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A traditional defined benefit plan is a qualified 
retirement plan that provides a retirement  
benefit guaranteed by the plan’s sponsoring 
employer. A split-funded traditional defined  
benefit plan is a type of traditional defined  
benefit plan that offers investment flexibility as 
well as the ability to purchase life insurance. 

Unlike a 412(e)(3) plan, a traditional defined  
benefit plan is not restricted to investing in guaran-
teed insurance policies, which makes it an appealing 
choice for a small business owner or professional 
who is looking for large tax-deductible contributions 
but wants to be able to take advantage of growth in 
the stock market. The life insurance policy purchased 
by the plan provides a self-completing element 
should the business owner suffer a premature death. 

Investment choices
n �Stocks

n �Bonds

n �Mutual funds

n �Fixed or variable annuities

n �Whole or universal life insurance

Potential candidates
n ��Highly paid business owners and professionals  

looking for larger tax deductions than those  
provided by defined contribution plans 

n �Smaller, closely held businesses

n �Companies with few or no employees

n �S corporation owners with W-2 salaries

n �Independent contractors

n �Companies with larger employee groups and  
existing defined contribution plans that wish to 
create defined benefit “carve-out” plans

n �Business owners who have not begun to save  
for retirement and need to catch up with large  
initial contributions

n �Those who prefer investment flexibility  
over guarantees

What is a Split-Funded  
Defined Benefit Plan?

The Split-Funded Traditional 
Defined Benefit Plan accomplishes 
several key objectives:

n �Establishes a plan to provide  
retirement income

n �Allows investment choice options	

n �Uses pretax dollars to cover personal  
life insurance needs

n �Allows large tax-deductible contributions

n �Provides the portability life  
insurance enjoys

n ��Generally protects plan assets  
from creditors



Step 1: Business makes tax-deductible contribu-
tions to traditional defined benefit plan

Step 2: Plan invests contributions according to 
plan’s investment objectives, which are governed 
by the targeted lump sum needed to provide the 
defined retirement benefits

Step 2(a): Plan purchases life insurance policies 

Step 3: When employees retire or terminate  
with vested benefits, plan distributions are  
made or plan benefits are rolled over to  
profit-sharing plan or IRA

Step 3(a): If life insurance need still exists and plan  
provisions permit:

n ��Life insurance policy can be distributed to partici-
pant, who then pays federal income tax based on 
the fair market value of the life insurance policy

n �Life insurance policy can be sold to  
participant or to his/her irrevocable life  
insurance trust that is a “grantor trust” for  
estate tax purposes

n �Policy purchase price is based on the fair market 
value of the life insurance policy

�

Investments

Life Insurance

Business
(Split-Funded Defined
Benefit Plan sponsor)

Retirement 
distributions 

made to 
participant or
rolled over to 

another 
qualified plan 

such as a 
profit-sharing 

plan or IRA

Business makes 
tax-deductible
contributions

to the plan

Split-Funded Defined
Benefit Plan

How a Split-Funded Traditional 
Defined Benefit Plan works

Split-Funded Traditional Defined Benefit Plan purchases life insurance policy and 
makes other investments to meet projected benefit goals at retirement 
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This material was not intended or written to be used,  
and cannot be used, to avoid penalties imposed under  
the Internal Revenue Code. This material was written to 
support the promotion or marketing of the products,  
services, and/or concepts addressed in this material. 
Anyone to whom this material is promoted, marketed,  
or recommended should consult with and rely solely on 
their own independent advisors regarding their particular 
situation and the concepts presented here.

Transamerica Life Insurance Company, Transamerica 
Financial Life Insurance Company (collectively 
“Transamerica”), and their representatives do not  
give ERISA, tax, or legal advice. This material and the  
concepts presented here are provided for informational 
purposes only and should not be construed as ERISA,  
tax, or legal advice. 

Although care is taken in preparing this material and  
presenting it accurately, Transamerica disclaims any 
express or implied warranty as to the accuracy of any 
material contained herein and any liability with respect  
to it. This information is current as of October 2008.

Life insurance products are issued by Transamerica  
Life Insurance Company, Cedar Rapids, IA 52499, or 
Transamerica Financial Life Insurance Company, 
Purchase, NY 10577. All products may not be available in 
all jurisdictions. Transamerica Financial Life Insurance 
Company is authorized to conduct business in New York. 
Transamerica Life Insurance Company is authorized to 
conduct business in all other states.
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