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Policy Review Opportunity 

Are Your Business Policies Subject to 
Taxation?  If you have: 

 Life insurance policies issued after August 17, 2006, where the 

 Business is owner of the policy and the business or related party is the beneficiary of a 
policy on the life of an employee (i.e., key person, debt liquidation, buy-sell, 
endorsement split dollar, nonqualified deferred compensation/SERP), and an 

 Employee notice and consent was not completed before policy issue. 

The death benefit is subject to income tax under IRC §101(j). 

Recent notice provides opportunity to correct IRC §101(j) tax.  

When the employer-owned life insurance legislation under IRC §101(j) was enacted in 2006, 
advisors believed the only way to correct a situation where the above conditions existed was to 
surrender the contract and reissue a new contract after proper notice and consent had been 
obtained. 

However, a recent IRS notice provides another option which means an opportunity for you.     
A Section 1035 exchange to a new policy with a larger face amount or other material 
change is deemed a new contract, on which proper notice and consent can be obtained 
before issue. 
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