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Postretirement Endorsement Split-Dollar Plan Liability

Many banks provide their executives with life insurance as a valuable retention and reward
tool. Historically, the most prevalent plan type has been the endorsement split-dollar life insur-
ance arrangement where the bank owns the policy and endorses a portion of the death benefit
to the executive pre and postretirement.

In 2006, FASB’s Emerging Issues Task Force (EITF) concluded that endorsement split-dollar life
insurance arrangements fall within the scope of FASB Statement 106 which meant that employ-
ers were to recognize a liability for future postretirement death benefits. As these programs age,
the liability may see increases.

POTENTIAL SoOLUTION
Cancel Split-Dollar Plan and Install an Executive 162 Plan

The bank would terminate the Split-Dollar Death
Benefit Plan, which removes the accrued liability, and A WIN-WIN SITUATION FOR THE BANK
institute an Executive 162 Life Insurance Plan that AND THE EXECUTIVES COVERED.

matches the executive’s former benefit.

In this new program, the bank pays the premium on a life insurance policy on the life of the
executive. The premium payment is treated as a bonus and is taxable to the executive and
deductible by the bank. The bank may gross-up the bonus to pay for the taxes owed by the
executive. The employee owns the life insurance policy. The bank then reverses the liability
which will often offset the after tax cost of bonus payment.
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CANCEL SpLiT-DoLLAR PROGRAM InsTALL ExEcuTIVE 162 PLAN
= Remove accrued liability (removes future expense) = Bank bonuses premium payment to executive (may
= Bank keeps policy — pay additional bonus to eliminate executive’s tax

burden)

= Bank continues to book cash surrender value with N Bk S (e S (T ST

earnings used to offset employee benefit costs

REesuLts
BAnk Execumive
= Bank removes burdensome liability = Owns policy (portable)
= Bank is able to deduct expense now = Removes imputed income tax liability
= Bank keeps original policy and enjoys tax favored = [ncreased policy flexibility—access to cash value
cash value growth and 100% of death benefits —_— for retirement income, etc. (subject to taxes and

m Reduces administrative requirements potential 10% MEC penalty)
(no imputed income reporting; no tracking = May utilize for estate tax purposes—if executive
of former employees) structures so that he/she has no incidence of own-
ership within the last 3 years prior to death, death
benefits may be estate tax free

For information contact: John Gagnon, 781.942.5700 jgagnon@bolicoli.com
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This material is intended for informational purposes only and should not be construed as legal or tax advice and is not intended to
replace the advice of a qualified attorney, tax advisor or plan provider.

ICBA preferred service providers are chosen by the ICBA Bank Services Committee. For details regarding membership,
please visit the following web site address: http://www.icba.org/psp. BoliColi.com is independently owned and operated.
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