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Proprietary and confidential
We appreciate the opportunity to prepare and present this loan split dollar plan.

The information contained in this proposal has been developed based on our years of knowledge and experience in the key employee 
benefits industry. Rest assured who the information contained in this proposal will be kept strictly confidential. 

This proposal was created by and is the proprietary property of Principal®. This material is provided for informational purposes only. It is 
presented with the understanding that Principal is not rendering legal, accounting or tax advice. Please consult with your professional 
advisors to review your specific situation.

Not FDIC or NCUA insured 
May lose value • Not a deposit • No bank or credit union guarantee

Not insured by any Federal government agency
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PLAN OVERVIEW|

The right benefits can 
make all the difference.
We understand that you have select key employees who play important roles in your company. Would your 
business be as successful without them?

Having the right tools and resources in place to recruit, reward, retain, and retire those key employees can make 
all the difference to the success of your company. Key employee benefits can play a big role in helping you by 
helping them. A split dollar plan can provide additional benefits to help them meet their financial security goals 
and provide survivor benefits for their families. The result? A valuable recruiting and retention tool to help create 
more engaged and loyal employees.

Multiple benefits in one solution
A loan split dollar plan can have a positive impact on your business and meet your goals, as well as those of your 
key employees. Specifically, it’s designed to help you:

Recruit. Attract top talent as part of a competitive benefits package.

Reward. Provide performance-based contributions to achieve organizational goals.

Retain. Encourage loyalty by helping to secure financial futures.

Retire. Offer additional savings and long-term income diversification options.

WHAT TO EXPECT

Let’s walk through the flexibility of this plan and how it can be tailored to fit your specific needs. You’re in control 
of key decisions and determining next steps. This proposal will help you do that by covering the following areas: 

     �Design. Choose the plan design that can help you accomplish your goals.

 	 Financing. Decide which cash value life insurance product best meets your plan objectives. 

	 Support. Learn about plan management services available to get the most out of this plan.  

	
�Next steps. Review steps to implement your plan. 
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Here’s how it works
A loan from you to your select key employees allows you both to share the cost and benefits of the plan. This 
proposal demonstrates a demand loan with imputed interest.(1)

You enter into a written split dollar agreement with the key employee, which results in the purchase of a cash 
value life insurance policy. A loan from you to the key employee is used to pay the premiums on the policy owned 
by the key employee. Imputed interest will be taxable income to the key employee during the accumulation 
phase. A portion of the cash value and death benefit equal to the loan is assigned back to you as collateral. 

It’s important to define an exit strategy at plan implementation. During the distribution phase,(2) the loan is paid 
off or forgiven, and the collateral assignment is terminated. This gives the employee sole access to the remaining 
policy benefits for supplemental retirement income and/or survivor benefits.

Key 
employee

Key employee’s beneficiaries

Loan split dollar 
agreement and 

collateral assignment
Loan used to 
pay premium

Death benefit

Insurance 
policy 
(owned by the 
key employee)

Employer
Imputed interest 

recognized on loan
Death benefit in excess 
of collateral assignment

Accumulation 
phase

Employer

Insurance 
policy (owned 
by the key 
employee)

Key 
employee

Key employee’s beneficiaries

Death benefit

Remaining  
cash value

Terminate agreement 
by repayment or 

forgiveness(3) of loan
Distribution 

phase

(1)	 Other plan designs are available, including term loans and payment of interest by the employee. Imputed interest is the interest at a minimum level 
required by tax law. Often, the key employee won’t pay any interest on the loan, but instead will be taxed as if a minimum level of interest had been paid 
by the employer/lender to the employee/borrower.

(2)	 This distribution phase is sometimes referred to as the rollout.
(3)	 Employers should be careful about whether and how they make a promise about paying to the employee an amount equal to the outstanding loan in the 

future. Any such promise would be a nonqualified deferred compensation (NQDC) plan. To make sure that the NQDC is “unfunded”—and thus is able to 
avoid burdensome ERISA requirements—any NQDC plan should be separate from the loan, and it is generally best if it not even refer to the loan amounts.

Collateral assignment released
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BENEFITS AND CONSIDERATIONS

For you
Increase morale. It’s an 
effective way to recruit, 
reward, retain, and retire 

key employees.

Be selective. Plan participation can be made on 
a selective basis; no need to provide the same 
benefit to all participants.

Enjoy flexibility. Plan can be designed to help 
meet your specific goals.

Secure the loan. The collateral assignment on the 
policy secures the company’s interest in the loan 
repayment.

Receive a tax deduction. If you choose, you may 
use bonuses, which are tax deductible, to pay the 
key employees’ income tax on the loan interest. 
If the loan is forgiven at plan termination, an 
additional deduction may be available. 

Avoid payroll taxes. Premium payments (loan 
amounts) do not incur payroll taxes. 

Recover costs. If desired, you may recover your 
investment in the plan upon plan termination.

Rely on us. You can trust our dedicated team of 
experts to provide ongoing services for your plan.

For your key 
employees

Provide for the future. 
Benefits from the plan can 
help supplement retirement 

income on a tax-advantaged basis, as well as 
provide survivor benefits to the key employee’s 
beneficiaries at death.

Save on protection. Provides life insurance 
protection at a current cost (imputed interest1) to 
the key employee that’s significantly less than the 
full policy premium.

Receive multiple benefits. In addition to tax-
advantaged supplemental income, the plan can 
also provide access to funds to address unplanned 
events —such as disability, chronic illness, and 
other financial needs, since the funding is provided 
by a life insurance policy.

Pay taxes. During the accumulation phase, 
income tax is due only on the imputed loan 
interest.1 During the distribution phase, loans 
may be forgiven through employer bonuses. 
These bonuses may be increased to offset the key 
employee’s taxable income. 
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PLAN DESIGN AND FINANCING|

Give your top talent  
a valuable reason to stay.
You’re in control of making this split dollar plan yours—it’s based on your company goals and your key employees’ 
needs. Together with your financial professional, we’ll walk you through the necessary plan design decisions that make 
sense for your business. Consider the following as you tailor your plan.

Who’s eligible to participate  
in the plan?
You can select any key employee or group of key 
employees to participate. This plan isn’t limited to a select 
group of management or highly compensated employees 
who qualify for the top hat exemption. But, employers 
with more than 100 participants may limit their exposure 
to certain Employee Retirement Income Security Act 
(ERISA) requirements if they choose to limit it to top 
hat employees. (Refer to the ERISA section on page 16 
for further details.) Executive officers of publicly traded 
companies are not eligible due to the Sarbanes Oxley Act 
of 2002.

What product options are available?
Several types of life insurance products are available. 
When selecting a life insurance product, it’s important 
to consider the design features. Generally, a cash value 
life insurance policy will be most effective with this plan 
design. You can choose a fixed, indexed, or variable life 
insurance product.

How much does the employer 
contribute for life insurance premiums?
The plan is flexible and can be tailored to meet the 
specific needs of both you and your key employees. 
During the accumulation phase, the premiums you pay 
to the plan will be treated as loans to the key employee. 
The plan can be designed so when it’s terminated, no 
additional premium is required from the key employee.

Is the premium taxable to  
the key employee?
No. However, if the loan does not charge sufficient 
interest (including not charging any interest at all), then 
the loan used to pay the premium will generate imputed 
interest(4), which is includable as taxable income to the 
key employee. You may choose to pay the key employee a 
bonus to cover these taxes. 

How is the interest rate on the  
loan determined?
To avoid employee tax on imputed interest, the employer 
must charge at least a minimum interest rate that is 
determined monthly by the Internal Revenue Service (IRS) 
and is known as the applicable federal rate (AFR). The 
relevant initial AFR is determined the month that the loan 
is made, and it depends on whether it is a demand loan or 
term loan.

A demand loan is one where the lender can demand 
repayment at any time. The AFR for such loans is the 
“blended annual rate” that is published by the IRS each 
June (based on the January and July short-term rates for 
the year). 

A term loan is any loan that is not a demand loan. The 
AFR for term loans depends on whether the loan is short-
term (3 years or less), mid-term (over 3, but not more 
than 9 years), or long-term (over 9 years). In the realm 
of split dollar, repayment is usually a function of the 
insured employee’s life (e.g., repayable upon the earlier 
of a certain number of years or death) or the insured 
employee’s employment (if payment is due whenever 
employment ends, the term is assumed to be 7 years).(5) 

(4)	 Imputed interest is the interest at a minimum level required by tax law. Often, the key employee doesn’t pay any interest on the loan, but instead is taxed 
as if a minimum level of interest had been paid by the employer to the employee.

(5)	 It is rare for split dollar loans to be repayable simply upon a certain number of years only (e.g., 10 years, live or die). It is generally good that such “term 
certain” split dollar loans are rare, as imputed interest is calculated differently for such loans, and often cause a large, unwelcome income tax hit in the 
arrangement’s early years. As for split dollar loans that are more typical (payable upon death or employment termination), imputed interest is calculated 
in the manner shown on the next page. 
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Demand loans  |  
Payable on the demand of the lender  
(your business) at any time.

Blended annual rate is AFR. This is used as the applicable federal rate (AFR) when the loan is a demand 
loan. The blended annual rate is set annually by the IRS and published in June.

Example (payable on demand)

Acme Company established a loan split dollar arrangement for Ross, a key employee, on January 1, 
2022. Acme paid four annual premiums of $100,000, with each loan repayable upon demand. The loans 
would be treated as one demand loan, with interest imputed to Ross and calculated as follows:

Year Accumulated premium payments Blended annual rate Imputed Interest
2022 $100,000 1.40% $1,400
2023 $200,000 4.65% $9,300
2024 $300,000 5.03% $15,090
2025 $400,000 4.22% $16,880

Total imputed interest over 4 years: $42,670

Term loans  |    Any loan that’s not a demand loan. 

Applicable federal rate (AFR). This must be used when the loan is a term loan. AFRs are set monthly by 
the IRS, and rates are provided for loans that are short-term (3 years or less), mid-term (over 3, but not 
more than 9 years), or long-term (over 9 years).

Example (payable at death)

Using the same information from the prior example, assume that Acme Company paid four annual 
premiums of $100,000 as described above, but repayment is due upon Ross’ death. The premiums 
would be treated as separate term loans subject to the long-term AFR (because Ross’ life expectancy 
exceeds 9 years), with interest imputed to Ross and calculated as follows:

Year Premium payments Long-term AFR 
Imputed Interest

2022 2023 2024 2025
2022 $100,000 1.82% $1,820 $1,820 $1,820 $1,820
2023 $100,000 3.84% $3,840 $3,840 $3,840
2024 $100,000 4.54% $4,540 $4,540
2025 $100,000 4.53% $4,530

Yearly amounts: $1,820 $5,660 $10,200 $14,730

Total imputed interest over 4 years: $32,410
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Can the interest rate be locked in?
The ability to lock in a rate is limited. When it is a demand loan, the same rate is charged on the entire 
outstanding loan amount, but the rate generally changes annually. 

When it is a term loan, the interest rate based on the AFR applies to the specific loan (i.e., one specific premium), 
based on the number of years until repayment is called for. The AFR locks in an interest rate for the term of the 
loan, but only for the specific premium payment to which it applies. Each premium payment is a new loan.

Given the above, it is difficult to know which type of loan will provide for smaller income taxable interest 
amounts overall. Term loans provide the upside of locking in a competitive rate for the life of the loan, but it can 
be difficult to keep track of multiple parallel loans. Demand loans provide the relative simplicity of applying only 
one rate to all loans at a given time, but it is not known, at the time any loan (premium) is made, how high or how 
low the relevant interest rates will be during the life of the loan.

How do the employer and employee treat the interest on the loan?
The employer either charges interest or the interest amount is imputed to the employee as taxable income. 
Employers sometimes gross up the imputed interest amount (i.e., they pay the employee a bonus that’s enough 
to cover the tax on the imputed interest). This can minimize or eliminate the employee’s out-of-pocket expense. 
Imputed interest income is also treated as paid by the employee ‘back’ to the employer, but is generally offset by 
a corresponding deduction for the amount that’s taxed to the employee.

Example: Assume Acme Company made a split dollar loan to employee Ross by paying the $50,000 annual 
premium on January 1 for a life insurance policy owned by Ross. Assume the loan is a demand loan and that 
the blended annual rate is 3%, meaning that the imputed interest amount is $1,500 for the current year.

Acme has options. They can charge interest by either requiring Ross to make a $1,500 payment to Acme 
out of pocket, or by accruing the interest and adding it to the loan. Or, it can report $1,500 income to Ross 
as imputed interest. If Acme reports $1,500 imputed interest to Ross, then he will owe income tax of $525 
(assuming Ross’s tax rate is 35%) on that imputed interest income. 

Acme could also choose to make an additional bonus to Ross to cover the income tax liability on the $1,500 
imputed interest amount. If the tax on the interest is 35%, the bonus amount calculation is:  $525 tax on 
imputed interest divided by (1 - .35 employee tax rate) = $808 bonus. This means a bonus of $808 would 
cover both the $525 tax on the imputed interest and the $283 tax ($808 x .35 = $283) on the bonus itself. 
This limits the out of pocket tax costs to the employee. 

How can your interest in the plan be protected while the split dollar 
arrangement is in force?
You can help protect your right to recover the loaned premiums by having the policy assigned to you (your 
company) as collateral. While the plan is in force, the collateral assignment prevents the key employee from 
accessing policy values (via partial surrenders, policy loans, or policy cancellation) without your signed approval. 
And if the employee should die before the plan’s termination, the collateral assignment ensures your company 
will receive a portion of the policy death benefit equal to the deceased employee’s repayment obligation (the 
loaned premiums), with the balance of the proceeds payable to the employee’s beneficiaries.     

Note: Majority shareholders generally use a restricted collateral assignment if the coverage is intended to be 
outside the insured’s estate by having the policy owned in an irrevocable life insurance trust (ILIT).  
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What are the key employee’s options following plan termination  
during their lifetime?
As indicated above, the key employee typically repays the loan (your premium costs) in conjunction with the 
plan’s termination. Once the repayment is satisfied, the collateral assignment is released, and the employee is 
then free to exercise any and all policyowner rights going forward.  For instance, with adequate funding, the 
employee might elect to take a series of policy distributions (partial surrenders and/or policy loans) to help 
supplement retirement income. 

Is cost recovery available for the company?
A loan split dollar agreement requires the key employee to fully repay the loan obligation (the premiums 
advanced). This can be either through a bonus, withdrawal from the policy, or other funds. If the agreement 
terminates during the employee’s lifetime and the policy cash value is insufficient to cover the repayment 
obligation, the employee will need to obtain cash from another source to cover the difference. Or, you could 
forgive (bonus) some or all of the loan.

When does the split dollar arrangement terminate?
Timing of plan termination is generally tied to the release of the collateral assignment, which is determined by 
you. Some common termination events include retirement, disability, and death.

Does a loan split dollar plan work for a tax-exempt employer? If so, how 
would it be different?
Loan split dollar plans can offer attractive key employee benefit opportunities in tax-exempt and non-profit 
organizations. The structure, loan options, and tax treatment of the employee are the same as in a for-profit 
company, except that if the employee is promised a future benefit (such as a bonus), that benefit generally 
becomes taxable when it’s no longer subject to a substantial risk of forfeiture (i.e., vests), even if not yet paid.

Tax-exempt organizations are subject to an excise tax of 21% on compensation exceeding $1 million annually 
to certain employees.(6) Covered employees include the organization’s top five highest-paid employees, and any 
employee who was covered in a previous year after 2016.(7) Compensation is considered paid when there’s no 
longer a substantial risk of forfeiture.

As a result of the excise tax, keeping compensation below the $1 million threshold might be one of the 
objectives of the organization. Loan split dollar can help minimize current taxable compensation, while offering a 
substantial future benefit. 

Many states have laws prohibiting tax-exempt organizations from making loans to directors, and sometimes 
officers. If the key employee is a director or officer, discuss with local counsel whether loans from non-profits to 
directors or officers are permitted in your state.

(6)	 A 21% excise tax is imposed on any applicable tax-exempt organization whenever it pays compensation exceeding $1 million in a year to any “covered 
employee.” IRC §4960.

(7)	 Compensation to medical professionals for medical or veterinary services are not subject to the excise tax.
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EXIT STRATEGIES|

Planning helps ensure  
a smoother exit.
When the plan terminates during the employee’s life, one of two things can happen regarding the release of the 
collateral assignment:

•	 Loan repayment (release requiring reimbursement). If you choose not to forgive the loan, the key employee 
must reimburse you for the premiums loaned. 

•	 Loan forgiveness (release without repayment). You can choose to forgive the loan and treat it as a bonus. 
This creates taxable income equal to the amount of the loan for the key employee and a tax deduction for you 
(assuming reasonable compensation(8)).

If the plan terminates with the death of the employee, the collateral assignment will require part of the death 
proceeds from the life policy to be used to repay the loan.

Begin with the end in mind
It’s best to plan the exit strategy in advance. That way, when the split dollar agreement terminates, both you and 
your key employee are more prepared to fulfill the requirements of the agreement. This planning can help you:

•	 Structure the life insurance policy to accumulate cash value that can be used if necessary.
•	 Consider other assets to pull cash from to repay amounts due under the split dollar loan agreement.
•	 Plan for a taxable event if the loan might ultimately be bonused or forgiven.(9)

Exit strategies Benefits and considerations

Loan repayment

Can be repaid from cash drawn from the policy 
or other resources.

•	 Repayment may be during life or after death.
•	 Timing may be driven by when the imputed loan 

interest costs become prohibitive.
•	 If the loan isn’t repaid or forgiven, taxable costs 

continue to accrue for the employee.

Loan forgiveness

Generally decided upon plan termination. 
Should not be promised to the employee, 
which would cause it to be considered deferred 
compensation and subject to IRC Sec. 409A 
(Sec. 457 for tax-exempt entities), ERISA 
requirements and current income taxation.

•	 Lower individual income tax rates caused by tax 
reform may make this option more desirable for the 
key employee while the reductions are in effect.

•	 Full amount forgiven is includable as income in the 
year it was forgiven and is taxable as compensation.(10)

•	 A promise of loan forgiveness is a deferred 
compensation arrangement, which would require a 
written agreement under IRC Sec. 409A.(9)

(8)	 The IRS determination of reasonable compensation is based on the facts and circumstances.
(9)	 Employers should generally make sure that any promise to provide future compensation (including loan forgiveness) is in a document that is separate 

from and operates independently of the loan arrangement. Among other things, this can help the split dollar plan to be honored as a genuine loan (rather 
than taxed as a bonus), and can help avoid creating a “funded” deferred compensation plan (that would trigger unwelcome ERISA requirements and 
income tax consequences).

(10)	The U.S. Tax Court (Neff v. Commissioner of Internal Revenue T.C. Memo 2012-244) rejected using the present value of amount due many years in the 
future as the taxable amount..
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PLAN MANAGEMENT|

Focused on your plan’s details— 
today and tomorrow.
The Business Market Administration team at Principal provides dedicated, ongoing support for employer-owned 
and employer-sponsored plans funded with life insurance. And as your needs change, or regulations change, we’ll 
help you keep up with both.

Beginning at plan implementation, we understand what you need and what needs to be done. You and your key 
employees will benefit from the complimentary plan management offered by Principal.

Plan-level consulting. Review 
your specific needs, then help 
you design, implement, and 
administer an effective plan.

Online access. View policy and 
benefit information for both 
employer and employees, and 
pay premiums online. Policy 
owners can also make changes 
or initiate service requests.

List billing. Delivers consolidated 
payment reminders covering all 
policies under your plan. 

Dedicated administrative team. 
Your point of contact for policy 
adjustments, service requests, 
policy illustrations, and more. 

Dedicated  
team

Deciding on a solution

Plan 
implementation/ 
new enrollments

Online 
access 

List billing/periodic 
premium payments

Ongoing policy 
administration  

and service

Annual 
plan-level 
reporting

Plan status 
and strategy 

review

Plan-level reporting. Makes participant communications and any needed tax reporting easier. Consolidated 
reports show a census of covered key employees and basic information about the policies covering them. 

Plan review services. Receive a customized summary of the policies and plan to help you assess and make sure 
your goals are on track. 
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NEXT STEPS|

Walking you through a  
successful implementation. 

Helping you tailor a split 
dollar plan to your specific 
needs and goals is a top 
priority. Once you’re 
comfortable with the plan 
design and financing to 
support it, attention will shift 
to you and your financial 
professional putting the plan 
in place using the Principal 
platform.

As everyone works together 
to successfully implement 
your plan within your desired 
timing, the goal is to deliver 
a positive experience for 
everyone involved. Here’s 
what you can expect:

Next steps 

Strategy development1

•	Finalize designated documents(11)

•	Confirm funding levels

Application process2

•	Educate owners on the funding program
•	Collect applications and signatures, if applicable

Administrative set-up3

•	Finalize underwriting, if applicable
•	Enter plan information into recordkeeping systems

Implementation4

•	Begin premium payments
•	Issue new insurance policies, if applicable 

(11)	Proper documentation for this plan is particularly important since many of the plan benefit details need to be documented in agreements. Principal offers 
sample documents that your attorney can use. 
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A COMPANY THAT KNOWS BUSINESS|

You benefit from a company  
that knows business.
As a business decision maker, your financial needs are different than those of other individuals. So, it only makes 
sense to work with a company that understands the financial needs of businesses and their owners. We help 
business owners like you every day. Leverage our expertise, solutions, and services as we consult with you on 
financial solutions that help address specific needs. 

•	 A member of the FORTUNE 500®, we have $712 billion in total assets under management and serve clients 
worldwide of all income and portfolio sizes.(12)

•	 Year after year, we receive strong financial ratings from the four major rating agencies — A.M. Best Company, 
Moody’s Investors Service, S&P Global, and Fitch Ratings.(13)

•	 No. 1 provider of nonqualified deferred compensation plans.(12)

•	 Preparer of thousands of informal business valuations since 2011.

•	 Reviewer of more than 2,770 buy-sell agreements since 2011.

(12)	Principal® 2025 Company Profile, December 2024 https://secure02.principal.com/publicvsupply/GetFile?fm=DD730&ty=VOP&EXT=.VOP.
(13)	Third party ratings relate to Principal Life Insurance Company and Principal National Life Insurance Company only, and do not reflect any ratings actions 

or notices relating to the US life insurance sector generally. Ratings current as of 12/2024. Ratings are not a recommendation to buy, sell or hold a 
security. Ratings are subject to revision or withdrawal at any time by the assigning agency, and each rating should be evaluated independently of any 
other rating. Information is current as of the creation of this piece. Keep in mind that portfolio holdings are subject to risk.
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Tax considerations 
Employee income tax

According to final regulations for split dollar arrangements (published September 11, 2003), the amount of 
“sufficient interest” that’s taxable to an employee for a demand loan (meaning the repayment date is not 
specified) is determined by applying the blended annual rate published each year by the IRS against the total 
loan balance. This rate is announced each year in June.

If the loan is a term loan (repayable at a specific date), the applicable interest is determined using the appropriate 
applicable federal rate (AFR) for the term of the loan based on the month the loan was made. The rates are 
either short-term (less than three years), mid-term (more than three, but less than nine years), or long-term 
(more than nine years).

Loans are generally structured, so that if policy values are not adequate to fully repay the employer for premiums 
loaned, the employee is personally liable for the difference. It’s necessary to structure the loans this way to comply with 
the final regulations. You still have the ability to forgive the entire loan balance, if desired.

If you decide to forgive the loan, you can also choose to provide a bonus to help the key employee cover taxes on 
the amount of the forgiveness. Use this formula to compute the amount of the bonus:

Note: Bonuses received are taxable under IRC Sec. 61(a).

Estate taxes

A life insurance policy death benefit is includable in an insured’s gross estate for federal estate tax purposes if the 
insured possessed any incidents of ownership in the life insurance policy at the time of death. Consequently, under a 
loan split dollar arrangement, the benefit paid to the insured’s beneficiary could be included in the insured’s estate. 
An employee may be able to avoid inclusion in the estate by either having the policy originate inside an ILIT or by 
transferring (gifting or selling) the policy to an ILIT. 

Employer income tax

Premium payments are not deductible since they constitute loans. Under the final regulations for split dollar 
arrangements and IRC Section 7872, the amount of imputed interest taxed to the employee creates a deduction 
for you under Section 162(a). However, the regulations also require that you include the imputed interest amount 
in income, as if the employee paid it “back” to you. As such, this imputed income amount generally offsets your 
deduction, so that you net neither a deduction nor taxable income. 

A bonus deduction may also be available for any loan amounts forgiven by you. The full deduction is allowed as 
long as the amount of the bonus plus the gross-up is not considered unreasonable or excessive compensation. 

Payroll taxes

All bonuses are treated as compensation and are subject to both the Federal Insurance Contributions Act (FICA) 
and the Federal Unemployment Tax Act (FUTA) when paid. Amounts loaned annually to the employee to pay 
policy premiums are not subject to payroll taxes.

Forgiven amount

(1 – employee tax rate)
= Bonus needed to cover taxes

APPENDIX|
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Accounting

For accounting guidance on this plan, please see 
Accounting guidelines for Loan Split Dollar plans.

ERISA

The loan split dollar plan is generally treated 
as a welfare benefit plan under ERISA. The 
requirements differ depending on the number 
and type of employees who are participants. If the 
plan is top hat (applying only to a select group of 
management or highly compensated employees), 
it’s subject to the “selected employees 
exemption” described below. If the plan is not top 
hat, but covers fewer than 100 employees, the 
small welfare plan exemption requirement (below) 
will apply. If the plan is not a top hat plan and 
there are 100 or more participants, the summary 
plan description must be filed with the U.S. 
Department of Labor, as well as filing an annual 
report (Form 5500). 

Most plans will be subject to one of the  
following exemptions:

Selected employees exemption. This exemption 
is available only to employee benefit plans:

•	 That are maintained by an employer primarily 
for providing benefits for a select group 
of management or highly compensated 
employees (i.e., a top hat plan).

•	 Where benefits are paid solely from the  
general assets of the employer. Or, where 
benefits are provided exclusively through 
insurance contracts, the premiums for which 
are paid directly by the employer from its 
general assets.

Under this exemption, you are exempt from 
reporting and disclosure requirements under  
Part I of Title I of ERISA, except for providing  
plan documents to the U.S. Secretary of Labor 
upon request.

Small welfare plan exemption. This exemption 
provides an employer will not be required to file 
numerous forms with the Department of Labor 
and the Internal Revenue Service (IRS) if:

•	 Fewer than 100 employees are participating in 
the plan at the beginning of the year,

•	 The employee benefits are either paid out of 
the employer’s general assets or are provided 
exclusively through insurance contracts issued 
by an insurance company or a qualified health 
maintenance organization where the premiums 
are paid directly by the employer from its 
general assets,

•	 Any employee contributions for premium 
payments are forwarded to the insurance 
company within three months of their receipt,

•	 Under an insured plan where the employees 
contribute toward the premiums, any refunds 
to which employees are entitled are returned to 
the employees within three months of receipt 
by the employer, and

•	 Contributing employees are informed of the 
plan’s provisions concerning the allocation of 
refunds upon entry into the plan.

If the preceding requirements are not met, you 
must file with the Department of Labor:

1) 	A summary plan description

2) 	An annual report, Form 5500, (filed with the 
IRS, which forwards a copy to the Department 
of Labor)

3) 	A description of material modifications and

4) 	Terminal reports

There’s also authority for the position that a 
benefit negotiated by an employer and a single 
employee is not a plan for purposes of ERISA. For 
an employer relying on this position, to strengthen 
the argument that there’s no ERISA plan, each 
arrangement should be individually negotiated 
and include an employment agreement. It 
shouldn’t be written as part of a plan or set up in 
such a way that any employee meeting certain 
requirements is entitled to have this arrangement 
included in their compensation package. The 
specific terms and potential forfeiture provisions 
of the plan should be subject to negotiation.
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