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Insurance  SchemeInsurance  Scheme

Bonanza for the Employer 
and the Employee!!!

LONG TERM LOYALTY 
SOLUTIONS



Caveat
• This presentation is for information purpose only the 

speaker and presenter at this  meeting are solely 
responsible for the content of their presentations may 
not necessarily represent the opinions of LIC OF INDIA. 
neither LIC nor any of its representative are in the 
business of giving Income Tax, Legal or Accounting 
Advice. Attendees should consult with their own Advice. Attendees should consult with their own 
professional advisors to determine the appropriateness 
of any course of Action. In order to comply with Income 
Tax Act, 1961. please be advised to following: Unless 
expressly stated otherwise, any Income Tax advice 
contained in this materials is not intended or written to 
be used, and can be used, by any person for purpose 
of avoiding any penalties that may be imposed by 
Income Tax department of Government of India.



Employer-Employee

 Objective

To provide job satisfaction for the employees

Continuity of services with devotion and 
personal involvement.personal involvement.

• It acts a motivation for the employees to continue with the 
organization.

• It gives additional benefits to a “select band of employees” 
as reward for good services.



100% of premiums paid by 
the employer is eligible for 
deduction as business 

Tax Implications for Employer :-

deduction as business 
expenditure under section 
37(1) of the Income Tax Act, 
1961.



Employer’s point of view:-
• 1)  The schemes which are adopted for the welfare of the employees certainly 

help in better productivity and expansion of business which ultimately help 
to increase the gross profits of the firm.  An employer has the insurable 
interest in the life of an employee is recognised by law under Insurance Act, 
1938.

• In view of the above, an employer-employee scheme gains importance.

• 2)  The premiums paid by the employer are treated as deductible expenses of 
business or profession under Section 37(1) of I.T. Act, 1961.

• Section 37(1) is defined as “Any expenditure not being the nature of 
capital expenditure or personal expenses of the assessee LAID OUT OR 
EXTENDED WHOLLY AND EXCLUSIVELY FOR THE PURPOSES OF THE 
BUSINESS OR PROFESSION shall be allowed in computing the income 
chargeable to income tax.  This is besides other specified expenses u/s 30 to 
36 and those u/s 37(1)



• 3)  Since the premium paid by the employer is treated as perks under 
Section 17(2)(V), it is binding on the employer to pass a resolution to 
effect an insurance on the life of employees and contents of the 
resolution are made known to the employees also.

• 4)  The total insurance on the life of an employee or more precisely 
the premium payable under the life insurance policy should be 
reasonable and it would be better if the provisions of the Section 40(A) 
2(a) and 40(A) 2(B) is taken care of.

• 5)  As far as the implementation of statutory schemes like Gratuity, • 5)  As far as the implementation of statutory schemes like Gratuity, 
Group Superannuation, employer has to go for long term 
commitments and formation of relevant trust to manage the scheme 
to take the tax benefits under the same section.

• But if he adopts employer-employee scheme he can use his own 
discretion as far as the provisions to be made under the scheme.  In 
other  words, he can always decide the duration of payments and 
thereafter the employee can continue his policy for his own benefits.  
Besides, employer need not have to form the trust or approval from IT 
authorities.















SINGLE PREMIUM/ ANNUITY POLICY CAN NOTBE REGARDED AS PERKS



Tax Implications for Employee
• The premium paid by the employer will be treated a 

perquisite in the hands of the employee under Section 
17 (2) (v), and the employee has to pay tax on the 
same.

• However, the employee can get tax relief for the 
premiums paid by the employer under Sec 80C, and 
therefore, the tax liability for the employee is NIL. therefore, the tax liability for the employee is NIL. 
(Remember, there is no income limit for Section 
80C anymore, but check for exhaustion of limit 
through other investments like PF)

• Maturity and Death Benefit are eligible for tax benefits 
under Section 10(10)D.



Illustration
Employer pays premium (Say Rs 10,000)

Employer is eligible for tax 
benefit under Section 37(1)  
at corporate tax rates 
(33.66%)

Employee pays tax in premium 
at personal tax rate (Rs 3000 for 
30%slab)

(33.66%)

Employer reduces tax 
liability for the year by Rs  
3366/-

Employee can claim tax benefit 
under Section 80C (Rs 3000 as 
set off for 30% slab).

Net Tax Liability = 0

A win – win situation for both

Note: Personal Income Tax Surcharges not taken into account, but the impact will not change because of that.



TAX IMPLICATIONS.....

THERE ARE TWO PARTIES INVOLVED IN THE 
TRANSACTION

ONE IS EMPLOYEE ANOTHER IS EMPLOYER

EXAMPLE
PREM AMT IS RS. 1,00,00,000

EMPLOYER  EMPLOYEE
(-) 1,00,00,000 AS BUSINESS         (+) 1,00,00,000                                                        

EXPENSES U/S 37(1)                    U/S 17 (2) VEXPENSES U/S 37(1)                    U/S 17 (2) V
I.TAX @ 30%

EMPLOYER CAN PAY I.TAX ON BEHALF OF THE

EMPLOYEE   U/S 192 (1A) ON PERKS.                               
HENCE THE TAX LIABILITY    U/S 17 (2)

SHIFTED TO EMPLOYER
(-)30,00,000     -------------------- RS. 30,OO,OOO

NOW TAX ON TAX ALSO WILL BE PAYABLE BY EMPLOYER
Rs.9,00,OOO AND THIS AMT CAN NOT BE CLAIMED U/S 37(1)



BUT WHY SHOULD EMPLYER DO IT?
EXAMPLE:

IF WE DON’T TAKE THE POLICY UNDER THE SCHEME 
PROFIT OF THE COMPANY WOULD HAVE INCREASED BY                                  

RS. 1,30,00,000

I. TAX WOULD HAVE BEEN  RS.    39,00,000
NET PROFIT WOULD HAVE BEEN INCRESED BY

RS. 91,00,000RS. 91,00,000
AND IF THE COMPANY DECLARES THIS AMT AS DIVIDEND 
AGAIN DIVIDEND DISTRIBTION TAX @16.5%+3%=16.995 %  

RS.15,46,545 
TOTAL TAX LIABILITY OF CO. WILL BE  

(3900000+1546545)= 5446545
WHILE WE HAVE PAID ONLY    Rs.900000

NET SAVING IS       Rs.4546545





The Sales Proposition

• The company reduces tax liability…
• The cash outflow impact on the employee is 

NIL…
• Premiums paid can be looked upon as a salary 

paid to the employee… in lieu of superannuation paid to the employee… in lieu of superannuation 
funds…Superannuation funds come under the 
purview of Fringe Benefits Tax.

• Remember…after the introduction of Fringe 
Benefits Tax, employer-employee insurance 
provides companies with the BEST possible 
option to reduce taxes while keeping their 
employees happy….



Recommended Plans

• (SP Endowment Plan)

• (New Endowment Plan)

• (New Money Back Plan)

• (Pension Plan): Tax benefit to be claimed under 80C, 

• (JEEVAN AROGYA &LIC’s Cancer Cover • (JEEVAN AROGYA &LIC’s Cancer Cover 
( Plan 905)

• Tax benefit to be claimed under 80D, and 
to be sold to lives that are medically unfit





• The proposals will be treated as individual  
proposals from the employees. Employer  is 
concerned only as far as the premium payment 
is concerned.

Requirements/Conditions

• The acceptance of insurance depends upon the 
medical & financial state of the proposed 
employees.



Requirements/Conditions

• Employee signs the form & attaches consent 
from employer to finance & remit the premium.

• Salary slip to be attached in all cases. Standard • Salary slip to be attached in all cases. Standard 
eligibility (based on age) to be computed for max 
risk to be accepted. 

• In case salary slip cannot be provided, company 
financials to be submitted.



Requirements/Conditions

• Cancer Cover



OPTIONS TO BE EXECUTED BY THE 
EMPLOYER

OPTION 1

EMPLOYEE IS ASKED TO PROPOSE FOR THE POLICY ON HIS OWN 
LIFE AND HIS PROPOSAL WILL BE SENT TOGETHER WITH A LETTER 

FROM THE EMPLOYER THAT THE PREMIUM WILL BE PAID BY THE 
EMPLOYER. IN THIS CASE NO FURTHER ASSIGNMENT IS REQUIRED.

OPTION 2

MANAGEMENT INFORMS THE EMPLOYEE ABOUT THE LIFE COVER 
AS PART OF THE TERM AND CONDITION OF HIS EMPLOYMENT.

IN SUCH CASES AN OFFICER OF THE COMPANY IS DULY 
AUTHORISED BY THE COMPANY TO SIGN THE PROPOSAL FORM AND 

ENTER IN TO THE CONTRACT OF LIFE INSURANCE WITH 
CORPORATION IN THE LIFE OF THE EMPLOYEE AS WELL AS TO 

ASSIGN THE POLICY IN FAVOUR OF THE EMPLOYEE LATER.



REQUIREMENTS

1. PROPOSAL FORM MAY BE SUBMITTED EITHER IN FORM NO. 300 
OR 340.

2. MEDICAL REPORTS AND SPECIAL REPORTS WILL BE DECIDED 
ON THE BASIS OF SUC.

3. MAX SUM ASSURED WILL BE DECIDED AS PER THE FINANCIAL 
UNDERWRITING PROVISIONS.

4. IF EMPLOYER IS THE PROPOSER A SEPARATE LETTER SHALL 4. IF EMPLOYER IS THE PROPOSER A SEPARATE LETTER SHALL 
BE OBTAINED FROM THE EMPLOYER, STATING-

OBJECT OF INSURANCE

RESTRICTION TO BE IMPOSED IN RESPECT OF SURRENDER, 
LOAN.

ASSIGNING THE POLICY IMMEDIATELY AFTER THE ISSUE OF 
POLICY.

LETTER SHOULD FORM PART OF THE PROPOSAL.

IT IS NOT NECESSARY THAT ALL THE INSURABLE EMPLOYEES 
OF THE EMPLOYER BE COVERED UNDER THE SCHEME. 



PROCEDURES TO BE FOLLOWED TO 
ADOPT THE SCHEME

• 1)  Obtain approval from the Board or the sources authorised to act for and on behalf 
• of the firm (Board resolution is to be passed).
• 2)  Arrange power of attorney in favour of persons to execute the scheme.
• 3)  Put up the proposal to LIC of India to effect the coverage and for the issuance of 
• policies as per the Plan & Term selected.  The proposals will be treated as
• individual proposals received from the employees concerned irrespective of 
• whether the proponent is any employer or an employee.  Requirements of medical
• examination etc., shall be decided on that basis.  The maximum sum assured shall 
• be determined in terms of the rules relating to financial underwriting for individual • be determined in terms of the rules relating to financial underwriting for individual 
• assurances taking into account the existing life insurance in force on the life of the
• employee.
• 4)  If the employee is the proponent, the policy shall be assigned to the life assured at 
• the earliest but under no circumstances later than 5 yrs depending on the terms of  
• agreement between the employer and the employee.  Separate letter from the 
• employer stating the object of insurance, the restrictions he desires to be 
• considered in respect of surrender, loan, etc., and that he would assign the policy 
• to the life assured at a pre-decided stage, should be obtained stating clearly that 
• this letter of the employer will form a part of the proposal.  It  is not necessary that 
• all the insurable employees of the employer be covered under this scheme.
• 5)  Ensure payment of premium on time.
• 6)  Proposal Form No.340 has to be used for the purpose.



PROCEDURES TO BE FOLLOWED…

• 7)  In some instance employer may like to finance loan towards 

• payment of  premium to the employee.  Form No.300 can be 

• used to assign the policy as a collateral security.

• 8)  i)  Copy of the resolution annexed (Annexure “X”).

• ii)  Letter addressed to the employees mentioning the decision

• to  insure his life.

• iii)  Copies of the IT returns of the company to check the profit 

• position. 

• iv)  Employee’s previous insurance is to be taken into account

• and, if required, individual ITR’s to be called for.

• v)  Details regarding total employees working in the company, 

• their cadres and  salaries drawn by them.
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