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MARKET TREND: Although a higher federal estate tax exemption means fewer
Topic:
“Top-Hat Plan” Exemption Compliance for Deferred Compensation
families will face federal estate tax exposure, the use of trusts in life insurance
Arrangements
plans will continue to serve numerous practical and tax planning needs.

MARKET TREND: As key executives continue to seek options for deferring
SYNOPSIS: Planning with trust-owned life insurance (“TOLI”) must consider
the receipt and taxation of current income, there likely will be a corresponding
the funding of premiums into the trust. Numerous funding methods exist,
increase in inquiries from employers as to how to structure nonqualified
including: (1) annual exclusion gifts, (2) lump-sum gifts of gift and GST tax
deferred compensation plans to meet the “top-hat plan” exemption from many
exemption, (3) split-dollar arrangements, (4) installment sales to ILITs or (5)
ERISA requirements.
a combination thereof, with each method varying in terms of administrative
complexity and tax-efficiency.

SYNOPSIS: Nonqualified deferred compensation plans generally are
considered pension plans within the meaning of ERISA and are subject to
TAKE AWAYS: TOLI is beneficial for creditor and beneficiary protection
rules regarding plan design and administration, including funding, vesting
purposes, wealth management, state estate tax planning, and income tax
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OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN ADVICE, AND,

BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK ADVICE FROM AN
INDEPENDENT TAX ADVISOR.WHY CONTINUE TO USE TOLI

Before 2013, most individuals placed life insurance into an irrevocable life
insurance trust (“ILIT”) in order to prevent taxation of the life insurance
proceeds in the insured’s estate. The permanent increase in the federal estate
tax exemption to $5.25 million,1 however, raises the question of whether many
families still need ILITs for estate tax planning.
Yet TOLI remains beneficial for numerous reasons. A trust offers creditor
protection for beneficiaries (as in cases of bankruptcy or divorce) and provides
centralized (and possibly professional) wealth management, particularly for
younger beneficiaries who are not prepared to handle large or sudden ascensions
to wealth. Further, ILITs limit exposure to state estate taxes in states with
separate estate tax systems or no state income taxes, which typically have much
lower exemptions than the federal estate tax exemption amount.

