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Qualified Retirement Plan Max: Reallocating Tax-Inefficient Assets

When lifeinsurance is utilized as partofyour overall estate planitisimportantto determine the mostefficient mannerin
which tofund the policy. There are numerous income, estate and gifttax issues that need to be considered in making
this determination Otherfactors that may come into play include the level offlexibility and control thatisdesired, current
interest rates and pending legislation.Whatever funding alternative is chosen it is important that the arrangement works in
tandem with any other tools or techniques you have implemented to accomplish your estate planning goals. The following
isabriefsummary ofanumberof common lifeinsurance funding alternatives.

Annual Gifts

The IRSallows you to make annual gifts of $14,000to any individual without paying gifttax or using upyour lifetime
exemption.A married couple may splittheir annual gift tax exclusion and gift $28,000 to any individual every year.When a
lifeinsurance policy isowned byathird party (suchasanirrevocable life insurancetrust - ILIT) you may make annual
giftswhich can be usedto paythe lifeinsurance premiums.

Lump Sum Gifts (Utilizing the Lifetime Gift Tax Exemption)

Ifthe premiumsforthe needed lifeinsurance coverage exceedthe annual gifttax exclusions,orwhenthese exclusions
are already being used, you may still make tax free gifts by applying your lifetime gift tax exemption.Every individual may
make lifetime giftsupto $5,340,000 in2014without payingagifttax.

Qualified Retirement Plan Distributions

Duetofederalincome and estatetax treatment of qualified retirement plans, your 401(k), profitsharing plan or pension
plan may be reduced byas muchas 75% uponyour death. Takingtaxable distributions during your lifetime and using
those aftertaxdollarsto paylifeinsurance premiumswillinmostcases maximize theamount passingtoyour heirs.

Premium Financing (Third Party Commercial)

Insome cases itmay notmake financial sense to make gifts to pay life insurance premiums. This may bethe case when
premiums exceed the amount that can be gifted free of gifttax orwhen you would be pulling dollars out of assets that
are achieving high returns. Another alternative would be to borrow the money to pay the premiums. There are numerous
"premiumfinancing"programsthathave beendevelopedthatallowyouto use borrowed funds fromacommercial lender
to pay life insurance premiums. Each program has different collateral requirements, payback terms and interest rates.

Private Financing

Similartothe commercial premiumfinancing programs mentioned above, another alternative is private financing. The
main difference in private financing arrangements isthatthe insured acts asthe lender and loans moneyto athird party
(oftenanirrevocablelifeinsurancetrust) to paythe premiums. Suchanarrangementallows for moreflexibletermsthana
typical commercial premium financing program.

Private Split Dollar

Private splitdollar arrangements are another technique for making substantial premium paymentswhile reducing or
eliminating gifttaxes, removingthe policy fromyour gross estate for estate tax purposes and retainingaccess (although
limited)to policy cashvalues. The policy istypically owned byan ILIT and premium payments are made bythe insured or
theinsured'sspouse. Based onthe terms ofthe agreementonly asmall portion of the premium paidisdeemed agiftwhile
the majority of the premiumisto be returned tothe premium payer atsome point.



