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Here's how an executive bonus plan could work to 

reward and retain your key employees... 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. The business agrees to pay the tax-deductible premiums for life insurance policies applied for by selected 

key employees. 

2. Each of the selected key employees owns the policy on his or her life and names a personal beneficiary 

for the death benefit.  While alive, the key employee controls the policy's cash value and is entitled to 

any policy dividends paid. 

3. The cost to the key employee is the income tax due on the premiums paid by the business as a bonus. 

4. At the key employee's death, his or her personal beneficiary receives the death benefit free of income 

tax. 

 

Business 

Insurance 

Company 

Selected Key 

Employees 

2 

Life Insurance Policies 

Insured: Key employee 

Owner: Key Employee 

Beneficiary: Named by Key Employee 

1 

Tax-Deductible Life 

Insurance Premiums 

Employee’s Personal 

Beneficiary 

IRS 

4 

Income Tax-Free 

Death Benefit 

3 

Income Tax on Bonus 


