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Reward Your Key Employees

and Yourself

with Split-Dollar Insurance  

by Jeffrey S. Hahn, MBA, ChFc, CLU

Jeff had a problem.  His best service manager was considering a job offer from another auto dealer and that would only mean one thing:  a drop in revenue.

The owner of a successful Chrysler dealership, Jeff had built his business’ reputation by offering honest, reliable service to the local community.  In truth, much of that success was due to the efforts of Craig, his 48-year-old service manager.  The 20-year company veteran was responsible for 45 percent of the previous year’s service revenue.  In addition, he continues to work closely with the sales force reassuring buyers of the same great service they have come to expect from Jeff’s dealership.

While Craig’s departure itself would be a blow to the company’s bottom line, that was not Jeff’s primary concern.  His real concern at the moment lay with Craig’s loyal customers, who were telling him, that they would service their present car and purchase their next at Craig’s new employer.  In short, they wanted Jeff to find a way to keep Craig.

What Jeff needed was a way to make Craig want to stay, and his thoughts turned naturally to the idea of a fringe benefit.  The company already provided good pension and group insurance benefits; what was needed was something extra that could be offered exclusively to Craig.

Split-Dollar Insurance…a Potential solution

Whatever solution Jeff came up with faced two hurdles.  One was cost.  The dealership was running a solid business, but not so much so that it could afford another expensive fringe benefit plan.  The other hurdle consisted of the federal regulations that restrict a company’s ability to pick and choose employees to receive special benefit treatment.  Whatever solution Jeff tried, it would have to be affordable and not subject to federal restrictions.  After discussing the situation with his financial representative, Jeff’s attention turned to an individual benefit plan called split-dollar insurance.

Devised decades ago as a cost-effective way for employers to reward themselves and their key employees, split-dollar insurance is a nonqualified fringe benefit that makes it easier for employees to acquire permanent life insurance for a minimal out-of-pocket cost (generally the “term cost” of the insurance.)  “Nonqualified” means the employer’s payments are not tax deductible, but it also means the plan is exempt from many of the federal regulations that apply to qualified benefit plans.  The employer pays the premium (either some of all of it, depending on the agreement) and could recoup it later.  The end result:  life insurance protection for the employee and the potential for a full return of premiums to the employer.

In return for his continued service, Jeff offered Craig a $1.5 million dollar policy funded exclusively by the company – coverage he could keep even after retirement.  It was a hard offer to turn down, and after careful consideration Craig agreed to stay on.

And Jeff was so impressed with the benefits of the policy he offered to Craig, he funded a policy for himself using split dollar.

How it Works

The employer and the employee enter into a formal written agreement that spells out the terms of the arrangement.  In brief, the employer agrees to pay some or all the premium for an individual life insurance policy issued on the life of the employee and in return is reimbursed the premiums paid when the employee retires or dies.  Even if the employee terminates, the employer could recover all or most of the premiums paid.  In some arrangements the employer owns the policy (“endorsement” method) and in others the employee owns it (collateral assignment method).

Split-dollar plans come in a variety of shapes and sizes, but one constant holds true in every case:  It relies on permanent life insurance.  Why permanent life insurance?  Because the cash value that is part of every permanent life insurance policy is the key to a return of premium to the employer – even while the employee/insured is alive.  Any type of permanent policy may be used, including whole life, variable life, and universal life insurance.

There are practically limitless ways to fine tune an agreement to fit a particular need.  The agreement may be written to give the employee the opportunity to acquire full policy ownership by “purchasing” the employer’s share of the cash value, which is usually equal to the premiums paid.  This can be done in several ways, including a cash value loan, withdrawal from the cash value, cash from outside the policy or a note to be paid at the insured’s death using death proceeds.*

How Does The Employer Recover Their Costs?

Under the most common form of split-dollar insurance, the employer pays all the premium.  If the policy is surrendered, the employer may recover all its costs depending on the policy year and applicable surrender charges.  In the event of the employee’s death, the beneficiary (designated by the employee) receives the policy’s face amount minus the sum of employer-paid premiums.  By agreement, that share of the death proceeds is paid to the employer.

Jeffrey S. Hahn, MBA, ChFc, CLU, is an insurance agent/financial services       representative whose practice is in Medford.

*Certain limitations may apply to loans or withdrawals.  Policy loans and withdrawals will reduce the death benefit and cash values may be taxable under certain circumstances.

Why Split Dollar?





Split-dollar insurance is a versatile way for employers to help themselves and selected employees acquire valuable life insurance protection.  But it’s more than that.  Split-dollar insurance is also a fringe benefit that in the end, costs both the employer and employee very little.





Split-dollar insurance is a cost-effective way for employers to provide themselves and their key employees a valuable fringe benefit. 





Government restrictions applicable to tax-qualified employee benefit programs do nto apply to split-dollar insurance





A written agreement assures the employer a full return of premiums paid at the employee’s termination (depending on policy year and surrender charges), retirement or death.








