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Loans
1. The Sponsor-Insured loans funds to the
Trust to pay the policy premiums.

 
Gifts

2. The Sponsor-Insured gifts funds to the
Recipient to provide the Recipient with
the cash flow to pay the loan interest.

*The Sponsor-Insured will be in receipt of
income to the extent of the loan interest paid
by the Trust unless a Grantor Trust is used
since, under Grantor Trust rules that apply, the
Trust and the Grantor are a single income tax
entity, and income tax consequences on
transactions between the Grantor and Trust
may be ignored, (IRC Sec. 671 and 675, IRS Reg.
1.671.2(c) and Rev. Rul. 85-13).

If the loan interest paid on each loan is equal
to or greater than the Applicable Federal Rate
established under IRC Sections 7872(f)(2)(A)
and 1274(d), then no additional loan interest
will be imputed to the Trust. 

If the Sponsor-Insured dies, the Sponsor-
Insured's death benefit share will be paid to
beneficiaries free of income tax. The limited
collateral assignment variation should keep
the Trust's death benefit share of the policy
from being included in the Sponsor-Insured's
estate.

Loan Regime Private Limited Collateral
Assignment Split Dollar is in compliance with
the Final Split Dollar Regulations issued in
September 2003.

Portion of 
Cash Values

Premiums

FLOW CHART OF A LOAN RIGIME PRIVATE LIMITED
COLLATERAL ASSIGNMENT SPLIT DOLLAR PLAN

Sponsor-Insured
(Parents or Grandparents)

IRREVOCABLE GRANTOR
TRUST*

LIFE INSURANCE POLICY

Loan Interest

Portion of 
Death Benefit

Balance of 
Cash Values

Balance of 
Death Benefit

Trust

(Less Sponsor-Insured outstanding loans)(Equal to Sponsor-Insured outstanding loans)

Sponsor-Insured

3



ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

Private split dollar plans enable two parties (usually two family members, or a trust established by the
insured and a member of the insured's family) to split the cost of paying premiums of a life insurance
policy. The person providing all or the major part of the premium is called the Donor or Sponsor, and
the other party to the Agreement is called the Donee. With an Economic Benefit Non-Equity Limited
Collateral Assignment Split Dollar Agreement, a life insurance policy is applied for on the life of the
Sponsor or other family member and owned by the Donee. The Donee enters into a Split Dollar
Agreement with the Sponsor in which the greater of the premiums paid or all cash values are
collaterally assigned to the Sponsor to secure the payment of the Sponsor's interests in the policy. 
The collateral assignment is called a limited collateral assignment because the Sponsor's rights to
access the cash values through loans and withdrawals are restricted. The purpose of limiting the
Sponsor's access to cash values is to keep him/her from having incidents of ownership in the 
policy that would cause the death proceeds, even those paid to the Donee, to be includible in his
estate for estate tax purposes. The Sponsor's only right with regard to the policy is to receive 
back his premiums plus the cash value growth on those premiums. Thus, he possesses no incidents of
ownership in the policy that would cause estate tax inclusion. 

HIGHLIGHTS OF THE PLAN 
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ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

The Sponsor pays all (or a portion) of the premiums for the policy. Any premium not paid by the 
Sponsor is paid by the Donee. lf the Donee pays the cost of the economic benefit, the Donee's
payments are taxable as income to the Sponsor. 

Normally, a split dollar policy using a policy owned by the Donee or his/her spouse or trust and a 
collateral assignment to the Sponsor would be taxed as a split dollar loan. However, an exception to
the general rule of split dollar ownership occurs where at all times the only economic benefit being
provided by the non-owner (Sponsor) to the owner (Donee) is current life insurance protection. ln that
case, the roles are reversed and the Employer (in a compensatory arrangement) or the Donor or
Sponsor (in a gifting arrangement) is treated as the owner for split dollar purposes. So, as long as the
Agreement never gives the Employee or Donee a cur ent or future right in the cash values, the plan will
be taxed as a split dollar arrangement under the economic benefit regime and not the loan regime.
[See Reg. Section l.61-22(c)(l)(ii).] 

HIGHLIGHTS OF THE PLAN (CONTINUED)
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ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

 The Sponsor receives back its interests in the policy, generally the greater of premiums paid by the
Sponsor or all policy cash values, less any loans or withdrawals taken by the Sponsor.
 The Donee receives the amount o the policy death benefit in excess of the Sponsor's interests in
the policy.

If the Insured dies: 

1.

2.

POLICY BENEFITS AT DEATH 

LIVING POLICY BENEFITS
The Sponsor is entitled to receive the entire cash value of the policy. 

6



ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

Unlike an employer-sponsored split dollar plan that can result in yearly income tax consequences to an
executive, a private split dollar arrangement involves gift consequences. If the Sponsor pays the entire
premium without any contribution by the Dance, the Sponsor/Donor must treat the cost of the term
insurance coverage that normally would constitute an economic benefit in an employer-sponsored
split dollar arrangement as a gift to the Donee. No gift occurs when the Donee actually pays for the
cost of term coverage. However, the Donee's payment may be taxable income to the Sponsor unless
the Donee is a grantor trust and the Sponsor is the Grantor. 

The economic benefit is valued by the annual cost of term insurance, plus any increases in cash values
to which the Donee has access, plus any other economic benefits conferred by the Sponsor/Donor on
the Donee. This is done by applying a life insurance premium factor provided by the Internal Revenue
Service. IRS Notice 2002-8 provides the most current guidance on what rates to use to calculate the
cost of insurance to determine the economic benefit. 

TAXABLE ECONOMIC BENEFIT 
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ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

 Until further guidance is received, the cost of insurance is measured on each $1,000 of death
benefit times a rate for the appropriate age found in Table 2001 (contained in Notice 2002-8) or the
issuing life insurance company's lowest eligible term insurance rates. 
 With survivor life policies, it is measured on each $1,000 of death benefit times a derivative of the
government-provided life insurance premium factor (Table 2001 rates) or the issuing life insurance
company's lowest eligible term insurance rates.

In private split dollar, the economic benefit is based on one of the following: 

1.

2.

TAXABLE ECONOMIC BENEFIT (CONTINUED)
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ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

Note: This is the recommended procedure where the Donee is not a Grantor Trust receiving contributions from the
Grantor as the Sponsor. 

Note: If the trust has a source of money other than gifts from the Sponsor to pay the cost of the economic benefit, this
procedure eliminates taxable gift consequences to the Sponsor for the economic benefit and results in what is known as
"offset" split dollar; however, the payment by the Donee may represent taxable income to the Sponsor. Consequently,
Sponsor-Pay-All is the recommended procedure if the Dance is not a Grantor Trust. If the Dance is a Grantor Trust and
the Sponsor is the Grantor, the economic benefit payments by the Donee would not be taxable income to the
Sponsor/Grantor. In that case, having the Donee pay the economic benefit using the REB = 0 method would be
preferred. 

Each year, premiums on the life insurance policy are paid using one of the following techniques: 

SPONSOR PAY-ALL: The Sponsor pays the entire premium and the Sponsor recognizes the plan's
economic benefit as a taxable gift to Donee. 

REPORTABLE ECONOMIC BENEFIT (REB) = 0: The Donee's premium is the economic benefit
determined by the cost of the insurance death benefit over and above the Sponsor's interest in the
policy's cash values. The Sponsor pays any remaining premium due. 

VARIATIONS IN FREMIUM PAYMENTS 
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ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

The Sponsor assists the Donee in obtaining large amounts of life insurance on the life of the Insured
at little or no cost to the Dance. Through loans to (or the purchase of assets from) the Sponsor's
estate, death benefits received by the Donee can be used to provide cash to the estate to pay taxes
or other administrative expenses, thus avoiding a potential fire sale of estate assets. 
The Sponsor, due to his/her death benefit recovery rights, provides this benefit to the Donee at little
or no net cost (and, in some cases, at a profit to the Sponsor's estate). 
The plan requires no IRS qualification or approval. 
If the death of the Sponsor might require him/her to furnish financial assistance to the Donee or
the Donee's family (living expenses, education, etc.), this arrangement will provide an orderly,
efficient way to plan for that contingency. 
The Sponsor is free to select which family members to include and what level of benefits to provide.
At the Sponsor's sole discretion), one Donee (or several) can be included. 
No periodic reports or actuarial plan evaluations need to be provided to state or federal regulatory
agencies. 

ADVANTAGES TO THE SPONSOR 
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ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

This type of plan is often used to minimize gifts to the Donee, such as an irrevocable life insurance
trust, for gift tax purposes. 
If the plan is terminated by the Donee (the Sponsor does not have the unilateral right to terminate
the plan), the Sponsor can realize substantial offsets to (and eventual return on) his/her premium
costs from the policy's cash values. 
Details of the plan are confidential.

ADVANTAGES TO THE SPONSOR (CONTINUED)

TAX CONSEQUENCES TO THE SPONSOR 
The Sponsor cannot deduct his/her premium share of a private split dollar plan for income tax
purposes. (For financial statement purposes, the Sponsor's premium outlay is simply a transfer of
capital. That is, in the financial statement, the "cash" account that has been diminished by premium
payments is replaced by a "cash value" account.)
2. If the policy is surrendered by the Donee (or purchased from the Sponsor by the Donee), any gain
(cash value over the Sponsor's total premium payments) will be taxable as ordinary income to the
Sponsor. 11



ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

If the Sponsor/Insured dies, the Sponsor's death benefit share will be paid to beneficiaries free of
income tax; however, to keep the entire death benefit of the policy from being included in the
Sponsor's estate, a collateral assignment is used that restricts the Sponsor from accessing the cash
values. Even if something goes wrong and estate inclusion still occurs, if the proceeds are payable
to the Sponsor's spouse or to a trust that qualifies for the marital deduction, they will be sheltered
from estate tax in the Sponsor's estate.
If a Sponsor-Pay-All arrangement is used, the Sponsor will be deemed to make a gift to the Donee
of an amount equal to the plan's economic benefit amount (the term insurance cost).
Payment of the economic benefit by the Donee may represent taxable income to the Sponsor if the
Sponsor is not the Grantor of a grantor trust that is also the Donee. ln that case, Sponsor-Pay-All is
the recommended procedure. However, where the Sponsor is the Gran tor of a grantor trust that is
the Donee, payments of the economic benefit by the Donee are not income to the Sponsor/Grantor.
In that case, having the Donee pay the economic benefit using the REB = 0 method would be
preferred.

TAX CONSEQUENCES TO THE SPONSOR  (CONTINUED)
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ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

A large amount of low-cost life insurance is made available to the Donee. Through loans to ( or the
purchase of assets from) the Sponsor's estate, death benefits received by the Donee can be used to
provide cash to the Sponsor's estate to pay taxes or other administrative expenses, thus avoiding a
potential fire sale of estate assets.
If the policy includes a waiver of premium provision, the plan is self-completing if the Insured
becomes disabled.

ADVANTAGES TO THE DONEE 

13

TAX CONSEQUENCES TO THE DONEE 
Premium payments made by the Sponsor are not taxable to the Donee.
Death benefits received by the Donee's beneficiaries are free of income tax.
To keep the Donee's share of the policy death benefit from being included in the Sponsor's estate, a
collateral assignment is used in this document set that restricts the Sponsor from accessing the policy's
cash values.



ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

Note: Economic Benefit Private Limited Collateral Assignment Split Dollar can also be used to
assist a child or grandchild in the purchase of a life insurance policy (on the life of that child or
grandchild). The mechanics of the transaction are the same except, in this case, the child or
grandchild would be the insured person. 

TAX CONSEQUENCES TO THE DONEE NOTE:

THE SPLIT DOLLAR AGREEMENT 
Respective rights and obligations of the Sponsor and the Donee are set forth in the Agreement.
These include: 

The method of paying premiums.
The distribution of policy proceeds between the Sponsor and the Donee m the event of death.
Each party's rights under the agreement and the conditions under which each can exercise
these rights.
Termination of the plan and parties' rights in such event.

14



ECONOMIC BENEFIT 
PRIVATE NON-EQUITY 

LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR 

Survivorship ("second-to-die") life insurance can be used in a private split dollar arrangement. The
primary advantage of using survivorship life insurance to fund a split dollar plan is derived from the use
of relatively low mortality costs to measure the split dollar economic benefit. Because survivorship
rates are very low compared to single life rates, using a survivorship policy in the private split dollar
context generates an extremely low economic benefit. 

After the death of one of the insureds, the economic benefit under the split dollar plan is valued using
the single life Table 200 I rate or the carrier's eligible one-year term rates. With a survivorship policy, if
the surviving insured is very old at the death of the other insured, it may be necessary to terminate the
split dollar plan at that time as single life term insurance rates can be very expensive in the later years-
more, in many cases, than the policy premium. 

SURVIVORSHIP SPLIT DOLLAR LIFE INSURANCE 

15



According to the Final Split Dollar Regulations
issued in September 2003, the Sponsor will be
in receipt of income to the extent of the
premium paid by the Trust. If, however, a
Grantor Trust is used, this tax consequence
can be avoided since, under Grantor Trust
rules that apply, the Trust and the Grantor are
a single income tax entity, and income tax
consequences on transactions between the
Grantor and the Trust may be ignored. (IRC
Secs. 671 and 675, IRS Reg. 1.671-2(c), and Rev.
Rul. 85-13)

If the Sponsor is also the Insured and he/she
dies, the Sponsor's death benefit share will be
paid to beneficiaries free of income tax. The
limited collateral assignment variation should
keep the Trust's death benefit share of the
policy from being included in the Sponsor's
estate. 

So long as all cash values are assigned to the
parent(s) and are not available to the trust, this
plan complies with the Final Split Dollar
Regulations issued in September 2003. Assigned All

Cash Values

PAYS A PORTION OF
POLICY PREMIUMS

FLOW CHART  OF AN ECONOMIC BENEFIT PRIVATE NON-EQUITY
LIMITED COLLATERAL ASSIGNMENT SPLIT DOLLAR PLAN 

Sponsor
(Typically Parents)

IRREVOCABLE TRUST
(POLICY OWNER)

LIFE
INSURANCE

POLICY

Assigned a Share
of Death Benefit

Retains Balance of 
Death Benefit

Irrevocable Trust

(Equal to its cumulative premium share or
the policy cash value, whichever is greater)

Sponsor

GIFT OF THE TRUST'S
SHARE OF THE POLICY

PREMIUM

PAYS A PORTION OF
POLICY PREMIUMS
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LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

Private split dollar plans enable two parties (usually two family members, or a trust established by the
insured and a member of the insured's family) to split the cost of paying premiums of a life insurance
policy. The person providing all or the major part of the premium through a series of loans is called the
Donor or Sponsor, and the other party to the Agreement is called the Donee. With a Loan Regime
Private Limited Collateral Assignment Split Dollar Agreement, a life insurance policy is applied for on
the life of the Sponsor or other family member and owned by the Donee. The Donee enters into a Split
Dollar Agreement with the Sponsor in which an amount equal to the cumulative premium loans
provided is collaterally assigned to the Sponsor to secure the repayment of the Sponsor's loan interests
in the policy. 

HIGHLIGHTS OF THE PLAN 

When illustrating interest on a note or loan, including a split dollar loan, it is important not to
use an unreasonably low rate of interest for a long-term projection, especially if the illustration

covers ten years or longer. This is especially true for demand notes that use the short-term
blended rate, which at times can be exceptionally low. Failure to illustrate a historically

reasonable rate can result in potential liability for the advisor who is illustrating the rate. 

17



LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

The collateral assignment is called a limited collateral assignment because the Sponsor's rights to
access the cash values through loans and withdrawals are restricted. The purpose of limiting the
Sponsor's access to cash values is to keep him/her from having incidents of ownership in the policy
that would cause the death proceeds, even those paid to the Donee, to be includible in his estate for
estate tax purposes. The Sponsor's only right with regard to the policy is repayment of the loans made
for premium payments. Thus, he possesses no incidents of ownership in the policy that would cause
estate tax inclusion. 

The Sponsor pays all (or a portion) of the premiums for the policy. Each premium payment made by
the Sponsor is treated as a new loan that is added to all prior loans from the Sponsor. The Donee pays
any balance of a scheduled premium not payable by the Sponsor. In addition to any premium he/she
may be required to pay, the Donee must pay interest annually to the Sponsor on the cumulative loan
at a specified annual interest rate. 

HIGHLIGHTS OF THE PLAN (CONTINUED)

18



LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

 The Sponsor receives an amount of the policy death benefit equal to its cumulative premium loan
payments.
 The Donee's beneficiary (or other Policy Owner) receives the balance of the death benefit.

If the Insured dies: 
1.

2.

POLICY BENEFITS AT DEATH 

LIVING POLICY BENEFITS 

 The Sponsor's cash value share is equal to its cumulative premium loan payments.
 The Donee owns the balance of cash values.

Policy cash values are shared as follows: 
1.
2.

19



LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

Prior to the effective date of final split dollar regulations on September 17, 2003, in the Sponsor -Donee
context an interest-f ee loan was sometimes used as a substitute for a split dollar life insurance plan. A
split dollar plan that uses the loan regime may use a blended annual sho11 term interest rate for a
demand loan or an appropriate term interest rate for a term loan. The IRS publishes the blended
annual sho11 term rate in the Internal Revenue Bulletin in July of each year. If the loan does not provide
a stated interest rate at least equal to the applicable federal rate, the loan is a below-market split
dollar loan for that year. lf a sufficient stated interest rate is used, no additional interest is imputed
under Section 7872. 

SPLIT DOLLAR LOANS 

20



LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

Each year, premiums on the life insurance policy may be paid using one of the following techniques: 

VARIATIONS IN PREMIUM PAYMENTS 

SCHEDULED PREMIUM LOANS: An amount equal to the full, scheduled annual premium due on a
life insurance policy issued by [NAME OF LIFE INSURANCE COMPANY) having an initial face amount
of $__________. 

LEVEL PREMIUM LOANS: A level amount of $__________ towards the annual premium due on a
life insurance policy issued by [NAME OF LIFE INSURANCE COMPANY] having an initial face
amount of $__________.

It may be possible to use other loan variations.

21



LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

The Sponsor assists the Donee in obtaining large amounts of life insurance on the life of the Insured
at little or no cost to the Donee. Through loans to (or the purchase of assets from) the Sponsor's
estate, death benefits received by the Donee can be used to provide cash to the estate to pay taxes
or other administrative expenses, thus avoiding a potential fire sale of estate assets.
The Sponsor, due to his/her death benefit recovery rights, provides this benefit to the Donee at little
or no net cost (and, in some cases, at a profit to the Sponsor).
The plan requires no IRS qualification or approval.
If the death of the Sponsor might require him/her to furnish financial assistance to the Donee or
the Donee's family (living expenses, education, etc.), this arrangement will provide an orderly,
efficient way to plan for that contingency.
The Sponsor is free to select which family members to include and what level of benefits to provide.
At the Sponsor's sole discretion, one Donee ( or several) can be included. 
No periodic reports or actuarial plan evaluations need to be provided to state or federal regulatory
agencies.

ADVANTAGES TO THE SPONSOR 
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LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

The Sponsor's outlay is simply a transfer from his/her cash assets to cash value assets. The Sponsor
will have access to the full net cash surrender value from the policy.
If the plan is terminated, the Sponsor can realize substantial offsets to his/her premium costs from
the policy's cash values.
Details of the plan are confidential.

ADVANTAGES TO THE SPONSOR (CONTINUED) 

TAX CONSEQUENCES TO THE SPONSOR 
The Sponsor cannot deduct his/her premium share of a private split dollar plan for income tax
purposes. (For financial statement purposes, the Sponsor's premium outlay is simply a transfer of
capital. That is, in the financial statement, the ''cash" account that has been diminished by
premium payments is replaced by a "cash value" account.)
If the policy is surrendered or the plan terminated, the Sponsor's recovery of his/her cumulative
payments is a tax free return of capital.
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LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

If the Sponsor/Insured dies, the Sponsor's death benefit share will be paid to beneficiaries free of
income tax; however, to keep the entire death benefit of the policy from being included in the
Sponsor's estate, a collateral assignment is used that restricts the Sponsor from accessing the cash
values. Even if something goes wrong and estate inclusion still occurs, if the proceeds are payable
to the Sponsor's spouse or to a trust that qualifies for the marital deduction, they will be sheltered
from estate tax in the Sponsor's estate.
If the Agreement does not specify a loan interest rate at or above the appropriate Applicable
Federal Rate (AFR), the Sponsor will be deemed to have made a gift to the Donee of an amount
equal to the forgone interest, and the Donee will be deemed to have made an interest payment
back to the Sponsor. If the Donee is a grantor trust and the Sponsor is the Gran tor, the Sponsor will
recognize no income on the arrangement. If the trust is not a grantor trust or the Sponsor is not the
Grantor, the Sponsor must recognize the deemed interest payment from the Donee as income.

TAX CONSEQUENCES TO THE SPONSOR  (CONTINUED) 
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LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

A large amount of low-cost life insurance is made available to the Donee. Through loans to (or the
purchase of assets from) the Sponsor's estate. death benefits received by the Donee can be used to
provide cash to the Sponsor's estate to pay taxes or other administrative expenses, thus avoiding a
potential fire sale of estate assets. 
If the policy includes a waiver of premium provision, the plan is self-completing if the Insured
becomes disabled.

ADVANTAGES TO THE DONEE 
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TAX CONSEQUENCES TO THE DONEE 
Premium payments made by the Sponsor are not taxable to the Donee.
Death benefits received by the Donee beneficiaries are free of income tax.
To keep the Donee's share of the policy death benefit from being included in the Sponsor's estate,
a collateral assignment is used ii) this document set that restricts the Sponsor form accessing the
policy's cash values.

Note: Loan Regime Private Limited Collateral Assignment Split Dollar can also be used to assist a child or grandchild
in the purchase of a life insurance policy (on the life of that child or grandchild). The mechanics of the transaction
are the same except, in this case, the child or grandchild would be the insured person. 

LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 
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THE SPLIT DOLLAR AGREEMENT 

 The method of paying premiums.
 The distribution of policy proceeds between the Sponsor and the Donee in the event of death.
 Each party's rights under the agreement and the conditions under which each can exercise these
rights.
 Termination of the plan and parties' rights in such event.

Respective rights and obligations of the Sponsor and the Donee are set forth in the Agreement. These
include: 

LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 
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SURVIVORSHIP SPLIT DOLLAR LIFE INSURANCE 
As you will learn below, survivorship ("second-to-die") life insurance can be used efficiently in a loan-
regime split dollar arrangement.

Traditionally, the primary advantage of using survivorship life insurance to fund a split dollar plan was
derived from the use of relatively low mortality costs lo measure the split dollar economic benefit. This
is because the chance of two insureds dying in the same year is significantly lower than one insured
dying. However, after the death of one of the insureds, the economic benefit is measured at the much
higher single life rate and, if the surviving insured is very old at the death of the other insured, it is
often necessary to terminate the split dollar arrangement due to the resulting prohibitive increase in
economic benefit- more, in many cases, than the policy premium. 

With loan regime split dollar, since the economic benefit is measured by interest rates, the hyperbolic
curve of economic benefit associated with traditional split dollar favors loan regime split dollar over
traditional split dollar for long-lived insureds. For example, the single life economic benefit for an
insured age 85 (face amount $500,000) is $44,380 using Table 200l rates. 

LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 
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SURVIVORSHIP SPLIT DOLLAR LIFE INSURANCE  (CONTINUED)
Assuming a loan regime split dollar plan at this point might involve $250,000 of loans, the loan
interest rate would have to be 17.75% to equal the same economic benefit. At age 90, the single life
economic benefit would increase to $72,150 and, assuming a loan regime split dollar plan at this point
might involve $300,000 of loans the loan interest rate would have to be 24.05% to equal the same
economic benefit. 

Although dependent on the type and length of the loan, the highest loan interest rate that has
applied historically to these plans has exceeded 10% in only three months (during 1986), and the
lowest has been under 2%. Jf a split dollar arrangement is expected to remain in force for many years,
the loan regime is likely to be a better long range strategy.

LOAN REGIME 
PRIVATE LIMITED COLLATERAL ASSIGNMENT 

SPLIT DOLLAR 

IMPORTANT NOTICE
In all cases, the approval of a client's legal and tax advisers must be secured regarding the
implementation or modification of any form of split dollar as well as the applicability and
consequences of new cases, rulings, or legislation upon existing or impending plans. 29



INTERGENERATIONAL SPLIT DOLLAR BENEFICIARY 
High net worth clients
Typically 3 generations -- G1 grandparent, G2 child, G3 grandchild
G1 has the money to finance the life insurance
G2 is insured
G3 are the beneficiaries
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INTERGENERATIONAL SPLIT DOLLAR PLAN 

SPLIT DOLLAR
AGREEMENT

G2
ILIT

LIFE INSURANCE
ON G2

BENEFICIARIED
GRANDCHILDREN

G1
REVOCABLE

TRUST

PREMIUM

SPLIT DOLLAR RECEIVABLE
WHEN AGREEMENT TERMINATES
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INTERGENERATIONAL SPLIT DOLLAR OVERVIEW 
Economic benefit regime
Non-equity split dollar
G1 transfers funds to ILIT
ILIT executes collateral assignment
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MORRISSETTE I - 2016
Split dollar insurance used to fund buy sell agreement among the sons of G1

Clear non-tax business purpose
G1 transfers $30 million to dynasty trusts to buy insurance on sons

Under the split dollar agreement, the economic benefit reported in year one was $64,249
IRS claims that the entire $30 million is a gift
Tax Court rules in favor of taxpayer - only economic benefit is treated as a gift

Estate tax valuation of receivable not dealt with in this opinion

PREVIOUS CASES IN THE TAX COURT 

ESTATE OF MARION LEVINE - 2016
Similar structure to Morrissette, but business purpose not as clear
Tax Court rules on gift tax issue - identical result to Morrissette
Estate tax ruling is pending - case went to trial over two years ago
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ESTATE OF RICHARD CAHILL - 2018
Bad facts
G1 90-years-old, incompetent, and dies within one year of creating split dollar agreement
Transaction negotiated between G1's son and his cousin
No business purpose
G1 transfers $10 million to trust and estate reports value of receivable as $183,700
Tax Court rules that 2036, 2038, 2703 apply to valuation of receivable - it is a disaster!

PREVIOUS CASES IN THE TAX COURT (CONTINUED) 
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Tax Court, May 2021
Four key rulings:

2036 and 2038 do not apply
2703 does not apply
Receivable can be valued using discounted cash flows - 2 important variables:

Discount rate
Maturity date - BIG point here

40% gross valuation misstatement penalty applies

MORRISSETTE II 
VALUE OF THE SPLIT DOLLAR RECEIVABLE 
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Net worth over $25 million
Income over $1 million annually
Real estate investments

Goal to benefit children and grandchildren

ESTATE OF MARION LEVINE 
FINANCIALS 

Marion Levine created a Revocable Trust in 1988
Her children and Bob Larson become the trustees
Bob Larson is a friend and financial advisor to the family

Levine created an ILIT in 2008
Independent trustee was South Dakota Trust Company
Larson was appointed as the one person "Investment Committee"
Larson owed a fiduciary duty to the trust beneficiaries
Beneficiaries were Levine's children and grandchildren

TRUSTS

ILIT purchased 2 second to die policies on Nancy Levine (Marion's daughter) and her husband
Single premium payment = $6.5 million
Premiums were funded with bank loans
Death benefit = $17.25 million
Whole life with cash value - guaranteed interest rate 3%

LIFE INSURANCE
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Revocable trust pays the premiums
ILIT owns the policies
ILIT assigns policies to revocable trust as collateral
ILIT agrees to pay Revocable Trust greater of premiums paid or cash value when agreement
terminates
ONLY the ILIT (i.e., Larson) can terminate the agreement

ESTATE OF MARION LEVINE 
SPLIT DOLLAR AGREEMENT

Levine dies in 2009
Cash value of policies at time of death = $6.2 million
Split dollar receivable reported on estate tax return = $2.1 million

Discounted present value of future cash value when agreement terminates at death of insureds
If, for example, the insureds are age 60, then life expectancy is about 25 years

IRS asserts that the entire cash value of $6.2 million is includible in the estate
Inclusion under Sections 2036, 2038 and 2703

LEVINE DIES

2036 - retained right to cash value
2038 - retained the power to alter or terminate the split dollar agreement
2703 - restrictions in the split dollar agreement should be disregarded

IRS POSITION

37



2036 and 2038 do not apply
Levine is distinguishable from Morrissette and Cahill

Only the ILIT can terminate the agreement
Levine has NO right to terminate - along or in conjunction with the ILIT

Strangi and Powell do not apply
Larson has fiduciary obligations to the trust beneficiaries

2703 valuation rule applies to property held at death
Only the split dollar receivable was held at death
There were no restrictions on that property

ESTATE OF MARION LEVINE 
COURT'S RULING

Initial gift = $2,644 (premium transferred = $6.5 million)
Sections 2036, 2038 and 2703 do not apply to valuation of split dollar receivable
Split dollar receivable valued at $2.2 million
Cash value of $6.2 million not included in estate
No valuation penalty

RESULTS
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Plan in advance - even though Mrs. Levine dies on 1/22/2009, plan was implemented in 7/2005.
Financial security for Taxpayer - important to establish and forecast taxpayer's financial security after
Trust.
Decedent should not have any rights - only had contractual right to receive the ___ of premiums paid
or cash surrender value when terminated. No rights prior to or at death, no rights to modify, no rights
with anyone else.
Only ILIT should own policy - policy never owned or transferred by Sponsor or Revocable Trust
ILIT decisions made by independent person - only Trustee or Trust Advisor. Even Taxpayer Attorney-In-
Fact had no powers. In ____ Attorney-In-Fact had powers to terminate. Independent Trustees.
Independent General Trustee.
Only person having power to modify Split Dollar is Independent fiduciary. 
Beware of the Wolfman (IES) - make successor under Revocable Trust different than ILIT Trustee.
Decedent/Revocable Trust should have no rights under Split Dollar Agreement. Split Dollar Agreement
must specify only ILIT can terminate.
Don't be a valuation pig:

Cahill - 1.9% of cash value ($189k)
Levine - approve discount of 66%

Business/Planning Purpose (other than tax savings)
Estate Planning

Loan Method - only Trustee can terminate loan. Has other assets to pay back.

Important Note: This material is for educational purposes only. In all cases, the approval of a client's legal and tax advisers must be secured regarding the
implementation or modification of any planning technique as well as the applicability and consequences of new cases, rulings, or legislation upon existing or

impending plans.

PLANNING CONSIDERATIONS
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FOR MORE INFORMATION CONTACT:
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