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Business Protection and Benefit
Planning Strategies
Life insurance is a powerful and flexible financial instrument with many useful applications for
companies of all sizes. For business owners, it can help facilitate business continuity, protecting the
company against the loss of a key person, providing liquidity to fund a succession plan, and ensuring
the company can thrive well into the future. Used as a benefit, life insurance can help employers
recruit, retain, and reward employees and executives.
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Key person life insurance is coverage taken out by an organization to protect the business against
financial loss in the event of a key person’s death. The key person may be an owner, an executive, or
anyone else whose death could create a financial hardship for the company. A key person insurance
policy is owned and paid for by the company, insures the key person, and names the company as the
beneficiary.

Buy-Sell Agreements
A buy-sell agreement ensures that surviving owners of a business have the right to purchase the
interest of any owner when that owner dies. It also ensures that the deceased’s beneficiaries are fairly
compensated for a business interest they inherit. Life insurance is often used in conjunction with a
buy-sell agreement, as it provides liquidity to fund the success plan exactly when it is needed – upon
the death of an owner.

Group Life Insurance
Group life insurance is used as a benefit for the employees of a company. In this type of plan, each
eligible employee is covered under a master contract at premium rates that are based on the age and
gender of the insured. Group life insurance Plans may be completely employer paid or may have a
contributory element where each insured picks up some or the entire premium. Group life insurance
usually terminates when the employee leaves the company. However, some plans allow employees to
convert coverage to an individual life insurance policy upon termination.

Section 162 Plan
Often called “executive bonus plans,” section 162 plans are a simple way to reward top executives.
Under this type of plan, an executive purchases a permanent life insurance policy on his or her life.
The employer bonuses the employee the premium, which is usually taxable income to the employee
and tax-deductible to the employer. The employee controls the policy, including the death benefit and
the cash value, which accumulates tax-free until it is withdrawn. In some cases, a “restrictive
endorsement” is used, which limits the employee’s access to the policy cash value until a qualifying
event occurs, such as the attainment of a certain age or years of service, a disability, or normal
retirement. This serves as a type of “golden handcuffs,” allowing employers a way to retain top
employees.

Deferred Compensation Plan
In a deferred compensation plan, an executive defers a portion of his or her present compensation until retirement. These
plans may discriminate as to which employees are eligible to participate, and are often limited to only a small group of top
executives. Under a properly designed plan, no income taxes are incurred by the participant until the money is received.
However, an employer may not deduct any amounts paid to plan participants until funds are actually distributed. Often, life
insurance policies are used as an informal vehicle for holding and growing the deferred funds.

Supplemental Executive Retirement Plan
In a Supplemental Executive Retirement Plan (SERP), the employer provides funding for a defined benefit or defined
contribution plan for a select group of employees. A SERP provides for a series of payments to be made to the executive at
retirement. The plans also often promise to pay the executive’s spouse a benefit if the executive dies prior to retiring. SERP
benefits are often informally funded by life insurance.

Split Dollar Life Insurance
Split dollar life insurance involves the purchase of life insurance where the ownership of the policy cash value and death
benefit is divided. The executive owns a portion of each, and the employer, which typically pays all or most of the premium,
owns the remainder. This type of insurance plan is often used when a company wishes to provide lifetime protection for an
employee while retaining the ability to obtain cost recovery for its policy contributions.

Considerations

Each organizational structure (C-Corporation, S-Corporation, LLC, etc.) is subject to a unique set of rules affecting
life insurance planning. Compliance with IRS rules and regulations, state and local laws, and in some cases the Employee
Retirement Income Security Act of 1974 (ERISA) is required.

Not every plan type described above is appropriate for each organizational structure.

Organizations subject to the Alternative Minimum Tax may have additional considerations for plans where death
benefits would be paid to the organization.

Internal Revenue Code Section 101(j) applies to all employer owned life insurance contracts that are issued or
materially modified after August 17, 2006. Section 101(j) requires employees to be given written notice before the issuance
of a life insurance contract and provide written consent to such life insurance. In addition, the employer must annually
report life insurance arrangements to the IRS by filing form 8925 with the employer’s tax return.

In general, benefits provided to the employees of an organization will result in taxable income to the employee.
Certain exceptions apply.

Professional tax and legal advisors should be consulted before entering into any insurance arrangement.

Securities offered through Kestra Investment Services, LLC (Kestra IS), Member FINRA / SIPC. Investment Advisory Services offered through Kestra Advisory Services, LLC (Kestra AS), an affiliate of Kestra
IS. Kestra IS and Kestra AS are not affiliated with Tempewick Wealth Management LLC. This material is for informational purposes only and is not meant as Tax or Legal advice. Please consult with your tax
or legal advisor regarding your personal situation.
The Five Star Wealth Manager award, administered by Crescendo Business Services, LLC (dba Five Star Professional), is based on 10 objective criteria: 1. Credentialed as a registered investment adviser or
a registered investment adviser representative. 2. Active as a credentialed professional in the financial services industry for a minimum of 5 years. 3. Favorable regulatory and complaint history review*; 4.
Fulfilled their firm review based on internal standards; 5. Accepting new clients. 6. one-year client retention rate 7. Five-year client retention rate 8. Non-institutional discretionary and/or non-discretionary
client assets administered; 9. Number of client households served; 10. Education and professional designations. Wealth managers do not pay a fee to be considered or awarded. Once awarded, wealth
managers may purchase additional profile ad space or promotional products. The award methodology does not evaluate the quality of services provided and is not indicative of the winner’s future
performance. 4,143 New Jersey wealth managers were considered for the award; 626 (16 percent of candidates) were named Five Star Wealth Managers.
Before establishing an ILIT you should consider the cost of creating and maintaining the ILIT, that life insurance qualifications generally require medical and financial underwriting, the desired policy premium
may be higher than your gift tax exclusion or lifetime exemption, gifts in excess of these exclusions and exemptions will be taxable, and that transfers to an ILIT are irrevocable.

ILIT assets may be insufficient to pay the premiums. In certain situations additional out of pocket contributions to the ILIT may be required to maintain the desired level of insurance.

Trusts should be drafted by an attorney familiar with such matters in order to take into account income, gift and estate tax laws (including generation skipping transfer tax). Failure to do so could result in
adverse tax treatment of trust proceeds.

