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New federal income tax rates for C corporations 

Under the Tax Cuts and Jobs Act (TCJA), there is now just one federal tax rate of 21% that applies to all C corporations – 
a big change from the graduated tax rates (topping at 35%) which applied to corporate tax years through the end 
of 2017. In addition, the TCJA repealed the corporate Alternative Minimum Tax, starting in 2018. 

Both of these changes for C corporations are permanent. They will not automatically change or expire in 
future tax years; these provisions continue UNLESS Congress passes a new law to change them.

Corporate income tax rates
2005 – 2017

NEW corporate income tax rate, 
2018 and thereafter

Taxable income over But not over Tax rate Taxable income over Tax rate

$0 $50,000 15%

N/A 21%

$50,000 $75,000 25%

$75,000 $100,000 34%

$100,000 $335,000 39%

$335,000 $10,000,000 34%

$10,000,000 $15,000,000 35%

$15,000,000 $18,333,333 38%

$18,333,333 … 35%

Tax law changes could 
make life insurance 

STRATEGIES 
ATTRACTIVE 

FOR BUSINESS 
CLIENTS.
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Special 20% deduction for other business entities

The TCJA also made changes for business entities that are not taxed as C corporations, but are structured as 
“pass-throughs,” such as S corporations, partnerships, and certain LLCs. Here, the business itself pays no federal 
income tax; instead, the business owner is taxed personally on all business income that “passes through” to the 
owner (after allowable deductions). 

For these business entities, the TCJA added a special deduction that is generally equal to 20% of “qualified 
business income” received by the business owners, subject to certain other rules (including phase-outs for 
personal service businesses) and disallowed for specified service trades exceeding a certain threshold.

This tax deduction is available for nonservice business owners for tax years ending prior to January 1, 2026. 
The same caveat applies: Congress could change this deduction so that it expires sooner or is extended.

Married, filing jointly 
income tax rates – 2017

NEW married, filing jointly
income tax rates – 2018 through 2025

Taxable income Tax rate Taxable income Tax rate

$0 -18,650 10% $0 - 19,050 10%

$18,650 - $75,900 15% $19,050 - 77,400 12%

$75,900 - $153,100 25% $77,400 - 165,000 22%

$153,100 - 233,350 28% $165,000 - 315,000 24%

$233,350 - $416,700 33% $315,000 - 400,000 32%

$416,700 - $470,700 35% $400,000 - 600,000 35%

$470,700 + 39.6% $600,000+ 37%
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New opportunities for small-business owners and key employees 

If you have clients or potential clients who are owners of qualifying business entities, these new tax 
rates, brackets, and deductions could make a business-owned life insurance policy more attractive for 
insuring owners or key employees.
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OLD RATES (PRIOR TO 2018)

POTENTIAL LIFE INSURANCE PREMIUM 

ON JAMES = $20,000/year

CUPPA JO, INC. TAXABLE INCOME $150,000

MARGINAL INCOME TAX BRACKET 39%

AFTER-TAX COST OF $20,000 LIFE INSURANCE PREMIUM 
20,000 ÷ (1 - .39) = $32,786.89

NEW RATES (AFTER 2018)

POTENTIAL LIFE INSURANCE PREMIUM 

ON JAMES = $20,000/year

CUPPA JO, INC. PROJECTED TAXABLE INCOME $150,000

MARGINAL INCOME TAX BRACKET 21%

AFTER-TAX COST OF $20,000 LIFE INSURANCE PREMIUM 
20,000 ÷ (1 - .21) = $25,316.46

C corporation purchasing key person life insurance 

Key person life insurance is a life insurance policy that covers one or more of your key employees, with the primary 
goal of protecting the value and ongoing operations of your business. 

EXAMPLE: 
Cuppa Jo, Inc. is a hypothetical C corporation started by Jolene and Bill, who each own 50% of the business. 
Cuppa Jo has one key sales person, James, who was instrumental in making Cuppa Jo coffee a local sensation. 

Jolene and Bill knew if something happened to James, the business would have problems retaining their key 
client relationships James built as their lead sales person. So in 2017, they considered purchasing a key person life 
insurance policy for him.

Since key person life insurance premium is not tax-deductible, the after-tax cost to the business can be 
determined using this formula: Premium ÷ (1 minus the tax bracket). Let’s see how the change in tax rates 
could impact Cuppa Jo:

How these changes could positively 
impact small-business owners

The characters are fictional and do not represent an actual Allianz Life Insurance Company of North America (Allianz) client. All examples shown do not 
consider state or local income taxes.
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Thanks to the 18% 
reduction in their federal 
corporate tax bracket, 

their AFTER-TAX 
COST IN 2018 
WOULD BE 
REDUCED BY 
MORE THAN 
$7,400. 

For additional information about key person life insurance, please refer to M-5107. 
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C corporation purchasing life insurance for a nonqualified deferred 
compensation (NQDC) plan

An NQDC plan allows your employees to set aside money – or benefits – that they can access later, under the 
conditions specified by the plan. These plans can be an effective employee retention tool and an effective way to 
reward and retain employees.

EXAMPLE: 
TechCo is a hypothetical C corporation owned by three individuals, Andy, Barbara, and Carla. TechCo also has two 
key employees, Kelly and Doug, who are paid well, but have no ownership in the company. 

The three business owners would like to provide a special benefit to Kelly and Doug without subjecting them to 
further income tax today. They are considering an NQDC plan for Kelly and for Doug, with an annual premium of 
$25,000 for Kelly, and $35,000 for Doug. 

Because the key person life insurance premium is not tax-deductible, the after-tax cost to the business to purchase 
the life insurance for the nonqualified plan can again be calculated using the formula, Premium ÷ (1 minus the 
income tax bracket). Let’s see how the change in tax rates could impact TechCo:

OLD RATES (PRIOR TO 2018)

POTENTIAL LIFE INSURANCE PREMIUM 

ON KELLY AND DOUG = $60,000/year

TECHCO TAXABLE INCOME $400,000

MARGINAL INCOME TAX BRACKET 34%

AFTER-TAX COST OF $60,000 LIFE INSURANCE PREMIUMS 
60,000 ÷ (1 - .34) = $90,909.09

NEW RATES (AFTER 2018)

POTENTIAL LIFE INSURANCE PREMIUM 

ON KELLY AND DOUG = $60,000/year

TECHCO PROJECTED TAXABLE INCOME $400,000

MARGINAL INCOME TAX BRACKET 21%

AFTER-TAX COST OF $60,000 LIFE INSURANCE PREMIUMS 
60,000 ÷ (1 - .21) = $75,949.37

With the 13% reduction 
in their federal corporate 

tax bracket, TechCo’s 

AFTER-TAX 
COST IN 2018 

WOULD BE 
REDUCED 

BY ALMOST 
$15,000. 
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OLD RATES (PRIOR TO 2018)

POTENTIAL LIFE INSURANCE PREMIUM ON JAVIER = $20,000/year

JAVIER’S PASS-THROUGH TAXABLE BUSINESS INCOME $600,000

MARGINAL INDIVIDUAL INCOME TAX BRACKET 39.6%

AFTER-TAX COST OF $20,000 LIFE INSURANCE PREMIUM $20,000 ÷ (1 - .396) = $33,112

Pass-through entity (S corporation, partnership, or LLC) purchasing life insurance

Wire & Cable Co. is a hypothetical S corporation owned by a single individual, Javier. Being self-employed, he 
wants life insurance that can provide his family a measure of financial protection if he should die prematurely. 
Javier considers an NQDC plan, with an annual premium of $20,000.

Had Javier purchased the policy in 2017, his after-tax cost could be calculated using the formula, Premium ÷ 
(1 minus the income tax bracket). Let’s see how the change in tax rates could impact Wire & Cable Co.:

NEW RATES (AFTER 2018)

POTENTIAL LIFE INSURANCE PREMIUM ON JAVIER = $20,000/year

JAVIER’S PROJECTED PASS-THROUGH TAXABLE BUSINESS INCOME $600,000

EFFECTIVE TAX RATE (WITH 20% DEDUCTION) 29.6%

AFTER-TAX COST OF $20,000 LIFE INSURANCE PREMIUM $20,000 ÷ (1 - .296) = $28,409

A pass-through business 
owner in the top (37%) 
bracket could see an 

AFTER-TAX 
SAVINGS 
FOR LIFE 
INSURANCE 
OF OVER 
$4,700. 

However, for a pass-through entity like Wire & Cable Co. that doesn’t pay federal income taxes, the new tax law 
includes a 20% tax deduction for eligible business. To determine the impact of this 20% deduction on Javier’s tax rate, 
we first apply this formula to Javier’s projected individual tax rate for 2018: Individual tax rate x .80 = effective tax rate.

37% x .80 = 29.6% (or .296) effective tax rate

Once this effective tax rate is determined, the new after-tax cost of a $20,000 nondeductible premium can 
again be calculated.
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For additional information about nonqualified deferred compensation plans, please refer to M-5117.
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Benefits and considerations
Advantages of business-owned life insurance can include:

• Fairly simple to explain and little documentation required
• Helps with common business needs
•  Tax results can be positive provided employer-owned life insurance (EOLI) rules and 

other rules are met
• The business will own and control the cash value
•  Cash value can be used for other purposes, such as funding a stock redemption 

buy-sell or nonqualified deferred compensation plan

But these aspects must also be carefully considered:
• The owner must be able to afford the cost of insurance
• The key person must be insurable
• Potential income-taxable death benefit if EOLI rules are not met or other rules apply
• The insured employee has no rights to the policy
• As an asset of the business, any cash values will generally be subject to claims by 

creditors of the business

For questions on your small-business 
sales strategies, call the Life Case Design 
Team at 800.950.7372.

This content is for general educational purposes only. It is not intended to provide fiduciary, tax, or legal advice and cannot 
be used to avoid tax penalties; nor is it intended to market, promote, or recommend any tax plan or arrangement. Allianz 
Life Insurance Company of North America, its affiliates, and their employees and representatives do not give legal or tax 
advice. Customers are encouraged to consult with their own legal, tax, and financial professionals for specific advice or 
product recommendations.

Life insurance is an underwritten product, and any strategy that includes it is contingent on health and financial underwriting.

An employer-owned life insurance policy is subject to the requirements of Internal Revenue Code Section 101(j) in order 
to obtain an income-tax-free death benefit. In general, those rules require that before the policy is issued, the employer 
must provide the insured with a written notice of the life insurance, obtain a written consent from the insured, and provide 
the IRS with ongoing annual reporting regarding policy ownership. Consult with an attorney for application of those rules to 
a specific situation.

For financial professional use only – not for use with the public. 

Product and feature availability may vary by state and broker/dealer. 

Guarantees are backed solely by the financial strength and claims-paying ability of Allianz Life Insurance Company of 
North America. 

Products are issued by Allianz Life Insurance Company of North America, 5701 Golden Hills Drive, Minneapolis, MN 55416-1297. 
800.950.1962 www.allianzlife.com
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