(Urgent News Internal Revenue Service ChalLenge

January 15, 2001
To All Clients of Bob Parrish CPA PC

Urgent News Internal Revenue Service ChalLenge

Family and Ordinary Split Dollar Life Insurance ~

Executive Summary

PLEASE CALL ME, OR HAVE YOUR INSURANCE AGENT CALL ME SO THAT WE MAY DISCUSS THE NEW Internal Revenue Service POSITION

I HAVE PREPARED ALL THAT YOU OR YOUR INSURANCE AGENT SHOULD NEED – THIS PACKET IS BEING SENT TO YOU BY REGULAR MAIL

The Internal Revenue Service has issued a Notice (2001-10 issued on January 10, 2001).  This Notice is a change in the previous Internal Revenue Service positions on Life Insurance in which the premiums, death benefits or cash value are shared among family members (or the employer and employee).

	Does this apply to you?

	A parent pays the premiums and the life insurance is in an Irrevocable Life Insurance Trust, Spouse or child’s name.


The IRS has issued a Notice that announces it is reviewing (a) the federal income tax treatment of employer-employee split dollar as well as (b) split dollar arrangements involving compensation to non-employees, (c) split dollar economic benefits to corporate shareholders, and (d) split dollar arrangements involving gifts (which I am interpreting as possibly including private split dollar).
The Service stated that Notice 2001-10 is intended to do three things: (1) clarify prior rulings, (2) provide interim guidance until more permanent guidance is issued, and (3) serve as a notice and request for comments from practitioners - which doubtlessly it will receive. In a nutshell, under this Notice, every payment made by an employer in a split dollar arrangement must be treated as either (1) a loan, or (2) an employer investment, or (3) currently taxable compensation income to the insured employee.

What this means to you:  

If your life insurance plan is that of family split dollar, there may be additional gifts that must be considered so the unified credit is not inadvertently used or gift taxes are not inadvertently incurred.  If your life insurance plan is that of employer-employee split dollar, there is additional income — both by use of the new rates mandated in the Internal Revenue Service Notice and in the amount of the equity/wealth building within the policy.

What you should do — why this letter is being sent to you:

Inform your insurance agent and ask him or her to contact me, ask your agent whether this applies to your current policies and keep me informed.  Look at your Irrevocable Life Insurance Trust, if you have one and consider consulting your attorney after talking with your insurance agent.

	Keep me involved by talking with me about your life insurance arrangements or have your insurance agent and/or attorney call me.  I will keep you informed about this matter and let you know if the Internal Revenue Service changes its position on this matter.


I have attached to this letter the following items:

1. The full text of the Internal Revenue Service Notice 2001-10

2. Full text of my web page about “Split Dollar Life Insurance”.

Bob Parrish CPA PC

For the firm

Bob Parrish, CPA

Bob Parrish CPA

CC:

THIS SECTION IS AN EXPLANATION OF SPLIT DOLLAR INSURANCE PLANS REPRODUCTION FROM MY WEB SITE  - THE Internal Revenue Service NOTICE FOLLOWS THIS SECTION

  Consulting OnLine ©
Bob Parrish CPA, P.C. HOME (915)367-3465; (941) 387-0926

pro1040 and Consulting OnLine are ©

Bob Parrish CPA License Jurisdictions —

1. CPA: LA, FL, TX

2. Insurance: FL

3. Securities: LA, FL, TX

Registered Representative with  & Securities offered through InterSecurities, Inc. 101 Chardin Drive Nokomis FL 34275 (941/918-8266); Member NASD, SIPC and Registered Investment Adviser

Split Dollar Life Insurance Urgent Update: Notice 2001-10 Split Dollar Life Insurance Arrangements
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Preface ~ Client Letter - What this idea is about  ~ Introduction ~ 

Dear Client:

Advantages for the Executive (refer to Private Split Dollar)

· Can be designed to meet each executive's individuals needs. 

· Substantial life insurance protection can be provided at a minimal cost. 

· A post-retirement death benefit and federal tax-free retirement income can be structured into the design.  Qualifications must be met and the taxpayer must be aware of recent Notices.
Advantages for the Company 

· Officers and shareholders can be given the equivalent of a raise at a nominal cost. 

· The company is reimbursed for its share of premiums paid upon termination (rollout) of the agreement. 

· No IRS approval is required.
The biggest advantage of a split-dollar policy to a small business -- particularly a family-owned business -- is that the employer is free to choose which employees may receive it.

· It does not require IRS approval. 

· It ensures insurance protection for the future, when the employee may otherwise be deemed uninsurable. 

· Policy coverage may be extended when the employee leaves.

Private Split Dollar

This same technique can be used between or among family members!

Dr. & Mrs. Parent entered into a Private Split Dollar arrangement with their child OR Irrevocable Life Insurance Trust to purchase a $500,000 Life Policy on his life. Dr. & Mrs. Parent will pay the $10,000 annual premium for 10 years.

The Private Split Dollar Agreement calls for termination at the end of 10 years. At that time, the premium payments provided by Dr. & Mrs. Parent will be repaid to them (should they so choose).

The balance (earnings) will remain in the policy for the future benefit of their daughter, grandson and son-in-law. Should the son-in-law and daughter want to continue contributing to the plan, they have the option of doing so. All current and future earnings can be accessed 100% tax free, under current law.  Notice 2001-10 Split Dollar Life Insurance Arrangements  MORE on Family (Private) Split Dollar strategies in the Plain English Explanation.
Technical Definition of "Split Dollar Insurance"

Split-dollar Life Insurance: An arrangement between two parties where life insurance is written on the life of one, who names the beneficiary of the net benefits (death benefits LESS the premiums paid or the cash value), and the other is assigned the cash value or the dollar in excess of the premiums paid, with both sharing premium payments. 

Notice 2001-10 Split Dollar Life Insurance Arrangements
 Summary

Related Information
A few closely related topics & pages From Bob Parrish CPA PC available on the internet on my website www.pro1040.com:    

1. pro1040 Home
2. Email Bob Parrish CPA PC
3. Trusts - Annual Exclusion (Gift) Trusts
4. Trusts - Annual Exclusion (Gift) Trusts (Featured Page)
5. Asset Protection - Using Trusts
6. Asset Protection - Trusts
7. Trusts - Qualified Personal Residence Trusts & Their Uses
8. Qualified Personal Residence Trust - its uses
9. Trust - Types of Trusts an Introduction
10. Trust Introduction 101_2
11. Trusts - Year End "Stuff"
12. Living Trusts and Tax Planning
13. Living Trusts
14. Trust Accounts For Lawyers
15. Trusts for Asset Protection
16. Trusts - Charitable
17. Trusts - Abusive Foreign Appeals Case
18. Trust foreign abusive US Tax Court
19. Trusts - Life Insurance Trusts
20. Trusts - The Nest Egg Trust
21. Trust - Types of Trusts an Introduction
22. Trust - Welfare Benefit, Defined
23. Family Discount Life Overview
24. Guaranteed Annuity Life Overview
25. Trust - Heir Planning
26. Long Term Care
27. Stock To Cash Overview
28. Trust - Wealth Transfer Trusts
29. Trust Welfare Benefit - Multiple Employer Overview
30. Trust Welfare Benefit - more details
31. Wills
32. Wills - Florida
33. Notice 2001-10 Split Dollar Life Insurance Arrangements 
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Plain English Explanation

Split dollar is not a type of life insurance policy, but a method of paying for the policy. Split dollar allows the company to provide the executive with permanent death benefits and supplemental retirement income while recovering the costs.

How Does Split Dollar Work?
By simply splitting the three elements of the insurance policy: 

· Premiums 

· Cash Value 

· Death Benefit
by contractual agreement between the company and the executive. Typically, the company pays all of  the premium except the economic benefit and is assigned the cash value and death benefit elements of the policy in an amount that equals the sum of the premiums paid. The executive pays the balance of the premiums and owns the remaining policy values.

In the normal circumstance the death benefits will be included in the employee's estate.  Therefore another tool must be used -- that of the Irrevocable Life Insurance Trust (ILIT).  This often is accomplished by having an irrevocable trust be the applicant, owner and beneficiary of a new insurance policy. If an existing policy is assigned from the insured to an irrevocable trust, the insured must survive for three years following the transfer to avoid having the proceeds included in his or her estate for federal estate tax purposes.  There is more discussion on this later. 

Two strategies in the Split Dollar Insurance tool are:

· Endorsement (the employer is the owner)

· Collateral Assignment (the employee is the owner)

The following tables will compare four strategies:

	
	Endorsement
	Collateral Assignment (Equity Arrangement)

	Owner
	Employer OR 

If a private split dollar plan it is owned by the parents or the trust
	Employee (or optionally an Irrevocable Life Insurance Trust)

A security interest is given to the parents for the amount of the premiums paid.  Or an outside agreement can be made between the parents and the trust.  The trust or the child owns the policy.

	 Insured
	Employee

Private split dollar: Parent or Grandparent
	Employee

Private split dollar: Parent or Grandparent

	Beneficiary
	Usually the employer - with the provision the employee has the right/authority to name the beneficiary for amounts in excess of the premiums.
	The employee.

Child or trust in the private split dollar arrangement.

	Premium Payment Arrangements
	Usually the employer will pay a majority (contributory plan) or all (non-contributory plan) of the premium and the income as computed is included on the W2 as income. 

By use of an endorsement of the death benefit interest to the employer, the premiums are repaid to the employer.

Private split dollar: The term insurance premiums to be paid by the child or trust.  The remainder paid by the parents.
	Usually the employer will pay a majority (contributory plan) or all (non-contributory plan) of the premium and the income as computed is included on the W2 or 1099R as income. 

The employee assigns a security interest in the policy to the employer in the amount of the premiums paid.

Private split dollar: The term insurance premiums to be paid by the child or trust.  The remainder paid by the parents.

	Death Proceeds
	The premiums are repaid to the employer upon death or termination of employment.

Private split dollar: The net death benefits are endorsed to the child or the trust.
	To the employee estate or beneficiary after repayment of the premiums to the employer.

Private split dollar: The parents hold a security interest in the policy or have an “outside agreement” with the trust.

	Income Tax - Employer
	Non Deductible
	Non Deductible

	Income Tax - Employee
	Taxable (see new IRS News Rel 2001-10) IRS Notice 2001-10 Split Dollar Insurance
	Taxable (see new IRS News Rel 2001-10) IRS Notice 2001-10 Split Dollar Insurance

	
	
	


	
	 Split Ownership
	Sole Ownership

	Owner
	Employee is original owner and then makes an "absolute assignment" in the amount of the premiums.
	The employer and an Irrevocable Life Insurance Trust and the employer has NO interest in the policy.

	Insured
	Employee
	Employee

	Beneficiary
	Upon the original employee ownership the employee assigns the beneficiary.
	

	Premium Payment Arrangements
	Usually the employer will pay a majority (contributory plan) or all (non-contributory plan) of the premium and the income as computed is included on the W2 as income. 

By use of an endorsement of the death benefit interest to the employer, the premiums are repaid to the employer.
	Usually the employer will pay a majority (contributory plan) or all (non-contributory plan) of the premium and the income as computed is included on the W2 or 1099R as income. 

The employee assigns a security interest in the policy to the employer in the amount of the premiums paid.

	Death Proceeds
	The premiums are repaid to the employer upon death or termination of employment.
	

	Income Tax – Employer
	Non Deductible

	Non Deductible

	Income Tax - Employee
	Taxable (see new IRS Notice 2001-10) IRS Notice 2001-10 Split Dollar Insurance
	Taxable (see new IRS News Notice 2001-10) IRS Notice 2001-10 Split Dollar Insurance


For a contributory plan - it is common for the employee to pay the PS 58 Table (for a single life policy) or the Table 38 costs (for a joint life policy).

Endorsement Method: The employer typically names itself as the beneficiary of an amount of the proceeds equal to the cash value of the policy at the time of the insured's death, and by endorsement, provides that the insured-employee (or his or her assignee) has the right to name and to change the beneficiary of the portion of the proceeds in excess of the cash value (the "at risk" portion). The insured then names a beneficiary to receive that portion.

Notice 2001-10 Split Dollar Life Insurance Arrangements
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Technical Analysis and Explanation

Technical Analysis & Citations  

Commentary

 The IRS has just issued a Notice the increase in value in the Whole Life or Universal Life Policy will need to be included in the income of the employee, or other individual!   Notice 2001-10 Split Dollar Life Insurance Arrangements
Reprints of Articles
PERSONAL FINANCIAL PLANNING - NYSSCPA 4/1998 

SPLIT-DOLLAR UPDATE --- see also (new update from Bob Parrish CPA  Notice 2001-10 Split Dollar Life Insurance Arrangements) 

By Richard B. Freeman 

Recent developments in IRS pronouncements on split-dollar life insurance plans will affect nine areas, including the most contentious one--the taxation of policy equity under TAM 9604001. 

Taxation of Split-Dollar Equity Under TAM 9604001. The TAM deals with the taxation of policy equity in a collateral assignment, split-dollar arrangement between an irrevocable insurance trust and a subsidiary of the insured's employer. Any increases in policy value beyond the corporation's premium advances would belong to the trust, thus making it an equity split-dollar arrangement. For the first time, the IRS took the position that the equity buildup was taxable each year to the insured under IRC section 83, which taxes transfers of property in connection with the performances of services. The TAM also takes the position that since the policy was trust owned, the employee was deemed to have made an annual gift of that amount to the trust. 

There is much disagreement among commentators about the validity of the TAM. Rather than take sides on this narrow pronouncement, a more useful approach is to step back and look at the big picture. To use a golf analogy, if the IRS bogeyed the hole today, will it shoot par tomorrow? A practical approach is to assume it will reach into its golf bag for another club and try again. What advice should be given? 

For existing plans, obtain an in-force illustration to see where the plan stands on equity buildup. An equity buildup may take perhaps three to seven years from plan inception depending on how things were structured. Assuming that the TAM or its successor(s) negatively impact equity buildup, there are three possible outcomes or strategies: 

They get lucky and all existing plans are grandfathered. 

They retain their plans and suffer the income and gift tax consequences. The action they take will depend upon the terms of the trust, the number of beneficiaries, and the availability of the unified credit. The split-dollar arrangement (versus making gifts from day one) will have achieved a delay in recognition of making gifts. 

Terminate the arrangement. There are a variety of ways for terminating split-dollar plans. They range from paying the employer back quickly or slowly using policy cash values, employer bonuses, loans, employee funds, etc. This will also result in a delay of gift recognition from plan inception until future gifts must be made to continue the insurance.

For proposed plans, the key is to assess the risk of a wait-and-see approach versus moving ahead. Clearly, the possible risk should be considered. Modeling the exposure at different points in time would be useful. Because the equity buildup takes a few years to occur, however, the exposure is not generally present for a significant period of time. There should be some additional guidance from the IRS or the courts by then. The following decision options may help. 

Wait and See 

1) Delay in receiving plan benefits. 

2) Never implement the plan because the issues linger. 

3) If change occurs and grandfathering is provided, opportunity is lost.

Move Ahead and Receive Immediate Benefits 

1) Law is not changed. 

2) Law is changed with grandfathering. 

3) Law is changed with no grandfathering of plans but grandfathering of prior benefits; prospective adjustments made to premiums, etc., to minimize impact. 

4) Law is changed with no grandfathering of plans or benefits; IRS lookback of three years for income tax; make prospective adjustments. 

5) Law change makes split-dollar plans inefficient; terminate plans and employers get back money.

This decision tree should remove the TAM as the sole objection to moving ahead. The risks of the two alternatives should be weighed for each client on a case-by-case approach. 

Reverse Split-Dollar (RSD). In RSD the employee/insured owns the policy and endorses part of the death benefit to the business. Key-person insurance is often the purpose of this arrangement. The business pays an amount of premium equal to the economic benefit of the plan which is usually the higher of the PS 58 rates or the one-year renewable term rates. The employee contributes additional funds as desired. At plan termination, the employee owns the policy and reassigns the death benefit. The marketing pitch is that this is a tax savings device in that the business is allowed to pay a high premium relative to the true costs of the economic benefit. To the degree this happens, equity builds up in the policy on behalf of the employee. Three broad tax issues are relevant here: 

PLR 9026041 covered the estate-tax treatment of the death benefit of RSD. It was included in the estate of the insured but a deduction (under IRC section 2053) was allowed for the payment to the business. 

There have been no rulings or guidance from the IRS directly relating to the income tax issues associated with RSD — prior to Internal Revenue Service Notice 2001-10.  The aforementioned Notice states PS 58 rates may not be used with future split dollar arrangements, including Reverse Split Dollar (RSD). 

TAM 9604001 may cast further doubt on any strategy relying on equity buildup to make it attractive.

(See Comments by Bob Parrish CPA and the IRS -->  Notice 2001-10 Split Dollar Life Insurance Arrangements) 

Private (Family) Split-Dollar. This arrangement may be made between family members, between a trust and a family member, or between any two parties who agree to split the costs and benefits of a life insurance policy. Although there is little formal guidance as to how the IRS would tax this, recent private rulings give more information on probable IRS positions. 

In PLR 9636033, the service looked at an arrangement between an irrevocable insurance trust created by the insured and the spouse of the insured. The trustee purchased a life insurance policy on the grantor's life and entered into a collateral-assignment, split-dollar arrangement with the grantor's spouse. The trust paid the term insurance cost and the spouse paid the balance due from her separate property. This provides a way for a spouse, as collateral assignee, to access the cash value of a policy owned by the other spouse's insurance trust. 

One issue was whether the premium payments made by the trustee and the spouse resulted in a gift to the trust by the spouse or a deemed gift to the trust by the insured. The IRS concluded that no gifts were made because there was no employment relationship between the insured and the trust; hence the trustee's premium payments were not compensatory in nature. Therefore, there were no deemed gifts by the insured. The spouse's consideration for paying a portion of the premium was that she would receive cash values or death benefits under the policy. Since the spouse will be reimbursed for premium payments, such payment of premiums will not be subject to gift tax. 

In addition, the IRS determined that the portion of the death benefit payable to the trust and the spouse would not be includible in the insured's estate since the insured had no incidents of ownership. Finally and quite importantly, the ruling warned that no opinion was expressed as to IRC section 7872 below-market-interest-rate-loan issues. Once again, some comfort is given in the gift and estate tax area, yet a cloud hangs over the income tax exposure. 

More recently, PLR 9745019 concludes that a collateral assignment, split-dollar agreement between a husband, wife, and an irrevocable trust will not result in the inclusion of the proceeds of a second-to-die insurance policy in the estate of the last to die of the insureds. Once again, no opinion was expressed regarding the application of IRC section 7872. 

Controlling and Sole Shareholder Situations. In years past, the IRS attributed incidents of ownership in life insurance policies to controlling and sole shareholders through their companies that had engaged in split-dollar transactions. Thus, the policies were included in the insured's estate even though properly owned by an irrevocable insurance trust. The problem was that the companies retained too much control over the policies. This included rights to borrow cash values, assign or surrender policies, etc. 

It appears that now, with careful planning and proper documentation of the split-dollar arrangement, estate tax exclusion may be achieved. The IRS should not automatically include the split-dollar life insurance proceeds in the insured's estate merely because the controlled company is a party to the arrangement. A series of PLRs support this--9511046, 961017, 9709027, 9651030, 9746004, and 9746006. The key to exclusion is to specifically prohibit the business from having any rights in the policy (such as borrowing, assigning, surrendering) and limiting the business's rights under the split-dollar agreement to merely recover premium advances at death or plan termination, etc. 

S Corporations and Second Class of Stock. There has been a risk that the value of a split-dollar arrangement for a shareholder (who thus received a benefit not given to other shareholders) might be treated as a second class of stock and terminate the S election. The key benefit for shareholder split-dollar in an S corporation is the gift tax leverage of the arrangement. Fortunately, the service continues to view this as an employee benefit and not a second class of stock. 

Carefully following PLRs 9331009, 9318007, and 9235020 is important. Employee shareholders are required in all three PLRs to contribute to the premium, as well as reimbursement to the corporation of any benefit derived from the corporate outlay. 

Partnerships and LLCs. More guidance is now available. In PLR 9639053, the IRS approved a split-dollar arrangement between a family limited partnership and its general partner--a revocable trust that owned a policy on the life of the grantor/trustee. The ruling focused on the income tax implications only. From an estate tax perspective, PLR 9623024 held that life insurance proceeds will not automatically be includible in the gross estate of an insured partner. The thinking here is similar to the controlling shareholder issues referenced above. 

Rules for Use of Insurer's One-Year Term Rates Tighter. A number of recent rulings have shown that the IRS will strictly construe the rules pertaining to the insured's use of yearly renewable term (YRT) rates when reporting the taxable economic benefit. 

Rates must be available to all standard risks. The contract must be available without regard to health or smoker status. This is a planning opportunity in that an insured with a health or smoking problem will pay standard rates for the economic benefit. 

Rates must be available in all policy sizes. This eliminates reduced rates for large policies. 

Rates must be annually renewable. This eliminates rates of a limited (such as five-year) renewable term contract which will not be allowed.

Interest Deduction Disallowance for Second-to-Die Insurance. The Taxpayer Relief Act of 1997 imposed interest deduction disallowances for split-dollar plans utilizing second-to-die insurance. For an insured other than a 20%+ owner (e.g., officers, directors, employees), there is an interest disallowance provision impacting unsecured company debt. 

Documentation. The lack of IRS attention to documentation led to hundreds of agreements established without the proper paperwork. Recent cases have emphasized the importance of careful and full documentation. Taxpayers have lost the benefits of split-dollar plans due to incomplete or nonexistent documentation. Typical documents include the following: 

Corporate resolution stating that the board of directors has authorized the arrangement. 

Collateral assignment forms properly executed where this structure will be followed. 

Split-dollar agreement between the relevant parties spelling out-- 

--contributory or noncontributory plan 

--division of and rights to cash value 

--repayment terms 

--division of death benefits 

--policyowner's retained rights 

--termination arrangements

The tax treatment of split-dollar plans will continue to evolve as the IRS learns more about this area and focuses attention on it. Keeping current on these issues will be important. 

Richard B. Freeman, CFP, CLU, works with financial advisers serving insurance needs. 

Editors:
Milton Miller, CPA
Consultant 

William Bregman, CPA\PFS 

Contributing Editors:
Alan Fogelman, CPA
Clarfield & Company P.C. 

David R. Marcus, JD, CPA
Paneth Haber & Zimmerman LLP 
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Tax Killers  

Please be aware of Notice 2001-10 Split Dollar Life Insurance Arrangements 

In most cases, split dollar life insurance is used to allow the employer to provide or help to provide an employee with life insurance protection as part of an overall benefit package, and recoup the expenses of providing that protection by sharing in the proceeds of the insurance at the employee's death.
While the exact treatment depends on how the payments of premiums and the ownership of the policy are shared, the tax treatment of split dollar life insurance generally is not as favorable as that given to other employer-provided life insurance. As with insurance that is strictly employer-provided, the employee probably will be taxed and subject to employment taxes on the premiums paid by the employer, as the IRS has taken the position that the payment of premiums by the employer creates an economic benefit for the employee.  However, the employee may be taxed on increases in the value of the policy if the arrangement is not carefully structured, as the IRS has taken the position that any increase in the cash surrender value of the policy allocable to the employee is taxable to the employee as well.  Thus, split dollar arrangements should allocate 100 percent of the policy's cash value to the employer. In addition, since the employer is at least a partial beneficiary under the life insurance policy in a split-dollar arrangement, the premiums paid by the employer are not deductible.  Split dollar life insurance does offer the same favorable treatment of the proceeds offered by other life insurance.
Benefits paid by the policy on the death of the employee are not taxed to either the employer or other beneficiaries under the policy. 
This is about Activity Based Taxplanning - maximizing deductions, minimizing cash outlay and maximizing the amount of cash retained and the net worth.  Activity Based Taxplanning (ABT) is a methodology developed by Bob Parrish CPA, that assists people with the tax issues by focusing on the activities (or actions - events) that are being undertaken or contemplated (or have already taken place).  The,  research is compiled from the myriad of sources to help you complete the activity with the least tax cost, while maintaining compliance the tax laws, other laws and regulations and place yourself in a position to protect your objectives.

Tax is a subject that many view in order to cut costs.  Taxes are a cost just as any other cost.  It happens this cost is somewhat intangible and is defined by legislation without a tangible item to view and control.  The money is spent and the control of the expenditure is more appropriately administered by someone trained in the law. 
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Cost Killers 

Notice 2001-10 Split Dollar Life Insurance Arrangements  
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Prepare for Your CPA or Attorney (or Inform Yourself)

About the Preparation Procedures

If you have decided this task must be done, the first procedure is to be certain you have all the facts important to this topic.  So that you may know the value, to you personally, of this topic you must have facts of your circumstances.  So that you may comply with applicable rules, you must have all the facts.  Factual research is time consuming and if not performed wisely will be very expensive if not performed properly, and thoroughly.  IF you decide to make this a do-it-yourself project you should seek the advice of a professional qualified in your jurisdiction to assist you with defining important information and then to overview the information you have gathered. 
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Inform Yourself - Forms Required to Be Filed, Checklists, Etc.

(Seek assistance from Bob Parrish, as requirements change from tiem to time and circumstance to circumstance)

How to do this - What to Do 

Contact Bob Parrish CPA for your insurance analysis 

 Notice 2001-10 Split Dollar Life Insurance Arrangements 

OBTAIN THE DOCUMENTS FOR THIS JOB 

· Corporate resolution stating that the board of directors has authorized the arrangement. 

· Collateral assignment forms properly executed where this structure will be followed. 

· Split-dollar agreement between the relevant parties spelling out-- 

· --contributory or noncontributory plan 

· --division of and rights to cash value 

· --repayment terms 

· --division of death benefits 

· --policyowner's retained rights 

· --termination arrangements

Draft the essential forms – a trust drafted by your attorney, OR you will need the following IF this is a split dollar arrangement between an employer and an employee:

· CONSENT - RESOLUTION OF DIRECTORS
· WAIVE NOTICE IRECTORS ACTIONS WITH MEETINGS
· DIRECTORS REGULAR MEETING
· DIRECTORS RATIFICATION AND CONSENT IN LIEU OF ANNUAL MEETING
· DIRECTORS ANNUAL MEETING
 [image: image8]
Compliance Requirements

Compliance Checklist 

Documentation. The lack of IRS attention to documentation led to hundreds of agreements established without the proper paperwork. Recent cases have emphasized the importance of careful and full documentation. Taxpayers have lost the benefits of split-dollar plans due to incomplete or nonexistent documentation. Typical documents include the following (Notice 2001-10 Split Dollar Life Insurance Arrangements):

· Corporate resolution stating that the board of directors has authorized the arrangement. 

· Collateral assignment forms properly executed where this structure will be followed. 

· Split-dollar agreement between the relevant parties spelling out-- 

· --contributory or noncontributory plan 

· --division of and rights to cash value 

· --repayment terms 

· --division of death benefits 

· --policyowner's retained rights 

· --termination arrangements

· --irrevocable or revocable life insurance trust for private split dollar

--forms for appropriate transfer of money or other forms as needed for the private split dollar arrangement
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Alerts and Dangers

Notice 2001-10 Split Dollar Life Insurance Arrangements 
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Sample Agreements - Trusts - Etc.

Consult with your adviser -  This is informational only and you should seek the advice of Bob Parrish CPA and where applicable legal counsel.

  Notice 2001-10 Split Dollar Life Insurance Arrangements 

  Revocable Life Insurance Trust (revise for Irrev.) 

Notes on questions to ask your adviser:

A Life Insurance Trust places the proceeds of a Life Insurance policy into a separate trust so that the funds may be used and administered pursuant to the terms of the trust document.  The trust may be created for many purposes, one of which should be to allow a trustee to manage the funds from an insurance policy rather than have an outright distribution of the funds to elderly persons or minor children.

Summary of the "Revocable Life Insurance Trust ~   Revocable Life Insurance Trust (revise for Irrev.)
Article 1 provides that the trustor shall pay the premiums on the insurance policies and that the trustee shall not be obligated to pay the payments for the insurance premiums. This characteristic makes the life insurance trust a funded trust. An unfunded trust results if the trustor is not obligated to pay the insurance premiums. 

Article 2 provides for the collection of insurance proceeds. Upon the death of the trustor, the pro​ceeds of the insurance policies subject to the trust will be collected by the trustee and managed and administered according to the trust document. 

Article 3 reverses to the person named in Artide 3.1 the payments, dividends, surrender values, and other benefits of the insurance policies during that person’s lifetime. The trustor also has the right to add other insurance policies into the trust. 

Article 4 allows the trustor the right to revoke, amend or alter the trust agreement.  Strike this entire Article if this is to be an irrevocable life insurance trust.

Article 5 states the beneficiaries of the trust document. 

Article 6 states the disposition of the trust property. 

Article 7 states the general provisions of the trust. 

Article 8 states the trustee’s duties and compensation. 

Article 9 enumerates the trustee’s powers. Article 10 contains a spendthrift provision. 

Article 11 contains a ward trust. 

Article 12 specifies how the trust should be construed, and contains a severability clause. 
 


The following sample documents are required for a corporation with a split dollar arrangement with an employee: 

1. CONSENT - RESOLUTION OF DIRECTORS
2. DIRECTORS ACTIONS WITH MEETINGS - Waiver of Notice
3. DIRECTORS ANNUAL MEETING
4. DIRECTORS RATIFICATION AND CONSENT IN LIEU OF ANNUAL MEETING
5. DIRECTORS REGULAR MEETING
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Checklist for Deployment

Notice 2001-10 Split Dollar Life Insurance Arrangements 
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Checklist for Monitoring

Notice 2001-10 Split Dollar Life Insurance Arrangements 
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The following is the Internal Revenue Service Notice – FULL TEXT:

Part Ill. Administrative, Procedural, and Miscellaneous

Split-dollar life insurance arrangements.

Notice 2001-10

I.
PURPOSE

The Treasury Department and Internal Revenue Service (IRS) are reviewing the Federal income tax treatment of so-called “split-dollar” arrangements for the purchase of life insurance contracts. This notice clarifies prior rulings issued by the IRS regarding the taxation of split-dollar arrangements, provides taxpayers with interim guidance on the tax treatment of split-dollar arrangements pending publication of further guidance, and requests taxpayer comments on the interim guidance and a number of unresolved issues.

This notice primarily addresses split-dollar arrangements between employers and employees. However, Treasury and the IRS believe the same principles generally govern the Federal tax treatment of split-dollar arrangements in other contexts, including arrangements that provide compensation to non-employees and economic benefits to corporate shareholders and arrangements involving gifts.

II.
BACKGROUND

Rev. Rul. 64-328, 1964-2 C.B. 11, and Rev. Rul. 66-110, 1966-1 C.B. 12, addressed the Federal income tax treatment of split-dollar arrangements under which an employer and employee join in the purchase of a life insurance contract on the life of the employee subject to a contractual allocation of policy benefits between the employer and employee. The rulings described two contractual forms: (1) the endorsement method, under which the employer is formally designated as the owner of the contract, and the employer endorses the contract to specify the portion of the proceeds payable to the employee’s beneficiary; and (2) the collateral assignment method, under which the employee is formally designated as the owner of the contract, the employer’s premium payments are characterized as loans from the employer to the employee, and the employer’s interest in the proceeds of the contract is designated as collateral security for its loans.

These rulings conclude that all economic benefits conferred on an employee under such an arrangement, excluding economic benefits attributable to the employee’s own premium payments, constitute gross income to the employee. See also Commissioner v. LoBue, 351 U.S. 243 (1956); Commissionerv. Smith, 324 U.S. 177 (1945). Under the rationale of these rulings, the determination of an employee’s gross income is unaffected by whether the endorsement method or the collateral assignment method is used.

Under the specific split-dollar arrangement addressed in Rev. Rul. 64-328, all amounts credited to the cash surrender value of the life insurance contract inured to the benefit of the employer. Thus, the only economic benefit inuring to the employee was the value of the insurance protection attributable to the portion of the contract’s death benefit payable to the employee’s beneficiary. Rev. Rul. 64-328 holds that, in such a case, the employee’s gross income in any year includes the value of the life insurance protection provided to the employee in that year, less any amount actually paid by the employee.

Rev. Rul. 66-110 amplified Rev. Rul. 64-328 by holding that the value of any economic benefits in addition to current insurance protection that are provided to an employee under a split-dollar arrangement are also includible in the employee’s gross income. More specifically, Rev. Rul. 66-110 held that an employee has additional gross income equal to the amount of any policyholder dividends distributed to the employee or applied to provide additional insurance for the exclusive benefit of the employee. Thus, where the employer has no interest in the dividend applied to provide paid-up additional insurance, the taxable economic benefit is the dividend itself, not the value of the insurance protection resulting from the dividend.

Rev. Rul. 64-328 and Rev. Rul. 66-110 each addressed a situation in which the employer possessed all beneficial interest in the cash surrender value of the life insurance contract (exclusive of any separate cash surrender value of paid-up additions attributable to dividends
 ), and the employee was entitled only to certain other economic benefits generated by the employer’s investment in the contract, specifically, current insurance protection or dividends. Consistent with that, Rev. Rul. 64-328 revoked Rev. Rul. 55-713, 1955-2 C.B. 23, which had treated a split-dollar arrangement similar to that addressed in Rev. Rul. 64-328 as a secured loan from the employer to the employee. In rejecting the loan characterization, Rev. Rul. 64-328 stated that the substance of the split-dollar arrangement differed from that of a loan because the employee was not expected to make repayment except out of the cash surrender value or proceeds of the life insurance contract. But see Commissioner v. Tufts, 461 U.S. 300, 307 (1983)(”we read [Crane v. Commissioner, 331 U.S. 1(1947)1 to have approved the Commissioner’s decision to treat a nonrecourse loan in this context as a true loan.”).

Rev. Rul. 64-328 held that the table of one-year premium rates set forth in Rev. Rul. 55-747, 1955-2 C.B. 228, commonly referred to as the “P.S. 58” rates, may be used to determine the value of the current life insurance protection provided to an employee under a split-dollar arrangement. Rev. Rul. 66-110 amplified Rev. Rul. 64-328 in this respect by holding that the insurer’s published premium rates for one-year term insurance may be used to measure the value of the current insurance protection if those rates are lower than the P.s. 58 rates and available to all standard risks. Rev. Rul. 67-154, 1967-1 C.B. 11, modified Rev. Rul. 66-110 by holding that an insurer’s published term rates must be available for initial issue insurance (as distinguished from rates for dividend options) in order to be substituted for the P.S. 58 rates set forth in Rev. Rul. 55-747.

Similarly, the IRS has ruled that the economic benefit inuring to a third-party donee under an employer-employee split-dollar arrangement or to a shareholder under a corporation-shareholder split-dollar arrangement is to be determined under the principles and valuation methods set forth in Rev. Rul. 64-328, as amplified by Rev. Rul. 66-110. See Rev. Rul. 78-420, 1978-2 C.B. 67; Rev. Rul. 79-50, 1979-1 C.B. 138. Also, the same premium rate alternatives may be relied upon to measure the value of current life insurance protection provided to an employee under a qualified retirement plan. See Rev. Rul. 55-747, supra.

Ill.
NEED FOR UPDATED GUIDANCE

A.
Equity Split-Dollar

None of the published rulings relating to split-dollar life insurance has directly addressed the forms of equity split-dollar arrangements that have been widely used in recent years. In contrast with the split-dollar arrangements described in Rev. Rul. 64-328 and Rev. Rul. 66-110, an employee’s economic interest in a life insurance contract purchased under an equity split-dollar arrangement includes an agreed upon portion of the cash surrender value. Under the most common form of equity split-dollar arrangement, the employer’s interest in the cash surrender value of the contract is limited to the aggregate amount of its premium payments, exclusive of any earnings component. In such cases, the employee derives the entire economic benefit of any positive return on the employer’s investment in the life insurance contract.

Under such an equity split-dollar arrangement, the employee derives a valuable economic benefit from the employer’s premium payments beyond the current life insurance protection addressed in Rev. Rul. 64-328. As held in Rev. Rul. 66-110, an employee who receives economic benefits beyond the value of current life insurance protection is taxable on the value of those additional benefits. Therefore, under the general principles followed in Rev. Rul. 64-328 and Rev. Rul. 66-110, it is necessary to account for the employee’s rights in the cash surrender value under an equity split-dollar arrangement in a manner consistent with the substance of the parties’ contractual positions.

Under section 83, which was enacted in 1969 and generally governs the income tax treatment of property transferred in connection with the performance of services, a life insurance contract is considered to be property to the extent of its cash surrender value. See § 1 .83-3(e) of the Income Tax Regulations. Therefore, if the substance of an equity split-dollar arrangement involves the transfer of a beneficial interest in the cash surrender value of a life insurance contract from an employer to an employee, that economic benefit is properly includible in the employee’s gross income under section 83. For purposes of section 83, a split-dollar arrangement could, depending on the facts, involve a series of property transfers or a single transfer of property.

However, whether an equity split-dollar arrangement involves a transfer of property within the meaning of section 83 depends on the substance of the arrangement. See § 1 .83-3(a) of the regulations. If the employee is the beneficial owner of the life insurance contract from the inception of the arrangement, there is no transfer of property under section 83. For example, assuming there is a reasonable and bona fide expectation that the employer will receive repayment of its share of the premiums at a fixed or determinable future date, then the arrangement may in certain circumstances be properly treated as an acquisition of a life insurance contract by the employee with the proceeds of a loan or series of loans from the employer to the employee secured by the life insurance contract, rather than as an arrangement whereby the employer acquires ownership of the life insurance contract and provides economic benefits to the employee thereunder.

Section 7872 of the Code, which was enacted in 1984, sets forth rules for determining the tax treatment of certain direct and indirect below-market loans. In general, section 7872 recharacterizes a below-market loan (a loan in which the interest rate charged is less than the applicable Federal rate, or “AFR”) as an arm’s-length transaction in which the lender makes a loan to the borrower at the AFR, coupled with a payment or payments to the borrower sufficient to fund all or part of the interest that the borrower is treated as paying on that loan. The amount, timing, and characterization of the imputed payments to the borrower under a below-market loan depend on the relationship between the borrower and the lender and whether the loan is characterized as a demand loan or a term loan. In the case of a compensation-related below-market loan within the meaning of section 7872(c)(1)(B), the imputed payments to the borrower are treated as compensation income.

The legislative history of section 7872 states that the term “loan” is to be interpreted broadly for purposes of section 7872, potentially encompassing “any transfer of money that provides the transferor with a right to repayment.” H.R. Rep. 98th 861, 98 Cong., 2d Sess. 1018 (1984). Treasury and the IRS believe that Congress generally intended that section 7872 would govern the determination of compensation income resulting from an arrangement the substance of which is a loan from an employer to an employee, and that there was no congressional intent to make section 7872 inapplicable to split-dollar arrangements if such arrangements are, in substance, loans.

B.
Value of Current Life Insurance Protection

The P.S. 58 rates set forth in Rev. Rul. 55-747, which are based on mortality tables originally published in 1946, no longer bear an appropriate relationship to the fair market value of current life insurance protection. Since the published split-dollar rulings merely state that the P.S. 58 rates “may” be used to value the economic benefit that an employee receives in the form of current life insurance protection and allow that economic benefit to instead be valued using the insurer’s lower published one-year term rates, the P.S. 58 rates have come to function more as an upper limit on the valuation of current life insurance protection for Federal income tax purposes than as the presumptive measure of the fair market value of that economic benefit. Nonetheless, because the P.S. 58 rates represent the only valuation standard sanctioned by existing published guidance other than the insurer’s published term rates, some taxpayers (and plan administrators in the case of life insurance held for participants in qualified plans) continue to use the P.S. 58 rates to value current life insurance protection and thereby report more gross income than is warranted under current conditions.

The language of this recent would lead one to believe the Treasury and the IRS are also concerned that the P.S. 58 rates have been used to understate the economic benefits provided to employees and other taxpayers under certain split-dollar arrangements. In particular, some taxpayers have used the P.S. 58 rates to determine the employer’s share of the premiums under so-called “reverse” split-dollar arrangements, where the employer’s interest in the life insurance contract is limited to a specified portion of the death benefit. The use of P.S. 58 rates in this manner significantly overstates the value of the policy benefits allocated to the employer, such that the employee’s share of the premiums is significantly lower than the employee’s actual share of the policy benefits. No published guidance has authorized reliance on the P.S. 58 rates for this purpose.

In addition, Treasury and the IRS question whether insurers’ published term rates provide an appropriate alternative measure of the fair market value of current life insurance protection. Treasury and the IRS understand that, in some instances, the published premium rates used for this purpose may not be realistically available to all standard risks who apply for term insurance, as required by Rev. Rul. 66-1 10 and the other published authorities that have sanctioned that alternative valuation standard. Moreover, taxpayers and the IRS ordinarily have no practical means to confirm that the same premium rates are available to all standard risks who apply for one-year term insurance from the same life insurance company. It is also questionable whether the life insurance protection provided to a particular insured should be valued differently for Federal tax purposes from that provided to a similarly situated insured solely because of differences in the published premium rates of their respective insurers.

There are a number of variables other than age that affect the cost and value of current life insurance protection, including assumed mortality rates, the sex and health of the insured, and the extent of sales and other expense charges included or assumed to be included in premiums. However, valuation standards that allow some or all of such variables to be taken into account on an individual basis may not be administrable or provide taxpayers with sufficient certainty. Therefore, to ease administrative burdens, minimize disputes, and provide greater assurance that similarly situated taxpayers are treated the same, Treasury and the IRS believe it may be preferable, at least as a general rule, for the value of current life insurance protection provided under split-dollar arrangements and qualified retirement plans to be determined under one or more premium rate tables prescribed for those purposes.

IV.
INTERIM GUIDANCE

A.
Characterization of Split-Dollar Arrangements

In light of the rationale set forth in Rev. Rul. 64-328 and the fact that no published guidance has addressed the potential applicability of section 7872 to split-dollar arrangements, Treasury and the IRS recognize that taxpayers have not generally treated employer payments under equity split-dollar arrangements as loans, and that the below-market loan rules of section 7872 have not generally been applied to impute compensation income to employees from such arrangements. It is also recognized that, without further guidance, it may be difficult for taxpayers to determine whether an employer’s payments under a split-dollar arrangement are properly characterized as loans for Federal tax purposes or whether the employer should instead be treated as having acquired a beneficial ownership interest in the life insurance contract through its premium payments and having provided economic benefits to the employee thereunder. Accordingly, pending consideration of public comments and the publication of further guidance, the characterization and income tax treatment of equity and other split-dollar arrangements will generally be determined under the following guidelines:

1. The IRS will generally accept the parties’ characterization of the employer’s payments under a split-dollar arrangement, provided that (i) such characterization is not clearly inconsistent with the substance of the arrangement, (ii) such characterization has been consistently followed by the parties from the inception of the arrangement, and (iii) the parties fully account for all economic benefits conferred on the employee in a manner consistent with that characterization.

2. The IRS will permit an employer’s payments under a split-dollar arrangement to be characterized as loans for tax purposes, provided that all of the conditions set forth in paragraph 1 are satisfied. In such cases, the tax consequences of the payments treated as loans will be determined under section 7872, the employee will not have additional compensation income for the value of the insurance protection provided under the life insurance contract, and the cash surrender value of the contract will not represent property that has been transferred to the employee for purposes of section 83. However, the employee ordinarily would have additional gross income if the employer’s advances were not repaid in accordance with the terms of the arrangement. Moreover, the employee could have gross income under section 72 for distributions actually received under the life insurance contract.

3. In any case in which an employer’s payments under a split-dollar arrangement have not been consistently treated as loans in accordance with paragraph 1, the parties will be treated as having adopted a non-loan characterization of the arrangement, and the parties must fully account for all of the economic benefits that the employee derives from the arrangement in a manner consistent with that characterization and with Rev. Rul. 64-328, Rev. Rul. 66-110, and the general tax principles upon which those rulings are based. In general, this means that (i) the employer will be treated as having acquired beneficial ownership of the life insurance contract through its share of the premium payments, (ii) the employee will have compensation income under section 61 equal to the value of the life insurance protection provided to the employee each year that the arrangement remains in effect, reduced by any payments made by the employee for such life insurance protection, (iii) the employee will have compensation income under section 61 equal to any dividends or similar distributions made to the employee under the life insurance contract (including any dividends described in Rev. Rul. 66-110 applied to provide additional policy benefits), and (iv) the employee will have compensation income under section 83(a) to the extent that the employee acquires a substantially vested interest in the cash surrender value of the life insurance contract, reduced under section 83(a)(2) by any consideration paid by the employee for such interest in the cash surrender value.

4. Pending the publication of further guidance, the IRS will not treat an employer as having made a transfer of a portion of the cash surrender value of a life insurance contract to an employee for purposes of section 83 solely because the interest or other earnings credited to the cash surrender value of the contract cause the cash surrender value to exceed the portion thereof payable to the employer on termination of the split-dollar arrangement. If future guidance provides that such earnings increments are to be treated as transfers of property for purposes of section 83, it will apply prospectively.

5. In any case in which the employer’s payments under a split-dollar arrangement have not been consistently treated as loans, then for so long as the arrangement remains in effect, the IRS will treat the employee as continuing to have gross income under section 61 for any current life insurance protection provided to the employee under the arrangement, except to the extent allocable to premium payments made by the employee (or included in the employee’s gross income under paragraph 6) or to any portion of the cash surrender value of the contract that has been treated as a substantially vested transfer of property to the employee under section 83. When such an allocation is required, the IRS will accept a pro rata or other reasonable method for determining that portion of the death benefit allocable to cash surrender value beneficially owned by the employer and that portion allocable to cash surrender value transferred to or purchased by the employee.

6. If an employer makes a premium or other payment for the benefit of an employee under a split-dollar arrangement, and the employer neither acquires a beneficial ownership interest in the life insurance contract through such payment nor has a reasonable expectation of receiving repayment of that amount through policy proceeds or otherwise, such payment will be treated as compensation income to the employee under section 61. See Reg. § 1.61-2(d)(2)(ii)(a); Frost v. Commissioner, 52 T.C. 89 (1969).

In sum, therefore, any payment made by an employer under a split-dollar arrangement must be accounted for as a loan (see paragraph 2), as an investment in the contract for the employer’s own account (see paragraph 3), or as a payment of compensation (see paragraph 6).

B. Revised Standards for Valuing Current Life Insurance Protection

Pending the consideration of comments and publication of further guidance, the following interim guidance is provided on the valuation of current life insurance protection:

1. Rev. Rul. 55-747 is hereby revoked, and the IRS will no longer treat or accept the P.S. 58 rates set forth therein as a proper measure of the value of current life insurance protection for Federal tax purposes. Nonetheless, for taxable years ending on or before December 31, 200 1, taxpayers may continue to use the P.S. 58 rates set forth in Rev. Rul. 55-747 for purposes of determining the value of current life insurance protection provided to an employee under a split-dollar arrangement or a qualified retirement plan.

2. Taxpayers may use the premium rate table set forth at the end of this notice, captioned as Table 2001, to determine the value of current life insurance protection on a single life provided under a split-dollar arrangement or qualified retirement plan for taxable years ending after the date of issuance of this notice. Table 2001 is based on the mortality experience reflected in the table of uniform premiums promulgated under section 79(c) of the Code (see § 1 .79-3(d)(2) of the regulations), with extensions for ages below 25 and above 70, and the elimination of the five-year age brackets.3 With the revocation of Rev. Rul. 55-747, the rates set forth in Table 2001 are provided as an interim substitute for the P.S. 58 rates that taxpayers may rely upon pending further consideration of how the value of current life insurance protection should be determined for these Federal tax purposes in the future. The premium rates set forth in Table 2001 are materially lower than the P.S. 58 rates at all ages.

3. Taxpayers may continue to determine the value of current life insurance protection by using the insurer’s lower published premium rates that are available to all standard risks for initial issue one-year term insurance as set forth in Rev. Rul. 66-110, subject to the following additional limitations. First, for periods after December 31, 2003, the IRS will not consider an insurer’s published premium rates to be available to all standard risks who apply for term insurance unless (i) the insurer generally makes the availability of such rates known to persons who apply for term insurance coverage from the insurer, (ii) the insurer regularly sells term insurance at such rates to individuals who apply for term insurance coverage through the insurer’s normal distribution channels, and (iii) the insurer does not more commonly sell term insurance at higher premium rates to individuals that the insurer classifies as standard risks under  The table is limited to insureds below age 100 the definition of standard risk most commonly used by that insurer for the issuance of term insurance. Second, with respect to a life insurance contract (or individual certificate) issued after (INSERT 30TH DAY AFTER DATE OF PUBLICATION OF THIS NOTICE IN THE l.R.B. no assurance is provided that such published premium rates may be used to determine the value of life insurance protection for periods after the later of December 31, 2003, or December 31 of the year in which further guidance relating to the valuation of current life insurance protection is published.

V.
EFFECT ON OTHER DOCUMENTS

Rev. Rul. 55-747 is revoked. Rev. Rul. 64-328 and Rev. Rul. 66-110 are modified to the extent that those rulings indicate that an employer’s premium payments under a split-dollar arrangement should not be treated as loans where an employee is not expected to make repayment except out of the cash surrender value or proceeds of the life insurance contract.

VI.
REQUEST FOR COMMENTS

Comments are requested on the issues discussed in this notice and on any other issues for which further guidance relating to the Federal tax treatment of split-dollar arrangements is needed. In particular, Treasury and the IRS request comments on (i) the circumstances in which employer payments under a split-dollar arrangement should be treated as loans; (ii) in cases where employer payments under a split-dollar arrangement are not treated as loans, the circumstances in which interests in the cash surrender value of a life insurance contract should be treated as transfers of property to the employee for purposes of section 83, including whether earnings credited to the cash surrender value of a life insurance contract should be treated as transfers of property for purposes of section 83 when such earnings cause the cash surrender value to exceed the portion thereof payable to the employer (or other transferor); and (iii) whether additional guidance is needed on the treatment of split-dollar arrangements for Federal gift tax purposes.

Comments are also invited on the standards that should be used to value life insurance protection. Comments are specifically invited on (i) whether one or more premium rate tables should be prescribed as the exclusive basis for valuing current life insurance protection for Federal tax purposes; (ii) if one or more premium rate tables are prescribed for these purposes, what assumptions should be used in constructing such table or tables; (iii) if one or more premium rate tables are prescribed for these purposes, whether the value of life insurance protection for a given insured should take account of variables other than the age of the insured; (iv) whether one or more premium rate tables should be prescribed for purposes of determining the value of current life insurance protection under a second-to-die policy and, if so, what assumptions should be used in constructing such table or tables; (v) whether there are reasonable and workable means to incorporate premium rates actually charged by life insurance companies into the valuation standards used for Federal tax purposes; and  (vi) whether there are reasonable and workable means to allow the value of life insurance protection for a given insured to be determined by reference to the cost structure of the life insurance contract covering that insured.

Written comments are requested to be submitted no later than [INSERT 90TH DAY AFTER DATE OF PUBLICATION OF THIS NOTICE IN THE I.R.B.] to CC:FIP (Notice 2001-10), room 4300, Internal Revenue Service, POB 7604, Ben Franklin Station, Washington, DC 20044. Comments may be hand delivered between the hours of 8 a.m. and 5 p.m. to CC:FIP (Notice 2001-1 0), Courier’s Desk, Internal Revenue Service, 1111 Constitution Avenue NW., Washington, DC. All comments will be available for public inspection and copying.

DRAFTING INFORMATION

The principal authors of this notice are David B. Silber of the Office of Associate Chief Counsel (Financial Institutions and Products) and Erin Madden of the Office of Associate Chief Counsel (Tax Exempt and Government Entities). For further information regarding this notice, contact Mr. Silber at (202) 622-3930 or Ms. Madden at (202) 622-6060 (Not toll-free calls).
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12 $0.24 47 $1.83 82 $66.74
13 $0.28 48 $1.98 83 $73.07
14 $0.33 49 $2.13 84 $80.35
15 $0.38 50 $2.30 85 $88.76
16 $0.52 51 $2.52 86 $99.16
17 $0.57 52 $2.81 87 $110.40
18 $0.59 53 $3.20 88 $121.85
19 $0.61 54 $3.65 89 $133.40
20 $0.62 55 $4.15 90 $144.30
21 $0.62 56 $4.68 91 $155.80
22 $0.64 57 $5.20 92 $168.75
23 $0.66 58 $5.66 93 $186.44
24 $0.68 59 $6.06 94 $206.70
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26 $0.73 61 $7.11 96 $250.01
27 $0.76 62 $7.96 97 $265.09
28 $0.80 63 $9.08 98 $270.11
29 $0.83 64 $10.41 99 $281.05
30 $0.87 65 $11.90
31 $0.90 66 $13.51
32 $0.93 67 $15.20
33 $0.96 68 $16.92
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� Under the type of life insurance contract involved in Rev. Rul. 66-110, the cash surrender value of paid-up additions purchased with dividends was separate and distinct from the cash surrender value of the life insurance contract under which the dividends were paid.


� For income or gift tax purposes outside of the compensation context, transfers of beneficial interests in the cash surrender value of life insurance contracts may similarly be treated as transfers of property interests in accordance with general tax principles.
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