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Comprehensive Split Dollar 
A Split Dollar arrangement is a sophisticated planning strategy 

that helps fund the payment of life insurance premiums. This 

guide will focus on Split Dollar plans that occur between 

a Grantor and a Trust (Private Split Dollar) and plans that 

are between corporations and employees (Corporate Split 

Dollar). Private Split Dollar arrangements can be helpful in 

estate liquidity, and can help to minimize income, estate, and 

gift taxes. Corporate Split Dollar plans are generally used by 

corporations as an executive benefit to encourage employees 

to remain with the company, or to help the corporation to 

replace the loss of a valuable executive. Split Dollar plans 

have evolved and changed especially with the 2003 Final Split 

Dollar Regulations (Final Regulations). These new regulations 

changed the way Split Dollar plans are treated from a tax 

perspective and while these changes affected the design of 

Split Dollar plans, a properly structured plan remains a viable 

and important planning approach to consider.

What is a Split Dollar Plan?
A Split Dollar arrangement is a plan in which a life insurance policy’s premium, 
cash values, and death benefit are split between two parties. This type of plan in 
its various forms has been used for years to help individuals to minimize income 
and gift taxes connected with the funding of large premiums, and/or to reduce 
the cash flow required to fund a much needed life insurance policy. These types of 
plans have also been used by corporations as an executive benefit to encourage 
employees to remain with the company. In some instances, a corporation can also 
use a Split Dollar plan to fund the replacement of a valuable executive.
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History of Split Dollar
Generally, under a Split Dollar plan, a permanent life insurance policy’s death benefit and cash value are split between the owner 
and non-owner of the life insurance contract. Typically, one party has the cash flow to fund the majority of the policy premiums. 
Cash value in the policy can potentially accumulate and are pledged to the party paying the greater part of the premium as 
security for repayment. Any cash value growth beyond the premiums paid is gain from the transaction. Historically, this gain 
(equity) has been viewed by the IRS as potentially escaping taxation and benefiting the party paying the smallest portion of the 
premium. For many years, the IRS has viewed the ability to shift this policy equity without consequences as potentially abusive. 
Moreover, the IRS has indicated repeatedly that a Split Dollar plan with equity (referred to as equity collateral assignment Split 
Dollar) is essentially an interest-free loan and should be taxed as such.1 Furthermore, the Final Regulations now outline how different 
types of Split Dollar arrangements must be structured and taxed going forward.

The Final Split Dollar Regulations
The Final Regulations apply to arrangements entered into after September 17, 2003.2 A Split Dollar arrangement entered into prior 
to this date is not governed by the Final Regulations unless it is materially modified after September 17, 2003.3 You should consult 
with your tax advisors regarding the options now available to you if you have an existing Split Dollar arrangement. 

Briefly, according to the Final Regulations, existing Split Dollar arrangements, established prior to September 18, 2003, will 
continue to be governed under the original economic benefit rules outlined in Revenue Ruling 64-328 and Revenue Ruling 66-110. 
However, if an existing equity collateral assignment arrangement is terminated during lifetime or converted to a loan arrangement 
in the future, any policy equity will be subject to income taxation at that time. Depending on how the arrangement is structured, it 
is very likely that the IRS will also subject such equity to gift and generation-skipping transfer taxation.

New Split Dollar Arrangements Subject to the Final Regulations
The Final Regulations categorize Split Dollar plans into two mutually exclusive regimes: the economic benefit regime and the loan 
regime. How you structure your particular Split Dollar plan will be based on certain factors.

ECONOMIC BENEFIT REGIME. Under the economic benefit regime, you or your company will advance the annual premium each 
year, and if an Irrevocable Life Insurance Trust (ILIT)+ is the policy owner, you will also make a gift of the economic benefit amount 
each year to the trust. The economic benefit amount can be significantly lower at younger ages because it is based on the annual 
“term” cost of the death benefit and not the policy’s full premium.

In a corporate context in which you or your ILIT is the owner of the policy and your company lends you or your trust the premium, 
you must annually report the economic benefit cost as income. In a family or corporate context in which a trust is owner of the 
policy, the economic benefit amount also constitutes a gift for federal gift tax and generation-skipping transfer tax purposes.4 
Under the Final Regulations,5 the calculation of the annual economic benefit rates for single life policies involves the use of the 
government Table 2001 rates,6 or the insurer’s alternative term rates,7 whichever are lower. Moreover, the economic benefit rates 
associated with a survivorship policy can be significantly lower than the rates for a single life policy, making a Split Dollar plan 
with a survivorship policy8 an extremely tax-efficient planning strategy. Although economic benefit costs increase with age, it can 
be advantageous from a tax standpoint to structure a Split Dollar plan using economic benefit rates since the economic benefit 
initially represents only a fraction of the premium.

*Trusts should be drafted by an attorney familiar with such matters in order to take into account income and estate tax laws (including the generation-skipping tax). Failure 
to do so could result in adverse tax treatment of trust proceeds.
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LOAN REGIME. Generally, under the loan regime, you or your company lend the annual premium to your trust. The trustee of the 
ILIT repays the loan either during lifetime using a portion of the policy’s net cash value and other available funds, or at death using 
the life insurance proceeds. The loan balance is equal to cumulative premiums paid in addition to capitalized loan interest, if any. 
The ILIT has two choices in how the loan is structured: pay loan interest (or capitalize it) at a fair market rate, or be deemed to 
have paid such interest under IRC §7872, the below-market loan rules.9

Unlike a Split Dollar plan under the economic benefit regime, a loan arrangement includes a loan interest component that is 
applied to the cumulative premiums paid instead of an economic benefit cost related to the death benefit as discussed above.

General Summary of Split Dollar Regimes

TYPE DEFINITION
REPAYMENT TO  
NON-OWNER TAXATION

Economic Benefit
Regime

The government Table 2001
(or the insurer’s alternative
term rates, if lower) will 
be used to determine the 
economic benefit you or your 
ILIT receive.

Greater of policy cash value or 
premiums paid.

The gift and income tax value 
of the plan will be based on 
the economic value of the 
death benefit, which initially 
represents only a fraction of  
the premium.

Loan Regime Annual premium paid by you 
or your company is considered 
an annual loan. You or your 
ILIT must pay loan interest 
annually on cumulative 
premiums paid (i.e., loan 
principal). Alternatively, loan 
interest can be capitalized.

Cumulative premiums paid,
including capitalized interest,
if any.

The gift and income tax value 
of the plan will be based on  
the annual loan interest.

Value of Annual Gift without Split Dollar and with Split Dollar

YEAR
VALUE OF GIFT WITHOUT  

SPLIT DOLLAR

VALUE OF GIFT WITH  
SPLIT DOLLAR  

(ECONOMIC BENEFIT REGIME)

VALUE OF GIFT USING  
LOAN ARRANGEMENT

(LOAN REGIME)

 1 $100,000 $184 $4,947

 5 $100,000 $376 $24,735

 10 $100,000 $1,145 $49,470

 15 $0 $2,976 $49,470

This example assumes the use of a $5,000,000 John Hancock Survivorship policy with ten annual premiums of approximately $100,000, on a male and female, both 
age 59 and Preferred Non Smokers. The economic benefit rate is based on Table 2001. In the loan regime, the loan interest is scheduled at 4.5%. The loan balance is 
cumulative premiums paid to date.

This is a hypothetical example provided for illustrative purposes only.
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Structuring a Split Dollar Arrangement
How the plan is designed, including the named parties to the arrangement in a private (family) or corporate context, whether 
a collateral assignment or endorsement approach is used in the plan, and whether the policy is structured to transfer equity 
to the owner, will determine the regime it must follow as well as the benefits and consequences to the parties involved in the 
arrangement. Generally, Split Dollar plans can be structured with either an endorsement or collateral assignment filed with the 
insurance company.10 

Types of Split Dollar Arrangements: The Endorsement and Collateral Assignment Methods
ENDORSEMENT SPLIT DOLLAR. In most cases, endorsement Split Dollar plans can continue to use the economic benefit regime. 
An endorsement plan is used when your company owns a policy on your life and endorses some or all of the death benefit to 
you or your ILIT.11 An endorsement Split Dollar arrangement is typically used in business planning. It is a cost-effective way for 
your employer to provide for key person protection, and/or to provide you with supplemental retirement income.12, ++ It is also 
used when your employer wishes to maintain control of the policy as a form of golden handcuffs. In many instances, endorsement 
Split Dollar is incorporated into a non-qualified deferred compensation arrangement, in which your company has purchased 
the life insurance policy as a tax-efficient vehicle to fund the deferred compensation payments upon your retirement.13 In such 
arrangements, you contribute the term cost of the death benefit that will be provided to your beneficiaries as a pre-retirement 
survivor benefit. Alternatively, the company may pay the term cost of the benefit for you in the form of additional taxable 
compensation.14

COLLATERAL ASSIGNMENT SPLIT DOLLAR. A collateral assignment arrangement is one in which you or your trust own a 
policy on your life (the policy can be a survivorship policy on you and your spouse, if applicable). The owner of the policy assigns, or 
pledges, the policy’s cash value as well as the death benefit as security for the repayment of premiums advanced by the non-owner. 

Generally, collateral assignment Split Dollar arrangements can be established as private or corporate15 Split Dollar plans in which 
the life insurance is typically owned by an ILIT you create.16 In the usual private Split Dollar plan, the arrangement is between you 
and the ILIT. You may also have your company participate in funding a Split Dollar policy to make use of corporate dollars. In a 
typical corporate Split Dollar arrangement, your ILIT is the owner and beneficiary of the policy and the policy will be collaterally 
assigned to your employer as security for the repayment of premiums. 

As mentioned above, when the growth (equity) in the policy’s cash value benefits the policy owner, the IRS has historically been 
concerned about taxing the plan’s equity. Therefore, when a Split Dollar plan is created using the economic benefit regime and 
the owner of the policy is you or your company, the Final Regulations require that the collateral assignment must be a non-equity 
collateral assignment in which you or your company are entitled to recover the GREATER of the policy’s net cash surrender value or 
premiums paid when the Split Dollar arrangement is terminated. 

It is no longer possible under the Final Regulations to establish an equity collateral assignment Split Dollar plan using the economic 
benefit regime. A fair market or below-market loan arrangement must be used if the collateral assignment is for the LESSER of the 
policy’s net cash surrender value or premiums paid. In the loan arrangement, the value of the benefit is based on loan interest and 
not economic benefit rates.

++Loans and withdrawals will reduce the death benefit, cash surrender value, and may cause the policy to lapse. Lapse or surrender of a policy with a loan may cause the 
recognition of taxable income. Policies classified as modified endowment contracts may be subject to tax when a loan or withdrawal is made. A federal tax penalty of 10% 
may also apply if the loan or withdrawal is taken prior to age 59½.
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General Summary of Split Dollar Treatment Under Final Regulations

TYPE OF
ARRANGEMENT

EQUITY/ 
NON-EQUITY OWNER OF POLICY PLANNING USE REGIME

Non-Equity Collateral 
Assignment Split Dollar

Gain in the policy 
benefits the non-owner

Insured or Trust Estate Planning Economic
Benefit Regime

Endorsement
Split Dollar

Gain in policy benefits
policy owner

Employer or Business •  Non-Qualified 
Deferred 
Compensation

• Buy-Sell Planning
•  Pre-Retirement 

Survivor Benefits
•  Key Person 

Protection

Economic
Benefit Regime

Loan Arrangement Gain in the policy 
benefits the policy 
owner

Insured or Trust Estate Planning Loan Regime

Current Treatment of the Split Dollar Plan
Traditional endorsement Split Dollar arrangements, non-equity collateral assignment Split Dollar arrangements between an 
employer and an employee, and private non-equity collateral assignment Split Dollar arrangements between a family member 
and his or her ILIT will continue to be subject to the economic benefit regime.17 The key to using the economic benefit regime is 
to make sure that the plan is set up so that there is no equity that benefits the policy owner in a collateral assignment plan, or 
that the plan is an endorsement plan in which the company owns the policy. Arrangements in which you or your company make 
premium payments for your ILIT and in which the gain benefits the ILIT must now be structured as a loan arrangement.

Terminating the Split Dollar Plan — the Roll-Out
A Split Dollar plan must be terminated either at a specified date, such as retirement, or at death.18 It is important to consider the 
different ways to terminate the plan during lifetime since the increasing economic benefit costs in the economic benefit regime or 
the loan interest charges in a loan scenario may have significant gift tax implications in later years. Often, the terminology used to 
describe the termination of a Split Dollar arrangement is a “roll-out.” The funds to roll-out of a Split Dollar plan may be available 
from the following sources: 

DEATH PROCEEDS. Upon death, the policy proceeds, which are ordinarily income tax-free, can be used to repay you or your 
company in a private Split Dollar context, or to recover your company’s costs, replace you, or to fund a buy-sell plan in an 
endorsement arrangement.

OTHER TRUST ASSETS. If you make gifts above the economic benefit amount to the ILIT, it may be possible for the trustee to use 
the trust balance to fund the roll-out.19

TRANSFER OF THE POLICY. In an endorsement plan, your company can choose to make an income taxable bonus of the policy 
to you. The bonus will also be treated as a gift from you to your ILIT, if a trust is used.

EXISTING SOURCE OF FUNDS. An existing source of funds, such as a Grantor Retained Annuity Trust (GRAT), a Charitable Lead 
Trust (CLT), a Defective Grantor Trust, or a Credit Shelter Trust (CST) may be used to repay the collateral assignment in a Split Dollar 
plan. When anticipating the use of a trust, the term of the Split Dollar plan is typically coordinated with the term of the trust.
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Types of Split Dollar Plans
Although there are many existing, new, and creative ways to structure Split Dollar plans under the Final Regulations to achieve 
specific planning objectives, currently there are four primary Split Dollar designs that can utilize the economic benefit regime:

y  Private non-equity collateral assignment Split Dollar between a family member(s) and a trust;

y  Private Switch Dollar;

y  Corporate non-equity collateral assignment Split Dollar between a company and an employee or an ILIT; or

y  Endorsement Split Dollar in which the company owns the policy and provides benefits to the employee

The following flowcharts illustrate the design of each.

Private Non-Equity Collateral Assignment Split Dollar
A private Split Dollar arrangement with a non-equity collateral assignment makes sense when you have the cash flow to fund a 
large life insurance need but you need to minimize the gift taxes connected with premium gifts you make to your ILIT. Here is how 
it works:

ILIT

Heirs

John 
HancockYou

Make Gifts of Economic Benefit

Lend Premium Pays Premium

Net Trust Assets

Greater of the Policy’s  
Cash Values or Premium

Death Benefit Proceeds
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Private Switch Dollar
The Switch Dollar plan simply combines the advantages of the economic benefit and loan regime into one arrangement. When the 
economic benefit regime becomes less economical, the collateral assignment is terminated and a promissory note is established 
with an initial loan balance that includes all prior premiums paid (or an amount equal to the life insurance policy’s cash value, if 
greater). A Switch Dollar plan can be used for equity collateral assignment Split Dollar plans that were in existence prior to the 
Final Regulations,20 or for new non-equity collateral assignment arrangements in which the economic benefit costs may result in 
high gift taxes at older ages. It can also be used immediately before the policy moves into a gain position (i.e., the cash value 
exceeds the total premiums paid). Here is how it works:

Corporate Non-Equity Collateral Assignment Split Dollar
A corporate Split Dollar arrangement with a non-equity collateral assignment makes sense when you need to minimize the gift 
taxes connected with premium gifts you make to an ILIT, and when you either do not have the cash flow to fund the premiums or 
your company is looking for a way to provide you a fringe benefit. Here is how it works:

ILIT

Heirs

John 
HancockYou

Gifts of Economic Benefit then Switch to Gifts of Loan Interest

Lend Premium Pays Premium

Greater of the Policy’s Cash Values 
or Premium, Plus any Premiums 

Paid in Switch Plan

Death Benefit Proceeds

Net Trust Assets

ILIT

Heirs

Company John 
Hancock

You Economic Benefit is a Gift

Premium

Economic Benefit May be Taxable Income

Pays Premium

Greater of the Policy’s 
Cash Values or Premium

Death Benefit Proceeds

Net Trust Assets
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Endorsement Split Dollar
An endorsement Split Dollar is used when your company prefers to own a policy on you to provide you stipulated benefits, and/or 
to fund your replacement. Here is how it works:

Endorsement Split Dollar as a Buy-Sell Funding Tool
In a key man or buy-sell context, it may be economical for your company to own individual policies on your life and the lives of 
other key employees who are also shareholders (SH). Your company cross endorses the death benefits of each policy to help fund 
a cross purchase agreement among the shareholders. In this scenario, your company retains a portion of the death benefit of 
each policy equal to its key man need or cost recovery, and cross endorses the excess death benefit on each policy to the other 
shareholders. In many cases, the economic benefit cost is paid by you and the other shareholders in the form of a bonus and is 
income taxable to each shareholder.21 Here is how it works:

Policy

Heirs

Employer

Endorses Portion of Death Benefit

Premium Pay Economic Benefit

Death Benefit Provides 
Cost Recovery and/or 
Funds to Replace You

Retirement Income from 
Policy Cash Values

Survivor Benefit

You

Premium

Company

John 
Hancock Life 

Insurance
Policy on SH 1

John 
Hancock Life 

Insurance
Policy on SH 2

IRSIRS

The company owns each policy and endorses a portion of the death benefit on each policy

Tax on Economic Benefit

Death ProceedsDeath Proceeds

Tax on Economic Benefit

SH 2SH 1
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Alternatively, the parties could choose to use a non-equity collateral assignment Split Dollar arrangement to fund the cross purchase 
arrangement. In this plan, each key employee owns the policy and the company is the funding source. Here is how it works:

Premium

Company

John 
Hancock 

Life Insurance
Policy 

on SH 1

John 
Hancock 

Life Insurance
Policy 

on SH 2

IRSIRS

SH 1 owns policy on SH 2 and each collaterally assigns the greater of cash values or premiums paid to the company

Tax on Economic Benefit

Death BenefitDeath Benefit

Tax on Economic Benefit

SH 2SH 1

LOAN ARRANGEMENT. You can establish a loan arrangement if it is more economical to do so. Whether a loan arrangement 
makes sense or not will be based on your age and the interest rate environment. Here is how it works:

There are many benefits to using a Split Dollar arrangement. Your need for the life insurance, as well as your age, the existing 
interest rate environment, as well as the funding sources available, during lifetime to terminate the plan if necessary, will dictate 
the design that may work for you.

ILIT

Heirs

John 
HancockYou

Make Gifts of Loan Interest

Pay Premium

Recover Cumulative 
Premiums Paid

Death Benefit Proceeds

Net Trust Assets

Pays or Capitalizes Loan Interest
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Benefits of a Collateral Assignment Split Dollar Plan
y  ESTATE LIQUIDITY. You can secure the amount of life insurance you need for estate liquidity purposes while minimizing gift 

taxes that may result from premium payments.

y  LEVERAGED GIFTS AT MINIMAL GIFT TAX VALUE. Since the economic benefit rates that are used to measure the gift 
tax value of the arrangement can be very low, gift taxes can be minimized while your gifts of the premium are leveraged with 
life insurance.

y  PLANNING FLEXIBILITY. You can lock into insurability now at a low gift tax cost.

y  BUY-SELL FUNDING. Your company can help you to fund a buy-sell agreement using a collateral assignment Split Dollar plan.

Benefits of an Endorsement Split Dollar Plan
y  EXECUTIVE BENEFIT. Since the cost of an endorsement Split Dollar plan to you is only the economic benefit portion of the 

premium, the plan offers you low-cost death benefit protection and/or supplemental retirement income.

y  NO COST AT TERMINATION. There is no cost to you when an endorsement plan is terminated.

y  KEY-PERSON PROTECTION. When a corporation owns a life insurance policy on your life in an endorsement Split Dollar plan, 
the company can use the death benefit to provide you with low-cost death benefit protection and replace or minimize the effects 
of your loss on the company.

y  BUY-SELL FUNDING. Your company can help you to fund a buy-sell agreement using an endorsement Split Dollar plan.

y  COST RECOVERY. Your company can recover the costs of an endorsement plan using the  
death proceeds.

What to Consider When Using a Split Dollar Plan
y  CASH FLOW. Cash flow is required to fund premiums.

y  INCREASING ECONOMIC BENEFIT. The economic benefit costs will increase over time, thereby increasing the annual gift tax 
value or cost of the arrangement.

y  ESTATE TAXATION OF REPAYMENT. The repayment of the premiums in a private Split Dollar plan may be included in your 
taxable estate.

y  LIFETIME TERMINATION OF ARRANGEMENT. It is important to consider the funding options available for a lifetime 
termination of the plan, to minimize potential gift and income taxes that may result over time.

y  FINAL SPLIT DOLLAR REGULATIONS. The 2003 Final Split Dollar Regulations dictate how a Split Dollar plan can be 
structured and describe the tax consequences of such plans.
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INSURANCE PRODUCTS:

Not FDIC Insured Not Bank Guaranteed May Lose Value

Not a Deposit Not Insured by Any Federal Government Agency

1.  Revenue Ruling 64-328. In Revenue Ruling 55-713, the IRS stated that Split Dollar was similar to an “interest-free loan” from the employer to the employee. However, in 
Dean v. Commissioner, 35 T.C. 1083 (1961), the court stated that interest-free loans were not taxable under the Internal Revenue Code of 1954. As a result, the IRS was 
left without a way to tax Split Dollar until its subsequent ruling in 1964. IRC §7872 was added in 1984, taxing interest-free loans. The Final Split Dollar Regulations of 
2003 now define the taxation and treatment of Split Dollar plans.

2.  An arrangement is considered entered into prior to September 18, 2003 if the agreement was dated, the policy was issued, premiums were paid, and coverage was in 
effect all prior to that date.

3.  Unfortunately, the Final Regulations do not define the term material modification. Also, the Final Regulations do not address whether and under what conditions a 1035 
exchange of an existing life insurance policy to a new one will be considered a material modification. Although many practitioners believe that a 1035 exchange should 
not be a material modification so long as the death benefit is not substantially increased or decreased, clients should consult their tax advisors before initiating a 1035 
exchange of a policy subject to a Split Dollar arrangement established prior to September 18, 2003.

4.  Following the issuance of the Final Split Dollar Regulations, a “contributory” collateral assignment split dollar arrangement in which the trust pays the economic benefit 
portion of the premium and the grantor or other entity pays the balance of the premium to the insurance company, is no longer used. The grantor will pay the entire 
premium and also make a gift of the economic benefit amount to his/her trust. In order for the gift of the economic benefit amount to qualify for the annual exclusion, the 
trustee should keep the gift in the trust for at least 30 days and send “Crummey” withdrawal notices to the trust beneficiaries. After the 30-day period expires, the trustee 
can use the gift to repay the grantor for the economic benefit amount each year.

5.  The Final Split Dollar Regulations reference IRS Notice 2002-8 regarding the new Table 2001 rate table.
6.  The economic benefit rules were first articulated in Revenue Ruling 64-328 and Revenue Ruling 66-110. Split Dollar arrangements created prior to September 18, 2003  

can continue to use the methodology for calculating economic benefits of the original rulings, unless the arrangement is materially modified as described under the 2003 
Final Regulations.

7.  An insurer’s alternative term rates can be used providing that the insurance company issuing the policy makes such rates known to prospective purchasers of their term 
insurance and that the insurer “regularly” sells its alternative term product. See IRS Notice 2002-8.

8.  The Table 2001 rates for single life policies have been adjusted by insurers to reflect the costs associated with survivorship policies. 
9.  Arrangements subject to the loan regime are structured as fair market loans or below-market loans governed by IRC §7872. The premium loan will be considered either 

a demand loan or a term loan, depending on the repayment terms of the arrangement. The nature of the loan will also determine what Applicable Federal Rate (AFR) of 
interest must be charged in the transaction as well as the tax consequences to the parties.

10. The insurance company is not a party to the arrangement.
11. If the endorsement is owned by an ILIT to keep the proceeds from being subject to estate tax, you will be making a gift to the ILIT of the economic benefit amount. This 

amount will be subject to gift taxes annually. Providing that the amount of the gift is covered by your annual gift tax exclusions, you will not incur gift taxes. An annual 
exclusion gift is the amount of annual gifts that each individual can make to an unlimited number of people without federal gift tax. In 2017, this amount is $14,000 per 
individual per year (indexed annually for inflation and subject to specific rules). Also, if the endorsement is owned by an ILIT and you are the majority shareholder of your 
corporation, you must use a “restricted” endorsement to keep the death benefit proceeds from being included in your taxable estate.

12. Section 101(j) of the Internal Revenue Code may impose income tax on the death benefit of life insurance contracts owned by the employer of the life insured  
unless certain exceptions apply. All such exceptions include satisfaction of notice and consent requirements set forth in the section. See IRS Notice 2009-48 for  
further clarification.

13. An endorsement split dollar plan may fall under the provisions of Section 409A of the Internal Revenue Code. Section 409A imposes extensive substantive requirements on 
arrangements that purport to accomplish a deferral of income or the taxation of income. By its own provisions, failure to satisfy these requirements will result in the loss of 
deferral of recognition and taxation of the income.

14. If the endorsement arrangement includes a survivorship life insurance policy, a salary continuation plan must be in place in order for the economic benefit to continue  
after the first spouse’s death. The surviving spouse would then be making gifts to the ILIT. Therefore, it is important that the trust does not include provisions that benefit the 
spouse or the proceeds may be included in the surviving spouse’s estate. Also, ownership of a life insurance policy may subject a C-Corporation to the alternative minimum tax.

15. When a corporate Split Dollar plan under either the loan or economic benefit regime is used, a Split Dollar plan is considered to be an “employee welfare benefit plan,” 
and is therefore exempt from the participation, funding, and vesting requirements of ERISA. Split Dollar plans established for highly compensated executives or select 
groups of management only require a notification to the Department of Labor (DOL). A letter should satisfy all reporting and disclosure requirements.

16. Trusts should be drafted by an attorney familiar with such matters to take into account income and estate tax laws (including generation skipping transfer tax). Failure to 
do so could result in adverse tax treatment of trust proceeds.

17. It is not clear at this time whether or not non-equity collateral assignment Split Dollar plans in which the shareholder insured is not an employee of the company, and other 
types of private Split Dollar (between two trusts or between a partnership and a trust), are subject to the economic benefit regime or loan regime. The conservative position 
should be that such arrangements are subject to the loan regime.

18. The economic benefit must continue to be paid or it will be taxed annually for as long as the Split Dollar arrangement is in place. If the Split Dollar repayment is forgiven, 
its value will be subject to income and or gift taxes, depending on the structure of the arrangement.

19. You can make gifts of cash or other assets to the ILIT. Alternatively, you can sell an asset to the ILIT. Moreover, certain assets you transfer or sell may be valued at a 
discount allowing you to maximize your annual gifts or the amount you transfer out of your estate, such as a properly structured Family Limited Partnership (FLP) or Limited 
Liability Company (LLC).

20. Taxation may result when the existing Split Dollar plan is switched to a loan arrangement if the policy cash values exceed premiums paid (i.e., the policy has equity that 
benefits the policy owner).

21.  Under the Final Regulations, the company will receive “rental” income to the extent of the economic benefit cost.
  This material was not intended or written for use and cannot be used by any taxpayer for the purpose of avoiding any IRS penalty. It was written to support the marketing 

of the transactions or topics it addresses. Anyone interested in these transactions or topics should seek advice based on their particular circumstances from independent 
professional advisors.

  Insurance products are issued by: John Hancock Life Insurance Company (U.S.A.), Boston, MA 02210 (not licensed in New York) and John Hancock Life Insurance Company 
of New York, Valhalla, NY 10595.
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