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Executive Bonus Plan
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• Employer pays the premiums

• Employee owns the policy

• Premiums are taxable to the employee

• Premiums are deductible to the business

• Employee has full rights to the policy



Executive Bonus Plan - Considerations for the Employer

Advantages 
• No IRS approval is required

• The arrangement requires minimal ongoing administration

• You choose who and how much benefit is given to a key employee

• Can be a key differentiator for your company when recruiting employees

Tax Considerations
• Premiums are deductible as taxable compensation to the employee

• If the bonus is paid to an owner of the business, the deductibility may vary based on how 

the business is organized

• A bonus is considered taxable wages for both FICA and FUTA purposes 
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Executive Bonus Plan - Considerations for the Employee

Advantages 

• Employee has full control of the life insurance policy

• Employee names a beneficiary of the policy’s proceeds

• Employee benefits from using the business’ dollars to pay for personally-owned life insurance

• The employer can “gross up” the bonus to cover any income or FICA tax

Tax Considerations

• Life insurance cash values accumulate tax deferred

• The beneficiary receives life insurance death benefits income tax free

• The employee’s cost is the income and FICA tax due on the “bonus”
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What if the 
business 
wants more 
control?

REBA - Restrictive Executive 

Bonus Arrangements

• Executive Bonus Plan with additional 

features

• Has Restrictive Endorsements

• Limits the employee's ability to access 

cash values, take loans or withdrawals, 

or change ownership without written 

consent from employer
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Executive 
Compensation 
Plans:

An agreement between a 
business and employee to 
share in the costs & benefits 
of a life insurance policy
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Split-Dollar 
Arrangements

We’ll look at 3 split-dollar methods:

1. Endorsement

2. Collateral Assignment 

3. Non-Equity Collateral Assignment

Today only discussing employer and employee
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Endorsement Method

• Employer owns the policy 

• Employer endorses a portion of the death benefit to the employee     

• Now, if the employee dies while arrangement is in force, the employee’s beneficiaries receive their 

endorsed portion.  The remainder goes to the employer

• If the arrangement ends while employee is alive, the employer can keep the policy or transfer it to the 

employee

• Employee pays tax using the economic benefit regime

Provides a cost-effective death benefit to employer and employee
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Economic Benefit Regime

What is the Economic Benefit Regime?

• Tax due by employee on their portion of the policy's death benefit

• Age, death benefit amount and Table 2001 determine the amount
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Employee’s 

Age

Endorsed 

Death 

Benefit

Table 2001 Rates
(/$1k of DB)

Table 2001

Taxable Income

40 $1M $1.10 $1,100

50 $1M $2.30 $2,300

60 $1M $6.51 $6,510

70 $1M $20.62 $20,620



• Employee owns the policy and names the beneficiary

• Premiums are treated as loans from the employer to the employee

• Employee is responsible for paying the interest on the loan

• A collateral assignment can be used to prevent the employee from borrowing, surrendering or 

transferring ownership without the employer’s approval 

• At termination of the agreement, the loan is repaid, and the remaining cash and death benefit is 

available to the employee

Access to cash accumulation, death benefit protection, 

and ownership are important to the employee
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Collateral Assignment



• Employee owns the policy & names the beneficiary

• Employee agrees to repay the greater of the premiums paid or the policy’s cash value

• Employee pays income tax on the economic benefit 

• Collateral assignment can be used

• If employee dies while arrangement is in force, the employer receives the greater of the policy’s cash 

value or premiums paid.  Employee’s beneficiary receives remainder of death benefit

• If the arrangement ends while employee is alive, the employer may receive the greater of the policy’s 

cash value or premiums paid.  They may also forgive the debt

Death benefit protection and ownership are important to the employee
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Non-Equity Collateral Assignment



Split-Dollar Arrangements – Recap
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Type of Split Dollar Owner Cost to Employee Repayment of 
Premiums to Employer Benefit to Employee

Endorsement / Economic 
Benefit

Business Taxed on the economic 
benefit of the death benefit

NA  - Policy is owned by 
business

Death benefit is primary 
concern of employee & 
employer

Collateral Assignment / 
Loan Regime

Employee Interest bearing loans Loan balance repaid to 
employer from policy's 
cash or death benefit

Access to cash in the policy 
and  ownership are 
important to the employee

Non-Equity Collateral 
Assignment 

Employee Taxed on the economic 
benefit of the death benefit 
assigned to the employee

Business pays premiums 
with expectation of future 
repayment (greater of 
premiums paid or policy's 
cash value)

Death benefit and policy 
ownership are important to 
the employee 



Benefits of Split-Dollar Arrangements
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Employer:

• Ability to share in benefits

• Effective method of attracting and retaining valuable key employees 

• Flexibility to customize and choose who participates

• Employer typically retains the right to receive all their premium payments

• An easy-to-administer, cost-effective way to provide a valuable employee benefit

• Tax efficient way to get money out of the business

Employee:

• Unique benefit from employer

• Low-cost & tax free death benefit protection

• Potential access to policy accumulation values

• Selection of beneficiaries



Split-Dollar Arrangements - Considerations

17

• Require formal, written agreements

• Employer must make sure it has the cash flow to pay premiums

• Should have a termination strategy
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Deferred Compensation Life Insurance

A nonqualified deferred 

compensation plan 

that can be set up as a 

salary deferral or 

salary continuation 

arrangement. 
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Deferred Compensation - Considerations for the Employer

Advantages 

• The plan is selective and is reserved for top-hat employees or owner/employees of regular corporations

• Golden handcuffs

• No IRS approval is needed

• The plan helps recruit, retain and reward key employees

• The plan could be combined with a key employee need

• May improve the employer’s balance sheet and provide a source of credit at guaranteed interest rates

Tax Considerations  

• Life insurance proceeds are received income tax-free

• Policy cash values accumulate tax-deferred

• Funding dollars are not deductible when contributions are made

• Benefit payments are tax deductible when made by the employer and included 

in the employee’s taxable income
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Deferred Compensation - Considerations for the Employee

Advantages 

• Tax deferral

• Retirement Income

• Death benefits

• The plan’s benefits can be coordinated with the key employee’s other fringe benefits

Tax Considerations 

• There is no current income taxation of life insurance premiums

• Benefit payments are taxable when received

• The plan’s benefits are included in the value of the employee’s estate as income in respect 

of a decedent
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Which Executive Compensation Plan is Right?

• Is an immediate tax deduction the most important consideration for the employer?  How 

about simplicity of design?

• Executive bonus may be the solution

• Does the employer want to recoup their outlay and have some flexibility in design?

• Does the employer want to make interest-bearing loans to the employee so they can accumulate 

funds in the policy for retirement?

Split dollar -- Loan regime

• Does the employer want to provide a death benefit only? 

Split dollar -- Economic benefit regime (either endorsement or non-equity collateral assignment)

• Does the employer want maximum control?  Are they willing to deal with the additional 

complexities of a deferred compensation plan?  Are they willing to forgo the deduction 

until the compensation is paid to the employee?

• Deferred compensation may be the solution
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Winflex Illustrations
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Questions?



Meet Your Advanced Markets Partners

call:     (402) 351-4287

email: advanced.markets@mutualofomaha.com 

Ron Lee 

JD CLU ChFC CAP 

VP Advanced Markets and 

Brokerage Field Relations 

Michelle Owens 

JD CLU ChFC CEBS 

Advanced Markets Manager

Bill Beckett

CFP CLU ChFC MBA

Advanced Markets Specialist
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