
Bonus Plans  
Built for Key 
Executives

CORPORATE BENEFITS 
EXECUTIVE BENEFITS

Limits and restrictions on the amount that employees and employers can contribute toward qualified benefit plans leave 
many highly compensated executives with a gap which means they’ll have insufficient assets to maintain their 
standard of living when they retire. Many executives also fail to adequately protect their loved ones through the use of 
life insurance. An executive bonus plan that’s assembled using life insurance can help put key employees in a  
better position.  

Life Insurance Bonus Plans
Plan Advantages for both Employers and Employees

•	 Provides permanent, portable life insurance coverage to a group of key management talent

•	 Helps executives build an asset that can supplement retirement income or be used for other financial goals

•	 Creates a flexible benefit plan that can be customized to the needs of the organization

•	 Helps attract and retain a competent, talented team of executives

•	 Reduces discrimination against highly compensated executives that’s inherent in qualified plans and government benefits

How Executives Benefit from a Life Insurance Bonus Plan

Highly compensated executives can often benefit from having some permanent life insurance coverage, including:

•	 An asset that generates income-tax-free cash surrender value and death benefits

•	 A benefit that is not subject to company creditors

•	 Income replacement during retirement

•	 Estate planning and wealth transfer

•	 Philanthropic wishes

•	 Payment for long-term care and nursing home stays

A life insurance bonus plan is a simple, straightforward method of rewarding key executives over and above traditional 
salary, bonus and other benefits such as group life insurance. The plan sponsor enters into an agreement with the executive 
to pay the premium for a life insurance policy owned by the executive. The premium payment is considered income for the 
executive, taxed at normal income and other payroll tax rates. The plan is considered additional compensation paid to the 
executive therefore the premium payments are tax deductible to the  plan sponsor. Many varieties of life insurance contracts 
can be used. The type of insurance contract ultimately selected will depend on the goals of the executives, the employer or both. 
Newer life insurance policies may include long term care benefits. In some cases streamlined underwriting is available; however, 
proof of good health is often required.
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This material was created to provide accurate and reliable information on the subjects covered but should not be regarded as a complete analysis of these subjects. It is not intended to 
provide specific legal, tax, or other professional advice. The services of an appropriate professional should be sought regarding your individual situation. Insurance Products: 1) are not 
a deposit or other obligation of or guaranteed by, any bank or bank affiliate; 2) are not insured by the FDIC or any other federal government agency, or by any bank or bank affiliate; and 
3) may be subject to investment risk, including possible loss of value. All guarantees are subject to the claims-paying ability of the issuing insurance company. Before investing, investors 
should carefully consider the investment objectives, risks, charges and expenses of the variable product and its underlying investment options. The current contract prospectus and 
underlying fund prospectuses provide this and other important information. Please contact your representative or the Company to obtain the prospectuses. Please read the prospectus 
carefully before investing or sending money.  May be subject to investment risk, including the possible loss of value. Withdrawals made during the first 15 years could result in unfavorable 
LIFO taxation under IRC Section 7702(f )(7) “force-out” rules. Withdrawals in excess of cost basis may be taxable. Lapsing a policy with an outstanding loan results in the loan, and any 
accrued interest, being treated as a distribution, which may be taxable. Modified endowment contracts (MEC’s) are taxed differently and are not suitable for this program if surrenders or 
loans are anticipated. Please check policy illustrations to see if the policies being considered are MEC’s. Certain changes to a non-MEC policy could result in the policy becoming a MEC. 
Professional tax advisors should be consulted. Any loans, withdrawals or partial surrenders will reduce cash values and death benefits Insurance services provided through NFP Executive 
Benefits, LLC (NFP EB), a subsidiary of NFP Corp. (NFP). Doing business in California as NFP Executive Benefits & Insurance Agency, LLC. (License #OH86767). Securities may be offered 
through Kestra Investment Services, LLC, member FINRA/SIPC.  Kestra Investment Services, LLC is not affiliated with NFP or NFP EB.

Executive Bonus Plans

Contact our team today at 
executivebenefits@nfp.com for a  
free consultation and to learn more 
on how an executive bonus plan 
can help your key executives.

CONSIDERATIONS
Taxation Laws

The Tax Cut and Jobs Act of 2017 (TCJA) did not change the tax treatment of such plans to the employer or the employee. 
Compensation payments remain tax deductible by the employer at the employer’s corporate tax rate. Employees will report the 
premium bonus as taxable income. Under TCJA, the maximum personal federal tax rate was reduced from 39.6% to 37%. 

Under longstanding tax law, permanent life insurance policies generate tax-deferred cash value growth and tax free death 
benefits. Additionally, if properly structured, tax free cash can be extracted from the policy’s cash value during the  
employee’s lifetime. 

Some employees may experience an increase in their effective combined federal and state personal tax rate, which will increase 
the after-tax cost of acquiring the policy. If other nontaxable or deferred income alternatives are not a viable solution, they may 
want to consider redeploying a portion of their other personal assets that generate taxable income towards the purchase of  
the policy. 

Executive Bonus Plans — And a Whole Lot More
NFP is a leading insurance broker and consultant that provides employee benefits, specialized property and casualty, retirement, 
and individual private client solutions through our licensed subsidiaries and affiliates. Our expertise is matched by our 
commitment to each client’s goals and is enhanced by our investments in innovative technologies in the insurance brokerage and 
consulting space. 

For more information visit, NFP.com.

NFP Corp. and its subsidiaries do not provide legal or tax advice. Compliance, regulatory and related content is for general informational purposes and is not
guaranteed to be accurate or complete. You should consult an attorney or tax professional regarding the application or potential implications of laws, regulations
or policies to your specific circumstances.


