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Retention of Top-Performing Employees with Loan Split Dollar

As many successful business owners know, employee retention is one of the biggest concerns in this current tight
labor market where skilled workers are hard to find and keep, particularly at the highest levels. Finding a way to
entice these top performers to stay with your company and build loyalty should be top-of-mind to all business
owners. Top-performing executives and managers are seeking more than just higher levels of compensation. They
seek benefits that are special, not available to most employees, useful for their personal planning objectives, and
acknowledge their contributions to the company’s success. That’s why Loan Split Dollar is a popular strategy,

particularly in the current low interest rate environment.

Split dollar is a strategy where the main components of a
permanent life insurance policy, such as whole life
insurance, are “split” between the employer and the
employee. Those components are the premium, cash
values and death benefit. While split dollar comesin a
couple of variations, Loan Split Dollar allows the
employee to own a valuable permanent life insurance
policy that builds up cash values. The employee can then
potentially access those cash values to meet lifetime
needs such as funding college education or to
supplementing retirement income. The policy also

provides a death benefit to protect the employee’s family.

All of this can occur with the employee contributing
relatively little for that benefit.

The premiums are paid by the employer as a loan to the
employee, secured by a collateral assignment so that the
employer can recover the amount lent to the employee
down the road. Loan interest is paid by the employee
each year at a rate generally dictated by the appropriate
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Applicable Federal Rate (AFR) that is determined by the
IRS each month for various repayment terms. Currently,
AFRs remain at historic lows. If loan interest is not paid by
the employee, the interest will be deemed imputed
income to the employee, and thus subject to income
taxes.

Sometime in the future, typically when the employee
retires or leaves the company, the employee repays the
loan. The source of the repayment could be from the
cash value of the policy, resulting in little out-of-pocket
expense to the employee for the entire arrangement.
Depending upon the performance of the employee, the
employer can even forgive the loan, which would be
treated as additional compensation to the employee, or
the employee can repay the loan from personal funds
and assets. If the employee dies before the end of the
arrangement, the employer will receive a portion of the
death benefit to recover its loaned funds with the
remainder going to the employee’s family.
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Here’s how it might work:

1. Split Dollar Agreement

< > Key 4. Income Tax on
Employer [P > Imputed Income
Employee
4. Interest Paid at AFR or
Imputed Income to Employee
3. Collateral
Assignment of 2. Premiums as Loans
CaSh Value and to Employee
Death Benefit
<3 2. Buy Permanent Life Insurance

Security

Mutual Life
(SML)

The “split” policy will look like this:

SML Life
Insurance Policy

EMPLOYER Receives EMPLOYEE Receives
Cash Values Death Benefit Net Cash Values Death Benefit

(Equal to Cum. (Equal to Cum. (Less Loans Due (Less Loans Due
Loan Due) Loan Due)

Proceeds

to Employer) to Employer)
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In summary, there are significant benefits to the employer and employee from this arrangement.

For the Employee For the Employer

1. It provides valuable death benefit protection to 1. Loan split dollar is an excellent tool to attract and
the employee’s family with little out-of-pocket retain key employees who are vital to the success
expense. Depending upon the structure of the of the business and to build loyalty.
arrangement, loan split dollar can also be used to
fund life insurance that provides estate tax 2. The arrangement allows the employer to recover
liquidity or to replace wealth lost to taxes. the loans from the death benefit or cash values,

so it is cost-effective.
2. The expense is primarily the payment of the loan

interest or income taxes on the unpaid interest, 3. The employer can pick and choose which
which is treated as imputed income each year. employees will receive this unique benefit. It is
generally limited to select management or highly
3.There is access to cash values above the loan compensated employees who typically have the
repayment amount for lifetime needs. skillset and talents that are most difficult to attract
and retain.

4. The employee can take the policy, after repaying
the loan, when leaving the company and continue 4, It is relatively simple to administer this
the valuable life insurance protection and cash arrangement compared to other types of
value accumulation using his or her own executive benefit programs.
resources without the need to show insurability.

5. For C-corporation shareholder/employees, you

5. Providing this unique benefit shows how much can leverage lower taxed corporate income
the employer values the employee and builds (i.e., 21 percent) for personal permanent life
loyalty. insurance coverage to benefit shareholders in

much higher tax brackets (i.e., generally in the
32 percent to 37 percent range).
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Loan Split Dollar is one of the most
popular executive benefit strategies

to attract and retain high-performing,
skilled employees. While the concept is
fairly easy to understand and apply, the
strategy is more complex than
described, and that’s why you need to
work with your business-planning team
to determine whether this makes sense
for your unique situation. Your Security
Mutual life insurance advisor will
assemble your team and coordinate with
your business-planning attorney and tax
professional to review your situation,
formulate a plan and prepare the
necessary documents to effect the plan.

For More Information Contact:

Contact your Security Mutual life insurance advisor today to
get the process started.

The information presented is designed to provide general information regarding the subject matter covered. It is not intended to serve as legal, tax or other financial advice related to
individual situations, because each person’s legal, tax and financial situation is different. Specific advice needs to be tailored to your particular situation. Therefore, please consult with
your own attorney, tax professional and/or other advisors regarding your specific situation.

vary by state. Eligibility for life insurance is subject to the Company’s underwriting rules and receipt of payment. Premium rates INSURANCE COMPANY OF NEW YORK
will vary based on any and all information gathered during the underwriting process, and medical exams may be required. Life ‘

Insurance products are issued by Security Mutual Life Insurance Company of New York. Product availability and features may n SECURITY MUTUAL LIFE
|m I P.O.BOX 1625 « BINGHAMTON, NY 13902-1625
insurance policies contain exclusions, limitations and terms for keeping them in force. Your agent can provide costs and details.

607-723-3551 * www.smlny.com

The Company That Cares.®
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