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Case Overview | Meet Steve and Elaine

- Steve and Elaine are equal owners of SE Innovations, LLC (“SEI") (35% tax bracket
for each owner).

- They have two employees who are key to the overall operations and success of SEl:

v" Thomas is the director of sales. He is married with 3 children in elementary school. His
spouse works part-time.

v Taylor is the director of operations. She is married with twin toddlers.

v Both Taylor and Thomas have a small amount of term life insurance.

v Taylor and Thomas are both age 36 and have a salary of $135,000.

- Steve and Elaine want to recognize the good work of Thomas and Taylor -- a benefit
that will also serve as a motivation for them to stay with SEI for years to come.

- They are willing to spend up to $20,000 on each employee to retain their services.
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Priority | Rewarding and Retaining Key Employees

I Important Factors:

SEI desires to have control of the plan
SEI recovers its contributions to the plan if it is unsuccessful

The plan provides a death benefit and options to provide supplemental
retirement income

The plan focuses on key employee retention

Easy to administer the plan
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At your tables, review the case study and discuss the
following:

What are some reasons Steve and Elaine want to establish a plan
benefitting Taylor and Thomas?

What would Steve and Elaine like to see from this plan?

Are Steve and Elaine’s objectives aligned with the needs and desires of
Taylor and Thomas? Does this matter?

Based on the stated objectives, what plans might be suitable for Steve
and Elaine to pursue?
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Possible Solutions — Focusing on Taylor
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EXECUTIVE BONUS

= 520,000 premium for 20
years

= |ncome starts at age 67,
year 32

= Possible Double bonus to
help Taylor’s tax situation
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Possible Solution #1A — Executive Bonus Plan: Single Bonus

% Bonus $20,000

Bonus $20,000 32% or 24%?

Compensation
Ded’n (35%)

Net Cost $13,000

S 7,000
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Possible Solution #1B — Executive Bonus Plan: Double Bonus

% Bonus $29,412

Bonus $29,412

C ‘i Double Bonus Calculation
ompensation $10.294

Ded’n $20,000
Net Cost $19,118 (1-0.32)

= 529,412
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Possible Solution #1C — Executive Bonus Plan: Net Bonus

% Bonus $20,000

Bonus $20,000

Compensation
Ded’n (35%)

Net Cost $13,000

S 7,000
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Comparison of Bonus Plans

Type of
Bonus Plan

Single Bonus

Double Bonus

Net Bonus

SEI Taylor
35% Tax Bracket 32% Tax Bracket
: 3 P .
Premium Compens§t|on Annual Cost ORES Taxes Due FEMILIT Net Cost
Deduction Amount Amount

AP
LIIVh
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$7,000 $13,000 $20,000 $6,400 $20,000 $6,400

$20,000 $7,000 $13,000 $20,000 $6,400 $13,600 n
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Options Available with an Executive Bonus Plan

- Restrictive Endorsement

- Vesting Schedule
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Executive Bonus Plan with Permanent Life Insurance

Employer Employee

Considerations Considerations

Tax-Deferred Current Benefit Tax-Deferred

Current Tax Deduction : '
Accumulations Accumulations

Potential for
Future Benefit Supplemental
Retirement Income

Minimal Complexity &
Administration

Future Tax Deduction

Ownership & Control Income Tax-Free
(corporate asset) Death Benefit

Cost Recovery

Ownership & Control

Required Current Cash
Outlay

Required Current Cash Tax-Advantaged

Flexible Contributions Distributions
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Possible Solutions — Focusing on

o

|
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EXECUTIVE BONUS
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= $20,000 premium for
20 years

= |ncome starts at age
67, year 32

=  Possible Double bonus
to help Taylor’s tax
situation

N
IS

#2
SPLIT DOLLAR LOAN

$20,000 premium loan to
Taylor for 20 years

Report interest as
imputed income

Repay loan at age 66

Income Starts age 67, year
32

aylor
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Possible Solution #2 — Split Dollar Loan

% Premium Loaned $20,000

Loan $20,000
Acct. Receivable $20,000
Net Cost SO

Tax on Imputed
Income

. . . ’\g 'Ill“l‘\\A“
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Calendar Blended Annual

§7872 Demand Note Rate T

2001 4.98%
2002 2.78%
2003 1.52%
2004 1.98%
2005 3.11%
2006 4.71%
2007 4.92%
2008 2.80%
2009 0.82%
2010 0.59%
2011 0.40%
2012 0.22%
2013 0.22%
2014 0.28%
2015 0.45%
2016 0.73%
2017 1.09%
2018 2.03%
2019 2.42%
2020 0.89%
2021 0.13%
2022 1.40%

2023 4.65%
2024 5.03%

. . . ’\0 'Ill“l‘\\A“
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Possible Solution #2 — Split Dollar Loan

% Premium Loaned $20,000

Loan $20,000
Acct. Receivable $20,000
Net Cost SO

Tax on Imputed
Income

$20,000 x .0503 = $1,006 x .24 =$241.44
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ltems to Consider

- Plan Documents
- Tracking the Loan

- TPA and Administrative Services
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Split Dollar | Loan Regime

Employer
Considerations

Current Tax Deduction

Future Tax Deduction

Cost Recovery

Required Current Cash
Outlay

Tax-Deferred
Accumulations

Minimal Complexity &
Administration

Ownership & Co
(corpora

Flexible Contributions

Employee

Considerations

Tax-Deferred

Current Benefit '
Accumulations

Potential for
Future Benefit Supplemental
Retirement Income

Income Tax-Free
Death Benefit

Ownership & Control

Required Current Cash Tax-Advantaged
Outlay Distributions
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Possible Solutions — Focusing on

W
© I

#

1 #2
EXECUTIVE BONUS SPLIT DOLLAR LOAN

= $20,000 premium for

$20,000 premium loan

PAORV/SETES to Taylor for 20 years
= |ncome starts at age = Report interest as
67, year 32 imputed income

= Possible Double bonus = Repay loan at age 66
to help Taylor’s tax

|
situation Income Starts age 67,

year 32

aylor

(/s ]
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#3
SPLIT DOLLAR
ECONOMIC BENEFIT

$20,000 premium for 20
years

Transfer policy in year
21, pay taxes from cash
value

Income starts age 67,
year 32 EEAP
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Possible Solution #3 — Economic Benefit Split Dollar

Portion of the
Death Benefit

Premium

Endorsement of
Portion of Death Benefit

Economic Benefit
(ART or Table 2001)
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Split Dollar | Economic Benefit

Employer

Considerations

Tax-Deferred

Current Tax Deduction :
Accumulations

Minimal Complexity &
Administration

Future Tax Deduction

Ownership & Control

Cost Recover
y (corporate asset)

Required Current Cash

Flexible Contributions
Outlay

Employee

Considerations

Tax-Deferred

Current Benefit ;
Accumulations

Potential for
Supplemental
Retirement Income

Future Benefit

Income Tax-Free

Death Benefit Ownership & Control

Required Current Cash Tax-Advantaged
Outlay Distributions
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Possible Solutions — Focusing on Taylor

A E{E
A2

LIS

SERP
#1 H2
= 520,000 premium for 20
EXECUTIVE BONUS SPLIT DOLLAR LOAN SPLIT DOLLAR iears E
= $20,000 premium for = $20,000 premium loan ECONOMIC BENEFIT = |ncome to Taylor at age
20 years to Taylor for 20 years 67 (taxable
. v v = $20,000 premium for 20 ltxable)
= |ncome starts at age = Report interest as years = Company takes
67, year 32 imputed income | . deduction when income
= Transfer policy in year is paid
= Possible Double bonus = Repay loan at age 66 21, pay taxes from cash
tg hel_p Taylor’s tax T S [arts a6 value = Compgny keeps death
situation benefit for cost recovery
year 32 * |ncome starts age 67,
ye ar 32 . l . ’ P T T TN S SN
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Possible Solution #4 — SERP

$136,000

Premium
$20,000

Promise to Pay ~$200,000

Future Compensation $200,000
Compensation Ded’'n $§ 70,000
Net Cost $130,000

. . . ’\0 'Ill“l‘\\A“
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Nonqualified Deferred Compensation

Employer Employee

Considerations Considerations

Tax-Deferred
Accumulations

Tax-Deferred

: Current Benefit
Accumulations

Current Tax Deduction

Potential for
Future Benefit Supplemental
Retirement Income

Future Tax Deduction st Camel 0y ¢

Administration

Ownership & Control Income Tax-Free

Cost Recovery (corporate asset) Death Benefit

Ownership & Control

Required Current Cash Tax-Advantaged

Required Current Cash : 0
Outlay Flexible Contributions Distributions
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Summary of Possible Solutions

SEI Taylor
Type of Plan
. Compensation Net
Premium Deduction Annual Cost Annual Cost

Split Dollar Loan $241 to $3,000

Split Dollar Economic Benefit* $20,000 m $20,000 $40 to $150

SERP $20,000 $20,000

* Bonus the policy to Taylor, and take out the tax LI "
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Disclaimer

The information contained in this presentation is not intended as tax or legal advice. Please consult

with an appropriate legal or tax professional prior to acting upon any of the information contained
herein.

The information is intended to be for educational purposes only. It must not be used as a basis for legal
or tax advice and is not intended to be used and cannot be used to avoid tax penalties that may be

imposed upon a taxpayer. Moreover, this presentation is not intended to be an all-inclusive review of
estate planning concepts and strategies.

We have no obligation (express or implied) to update any of the contents herein or to advise you of
any changes, nor do we make any express or implied warranties or representations as to the
completeness or accuracy or accept responsibility for errors. The information contained here has been
prepared solely for educational purposes and is not a solicitation of any product or financial

instrument.
. . . ’ SZTIAaRRNNNN
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Thank You

LIARA XD
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