BUSINESS PLANNING

Equity loan regime split dollar plan

The concept

An employer assists an employee in acquiring life insurance protection by lending
money to the employee for the purposes of making the premium payments on the life
insurance policy. The employee pledges the policy as collateral for the loan and retains
the ability to name the beneficiary for the balance of the death benefit.

Benefits

For this strategy, the employee obtains life insurance protection with the financial
assistance of the employer. The employer’s loan, by way of the collateral assignment, is
protected and reimbursed either from the cash value of the policy at retirement or the
death benefit at death. The employee determines the beneficiary(ies) for the balance
of the policy.

Tax considerations
* The employee is taxed on the imputed interest income of the loan

¢ If the employee is limited to the death benefit (non-equity collateral assignment),
the arrangement is treated like an endorsement split dollar plan and the employee is
taxed on the economic benefit of the life insurance

Steps
* The employer and employee enter into a written split dollar life insurance agreement

* The employer creates a loan for the employee for the payment of premiums, and the
policy is put in place with a collateral assignment in favor of the employer

* The employee names the beneficiary(ies) of the amount in excess of the loan
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* Employee is taxed on the imputed interest income of the loan.

** Agreement is terminated and the employee owns the life insurance policy free and clear of pledge.



