
 

 
Please note that Bank Compensation Consulting neither practices accountancy, nor engages in the practice of law.  The 

information contained in this guide should not be considered legal, tax or accounting advice.  Any appropriate review by the 
bank’s legal, tax and/or accounting professional should precede any action taken on reliance of the information contained herein. 
 

 

 

Taxation of Endorsement Split Dollar Plans: Imputed Income 

In an endorsement split dollar plan an employee is provided with a death benefit that is specific to a life 
insurance policy the Bank owns on the employee.  The Bank pays all of the premiums for the policy and 
allows the employee’s designated beneficiary to receive a portion of the death benefit of the associated 
policy. 

These plans differ from survivor income plans because the death benefit is taxed to the beneficiary 
differently.  In a survivor income plan the Bank receives all proceeds of the death benefit from the 
insurance carrier and then pays a benefit to the beneficiary.  This makes the payment to the beneficiary 
taxable as income in the year received and provides the Bank with a tax deduction in the year paid.  In an 
endorsement split dollar plan the insurance carrier pays a portion of the death proceeds to the Bank and to 
the beneficiary.  This direct payment from the carrier to the beneficiary makes the proceeds exempt from 
income tax to both the bank and the beneficiary. 

Due to this tax advantage, the participants in split dollar plans are to be taxed each year for the “economic 
value” of the life insurance coverage.  This “economic value” is reported as imputed income to and included 
in the participant’s gross income each year.  The amount of the imputed income is determined by the death 
benefit that the participant’s beneficiary is to receive, the age of the insured participant, the issue date of 
the policy and the mortality rates used by the issuing insurance carrier.  The taxable amount to be reported 
on IRS Form W-2 in Boxes 1, 3, and 5 is subject to both FICA and federal income taxes.   

 


