualified 
education expenses”?

595. What is a qualified tuition program (also known as a 529 plan)?

596. How does contribution to a qualified tuition program (also known as a 529 plan) impact a 
taxpayer’s ability to claim education-related credits? Can a taxpayer contribute both to a quali-
fied tuition plan and an education savings account?

597. How are distributions from a qualified tuition program taxed?

598. What is “tax basis”?

599. What is the tax basis of property that is acquired by purchase or exchange?

600. How is the tax basis of property acquired from a decedent determined?

601. How is the tax basis of property acquired by gift determined?

602. How is the tax basis of property acquired in a generation skipping transfer determined?
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603. What is the tax basis of property acquired from a spouse or incident to a divorce?

604. What is a “capital asset”?

605. When is capital gain or loss short-term? When is it long-term? How is an individual’s “hold-
ing period” calculated?

606. How are securities that are sold or transferred identified for tax purposes?

607. How is a loss realized on a sale between related persons treated for income tax purposes?

608. How is an individual taxed on capital gains and losses?

609. What is the reduction in capital gain rates for individuals?

610. What lower rates apply for qualified dividend income?

611. What is qualified dividend income?

612. What are the reporting requirements under JGTRRA 2003?

613. How are gains and losses treated for “traders in securities”?

614. What is a “like-kind” exchange? How is it taxed?

615. How is the tax treatment of a like-kind exchange altered if, in addition to like-kind property, 
the taxpayer also receives cash or nonlike-kind property in the exchange?

616. How is the tax treatment of a like-kind exchange altered if one or more parties assumes a 
liability of the other party or receives property subject to a liability in the exchange?

617. What is the tax basis of property received in a tax-free (or partially tax-free) like-kind 
exchange?

618. How is a like-kind exchange between related parties taxed?

Adjusted Gross Income
619. How is adjusted gross income determined?

620. What is the deduction for depreciation?

621. What methods may be used to calculate depreciation on property placed in service 
after 1986?

622. What are the anti-churning rules? When must pre-1987 depreciation methods be used?

623. What special limitations apply to calculating depreciation on automobiles and other prop-
erty classified as “listed property”?

624. What depreciation deduction is allowed for intangible assets?

625. How does the depreciation deduction impact an individual’s basis in the property?

626. What personal exemptions is an individual entitled to deduct in calculating taxable 
income?

627. What conditions must be met to entitle the taxpayer to a dependency exemption?

628. Who is entitled to claim a dependency exemption for a child in the case of divorced 
parents?
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Deductions
629. What itemized deductions may be taken by an individual taxpayer?

630. What is the limitation on certain high income taxpayers’ itemized deductions?

631. What are miscellaneous itemized deductions? What limits apply?

632. Is interest deductible?

633. What is the maximum annual limit on the income tax deduction allowable for charitable 
contributions?

634. What substantiation requirements apply in order for a taxpayer to take an income tax 
deduction for charitable contributions?

635. What are the limits on the medical expense deduction?

636. What is income in respect of a decedent and how is it taxed? Is the recipient entitled 
to an income tax deduction for estate and generation-skipping transfer taxes paid on this 
income?

637. How are business expenses reported for income tax purposes?

Standard Deduction
638. What is the standard deduction?

639. What are the federal income tax rates for individuals?

640. How are taxes indexed?

641. Who may file a joint return?

642. Who may use head-of-household rates?

Credits
643. What credits may be taken against the tax?

644. Who qualifies for the tax credit for the elderly and the permanently and totally disabled 
and how is the credit computed?

645. Who qualifies for the child tax credit?

646. What is the Hope Scholarship (American Opportunity) Credit?

647. What is the Lifetime Learning Credit?

648. What limitations and phaseouts apply to the Hope Scholarship (American Opportunity) 
and Lifetime Learning Credits??

649. What is the credit for nonbusiness energy property that may be taken against the tax?

650. What is the residential energy efficient property credit that may be taken against 
the tax?

651. What is the alternative motor vehicle credit that may be taken against the tax?

652. What tax credits are available for plug-in electric vehicles?
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Alternative Minimum Tax
653. How is the alternative minimum tax calculated?

Social Security Taxes
654. What are the Social Security tax rates?

655. Who must pay the self-employment tax?

Community Property
656. How can community property law affect the federal income tax treatment of investment 
income?

657. How is community income reported if spouses live apart?

658. How does community property law affect the federal income tax treatment of dividends 
received from corporate stock?

659. If spouses move from a community property state to a common law state, will their com-
munity property rights in the property they take with them be recognized and protected by the 
law of their new domicile?

Divorce
660. Do transfers of property between spouses, or between former spouses incident to a divorce, 
result in taxable gains and losses?

661. Are alimony payments included in the gross income of the recipient? May the payor spouse 
take a deduction for these payments?

662. Is child support taxed in the same manner as alimony payments?

Trusts and Estates
663. How is the federal income tax computed for trusts and estates?

664. What is a grantor trust? How is a grantor trust taxed?

Corporations and Other Business Entities
665. How is a corporation taxed?

666. How is a corporation taxed on capital gains?

667. How is a corporation’s alternative minimum tax calculated?

668. What is the accumulated earnings tax?

669. What is the personal holding company tax?

670. How are corporations that are classified as professional corporations and associations taxed?

671. How is an S corporation taxed?

672. How is a “personal service corporation” taxed?

673. What is a limited liability company and how is it taxed?

674. How is the income from a partnership taxed?
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PART VIII: FEDERAL ESTATE TAX, GIFT TAX,  
GENERATION-SKIPPING TRANSFER TAX,  

AND VALUATION

Estate Tax
675. What is the federal estate tax?
676. What are the steps that must be taken to calculate the federal estate tax?
677. Should estates of decedents dying in 2010 elect to be subject to the estate tax?
678. Is the exclusion amount of the first spouse to die portable? What is “portability”?
679. What items are includable in a decedent’s gross estate for federal estate tax purposes?
680. What property in which the decedent had an interest is includable in the gross estate under 
IRC Section 2033?
681. Are dower and curtesy interests and their statutory substitutes includable in a decedent’s 
gross estate under IRC Section 2034?
682. When are gifts made within three years of death includable in a decedent’s gross estate 
under IRC Section 2035?
683. When are gifts with a life interest retained includable in a decedent’s gross estate under 
IRC Section 2036?
684. When are gifts taking effect at death includable in a decedent’s gross estate under IRC 
Section 2037?
685. When are gifts where a decedent retains the power to revoke or amend includable in the 
decedent’s gross estate under IRC Section 2038?
686. When are annuities or annuity payments includable in a decedent’s gross estate under IRC 
Section 2039?
687. Are joint interests includable in a decedent’s gross estate under IRC Section 2040?
688. When are powers of appointment includable in a decedent’s gross estate under IRC Sec-
tion 2041?
689. When are life insurance proceeds includable in a decedent’s gross estate under IRC Sec-
tion 2042?
690. Are transfers made for insufficient consideration includable in a decedent’s gross estate 
under IRC Section 2043?
691. When is marital deduction property in which a decedent had a qualifying income interest 
includable in the gross estate under IRC Section 2044?
692. When are disclaimers includable in a decedent’s gross estate under IRC Section 2046?
693. What additional amounts may be includable in a decedent’s gross estate?
694. In whose estate is property held in custodianship under the Uniform Gifts to Minors Act 
or the Uniform Transfers to Minors Act includable for federal estate tax purposes?
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695. Is an education savings account includable in an individual’s gross estate?

696. Is a qualified tuition program includable in an individual’s gross estate?

697. Is the value of a life insurance agent’s renewal commissions includable in the gross estate?

698. Under what circumstances is the value of property transferred by gift within three years 
of the donor’s death includable in the donor’s gross estate?

699. What estate tax exclusion is available for a qualified conservation easement?

700. What deductions are allowed from the gross estate in arriving at the taxable estate for 
federal estate tax purposes?

701. What deductions for expenses, indebtedness and taxes are allowed from the gross estate 
in arriving at the taxable estate for federal estate tax purposes?

702. What deductions for casualty and theft losses may be taken from the gross estate?

703. What deductions for charitable bequests are allowed from the gross estate in arriving at 
the taxable estate for federal estate tax purposes?

704. What is the estate tax marital deduction?

705. What is qualified terminable interest property (QTIP)?

706. When will a terminable interest in property cause that property to fail to qualify for the 
estate tax marital deduction?

707. When will property held in trust qualify for the marital deduction?

708. How is the availability of the estate tax marital deduction affected when the surviving 
spouse is not a United States citizen? What is a QDOT?

709. What is the estate tax deduction for qualified family-owned business interests?

710. What estate tax deduction is allowed for death taxes paid at the state level?

711. What credits are allowed against the federal estate tax?

712. What is the Section 2010 “unified credit” that is allowed against the federal estate tax?

713. What is the Section 2011 credit for state death taxes that can be taken against the federal 
estate tax?

714. What is the Section 2012 credit for gift tax that can be taken against the federal estate tax?

715. What is the Section 2013 credit for estate tax on prior transfers that can be taken against 
the federal estate tax?

716. What is the Section 2014 foreign death tax credit that can be taken against the federal 
estate tax?

717. What are the requirements for filing the federal estate tax return and paying the tax?

718. What are the minimum return requirements for determining whether an estate tax return 
must be filed?

719. Can the time for paying the estate tax be extended?
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720. Can the time for paying the estate tax be extended if the estate includes a closely held 
business interest?
721. Can the time for paying the estate tax be extended if the estate includes a reversionary or 
remainder interest?

Generation-Skipping Transfer Tax
722. What is the federal generation-skipping transfer tax?
723. What is a generation-skipping transfer (GST) on which a generation-skipping transfer tax 
is imposed?
724. How is the amount of tax on a GST determined?
725. What is the GST exemption and how is it applied in determining the GST tax?
726. What is a GST trust?
727. What is the inclusion ratio and how is it used for purposes of the GST tax?
728. How is property valued for purposes of the GST tax?
729. Are Charitable Lead Annuity Trusts treated differently than other types of trusts for GST 
tax purposes?
730. What is the Estate Tax Inclusion Period (ETIP) for GST Tax purposes?
731. When are portions of a severed trust treated as separate trusts for GST tax purposes?
732. How is the GST tax applied to nontaxable gifts?
733. What is a Reverse QTIP Election and how is it made for GST tax purposes?
734. How are basis adjustments treated for GST tax purposes?
735. How are individuals assigned to generations for purposes of the GST tax?
736. Can married couples make a split gift for purposes of the GST tax?
737. What credits are allowed against the GST tax?
738. What are the return requirements with respect to the GST tax?
739. Who is liable for paying the GST tax?

Gift Tax
740. What is the federal gift tax?
741. Which types of transfers are subject to the federal gift tax?
742. When does a complete gift take place for purposes of the federal gift tax?
743. If a person refuses to accept an interest in property (a disclaimer), is he considered to have 
made a gift of the interest for federal gift tax purposes?
744. Are gifts made of foregone interest or interest-free and bargain rate loans subject to the 
federal gift tax?
745. What are the gift tax implications, if any, when an individual transfers property (or an 
interest in property) and takes back noninterest-bearing term notes covering the value of the 
property transferred, which notes the transferor intends to forgive as they come due?
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746. Are gratuitous transfers by individuals of federal, state, and municipal obligations subject 
to federal transfer taxes?
747. What are the federal gift tax implications of taking title to investment property in joint names?
748. What are the federal gift tax results if the donee agrees to pay the gift tax?
749. How is a gift of property under either the Uniform Gifts to Minors Act or under the Uni-
form Transfers to Minors Act treated for federal gift tax purposes?
750. When is a gift made with respect to an education savings account?
751. When is a gift made with respect to a qualified tuition program?
752. When is the “split-gift” provision available?
753. What is the gift tax annual exclusion and when is it available to a donor?
754. How does the splitting of gifts between spouses affect the gift tax annual exclusion?
755. What gift tax exclusion applies, if any, for gifts made for education or medical expenses?
756. What is the gift tax marital deduction?
757. Is a gift tax deduction allowed for gifts to charity?
758. What is the gift tax unified credit?
759. What are the requirements for filing the gift tax return and paying the tax?

Valuation
760. How is investment property valued for federal transfer tax purposes?
761. How does the executor’s election of the alternate valuation method affect the valuation of 
property for federal estate tax purposes?
762. How are stocks and bonds listed on an exchange or in an over-the-counter market valued 
for federal transfer tax purposes?
763. What effect does it have on valuation of shares of stock for federal transfer tax purposes if 
they are pledged as security?
764. How are notes, mortgages, and mortgage participation certificates valued for federal 
transfer tax purposes?
765. How are life estates, remainders, and private annuities valued?
766. How are Series E/EE and H/HH United States Savings Bonds valued for federal transfer 
tax purposes?
767. How is a non-negotiable savings certificate issued without discount by a Federal Reserve 
member bank valued for federal estate tax purposes when death occurs between interest periods?
768. How are mutual fund shares valued for federal transfer tax purposes?
769. How are United States silver coins valued for federal estate tax purposes?
770. How are interests in a closely-held business valued for federal transfer tax purposes?
771. How does the existence of a buy-sell agreement impact valuation of interests in a closely-
held business for federal transfer tax purposes?
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772. How are shares of stock in closely held corporations valued for federal transfer tax 
purposes?
773. How is real estate valued for federal transfer tax purposes?
774. How are mineral properties valued for federal transfer tax purposes?
775. How is timber valued for federal transfer tax purposes?
776. How are annuity, unitrust, and income (or use) interests retained by a grantor in a trust 
valued for estate tax purposes?
777. What are the Chapter 14 special valuation rules?
778. What special valuation rules apply to the transfer of an interest in a corporation or partner-
ship under Chapter 14?
779. When may additional estate or gift taxes be due when an interest is valued using the Chapter 
14 special valuation rules?
780. How are corporate and partnership transactions, such as recapitalizations, transfers and 
other changes in capital structure impacted by the Chapter 14 special valuation rules?
781. What special valuation rules apply to the transfer of an interest in trust under Chapter 14?
782. What special valuation rules apply to the transfer of qualified tangible property under 
Chapter 14?
783. What special valuation rules apply to the transfer of an interest in a personal residence trust 
or qualified personal residence trust under Chapter 14?
784. What special valuation rules apply to remainder interests and joint purchase transactions 
under Chapter 14?
785. What special valuation rules apply to certain agreements, options, rights, or restrictions 
exercisable at less than fair market value under Chapter 14?
786. What special valuation rules apply to certain lapsing rights and restrictions under Chap-
ter 14?

PART IX: INTERNATIONAL TAX

In General
787. What is the difference between a resident alien and a nonresident alien?

788. When does a foreign individual become a U.S. taxpayer required to file a U.S. tax return?

789. What rules apply when a U.S. citizen or resident alien is married to a nonresident alien and 
the couple wishes to file a joint U.S. tax return?

790. When a U.S. citizen is a resident of a foreign country and earns income in that foreign 
country, is that income included in the taxpayer’s gross income for U.S. tax purposes?

791. What is the foreign earned income exclusion?

792. What are the bona fide residence and physical presence tests that can allow a U.S. individual 
to qualify for the foreign earned income exclusion?
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793. What is the foreign housing exclusion (or deduction)?

794. Can U.S. individuals employed in a foreign country receive U.S. Social Security credit?

795. What are some of the considerations that a U.S. citizen or resident should be aware of when 
participating in a retirement plan while residing in a foreign country?

796. Are employer contributions to a foreign retirement account on behalf of a U.S. individual 
exempt from U.S. reporting requirements?

797. What assets of a foreign individual (nonresident alien) are subject to U.S. estate tax?

798. How does the estate of a foreign individual (nonresident alien) calculate the amount of 
U.S. estate tax owed?

799. Is the estate of a foreign individual entitled to the same deductions as a U.S. individual?

800. May a nonresident alien’s estate claim an estate tax exemption upon the death of the non-
resident alien?

801. Can a life insurance policy or annuity contract issued to a U.S. person by a foreign life 
insurance company qualify for the tax benefits traditionally afforded to U.S. life insurance 
policies?

802. What considerations should a U.S. citizen or resident alien be aware of when he or she 
owns or disposes of real property that is located in a foreign country?

U.S. Individuals and Taxation in Mexico
803. Can U.S. individuals purchase land in Mexico for investment purposes?

804. What is a restricted zone purchase for purposes of real property transactions taking place 
in Mexico?

805. What are the tax and reporting obligations of U.S. purchasers of real property in Mexico?

806. I have Mexican clients seeking to open investment accounts in the US. How should they 
structure their investment holdings in a tax efficient manner?

U.S. Individuals and Taxation in Canada
807. Why is residency significant in Canadian taxation, and how is Canadian residency deter-
mined for tax purposes?

808. When is an individual considered a “resident” of Canada for tax purposes?

809. What is a part-year resident of Canada for tax purposes?

810. When is an individual considered to be a non-resident of Canada for tax purposes?

811. When does a U.S. individual establish permanent residency in Canada?

812. What are the general filing requirements for U.S. citizens living in Canada on a full-time basis?

813. Can U.S. citizens living in Canada be subject to double taxation?

814. Are U.S. citizens that receive income from property situated in Canada, such as dividends 
or interest, subject to tax in Canada, and if so, are there withholding requirements?
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815. Are U.S. citizens employed or carrying on business in Canada subject to tax in Canada, and 
if so, are there withholding requirements?

816. What is FATCA, and do I need to be concerned with it as a U.S. citizen living in Canada?

817. What is FBAR and do I need to be concerned by FBAR requirements as a U.S. citizen liv-
ing in Canada?

818. What is the effect of a disposition of Canadian real property?

819. Does Canada have estate taxes?

820. Does a Canadian citizen need to be concerned if the Canadian citizen’s spouse is a U.S. citizen?

821. What considerations apply to U.S. citizens who participate in Canadian retirement plans 
(such as RRSPs) while residing in Canada?

822. Is renouncing U.S. citizenship a viable option to citizens permanently living in Canada?

823. Does a U.S. citizen living in Canada need to be concerned of the “Medicare Tax,” and if so, 
is there tax relief for it?
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