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 Transfer for Value Rule

As a general principle, the proceeds of a life insurance policy paid by reason of the insured's death are 
exempt from federal income tax. The transfer for value rule is an exception to this general principle.

Thus, after the initial issuance of a policy, if it is subsequently transferred for  "valuable consideration," the 
income tax exclusion under §101(a) is lost, and the beneficiary will have to include in gross income, the 
proceeds received, to the extent that they exceed the consideration paid by the transferee of the policy 
and any subsequent premium payments or other costs of maintaining the policy subsequent to the 
transfer [I.R.C. §101(a)(2)].
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