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Key employee life insurance, sometimes included within the broader description
of corporate-owned life insurance or COLI, is designed to protect an employer from
financial loss upon the death of a key employee. Since 501(c)(3) tax-exempt and
governmental employers are not subject to the same tax liabilities as for-profit
corporations, this fact sheet will not focus on the broader issues associated with
COLI arrangements.

Institution purchases and pays premiums for life insurance policy on
key employee.

Institution is the beneficiary of the policy.

Cash and loan values are available to the institution for other uses, or for
payment of deferred compensation or retirement income for the key employee.

Key employee life insurance policy proceeds may be used to cover the cost of
replacing the employee. Since key employee insurance is designed to compen-
sate the employer for the loss of a key employee, it is technically not considered
an employee benefit. However, the assets can be used to finance the employer’s
obligation under one or more employee benefit plans.

Funded by the employer.

No eligibility requirements. Can be offered to all employees.

No limits on the cost of the premium payments or amount payable under
the policy.

Not applicable.

Not tax deductible to the employer as a business expense. Death benefit
is taxable to the employer for the amount that exceeds the premium payments
unless certain requirements are met.
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The tax information contained herein is not intended to be used, and cannot be used by any taxpayer,
for the purpose of avoiding tax penalties that may be imposed on the taxpayer. It was written to
support the promotion of the products and services addressed herein. Taxpayers should seek advice
based on their own particular circumstances from an independent tax advisor.

TIAA TIAA-CREF Individual & Institutional Services, LLC and Teachers Personal Investors Services, Inc.,
CREF members of FINRA, distribute securities products. Insurance and annuity products are issued by TIAA
(Teachers Insurance and Annuity Association), New York, NY and TIAA-CREF Life Insurance Company,
New York, NY.
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