
 

 

 
TAXABLE INSURANCE 

By:  CHRISTINA ROWLAND, MBA 
 
In preparing estate returns, I am often confronted with this question, “If insurance policy payments 
are tax free, why do you need the information for the estate?”  If your insurance agent told you the 
insurance proceeds are tax free, he meant income tax-free to the beneficiary.  What the agent did 
not tell you is that it can still be included in a taxable estate depending on who is the owner of the 
policy. 
 
Estate tax takes into consideration anything you own on your date of death.  If you take out a policy 
on your own life, pay the premiums, and name a beneficiary, you are considered the owner of that 
policy when it becomes due (your date of death).    If the beneficiary is your spouse, then the marital 
exclusion comes into play, and although the policy will be listed as part of your estate, it will be 
excluded from estate tax along with anything else you leave to your spouse. 
 
If you name someone other than your spouse as the beneficiary, you might want to consider 
transferring ownership to that individual as well. This will move the insurance out of your estate, but 
will also move the policy out of your control. The new owner has the right to change the beneficiary, 
cash in the policy if it has a cash value, or cancel the policy if they cannot make the payments. 
 
You could set up an irrevocable life insurance trust and either transfer your policy to the trust (this 
would require a gift tax return) or have the trust purchase a new policy.  This would remove the 
policy from your estate and the trust documents would still allow you to name the beneficiary(s). 
 

However, if you transfer ownership of your 
insurance policy, it can still be pulled into your 
estate if you die within three years of the 
transfer.  Before making any type of transfer, 
consult with your tax professional. 
 
If you have questions about this or any other 
business or tax issue, please contact your Account 
Manager or Christina Rowland, MBA at (314) 205-
2510 or by email at crowland@connerash.com. 
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