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What is a split dollar life insurance plan?
Financial arrangement
Generally, the term "split dollar life insurance arrangement" refers to any arrangement between an owner of a life insurance
contract and a non-owner under which:

• Either party pays all or part of the premiums,
• One of the parties paying the premiums is entitled (conditionally or unconditionally) to recover some portion of those

premiums, and
• The premium recovery is made from or secured by the contract's proceeds (e.g., the death benefit)

In compensatory arrangements, a special rule applies. Any arrangement between an owner and a non-owner of an insurance
contract is considered a split dollar arrangement if:

• The employer (or other service recipient) pays, directly or indirectly, all or any portion of the premiums, and
• The beneficiary of all or a portion of the death benefit is designated by the employee (or other service provider) or is any

person whom the employee would reasonably be expected to name as beneficiary, or the employee has an interest in the
cash value of the policy

This special rule also applies to arrangements between a corporation and a shareholder. Group term life insurance arrangements
are excluded from the definition.

Generally, under the regulations, the owner of a contract is the person named as the policyowner. If two or more persons are
named as policyowners and each has an undivided interest in every right and benefit under the contract, these persons are
treated as owners of separate contracts. In other cases, the first-named person is treated as the owner of the entire contract.

An exception to this general rule applies when the only benefit available under the arrangement to an employee or service
provider (in an arrangement entered into in connection with the performance of services) or a donee (e.g., a life insurance trust) is
the value of the current life insurance protection. In such a case (i.e., a so-called non-equity arrangement), the employer (or
service recipient) or the donor is treated as the owner of the policy, regardless of the general rule.

Caution: If this arrangement is later modified to provide the employee, service provider, or donee any additional benefit under the
life insurance contract (e.g., access to cash value), and this modification creates a change in policy ownership, a significant
taxable event may occur.

Split dollar agreement is separate from the insurance policy
The insurance policy and the split dollar agreement are separate contractual arrangements. The life insurance policy is a
stand-alone contractual arrangement between the policyowner and the insurance company. The split dollar agreement is a
stand-alone contractual arrangement between the sponsor and the insured; it includes the insurance policy.

When is split dollar insurance used?
Split dollar insurance arrangements are most commonly used by C corporations to provide low cost insurance to specific
employees. Typically, S corporations would use a split dollar arrangement only for employees who are not shareholders of the
corporation.

How does a split dollar plan work?
Written agreements drafted
The parties involved enter into a written agreement that specifically defines each of their rights and obligations. A life insurance
policy on the life of the employee is applied for. The ownership and beneficiary designations vary depending upon the specific split
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dollar method chosen.

Policy proceeds split at death of insured
When the insured employee dies, the proceeds of the policy are split between the employer and the named beneficiary. The
employer receives a portion of the proceeds that is generally at least equal to the sum of the premiums the business has paid. The
named beneficiary receives any remaining amount, usually on an income tax-free basis.

Caution: The IRS, in Notice 2009-48, has indicated that a split dollar life insurance policy is a "corporate-owned life insurance"
(COLI) contract subject to Internal Revenue Code Section 101(j). In general, IRC Section 101(j) limits the amount an employer
can exclude from gross income as a death benefit from an employer-owned life insurance contract to the premiums and other
amounts the employer paid for the contract. However, Section 101(j) does not apply if specific notice and consent requirements
are satisfied, and either (a) the insured was an employee at any time during the 12 months prior to death or, at the time the
contract was issued, was a director, highly compensated employee, or highly compensated individual, or (b) the death proceeds
are paid to the employee's family member or beneficiary. a trust established for the employee's family member or beneficiary, or
the employee's estate.

Policyowner generally entitled to surrender proceeds
As a general rule, the owner of an insurance policy is entitled to all proceeds from the surrender of the policy. However, the
general rule may be superseded by the split dollar agreement, which often grants certain rights to the non-owner. For example, an
employee leaving the corporation may purchase the policy from the employer for an amount equal to the policy's cash value or
total premiums paid, depending on the terms of the split dollar agreement.

What does a split dollar plan offer an employer?
Split dollar life insurance arrangements can provide the sponsoring business with several benefits. A split dollar plan can be
selective and flexible. The business can be selective regarding who will be eligible to participate in a split dollar plan, and target it
to key employees without offering it to all employees. It can be an inexpensive and effective tool for attracting and retaining certain
employees. IRS approval is not required for a split dollar plan, making it relatively easy to establish.

What does split dollar life insurance offer an employee?
A split dollar plan offers an employee the opportunity to obtain life insurance coverage at a lower cost than if it were bought
independently of the plan. The employee is allowed to designate a beneficiary for a portion of the proceeds. If the employee dies
while the split dollar plan is in effect, the portion of the proceeds intended for the named beneficiary is generally received free from
income taxes (to the extent that the employee has paid for or taken into account the economic value of the insurance coverage).
Some employers help employees pay their portion of the policy premiums through increases in pay or bonuses, minimizing the
cost to the employee. Other employers loan their employees the funds to pay their portion of the premiums, often at low or no
interest rates. An employee leaving employment may be able to buy the policy from the business.

Specific split dollar methods
Endorsement split dollar method--business owns policy
Under the endorsement split dollar method , the business is the policyowner and endorses to the insured employee the right to
name the beneficiary to a portion of the death benefit of the policy. (The business will be the beneficiary for an amount equal at
least to the premiums it has paid.) The business may exercise all policy rights and may own some or all of the equity in the policy
(the amount of cash value greater than the portion reserved to repay the premium payments made by the business).

The insured employee must annually recognize income equal to the value of the economic benefits provided by the policy. These
benefits include:

• The cost of current life insurance protection (reduced by any amount the employee paid into the policy)
• The amount (if any) of cash value to which the employee has current (direct or indirect) access (to the extent the amount has

not been taken into account in a prior taxable year)
• Any other economic benefits provided by the owner of the policy not previously taken into account

Page 3 of 5, see disclaimer on final page



August 25, 2014

The split dollar agreement spells out the premium split, the death benefit split, the rights and obligations of both parties, and the
conditions under which the agreement will terminate.

To install an endorsement split dollar plan, the following legal and technical documentation is required:

• Policy application
• Corporate resolution to authorize endorsement split dollar
• Endorsement split dollar agreement
• Policy endorsement

Collateral assignment method--employee owns policy
Under the collateral assignment method , generally the employee applies for and owns the life insurance contract. The business
pays premiums that are recoverable in the future from the policy's cash value or death benefits. The right to recover the premiums
paid is secured by a collateral assignment of the policy. The balance of cash value and death benefits that remain after the
business is repaid go to the beneficiary named by the policyowner.

Under IRS regulations, effective as of September 17, 2003, equity collateral assignment split dollar arrangements will be taxed
under the loan regime (non-equity collateral assignment split dollar arrangements are taxed under the economic benefit regime).
The premium payments made by the business will be considered to be loans to the employee. Generally, if the employee is
paying less than market rare interest on the loans, then the below market loan rules apply, and the employee must pay tax
annually on the imputed interest on these loans.

Caution: The Sarbanes-Oxley Act of 2002 makes it a criminal offense for a public company to lend money to its executives or
directors. This may prohibit the use of the collateral assignment method in these companies.

The collateral assignment method may also be used whenever a third party (such as an irrevocable life insurance trust or spouse)
wants to obtain life insurance on the insured but needs the assistance of another party or entity in paying all or some of the
premiums.

Caution: If the third party is the policyowner, that party should be the named beneficiary. If the third-party policyowner names
another beneficiary (a three-party contract), the third party policyowner would be deemed to have made a gift of the full proceeds
received at the death of the insured.

To install a collateral assignment split dollar plan, the following legal and technical documentation is required:

• Policy application
• Corporate resolution authorizing collateral assignment method
• Collateral assignment split dollar agreement
• Collateral assignment form recorded with the insurer
• Collateral note

The agreement will spell out the premium split, the death benefit split, each party's rights to cash values, policy ownership, and
conditions under which the agreement will terminate.

Special features--rollout and crawlout
Rollouts and crawlouts are not types of split dollar plans but are terms describing features that may be found within split dollar
plans. With a rollout feature, the plan includes a provision for the termination of the plan through a lifetime transfer of (or release of
interest in) the policy from the employer to the insured employee. Such a transfer might occur on the employee's date of
retirement; in return for the policy, the employee makes a lump-sum repayment to the business for its contributions to the policy,
usually using the life insurance cash value. A crawlout is a variation of a rollout. In a crawlout, the repayment is made over a
predetermined period of time.
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IMPORTANT DISCLOSURES

Element Insurance Partners does not provide investment, tax, or legal advice. The information
presented here is not specific to any individual's personal circumstances.

To the extent that this material concerns tax matters, it is not intended or written to be used, and
cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law.
Each taxpayer should seek independent advice from a tax professional based on his or her
individual circumstances.

These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable—we cannot assure the accuracy or
completeness of these materials. The information in these materials may change at any time and
without notice.
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