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Executive Bonus Plan

THE A-B COMPANY

Eujzu-ﬁ""“:uu““ EMFLDYER
. Employer pays the premiums e .

E as Bonus l 1. Premiums
« Employee owns the policy £

Eooa, Living LIFE

* Premiums are taxable to the employee i Benefits NNIRJRWIC 5. Death Benefits

_ _ _ COMPANY
* Premiums are deductible to the business

¥ 3. ?ays lngome EMPLOYEE'S
axon Bonus BENEFICIARY

EMPLOYEE —j

IRS

« Employee has full rights to the policy
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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

6} MutuarOmana




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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Split-Dollar
Arrangements

WEe'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

Employee’s | Endorsed | Table 2001 Rates Table 2001

Age Death (/$1k of DB) Taxable Income
Benefit
40 $1M $1.10 $1,100
50 $1M $2.30 $2,300
60 $1M $6.51 $6,510
70 $1M $20.62 $20,620
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Collateral Assignment

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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Non-Equity 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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Split-Dollar Arrangements — Recap

. Repayment of .
Type of Split Dollar Owner Cost to Employee . Benefit to Employee
yp P pioy Premiums to Employer ptoy
Endorsement/Economic [Business Taxed on the economic NA - Policyisowned by |Death benefitis primary
Benefit benefit of the death benefit  |business concern of employee &
employer
Collateral Assignment/ |Employee Interest bearing loans Loan balancerepaidto |Access to cash in the policy
Loan Regime employer from policy's  |and ownership are
cash or death benefit important to the employee
Non-Equity Collateral Employee Taxed on the economic Business pays premiums |Death benefit and policy
Assignment benefit of the death benefit  |with expectation of future jownership are important to
assigned to the employee repayment (greater of the employee
premiums paid or policy's
cashvalue)
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Benefits of Split-Dollar Arrangements
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 _
% MutuarOmana




Split-Dollar Arrangements - Considerations

* 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

THE A-B COMPANY

1. Agreement

A nongualified deferred
compensation plan
that can be set up as a

Retirement

4, Tax Deductible >
Benefit Dollars

Death

salary deferral or 5. PolcyCash Values/ e
Salary Contlnuatlon Proceeds HEIRS

LIFE INSURANCE
arrangement.
2. Life Insurance
Premiums
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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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Life Insurance lllus

Advanced Salary Col

. .
Winflex Illustrations R
Male Age : 45-Preferred Non-Tobacco  Date: 2/11/2025
Initial Death Initial Non-Guaranteed Employer's / Executive's
Benefit Payment Interest Rate Tax Bracket
$439,809 $25,000 6.33% 35% / 35%
Post-Retirement Benefit: $43,000 for 36 yrs beginning age 65.
Income Advantage™ IUL United of Omaha Life
Recruit, Retain and Reward Your Most Valued S e
rul n war r e Omana A Mutual ot Omaha Company
Eec |u y; 1€l anc:rewal ouMostvaltied w—co- ! e CORPORATE OUTLAY IF EXEC LIVES __IF EXEC DIES
mployees Annual  Cumul. PV Net Ann Net
Exacisive Bonuss, Male, Age 45, Preferred Non-Tobacco Annual  Annual  Annual Net Cost Net Net or Total Cash Eff  Death Gain At
Year Age Premium _ Loan Interest of Ben Outlay Outlay Benefit Outla Value Sumplus _ Benefit  Death
r
b 2% T 0 32311 4361 27950 0 394000 810550 1204550 1148316 41240 1355840 151299
——
X ) N - ife Insurance lil 27 72 0 33080 510 27950 0 394000 782600 1176600 1193597 44280 1383461 206861
\'?c?grﬂ;\ll}bge\t/glls :é‘%rﬁergare%s - Name: Siiit Dollar w73 0 3BT 5807 27850 0 34000 754650 1148850 1240908 47311 1411300 262850
|22 ! pl 29 74 0 34673 6723 27950 0 394000 726700 1120700 1291510 50602 1439385 318685
R SSiandnct 3 Hhooe wha Corporation Name: A_B Corp W 75 0 35540 7590 27850 0 394000 698750 1082750 1345708 54,198 1467,703 374953
make significant contributions to your business — is a - .
challenge many employers face. Qualified employees J Male Age : 45-Preferred Non-Tobacco Dal g 75 ss0000 340451 42001 307450 304000 394000 608750 1002750 1,345708 051708 1467703 374,953
e o i “ Initial Death Initial Non-Guat 31 7 0 36451 8501 27850 0 394000 670800 1064800 1403866 56,158 1496303 431503
an a competitive salary and a basic benefits package Beﬂeﬂl Paymnt Inlerﬁl
N kel 2 o Viouae ok pac e 2 77 0 37407 9457 27850 0 394000 642850 1036850 1465743 61878 1,563,784 526934
$2,000,000 $14,100 5.56
i 33 78 0 38411 10461 27850 0 394000 614900 1008900 1531544 65800 1635510 626610
| 34 79 0 30485 11515 27950 0 394000 586950 980050 1601470 69,927 1711700 730,750
s Corparation 80 0 40871 12821 27850 0 394000 550,000 953000 1675724 74253 1792571 839571
Give Your Top Performers Incentives to Stay . . T 80 550,000 541755 94555 447200 304000 394000 550000 953000 1675724 1281724 1792571 839571
Asuccessful business strategy includes finding ways to * The premium amount is treated as taxable income to Net Net Net 2
make sure your most valuable employees want to remain the employee; however, the employer has the option Annual  Surrender Death Imputed Annual Annus 36 81 0 41734 13784 27950 0 394000 531050 925050 1754496 78772 1878333 953283
loyal to your company. to mmge the emp'ﬂyee' wm an adﬂmOnall bonus Outiay Vaiue Benefit Income Bonus Oula; a7 g2 0 42854 15004 27950 0 334000 503100 897,100 1837877 83481 1,869,191 1,072,081
amount to for the [axes. " N " - " N " - ! - N ' "
An executive bonus plan using Income Advantage™ 1UL « Thiermpiloyes retéir ful cwriership fights 1othe 15,163 0 14,100 3,038 4675 a0y 38 83 0 44235 16285 27950 0 394000 475150 869,150 1926347 88370 2065343 1196193
can be a smart- and simple — way to recruit, retain and policy, inchiding the abiliy to niame and change the 15253 0 28,200 3293 5066 329 39 84 0 45580 17,630 27950 0 394000 447200 841200 2018760 93412 2,166,957 1325757
reward your most valued employees. Here's how it works: beneficiary. The employee can also access the cash 15 254 o 42300 3583 S5z a5g W08 0 46883 10043 27850 0 394000 419250 813250 2118338 08,579 2274173 1460823
* The employee applies for a personal life insurance value at afy me and foriny reason: 15‘447 o 55'400 3,848 5‘921 384 T@ 85 550,000 763250 176300 586950 304000 394000 419250 813250 2118338 1724338 2274173 1460923
policy. « In the event of the employee's death, the death g y . ’ ) "’ ’ N "’ . ! T T T
« Ovica appraved, the employer pays the ife insirance gz::;; II: pa:d income-tax free to the employee’s 15,538 15349 70,500 4,110 6323 410 41 88 0 48476 20526 27950 0 394000 391300 785300 2222170 103832 2387080 1601789
premiums directly to United of Omaha Life Insurance . . 42 87 0 50033 22083 27850 0 394000 363350 757350 2331207 109,128 2505761 1748411
- 76,755 15,349 70,500 17.872 27,496 1787,
Company. The employer geLv; to deduct the premiums 43 88 1] 51,669 23719 27 950 0 394000 335400 729400 2445719 114422 2630197 1900797
as an ordinary and reasonable business expense. 15,642 32,567 84,600 4,405 6,778 4400 41 g9 0 53386 25436 27950 0 384000 307450 701450 2565415 119696 2,760,385 2,056935
Policy Details 15,777 50,397 98,700 4791 7.3n 479 45 90 0 55188 27238 27850 0 394000 279500 673500 2690365 124050 2896314 2222814
Annualized Policy Premium $36,000 ' 16,950 70,891 112,800 5803 8,159 5300 & g0 550000 1022002 205302 726700 394000 394000 279500 673500 2690365 2206365 2896314 2222814
el Dot Benaft 16,198 90,122 126,900 5,894 8,221 598
i g $634,049 . 18.475 10473 141000 5785 10439 e7a 46 91 0 57081 29131 27850 0 394000 251,550 645550 2,820,558 130,193 3.037.986 2392436
lude: death benefit feat g , X X X
(includes an increasing death benefit feature) a7 @ 0 50089 31,119 27950 0 394000 223600 B17.600 2960063 140405 3144806 2527,006
A"a;:'ﬂﬁs;”f paid by E'"P'“y';’ 1axes) $55,385 ; 156,803 10,173 141,000! 45,151 69,463 4515 48 o3 0 61156 33206 27950 0 394000 195650 589650 3,113500 152537 3250162 2669512
ot s o e s e ew W e & M0 S mwoam o e e wm e e de e
Non-Guaranteed Surrender Value at age 67 $1,577,679 ' 17.009 152,683 169,200 8,568 13.182 8,560 . ' ’ : ' : ’ ’ : o
| 17408 175347 183,300 8,447 14,534 944 T@ 95 550,000 1328305 461855 66450 304000 394000 130750 533750 3464375 3070375 3518797 2,985047
The Benefits of Smart Business Planning i 17,671 199,142 197,400 10,203 15696 10,203 5494 0 0 1,802,600
Benefits to the Employer: Benefits to the Employee: | 17,893 224,079 211,500 10,838 16,674 10,838 5,836 0 0 1788500
* The plan is an incentive for most valued employees or * Receives the life insurance protection under the 243 652 224,079 211,500 91,863 141328 81,863 49,465 0 0 1.788,500
incorporated business owners to stay with your company. policy for their family at minimal cost to them.
16 61 18,143 246089 225600 11,551 17,771 11,551 6,220 0 0 1,774,400
17 62 18,481 269,039 239,700 12518 19,255 12516 6,739 0 0 1,760,300
18 63 18865 202960 253800 13,800 21,384 13.900 7484 0 0 1746200
19 64 19605 317913 267900 15,727 22,569 14,100 8,469 0 0 1,732,100
23 20 6 20,360 343985 282,000 17,884 23,730 14,100 9,630 0 0 1,718,000
T@ 65 339205 343865  282000) 163442 246038 158,030 88,007 0 0 1.718,000
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Meet Your Advanced Markets Partners

Ron Lee Michelle Owens Bill Beckett
JD CLU ChFC CAP JD CLU ChFC CEBS CFP CLU ChFC MBA
VP Advanced Markets and Advanced Markets Manager Advanced Markets Specialist

Brokerage Field Relations

call: (402) 351-4287
email: advanced.markets@mutualofomaha.com

Underwritten by
@ MllTlIillQCOIIlilllil United of Omabha Life Insurance Company
Protect Your Kingdom A Mutual of Omaha Company
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