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. One of the most
overrsted and
misinterproted
etatements In
the lfe insur-
anco industry is
that life insur-
ance procoeds
aro tax froo,

This atate-
ment ls not only
misleading but,
in certain in-
stances, could be
dovantating. A
summery of tho rules governing
tho taxabllity of life insurance
procoods is presentod In the ac-
companying table. Clearly, the tax
consequences significantly differ
betwoen distribution after death
and duting lifetime.

The table reveals that all life
{nsurance policy death baepefit
distributions are exempt from
fodera) income tax and, with few

4 from state inheri
tazes. In addltion, whether a poli-
cy's death benefit is subjoct to
federal estate taxes depends on
who owna the policy. Thin point
requires a shart explanation.

it may not be generally recog-
nized that the insurod does not
have to bo the owner of the pollcy.
1f the insured and the ownce aro
the eame individual, thea Ilfo in-
surance procoeds are Included in
the gross estate of the insured
owner,

However, If someone other than
the Insured, such as e lifo insur-
anco trust or an [rrevocable truat,
owna the pollcy, the proceeds will
not be Included in the grosa estats
of the ipaured, and the 1ife insur-
anco P will pass on o the
benoficlaries !re.n of eatats taxes.

Grasp details of life insurance taxability

BUSINESS MILESTONES

‘Taxability of Life Insurance Proceeds

. Duinglife .
Upon Death
State _loan Annuity Total
Type of Foderal  inheritance  Estate income  distribution.
insurance Policy owner  income tax tax' tax tax  Income tax Income 1ax
Term Insured None Yes Yes
Other than None None None
insured
Imcvocable fife  None None None
insurance trust
Cash value {nsured None Yes Yes Taxed’? Taxongain On excessof cash
over premium
Other than Nonc None None Taxed! Taxongain On excessoflcash
insured over premium
Life insurance None None None Tax on gain  On excess of cash
trust over premium
Deferred annuity Insured Tax on gain Yes Yes Only on On exeess of cash
interest over premivm
Other than Tax on gain No No Only on On excess of cash
insured interest over premium
Lifc insurance Not No No Only on On excess of cash
trust applicable interest over premium

! In some statcs, death bencfits are not exempt from state inheritafe tax
1 Loans are not taxed if seven-pay test is met.

R Clearly,
diffor botwesn
Ing i{etime.

the tax conssquences significantly
distribution aftor death and dur-

takes pl_w- insida an insurance
o 1

1t should bo
that once the ownership of a life
{nsurance policy s tranafe: to
an {rrevocablo trust, the insured
cannot change the terms of tha in-
surance cantract.

Distribution during life
Poliey toan — The law permits

the taz-deferred accumulation of

interest as long ss the
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policy. I , I th
od Interest is withdrawn in the
form of & loan, it ia tazed &s ordi-
pary income.
nnuity distribution — Both
fixed and variable annuity con-
tracts assume that periodic pay-
of

interest portion is taxed es ordi-
nasy income.

Total surrender — When a poli-
¢y is surrendered and life insur-
ance coversge in cancelod, the
cash valus (surrender value} is re-
turned to the policybolder. In this
case, the difference betwoen the

ments a binati
returmn of principal and distribu.
tion of interest. Consequently,
when a Jife insurance company

es an annulty payment, the
retumm of principal portion es.
capes foderal income tazes. Tho

nne  aas
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Coruidet this your invitation
to Join the fisst anniversary
celebration of The River Place, s
Grand Hetitage Hotel. As our
way of thanking you for making
Detroit's most distinctive
hotel n success,
we're offeting s
special $79¢
tate, & compll-

THE

Jo CELEBRATE
OUR ANNIVERSARY,
WERE HOSTING 108 PRIVATE
CHAMPAGNE PARTIES.

A Grond Heritage Hotdl
1000 Rave Phace, Dntroe. Michigen $0207
e nermation s st o Wopmees oo e K00 HERITAGE.
Ol bl wevbonds v it s by

mentary split of champagne, and
free valet parking. Any of our
108 tooms will provide the
perfect setting for yout persoaal
celebration, and have you
returning for many anniver.
saties ta come. For

L\‘; reservations call

313-259-9500 oe
600-890-9505.

tota) amount of money received
(caah value minus loans out-
standing) and the total premium
paid is taxed as ordinery income.

Sid Mittra, Ph.D., CFP, is pro-
fessor of finance, Oakland Univer-
sity, Rochester Hills, and ouner of
Mittra & Associates, a Troy finan-
cial consulting firm. Oakland Uni-
versity Professor Jerrold Gross-
man critically reviewed this col-
umn.

“This column highlights promo-
tions, fers, hirings and other
key personnel moves within the
Farmington-arca business com-
munlty. Send a brief blographical
summary — Including the towns
of resldency end employment and
a black-and-white photo, If de-
sired — to: Business Editor,
Farmington Observer, 33411
Grand River, Parmington, Michi-
gan 48335, Tho Obscrver's fax
number is 1-810-477-9722.

Modern Engineering Inc.’s
Board of Directors has
Larry Moore of Parmington Hills
as vice president of the Ford Cus-
tomer Program Center, He has a
bachelor of science degree in me-
chanical engineering from the
Univeraity of Kansas mq & mas-

Gates Rubber Company, Ho will
be based at the company’s auto-
motive origina) equipment
office in Farmington Hilla. In his
new position he will be responsi.
%o for overall mansgement of
pulley and tensioner business,
which includes manufacturing fa-
cilities in Dothan, Alsbama snd
Strathroy and Windsor, Ontario,
Canada and ono in Anchen, Get-

many.

Nezrer D, Swannigan, Jr. of.
Fermington Hills :
was  appointed
plant manager for
Lear Seating Corp.
He received a bach-
elor of science de-
gree In electrical en-
gineering at Chris- :
Do ersi )?’:‘:’ni"f Swannigan

ter's of busi

degree in marketing from Michi-
gan State University. He is listed
in the Who's Who Worldwide Re-
gistry-Platinum Edition.

Alternative Living Services has
sdded Judlth George 1o ita stafl
s facility director for Hamilton
House of Farmington Hilla. it is
one of three Alzheimer's care resi-
dences ALS owns and operstes in
Michigan. George is a registered
nurse with 2] years of experience.

HDS Services, a Farmington
Hilla-based food service and hos-

ter of business administration
from Florida Institute Technolo-
gy, ond & Juris Doctor at Detroit
College of Law.

Dean J. Gould of Farmington
Hills, o partner in
the law firm of
Jackier, Gould,
Bean, Upfal, Eizel.
man & Goldman,
P.C., has been
elected to 3 one-
year term as presi
dent of the Jewish
Vocational Service

!

Gould

Board of Trustees. He will join

other ity teaders re-elect-

pitality
hired Frank Medolla as regional
vice president. He will oversee the
western region which includes Ar-
izonn, Colorado and Nevads. He
will be responsible for manage-
ment development and procure-
ment for these arcas. He l'uznded

Michi

«d as officers of the board. He
fint became effiliated with JVS
nearly 20 years ago as a student
intern through the agency's Jew-
ish Occupativnal Intern program.
He has since served on a variety
of committees and held lesder-

Western U y
where he eamed his BBA.

Kenneth Roberts was appoint-
ed vice president of pulley and
tensioner operations by The

ship | with the

tion. He is a member of the State
Bar of Michigan and a gradunte of
the University of Michigan and
Wayne State University Law
School.
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JEWELERS

Breathtaking Jewelry ... Astonishing Prices

32940 Miidebeit R,
(AL 14 MUe RA

in the Droadwey Flaza)

Thowe 853-1730
Parmington tils. Michigan




