THE INS AND OUTS OF POLICY OWNERSHIP
Although it is difficult, planning your estate
requires you to consider what the financial
situation of your family would be like if you were
gone. It is during this kind of projection that
most people realize the importance of owning
life insurance.

Once you decide that you need to be insured, the next
step is deciding who should insure you. You can own
an insurance policy on yourself—but so can your
spouse, business, or trust. We believe that understanding
the rights of ownership—as well as the pros and cons of
each type of ownership—can help clarify your
ownership questions.
Ownership rights

A life insurance policyowner has the right to control
the economic benefits of the policy. There are two
categories of ownership: outright ownership and
incidents of ownership. Outright ownership is afforded
to the individual whose name is on the policy as the
owner. Incidents of ownership refer to the specific rights
of ownership; some of these include:
••The right to transfer ownership rights
••The right to change certain policy provisions
••The right to surrender or cancel the policy
••The right to pledge the policy for a loan or to
borrow against its cash value
••The right to name and to change a beneficiary
••The right to determine how beneficiaries will
receive the death proceeds
The outright owner can retain all incidents of
ownership, or he or she can defer some incidents of
ownership to other individuals.

Ownership options

There are several different ways that policies can be
owned. Owning a policy on your life is the most
common; however, any person or legal entity can own
life insurance on another person—as long as the
policyowner has an insurable interest in the insured.
An insurable interest exists when one person has a
financial interest in another person’s life. Spouses are
assumed to have an insurable interest in each other.
The same holds true for parents and children. Certain
business relationships may also create an insurable
interest, such as when a business insures its key
employees or when a bank guarantees repayment of
a loan with a life insurance policy on the borrower.
When considering different ownership options, it is
important to weigh the advantages and disadvantages
of each before you decide who should own your life
insurance policy.
1. You own your own policy. With this type of
ownership, you pay the premiums, you are named as
the insured on the policy, and you control all of the
ownership rights.
Advantages and disadvantages
Life insurance proceeds from a policy on your life can
be included in your taxable estate if (1) you own the
policy outright; (2) you have any incidents of
ownership in the policy at the time of your death; or
(3) you transfer ownership of the policy within three
years of your death. Inclusion of life insurance
proceeds in your taxable estate isn’t a problem if your
taxable estate (including any includable life insurance
proceeds) is less than or equal to the applicable
exclusion amount. If your taxable estate (excluding any
includable life insurance proceeds) exceeds the
applicable exclusion amount, you should consider
alternate ownership of policies on your life.

501 Office Center Drive x Suite 425 x Fort Washington, PA 19034 x 215.628.9200 x 215.628.8404 fax x www.harvestmywealth.com
Securities and advisory services offered through Commonwealth Financial Network®, Member FINRA/SIPC, a Registered Investment Adviser.
Fixed insurance products and services offered through Harvest Advisers or CES Insurance Agency.
AMKTG-1687-32981_06/16

TH E IN S A N D OUTS OF POLICY OWNE RSHIP continued

2. Your spouse as owner. With this type of policy
ownership, your spouse is responsible for the
premiums and has control of the ownership rights,
and you are named as the insured.
Advantages and disadvantages
In most states, if you name your spouse as the owner
of your life insurance policy, the proceeds won’t be
included in your taxable estate. Generally, when your
spouse is the beneficiary, the death proceeds escape
estate taxation because of the unlimited marital
deduction. But a problem arises when a policy insures
one spouse and the owner is the other spouse while he
or she names a third party as beneficiary. For example,
if the beneficiary of a policy on the husband is
someone other than his wife, a transfer subject to gift
tax occurs when the husband dies and the proceeds are
payable to the third person. The policyowner has just
made a gift to the beneficiary.
3. Another individual as owner. For this type of
ownership, the individual is responsible for the
premiums and controls the ownership rights, and you
are named as the insured on the policy.
Advantages and disadvantages
Sometimes, it may be advantageous to name another
individual as the owner of your life insurance policy.
Proceeds of such a policy will not be includable in
your taxable estate. Keep in mind, however, that if the
policyowner dies before you, the cash value of the
policy (not the face amount) is includable in that
person’s taxable estate.
4. An irrevocable life insurance trust (ILIT) as
owner. The trust owns the policy and is required to
pay the premiums. The insured can either place
payment in the trust or place income-producing assets
into the trust to cover the cost of the policy. When the
insured dies, the proceeds are distributed to the trust,
and distribution to the beneficiaries of the trust is

made according to the trust agreement.
Advantages and disadvantages
An ILIT may be used to keep life insurance proceeds
out of your taxable estate. But it’s important to note
that an ILIT is a complex estate planning tool and
must be properly created to be effective. Before taking
advantage of such a device, seek the assistance of an
estate planning professional.
Transferring policy ownership

If you own a policy on your life, you may want to
transfer ownership to another individual (e.g., to the
beneficiary) to avoid inclusion of the proceeds in your
estate. Transferring ownership of a policy is easy: Simply
complete a change-of-ownership form provided by your
insurance company. Remember, though, that even if
you transfer ownership of an existing policy to another
individual, it may be included in your estate if you die
within three years of the transfer.
Summing it all up

Life insurance is an important part of your estate plan.
There is no question that you should be insured, but
choosing the insurer can be a complex and challenging
decision. By reviewing your entire financial plan, we
can help you determine which form of ownership will
most benefit you and your loved ones.
This material has been provided for general informational purposes
only and does not constitute either tax or legal advice. Although we go
to great lengths to make sure our information is accurate and useful,
we recommend you consult a tax preparer, professional tax advisor, or
lawyer if you want professional assurance that our information, and
your interpretation of it, is appropriate to your particular situation.
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