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Split-Dollar & Shared Ownership RCAs

There seems to be some confusion in the field as to
how Split-Dollar / Shared Ownership RCAs actually
work and should be illustrated.

What is the Difference?

A split-dollar arrangement separates the mortality of
the policy from the cash value for the life of the
contract (ie. until the insured dies). A Shared
Ownership arrangement separates mortality from
the cash value for a period of time, usually the
retirement of the life insured.

Use in RCA

Mathematically, a split-dollar arrangement does not
work in an RCA. The reason is that in post-
retirement, the premiums the insured is required to
pay exceeds the death benefit received. Only
Shared Ownership can be used in an RCA and then
only on a pre-retirement basis, if the Insured RCA is
to provide more benefits then the Non-Insured RCA.

Corporate RCA

Under no circumstances will R°F be involved in a
Shared Ownership RCA with a corporation. The tax
risks are too high and if mitigated, not only offer no
tax advantages to the corporation (over just buying
the coverage separately for the corporation’s own
account) but, also expose both the insured and
advisor to liability over valuation issues.

For example, if a corporation was contributing
$100,000 annually to an RCA, half would go to the
RTA and half would go to the RCAIA that can be
paid to the Insurer — requiring X amount of insur-
ance for the insurance contract to remain exempt.
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If done properly, the insurance funded RCA will
provide greater benefits than conventional funding.

Now, enter the corporation with a split-ownership
offer to the RCA to buy the mortality portion to
retirement, ostensibly because the corporation has
a key person risk on the RCA plan member. Some
would argue that the tax risks of the arrangement
can be mitigated if the corporation continues (i) to
pay the $100,000 full RCA contribution and (ii)
separately pay the RCA the term costs for the
insurance (5, 10, 20 or Term to 65) to retirement.
There is no cost advantage to the corporation (they
could buy the insurance separately at the same
price and after tax cost) but the advisor, insured,
and corporation are now exposed to two risk
factors:

° The mitigation attempt might not succeed
and the face value of the insurance paid to
the corporation could still be deemed by
CRA as a distribution from an RCA.

° The RCA is losing very substantial
pre-retirement death benefits against the
extra CSV they receive relative to the
re-investment back into the policy of the
payment for the pure mortality received from
the corporation. Since the insured exempt
policy is already providing greater benefits (if
properly illustrated) then the non-insured
version, there is the risk of a lawsuit from the
surviving spouse or beneficiaries of the RCA
if the mortality proceeds do not find their way
through the corporation to them. That is why
professional corporate trustees will not touch
Shared Ownership RCAs.

An insurer's desire to obtain premium and an
advisor’s desire to receive commissions are often in
conflict with the best interests of the client.
Ignorance of how an RCA can and should be used,
is no defense.



Individual RCA

If a Shared Ownership RCA is going to be
considered it should only be between the RCA and
the plan member, spouse or other 3rd party or
corporation other than the OpCo. that establishes
the RCA. If the spouse is not the beneficiary of the
mortality portion of the contract, it would be wise to
obtain a release from her for the pre-retirement
benefits lost under the RCA plan document.

Why Shared Ownership?

Since there is no cost advantage to the individual
or corporation buying the mortality portion of a
policy (compared to buying separately), why do it?

Sadly, the primary reason is that most insurance
contracts are designed inefficiently for use in an
RCA. The only way a sale can be made is to
remove the inefficiency through the use of a
Shared Ownership arrangement. Providing the
contract is properly designed for use in the RCA in
the first place, there are only two valid reasons for
Shared Ownership between an RCA and an
individual:

° Provides greater pre-retirement survivor
benefits particularly in low tax jurisdictions
like Alberta.

° Resolves capacity problems for large RCAs

if there is a need for both personal
insurance and a large face amount to
maintain the exempt status of the policy in
the RCA.

Why do we not promote
individual Shared Ownership?

R°F has developed the software to properly
illustrate them but have concerns that
inexperienced advisors and insurers are using
them to reduce the corporate cost of funding the
RCA . As such, expose the client to the risk that
the insurance proceeds might be deemed by CRA
to be a distribution from an RCA trust as they have
stated they would treat Shared Ownership

arrangements between a corporation and the
individual.

We have sought a Technical Interpretation from
CRA and feel that it is prudent to wait until it
has been received.

Conclusion

Due to the uncertainty associated with Shared
Ownership, we strongly recommend that clients
seek independent tax and legal advice.

Roy W. Craik, President
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This material is for information purposes only and should
not be construed as legal or tax advice. Every effort has
been made to ensure its accuracy, but errors and
omissions are possible. Individual circumstances may
vary and specific legal and tax advice is recommended.
This material is based on current tax legislation and
assessment practices and may be affected by future tax
changes and market conditions.

Retirement Compensation Funding Inc
416.364.6444 | info@rcf.ca | www.rcf.ca

© 2005 - Reprinted with permission by R°F




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


