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Split Dollar Economic Benefi t 
Business Opportunity
Split dollar, under the Economic Benefi t Regime, is designed to use business dollars to 
pay the premium on a permanent life insurance policy that is owned by the business and 
allocates the death benefi t between the employer and the key employee. 

The premium payment is paid by the business and the 
employee reports only the term cost of their portion of 
the death benefi t in an annual basis as income for 
tax purposes. 

The business purchases permanent life insurance on 
the life of the key employee. The business owns the 
policy including all the cash value which can be used for 
cost recovery. The employer endorses a portion of the 
death benefi t to the employee, allowing the employee 
to designate a benefi ciary for their portion of the death 
benefi t. The premium paid by the business is not a 
deductible expense. However, this is a benefi t that can 
help attract, reward, and retain key employees.

The key employee will:

• Name the benefi ciary of a portion of the death benefi t

• Incur annual minimal out of pocket costs – a tax on 
the value of the death benefi t based on the lesser of 
the carrier’s one-year term rates or Table 2001

• Not contribute toward the cost of the policy

The business will:

• Own the life insurance policy and designate itself as 
the benefi ciary of the portion of the death benefi t that 
is not endorsed to the employee

• Recover its costs through the cash value or the 
death benefi t



Notes:

Client Profile 

Possible Objectives: 
•	 Discriminatory benefit for key employees

•	 Provide a low-cost death benefit to select key 
employees as an employee benefit

•	 Flexibility in plan design

•	 Tax-deferred growth of the cash value, which is a 
business asset

•	 Provide an employee benefit with options for cost 
recovery via the cash value and/or death benefit

Entity Types
•	 If the benefit is for a non-owner key employee:  

C corporations, professional corporations,  
S corporations, partnerships, and LLCs (regardless of 
tax status)

•	 If the benefit is for an owner-employee:  
C corporations, professional corporations, and LLCs 
taxed as C corporations

Relevant Factors: 
•	 Supplement to a qualified plan 

•	 Selective benefit for certain key employees 

•	 Helps the employer recruit, retain, and reward 
key employees 

•	 Must satisfy the requirements of Internal Revenue 
Code §101(j) 
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