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Employer-Owned Split-Dollar Agreement
Offer a recognized key employee an affordable benefit and incentive.

Executive Compensation



Split-dollar is not a type of insurance, but a 

cost-effective method for two parties to share 

the costs and benefits of a life insurance 

policy. Split-dollar agreement are often used 

by employers to provide needed life insurance 

protection for a key employee’s family, at minimal 

or no out-of-pocket cost to the employee 

and full cost recovery for the employer. These 

features make split-dollar an employee benefit 

technique that is very attractive for employers 

and key employees alike.

Employer-Owned Split-Dollar Agreement
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How it Works. 

See reverse side for important information

If the insured employee dies while the split-dollar 
agreement is in force, the proceeds are split 
per the split-dollar arrangement. The employer 
enjoys cost recovery minus any outstanding 
loan, and the employee’s beneficiaries typically 
receive the balance of the death benefit 
proceeds.  As long as the employer properly 
reported the taxable “economic benefit” to the 
IRS, the employer and employee’s beneficiaries 
would receive their shares of the death benefit 
income tax free.

The employer reports the “economic 
benefit” annually to the IRS on the 
employee’s W-2 Form. IRS regulations 
specify how the “economic benefit” 
is calculated and reported.  Generally, 
the amount is calculated by reference 
to “term costs” shown on IRS Table 
2001, or by reference to lower taxable 
amounts specified in the life insurance 
company’s one-year term contract. 
The employee is responsible for paying 
the income tax associated with the 
economic benefit.

Per agreement, the employer 
endorses a portion of the coverage 
to the employee. The employee 
designates the policy beneficiaries 
for his or her share of the proceeds 
(the death benefit in excess of the 
employer’s interest in the policy). 
The portion of the death benefit 
endorsed to the employee has 
an “economic benefit” that must 
be reported to the IRS as taxable 
income, because the benefit 
(insurance coverage) is not paid for 
by the employee.

The employer pays the premiums 
to the life insurance company.  To 
assure cost recovery to the employer, 
the split-dollar agreement gives the 
employer an interest in the policy 
equal to the greater of premiums paid 
or policy cash value.  Consequently, 
the employer’s cost is carried on its 
books as a balance sheet asset.  When 
the policy’s cash value exceeds the 
total premiums paid, the excess can 
be viewed as key person insurance 
coverage on the employee’s life. 

The employer and employee apply for a life insurance policy, to be owned by the employer.  
Both parties sign a split-dollar agreement that specifies who pays the premiums and 
how the insurance proceeds are split. Typically, the employer pays all premiums and the 
employee’s tax cost is often minimal—or even zero—if the employer provides a bonus to 
cover the employee’s tax liability. 
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These materials contain statements regarding the tax treatment of certain financial assets and 
transactions. These statements represent only our current understanding of the law in general and are 
not to be considered legal or tax advice by purchasers. Business tax rules and the tax treatment of life 
insurance are subject to change at any time. Neither Protective Life nor its representatives offer legal or 
tax advice. Purchasers should consult with their legal or tax adviser regarding their individual situations 
before making any tax related decisions.

Life insurance is issued by Protective Life Insurance Company, Brentwood, TN.

For more information on how a Employer-Owned Split-Dollar Agreement 
can benefit your company and its key employees contact your financial 
representative or a Protective Life representative. 

Advantages and Concerns 
In the chart below review some of the key advantages and concerns for both the employee and employer.

ADVANTAGES FOR EMPLOYER: ADVANTAGES FOR EMPLOYEE:

• The employer is policy owner, and all cash values 
are balance sheet assets. 

• Employer enjoys full cost recovery with tax-free 
share of insurance proceeds.   

• Any excess coverage retained by the employer is 
viewed as key person insurance. 

• If the policy is transferred to the employee upon 
retirement, the transfer is typically a tax deductible 
event to the employer. 

• Employee enjoys pre-retirement life insurance 
protection.

• Employee cost is typically minimal, based on 
“economic benefit” tax reporting.

• Beneficiaries receive the employee’s share of 
insurance proceeds tax-free. 

• Agreement can provide an option to transfer policy 
to the employee upon retirement.

CONCERNS FOR EMPLOYER: CONCERNS FOR EMPLOYEE:

• To avoid income tax liability of employer, the 
insured employee must sign Notice & Consent 
Form for Employer-Owned Life Insurance prior 
to policy issue. And IRS Form 8925 must be filed 
annually by employer.

• Some C corporations may be subject to the 
Corporate Alternative Minimum Tax upon receipt of 
insurance proceeds.

• The insurance policy is subject to the business’ 
creditors in the event of business insolvency.

• Without additional legal steps, the arrangement 
may be undermined by changes in management.  


