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Keyman Life Assurance Guide

The value of people
It is people that build up a successful business, not plant and machinery.

The key directors and employees of a successful company bring :
· experience
· knowledge

· management expertise, and contacts to the business. 
Without these the business would not succeed.
Business Interruption
What would happen if one of these key people were to die suddenly?

In addition to the personal tragedy involved for the deceased’s dependants, the business could be threatened by the sudden and permanent loss of that person’s skills and Experience.
In such circumstances, the profitability of the business could be interrupted and threatened by:
· the calling in of bank loans, for which the deceased had given a personal guarantee.

· the reduction or withdrawal of credit facilities by banks or suppliers, worried about the future profitability of the business following the death of the individual.

· the repayment to the deceased’s estate of any loans made by him or her to the company.

· the loss of the individual’s management expertise.

· the loss of the individual’s business contacts., i.e. loss of goodwill.

· the need to commit resources to the recruitment of a suitable replacement. In some cases, where the individual has unique experience and expertise, a suitable replacement may simply not be found.
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Building a Successful Business

Protecting the business
Keyman Life Assurance is life assurance cover effected by an employer on a key director or employee, to protect the employer from the financial consequences of that individuals’ death. Keyman Life Assurance can therefore insure the business against costs resulting from the death of a key director or employee, much in the same way as a company will normally insure against loss of trading profits resulting from fire and other perils.
The benefits
By having Keyman Life Assurance, the company will receive an immediate lump sum payment on the death of the individual insured under the policy. The company can use these funds in any way it wants. It could:
· Pay off outstanding bank loans.

· Repay any loans made by the individual to the company

· recruit a suitable successor

· invest the funds

· invest in the business.
The Steps
There are a number of steps involved in putting Keyman Life Assurance cover in place to protect the company:
· Who should be insured?

· How much cover is required?

· Passing a Board Resolution

· Proposing for the Policy

· Issue of the policy and payment of the first premium
Who should be insured?
The company might insure any director or employee on whom the business depends for its continued success, and whose death could result in the business suffering an interruption of business and financial loss.
How much cover?
In determining the amount of life assurance cover needed on a particular individual, account needs to be taken of:
Loans personally guaranteed by the individual and/or any loans made by that individual to the company, that are not already covered by life cover.
Estimated Loss of profits resulting from the death of the individual, including the costs of recruiting a replacement. This may be difficult to estimate in advance, and may differ from one individual to another, depending on their particular expertise and experience. One rule of thumb is to take a multiple, say 5 times, the individual’s current annual

remuneration. 

Board Resolution

It is recommended that the Directors of the company pass a Board Resolution, recording their intention to effect the Keyman Life Assurance cover with the Company they intend taking out the insurance with.

A specimen Resolution is set out below :
Proposing for the policy
The policy is a life of another policy with :
· the life assured being the individual who is to be insured under the policy, and

· the policyowner or proposer being the company .
Therefore the individual to be insured must complete the proposal form in relation to the medical questions, and sign at the end of the proposal form as the life assured. The authorised Officer of the company should sign the proposal form for and on behalf of the company, as the proposer. It is recommended that the company’s seal should be affixed to the proposal form over the signature of the authorised Officer.

How to arrange the Cover

It is also recommended that the individual insured under the policy, and the authorised Officer of the company be different people.
Please note that:

The individual to be insured may be required to attend a medical examination

The company may be asked to complete a Financial Questionnaire, to enable the Insurance Company to underwrite the amount of cover proposed. 
Issue of the policy
When the proposal is accepted and the first premium is paid to the Insurance Company the policy is then issued to the company. If the individual insured under the policy subsequently dies while the policy is in force, the sum assured is paid directly to the company on proof of death. The company can then use these funds to protect its

financial position in the whatever manner seems appropriate to the directors at that time.

Premiums
Generally speaking, Keyman Life Assurance premiums are NOT admissible deductions for Corporation Tax. However the Revenue have outlined the circumstances in

which such premiums may qualify as admissible deductions, where:
a) the sole relationship is that of employer and employee, and

b) the employee has no substantial proprietary interest in the business, and

c) the insurance is intended to meet the loss of profits resulting from the loss of the services of the employee, as distinct from the loss of goodwill or other capital loss, and

d) the policy is a short term insurance, providing only for a sum to be paid in the event of death.
Where all of the above conditions are met, the premiums are admissible deductions for Corporation Tax. Where at least one of the above conditions does not apply, then the premiums are NOT admissible deductions for Corporation Tax. So, for example, premiums on a Keyman policy effected solely for the purpose of repaying loans on the death of the individual, would NOT be admissible deductions for Corporation Tax purposes. More details on the Revenue interpretation of conditions a) to d) above, are set out at the end of this guide.

Proceeds
The proceeds of the policy paid out on death are not subject to the exit tax normally deducted on payouts from life assurance policies, as the payment of a benefit on death is not a chargeable event for the purposes of the life policy exit tax. The Revenue Commissioners set out their general position regarding the taxation of the proceeds in the

hands of the company, in a circular dated July 1986 as follows :
"While the allowability of a premium or the chargeability of a benefit are strictly separate issues, it will usually be the case that , if the premiums are allowable for tax purposes, the benefit is chargeable to tax and if the premiums are not allowable, the benefit is not chargeable. However it would not be accepted that a benefit is not chargeable to tax simply because an employer decided not to claim a tax deduction for the premiums”
However, the Revenue Commissioners have also indicated that if the Inspector of Taxes is satisfied that the
"intention on taking out the policy" was to "insure against loss of profits" then part or all of the proceeds may be treated as a taxable trading receipt, even though one or more of the conditions a) to d) above is not met, and even if tax relief was not claimed on the premiums. Even where part or all of the proceeds are treated as a taxable trading receipt, the use of the proceeds may create a corresponding tax deduction, e.g. if the proceeds were used to pay a salary to a suitable replacement.

Taxation of policy

Conditions for Tax Deduction
The following is an extract from a Circular issued by the Superintending Inspector of Taxes, dated July 1986, with regard to the admissibility of Keyman Insurance premiums as an allowable deduction for Corporation Tax:
Revenue Clarification on Tax Deduction for Premiums

2.86.03.04
"...the allowability or otherwise of premiums paid will be determined by reference to the terms and purposes of the policy .... In applying the conditions at a) , b), c), d) above) , the following guidelines are followed:
1."Employee" is taken as including a Director. 
2. A person who directly or indirectly owns or is able to control more than 15% of the ordinary share capital of a company is regarded as having a substantial proprietary interest in the company.

3. The policy must be for a fixed term with no surrender value and no endowment or other investment content; it must not contain provisions whereby benefits could be paid to any person other than the employer.

4. The insurance must be related to loss of profits only and it will be necessary to satisfy the Inspector of Taxes that the contingency insured against will genuinely have an adverse effect on the employer’s business. Premiums on policies taken out to cover loans or other outstanding debts which become repayable on the death of an employee are not admissible deductions."

It is Resolved that XYZ Ltd. shall effect a Keyman Life Assurance policy with ABC Life & Pensions, to protect XYZ Ltd. against the financial consequences resulting from the death of Mr X, while in the service of XYZ Ltd. Mr Y is hereby authorised to complete all the necessary documentation on behalf of XYZ Ltd. and it is hereby declared that the proceeds of the policy beneficially belong at all times to XYZ Ltd.








