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The BATL™ Plan

It can be argued that a business’s most valuable assets are its employees, the talented people who are
committed to making “it” happen — day in and day out. Attracting, retaining and rewarding key people
is instrumental to the success of any business. There are several employee benefits common to
most businesses:

e Social Security
¢ Health and medical insurance
e Life and disability insurance

* Traditional qualified retirement plans, such as 401(k) or SIMPLE IRAs.

Since these items are provided by most competitive businesses, many talented and highly compensated
executives are searching for other ways to defer current income in favor of augmenting funds available
at retirement.

Lost Deferral Opportunity

The Section 401(k) plan has become a popular plan to set aside income for retirement, but government
regulations limit maximum annual contributions for highly compensated employees. As of 2010, employee
contributions to 401(k) plans are limited to $16,500 ($22,000 for ages 50 and older) even if the executive
wants, can and needs to defer more. Contributions may be limited even further, if the rank and file
employees are not making deferrals.

The restrictions placed on traditional 401(k) plans have contributed to a form of reverse discrimination.
Although they allow an average employee an opportunity to protect a significant portion of his or her current
income, they are significantly inadequate in protecting the compensation of key employees, including the
business owners. In effect, a significant gap exists between the portion of income a highly compensated
employee can protect versus an average employee. The ratio can be as high as 1 to 3, which means the
highly compensated employee ends up protecting two-thirds less compensation than the average employee.
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How Does Reverse Discrimination Affect Key Employees’ Retirement Income?

Consider the savings disparity between an employee earning $45,000 a year and a key employee earning $350,000.
Here is what they could both save in a 401(k) plan (we will assume both are age 45):

Total Compensation $45,000 $350,000
Formula 401 (k) Deferral Opportunity (assume $16,500 maximum contribution) 36.66%* 4.71% *
Company Match 25¢ on the dollar, up to 3% of salary 3.00% 1.18%
Potential Deferral Opportunity (with match) 39.66% 5.89%
Lost Deferral Opportunity (Protection Gap?) 0 33.77%

* Limited by a $16,500 maximum contribution limitin 2010 and later. These amounts could be limited further depending on non-discrimination
rules. This comparison does not take into consideration the possibility of the executive making after-tax contributions to the 401(k) plan.

Employers with traditional pension plans in place already have taken a good step in showing they value their employees’
commitment. Unfortunately, this may not be enough to help retain key people. A retirement income gap could drive
some of the best talent to take positions with competitors offering retirement programs that better meet their needs.

The result: Employers suddenly find that the financial success they have worked so hard to achieve is not so secure
with the loss of experienced staff members.

Methods for Overcoming 401(k) Deferral Limits

Highly compensated executives whose retirement savings goals have been affected by the 401(k) plan deferral limits
have generally had two ways to try to overcome this problem. First, executives with the discipline to do so, may
accumulate the net after-tax amounts they would have deferred in personally held investments. A personal retirement
savings program is far more effective than spending the net after-tax income, but it does have its drawbacks:

¢ Since the compensation received is currently taxable income, there is less money to invest for retirement savings.
e Taxes on earnings will further erode retirement savings.

e Unlike qualified plans, the money saved for retirement can be reached by the executive’s personal creditors.




Other executives — with employers that are willing to participate — will defer the income on a non-qualified basis. This
can also be an effective strategy, but it too has some disadvantages:

* The executives’ deferral accounts are subject to the claims of the employer’s creditors as well as their own. Their
funds could be lost if the employer runs into financial problems.

* Rules under IRC §409A place stringent requirements for in-service withdrawals — making it difficult for participants
to access those funds in case of a financial “emergency.”

» There are costs? involved for the employer if the full amount of the deferrals are to be accumulated for the executives’
benefit, since no compensation deductions are allowed until the compensation is paid or otherwise made available
to the executive.

A New Alternative: The BATL™ Plan

The BATL™ (bonus and tax loan) Plan is an arrangement between the employer and the executive that involves a
combination loan and bonus. The employee purchases a cash value life insurance policy and pays the premiums
with bonuses from the employer. The bonuses themselves will be subject to income tax, but the employer loans
the employee the funds to cover the additional tax amounts. As a result, the entire bonus can be used to pay
premiums, providing a way to maximize the tax-deferred cash value accumulation in the life insurance policy. The
policy cash values will be used to supplement retirement income.

Some Key Advantages of the BATL™ Plan:

* Selective: The employer can pick and choose * Supplemental retirement benefits

the executives * Supplemental death benefit protection
* Ties key executives to the business * Income-tax-free survivor benefits?
© Majority of cost is tax-deductible * Tax-deferred cash value growth
¢ Control of the plan rests with the employer * Liquid (subject to agreement)

¢ Employer controls benefit ceiling

Portable

No IRS approval needed

Generally protected from creditors®
* Selective contributions and benefits

Potential for plan to become self-completing
in the event of disability*

Easy to establish: minimal setup and
administrative costs * Avoids premature distribution penalty®

1 Fees charged by Plan Administrators are also typically borne by the employer. However, these fees are usually modest in nature.
2 IRC 101(a)

3 State law controls creditor protection.

4 Requires purchase of disability rider.

5 No 10% IRS penalty for distributions before age 59%2, provided the policy is not a Modified Endowment Contract.



Case Study

To see how this may help a highly compensated executive, let’s use “Mr. Jones” from the example. Using the BATL™ Plan,
a bridge over the deferral gap can be created.

Let’s assume our executive is a male, non-smoker who is currently in good health. We’ll also assume our highly
compensated employee is in a 35% marginal income tax bracket. Each year, he will receive annual bonus compensation
of $50,000, which would result in an additional $17,500 of income taxes. In a typical bonus arrangement, the
employee would have to pay the taxes on the bonus from his or her own income or net the taxes and pay a lower
premium for a policy with a lower amount of death benefit protection. With the BATL®" Plan, the employee can apply
the full bonus to the premiums without having to use any personal funds to pay taxes.

Over The First Seven Years

A series of seven annual bonuses are planned in order to take advantage of maximum cash value accumulation
under the “7-Pay Test” required by Internal Revenue Section 7702A. The full amount of each bonus will be applied to
a life insurance policy. The employer will lend the employee the tax amount associated with each bonus for seven
years. Any interest due on prior years’ tax loans and any future interest after the first seven years can be paid by the
employee out of pocket. Or, if the employer is willing, the employee can accrue future interest and add it to the loan®
balance. For our case, we will assume interest is accrued. See the table below for the hypothetical results.

How the BATL™ Plan Works

Loans Employee

Employer Bonuses Employee $ to Cover Taxes

Pays Premium

>
Employee Insurance Company
-

Cash Values

Pays Tax on Bonus Employee Repays Loan
from Policy Values

6 The loan interest rate charged by the employer should be at least equal to the Applicable Federal Rate (AFR) in effect at the time of the loan.
Interest-free or below-market (i.e., AFR) interest rate loans are subject to §7872, which imposes taxes on imputed “forgone interest.




Prior to Retirement

» The employee receives a bonus of $50,000 each year. The cumulative total will be $350,000 in bonus compensation.

* The employee borrows $122,500 over the course of the plan to pay his taxes and another $107,647 in accrued
loan interest, based on a 4% loan interest rate.

By the Numbers

G5 Employee Employer
Retirement ploy ploy

Cumulative ~ Cumulative Cumulative  Policy Death
. Loan . After-Tax  Annual Annual
Premiums/ Loans Loan Cash Benefit
Year Age Owed to Costof Loanto After-Tax
Bonuses From From Interest  Surrender Net of
Employer Bonus Employee  Outlay
Employer Employer Accrued Value Loan
1 46 $50,000 $17,500 $700 $49,230 $18,200  $1,051,947  $30,000 $17,500  $47,500
2 47 $100,000 $35,000 $2,128 $100,930 $37,128  $1,033,019  $30,000 $17,500  $47,500
3 48 $150,000 $52,500 $4,313 $152,460 $56,813  $1,013,334  $30,000 $17,500  $47,500
4 49 $200,000 $70,000 $7,286 $206,910 $77,286 $992,861  $30,000 $17,500  $47,500
5 50 $250,000 $87,500 $11,077 $263,930 $98,577 $971,570  $30,000 $17,500  $47,500
6 51 $300,000 $105,000 $15,720 $327,190  $120,720 $949,427  $30,000 $17,500  $47,500
7 52 $350,000 $122,500 $21,249 $394,720  $143,749  $1,006,878  $30,000 $17,500  $47,500

Total:  $122,500  $332,500

At Retirement
The employee begins taking annual withdrawals and loans from the life insurance policy.
e Withdrawals and/or policy loans will be taken for 15 years. $19,904 of each year withdrawal/loan will be applied

as installment payments to repay the employer. (This amount is calculated to repay the loan balance over that
15-year period.)

e Assuming the policy will support an annual withdrawal of $80,0007 a year for a 15-year period, this would leave
$60,096 each year, or over $5,000 each month for retirement income.

e For a taxpayer in a 35% marginal tax bracket, this would equate to a before-tax distribution from a 401(k) plan or
other qualified plan of $92,000 per year for 15 years.

* Not only does the BATL™ Plan help to bridge the retirement income shortfall, but over the life of the plan the
cumulative net after-tax cost to the employer for providing this benefit is only $104,368.

7 This is a hypothetical example intended to demonstrate how this plan would work conceptually and does not represent any specific product.
For hypothetical results using a specific life insurance product, please request a life insurance illustration from a financial services professional.



After-Tax Annual Death A/T

. Annual Cash . . Loan Annual
Year Age Policy Loan After-Tax  Surrender e Loan Principal  After-Tax
Cash Pmts to Outlay Value Loan Net of Inter.est epeert | G
Flow Employer Loan Received

20 65 $80,000 $19,904 -$60,096  $861,530 $218,653  $1,424,347  $8271 $6,118  -$14,389
21 66 $80,000 $19,904 -$60,096  $834,560 $206,699  $1,342,301  $8,125 $6,362  -$14,487
22 67 $80,000 $19,904 -$60,096  $805,620 $194,268  $1,262,732  $7,972 $6,617  -$14,589
23 68 $80,000 $19,904 -$60,096  $774,620 $181,339  $1,183,661  $7,813 $6,882  -$14,695
24 69 $80,000 $19,903 -$60,096  $741,160 $167,893  $1,153,107  $7,648 $7,157  -$14,805
25 70 $80,000 $19,904 -$60,096  $704,700 $153,909  $1,130,091  $7,476 $7,443  -$14919
26 71 $80,000 $19,903 -$60,096  $664,750 $139,365  $1,099,635  $7,298 $7,741  -$15,038
27 72 $80,000 $19,903 -$60,096  $621,260 $124,240  $1,062,760  $7,112 $8,0561  -$15,162
28 73 $80,000 $19,903 -$60,096  $573,820 $108,510  $1,020,490  $6,919 $8,373  -$15,291
29 74 $80,000 $19,903 -$60,096  $522,120 $92,151 $970,849  $6,718 $8,708  -$15,425
30 75 $80,000 $19,904 -$60,096  $465,810 $75,138 $915,862  $6,509 $9,056  -$15,564
31 76 $80,000 $19,903 -$60,096  $404,530 $57,443 $854,557  $6,291 $9,418  -$15,709
32 77 $80,000 $19,904 -$60,096  $337,870 $39,041 $784,959  $6,065 $9,795  -$15,860
33 78 $80,000 $19,904 -$60,096  $265,360 $19,904 $710,096  $5,830 $10,187  -$16,017
34 79 $80,000 $19,904 -$60,096  $186,440 $0 $628,000  $5,586 $10,594  -$16,180
35 80 $0 $0 $0  $187,750 $0 $606,000 $0 $0 $0
40 85 $0 $0 $0  $180,700 $0 $493,000 $0 $0 $0
45 90 $0 $0 $0  $151,630 $0 $379,000 $0 $0 $0
55 100 $0 $0 $0 $45,810 $0 $97,000 $0 $0 $0
Total: $1,246,319 -$947,767 Total:  -$104,368

It is obvious that the BATL®™ Plan can be an effective way to reward key people and tie them to the employer in a cost-
efficient manner. For further information or to see how this strategy may fit your specific circumstances, contact your
financial professional.

Please be advised that this document is not intended as legal or tax advice. Accordingly, any tax information provided in this document is not intended
or written to be used, and cannot be used, by any taxpayer for the purpose of avoiding penalties that may be imposed on the taxpayer. The tax
information was written to support the promotion or marketing of the transaction(s) or matter(s) addressed, and you seek advice based on your
particular circumstances from an independent tax advisor.

Life products are issued by AXA Equitable Life Insurance Company (New York, NY) and co-distributed by affiliates AXA Distributors, LLC and
AXA Network, LLC and its subsidiaries.
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