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Sixth Circuit: Split-dollar life insurance, economic benefit 
treated as distribution of property to shareholder 
 
The U.S. Court of Appeals for the Sixth Circuit—in a case of “first impression”—
reversed a memorandum opinion of the U.S. Tax Court in which that court concluded 
that the taxpayers had to treat as income the economic benefits resulting from their S 
corporation’s payment of a premium on the taxpayer-husband’s life insurance policy 
under a compensatory split-dollar arrangement.  
 
The Sixth Circuit concluded that the Tax Court had not considered Reg. section 1.301-
1—that is, the tax regulation measure specifically requiring that such economic 
benefits be treated as shareholder distributions—and reversed the Tax Court’s 
decision and remanded for further proceedings. 
 
The case is: Machacek v. Commissioner, No. 17-1131 (6th Cir. October 12, 2018). 
Read the Sixth Circuit’s decision [PDF 335 KB] 
 
Summary 
 
The taxpayers’ S corporation provided the taxpayer-husband with a life insurance 
policy and paid the $100,000 annual premium in 2005. The S corporation deducted 
the $100,000 premium (thus, that amount was not included in the taxpayers’ individual 
income tax return). The taxpayers also did not include as income the economic 
benefits flowing from the increase in value of the life insurance policy.  
 
The taxpayers did not dispute that the S corporation was not allowed to deduct the 
premium payment. Rather, the dispute concerned the tax treatment of the economic 
benefits flowing to the taxpayer-husband as a result of the S corporation’s payment of 
the premium.  
 
The Tax Court held that the taxpayers must account for the economic benefits in their 
individual income.  

http://www.opn.ca6.uscourts.gov/opinions.pdf/18a0228p-06.pdf
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The Sixth Circuit reversed, finding that the Tax Court erred in failing to note that the 
economic benefits must be treated as a distribution of property by the S corporation to 
the shareholders—notwithstanding that the economic benefits flowed from a 
compensatory split-dollar arrangement.  
 
The appeals court found that Reg. section 1.301-1(q)(1)(i) is dispositive—noting 
further that the Sixth Circuit was not aware of any case discussion the regulation in 
any context.  
 
The Sixth Circuit concluded that when a shareholder receives economic benefits from 
a split-dollar arrangement, the regulation requires that those benefits must be treated 
as a distribution of property to the shareholder. 
 
 
The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters" 
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is issued 
for general informational purposes only, is intended to enhance the reader’s knowledge on the matters addressed therein, and is 
not intended to be applied to any specific reader’s particular set of facts. Although we endeavor to provide accurate and timely 
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be 
accurate in the future. Applicability of the information to specific situations should be determined through consultation with your 
tax adviser. 

KPMG International is a Swiss cooperative that serves as a coordinating entity for a network of independent member firms. 
KPMG International provides no audit or other client services. Such services are provided solely by member firms in their 
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not 
and nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents, 
partners, or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG 
International or any member firm in any manner whatsoever. 

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG’s 
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.  

To unsubscribe from TaxNewsFlash-United States, reply to Washington National Tax. 

Privacy | Legal 

 

mailto:US-KPMGWNT@kpmg.com?subject=Comments%20and%20requests
mailto:US-KPMGWNT@kpmg.com?subject=Unsubscribe:%20TaxNewsFlash
https://home.kpmg.com/us/en/home/misc/privacy.html
https://home.kpmg.com/us/en/home/misc/legal.html

	TaxNewsFlash

