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Nonqualified deferred compensation plans

Identifying deferred 
comp prospects 
Employers open doors to good ideas – and you have one! 

Employers want effective ways to recruit and keep the best employees. And key employees want to work for 
companies that care about their future. This motivates employers to provide valued and competitive benefits. 

Reaching out to employers about a nonqualified deferred compensation plan is well-worth your time. Research 
shows that employers and key employees value deferred comp for many reasons1. We can help you find what 
doors to knock on … and how to start a conversation with employers about the benefits of deferred comp! 

Check here for the 
best prospects. 

Organizations 
looking for a 
competitive 

advantage in benefits 
for key employees 

are ideal prospects 
for deferred comp if 

they meet each of 
these criteria. 

Take a closer look 
at the prospect. 

Once you’ve spotted 
an organization that 

fits the characteristics 
above, dig deeper to 

learn about it and 
its key employees. 
The more of these 
attributes you can 

check, the more likely 
a deferred comp plan 
is a good fit for them. 

Does the organization have … 

  Success for five years or more – and a stable or growing business?

  Revenue greater than $10 million?

  More than 100 employees – with key employees over age 50?

  10+ key employees earning over $150,000 or 5+ key employees earning over $250,000?

  Issues with losing key employees at a higher rate compared to competitors?

  To consistently provide refunds due to failed plan nondiscrimination testing? 

  Challenges in filling key employee positions due to a non-competitive benefits package?

  Are one of these business types:    
• Public      • Private C corporation       
• Pass-through tax entity (S corporations, Limited Liability Corporations or   
 partnerships) – wanting to provide benefits for non-owners   
• Non-governmental tax-exempt organization

  Have a strong business-continuation plan in place. 

  Are profitable, have good cash flow and a proven record of financial stability.

  Have key employees falling short in retirement planning due to:  
• Limits on how much they can contribute in their 401(k) or 403(b) plan 
• Qualified plan testing issues     • Exclusion from the 401(k) plan

  Are willing to be a plan sponsor and:   
• Pay the administrative service fees 
•  Want the option of making employer contributions to select key employees



Let’s connect.
For deferred comp prospecting and marketing tools, or to discuss potential sales opportunities 
with these plans, contact your regional vice president – nonqualified plans (BB9718). 
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There’s much to talk about 

Deferred comp gives you a lot to talk 
to employers about. You can explain 
how the plan helps their key employees 
save beyond 401(k) or 403(b) plan 
limitations – and provides employers with 
a competitive advantage in recruiting, 
rewarding and retaining them.  

This chart shows that key benefits of 
deferred comp will get – and keep – 
employers’ attention. 

For employers:
•	 Provide a valued benefit that helps their key 

employees remain satisfied and motivated.
•	 Use additional employer contributions to retain or 

reward select key employees.
•	 Receive a tax deduction when benefits are paid.  
•	 Benefit from assets on the balance sheet – money to 

finance the plan accumulates until benefits are paid.  

Deferred comp plans allow employers to1:

For key employees

•  Take advantage of pre-tax deferrals, tax-
deferred growth and compound earnings. 

•  Enjoy flexibile distributions without the 
same restrictions as 401(k) plans. 

•  Design an individualized investment strategy. 

Help your clients continue their business success and keep their top employees loyal by adding a deferred 
comp plan to their benefits program today.

Provide competitive benefits package 
when recruiting key employees

Retain key employees

Help participants save for retirement 
in excess of qualified plan limits90%

85%

83%





















The following materials were designed to help promote Executive Bonus Plans. 
Executive Bonus plans can provide long term value to the most productive 
employees in a way that is flexible, cost effective, and simple to administer. 
Download the documents below here:
https://pinneyinsurance.com/docs/JohnHancockExecutiveBonusPlansToolkit.pdf
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Supplemental Executive Retirement Plans
ADVISOR COMPANION

Not valid without all pages.

An employer-funded retirement benefit to reward and retain highly compensated key executives.

A supplemental executive retirement plan (SERP) is an employer-sponsored non-qualified deferred  
compensation plan. It allows employers to provide highly compensated key employees with additional  
retirement benefits beyond those provided by qualified plans (401(k), IRA, etc.). A SERP is financed solely  
through employer contributions – the employee does not contribute to the plan. 

Through a SERP, employers can help highly compensated executives alleviate their worries of having a potential  
retirement income shortfall by providing additional retirement income. Employers benefit from a SERP because it 
provides incentive to the executive to continue working for the business long term (i.e., a “golden handcuff”).

A SERP is typically offered in addition to a qualified plan to recruit, retain, and reward talented employees. 
Consider how some of the key features of a SERP plan stack up against qualified plans:

KEY FEATURES

PAGE 1 OF 6    ADVANCED MARKETS

BUSINESS PLANNING
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QUALIFIED PLAN SERP

Freedom to choose key employees 
for participation

No – all employees must be  
included in plan

Yes – can handpick select key  
employees to participate

Plan acts as a “golden handcuff” No – employee retains full  
account value upon termination from 
company

Yes – a vesting schedule may also  
be added added to strengthen the 
incentive

Subject to income limitations Yes No

Subject to contribution limitations Yes No – employer may provide as large 
of a benefit as they would like, plan is 
noncontributory for the employee1

Immediate income taxation to  
employee 

No – qualified plan funds are  
typically tax-deferred

No – if properly structured,  
employee will not have to pay taxes 
on the benefit until actually received

Not valid without all pages. PAGE 1 OF 6    ADVANCED MARKETS

The Pension Protection Act of 2006 (PPA ‘06), which 

became law on August 17, 2006, included new rules on 

employer-owned life insurance that became effective 

for all employer owned life insurance policies issued or 

materially changed after August 17, 2006. If the employer-

owned life insurance (EOLI) rules are not complied with, a 

portion of the death benefit received on the EOLI policy 

will be subject to income taxes. The EOLI rules created 

by the PPA ’06 were incorporated into the provisions of 

Sections 101(j) and 6039I of the Internal Revenue Code.

In addition, on May 22, 2009, the IRS issued Notice 

2009-48, which addressed several outstanding questions 

surrounding the treatment of employer-owned life 

insurance contracts under IRC §§101(j) and 6039I 

(requiring annual reporting on Form 8925).

101(j) Requirements for 
Employer Owned Life Insurance

LIFE-7503  3/17  

ADVANCED  
MARKETS

BECAUSE  
YOU  

ASKED
101(j) Requirements for 
Employer Owned Life Insurance

TABLE OF CONTENTS

What constitutes “employer-
owned life insurance” (EOLI) 
for the purposes of §101(j)?

2

What is §101(j) and how does 
it impact EOLI?

2

How does an employer comply 
with §101(j)?

2

What are the requirements for 
the Notice and Consent?

3

What are the statutory 
“exceptions” that must be 
satisfied?

3

When is a policy considered to 
be “issued” for the purposes 
of §101(j)?

3

What is the effective date  
for §101(j)?

4

If changes are made to a  
pre-101(j) policy, will 
the contract lose its 
“grandfathered” status?

4

Must §101(j) be complied with 
if the employee transfers a 
policy to his/her employer?

4

Does a buy-sell arrangement 
satisfy the Notice and Consent 
requirements?

5

When do split dollar contracts 
fall under the requirements  
of §101(j)?

5

Is there a way to “correct” a 
failure to provide Notice and 
Consent prior to issue?

6

What are the consequences for 
failing to file Form 8925 under 
§6039I?

6

Retaining & 
Rewarding 
Employees
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in the Business Planning Market

For agent use only. This material may not be used with the public.
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John Hancock Advanced 
Market Consultants 
provide creative solutions 
to unique problems for 
their business partners.

Supplemental Executive Retirement Plan (SERP)
CASE IN POINT: In this case, the Advanced Markets Consultant (“AMC”) helped the 

producer to design a case that would allow a company to provide executive benefits and 

goodwill to its key employees.  

Client Profile
• A successful small business owner would like to retain and reward 

his key employees by offering an executive benefit plan.

• Business is a C-Corporation with four key employees.

FACT FINDING

•  The business owner wants to offer an incentive for key employees 
so they will continue to work for him.

• He wants to explore a plan that would provide 50% of current salary 
to each key employee at retirement for 20 years.

• Comfortable with variable universal life (VUL) insurance.

UNDERWRITING CONSIDERATIONS

• Four key employees are all younger and healthy non smokers.

Designing a Case & Creating a Plan
Based upon the plan facts, the AMC suggested a SERP, structured as follows: 

• Corporation will purchase a life insurance policy using Accumulation 
VUL on the lives of each of the key employees.

• They will receive retirement benefits equal to 50% of their current 
salaries for 20 years. Moreover, should an employee die before retiring, 
his/her heirs will receive the same death benefit.

• Distributions equal to the after-tax cost of the retirement benefit will 
be taken from the projected cash values.

• Corporation will then pay the retirement benefit to the employee. This will be income taxable 
compensation to the employee and tax deductible to the corporation.

• The death benefit was designed to cover corporate costs as well as maximize the policy cash values.

Planning in Action 
AN ADVANCED MARKETS SUCCESS STORY 

January 24, 2017

This material does not constitute tax, legal or accounting advice and neither John Hancock nor Merrill Lynch nor any of its agents, employees or registered 
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Fabric Shield Garment Mfg. Inc.

Advanced Markets
John Hancock Life Insurance
200 Clarendon Street
Boston, MA 02117
Tel.: (617) 572-8766
Fax: (617) 572-6595
Email: mrproducer@jhancock.com
License: 0
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Advisor 
Companion 

JH Solutions  
Sample Presentation
(Client Approved; Customizable)

Supplemental Executive Retirement Plans 
CLIENT SNAPSHOT 
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SERPs
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A retirement benefit for key executives funded 
by the employer 

In today’s highly competitive business environment, you may find it 

difficult to attract, reward, and retain talented employees. Choosing 

key executives to participate in a non-qualified plan such as a 

Supplemental Executive Retirement Plan (SERP) can be an excellent 

way to reward and retain top talent. 

A SERP is an employer-sponsored non-qualified deferred compensation plan 

that allows you to provide your best employees with additional retirement 

benefits beyond those offered by qualified plans (401(k), IRA, etc.). Through a SERP, 

you can help your key employees achieve their retirement goals and alleviate their 

worries of having a retirement income shortfall. 

A SERP is financed solely through business contributions – the employee does not 

contribute to the plan. 

How it Works

STEP 1 – IDENTIFY THE KEY EMPLOYEES
The first step is to determine which key employee(s) you would like to participate in the 

plan. Because a SERP is not subject to the discrimination rules associated with qualified 

plans, you are free to reward select employees in varying amounts and participation levels 

and are not required to offer the SERP plan to all employees.

Client Snapshot
(Client Approved)

Planning in Action:
SERP

Retaining and  
Rewarding Employees

BYA: 101(j)

The following materials were designed to help promote Supplemental Executive 

Retirement Plans (SERP). A SERP might be an ideal solution to help fund a retirement 

benefit for the employee and also be used to retain the employee until retirement.

Supplemental Executive Retirement Plans
TOOL KIT
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Executive Bonus Plans and Restricted  
Endorsement Bonus Arrangements
ADVISOR COMPANION

A simple and flexible plan to motivate and reward key employees 

Not valid without all pages.

It can be very challenging for business owners to develop executive benefit plans  

that will attract and reward key employees, particularly for small, closely held businesses 

or pass-through entities. These employers often look to profit sharing or 401(k) plans 

because of the tax benefits, but may dislike the strict participation and non-discrimination 

requirements that come with qualified plans. Deferred Compensation plans allow 

employers to reward key employees in a “discriminatory” fashion, i.e., they can pick and 

choose which employees participate, yet plan administration can be complex. These plans 

also may not work well for businesses that seek immediate tax deductions.    

As an alternative, consider the Executive Bonus Plan (aka “162 Bonus Plan”) and the 

Restricted Endorsement Bonus Arrangement (REBA). Under both of these plans, an 

employer selects a key employee to purchase life insurance on his/her life. The insurance 

premiums are then paid for by the employer in the form of a bonus to the employee. 

BUSINESS PLANNING

LIFE-7714   9/17

The Value of Permanent Life Insurance
Permanent life insurance can offer many benefits for a key employee and his/her family in 
all stages of life:

•   PROTECTION: income tax-free death benefit provides valuable protection to the 
employee’s family1

•   TAX-DEFERRED GROWTH: cash value grows tax-deferred

•  TAX-FREE ACCESS: via loans and withdrawals2

•   NOT SUBJECT TO QUALIFIED PLAN LIMITATIONS: no funding limits, RMDs, penalties 
before age 59 ½

•   RIDERS ENHANCE POLICY’S VALUE: adding a Long-Term Care rider, Disability 
Payment of Specified Premium Rider, or John Hancock Vitality Program3 can help 
increase the value to the employee

Retaining & 
Rewarding 
Employees

LIFE-5663-Employee  7/17

in the Business Planning Market

For agent use only. This material may not be used with the public.Not valid without all pages. ADVANCED MARKETS    PAGE 1 OF 6

LIFE-7715   9/17

Benefit plans to help key employees remain 
committed to the success of your business 

BUSINESS PLANNING

Executive Bonus Plans and Restricted  
Endorsement Bonus Arrangements
EMPLOYER GUIDE

In today’s increasingly competitive business environment you may be looking for  

new ideas to attract, retain, and reward talented employees. Finding unique and  

cost-effective ways to reward your key employees can be challenging, particularly if  

you are looking to provide a “Golden Handcuff” incentive for your key employees  

to stay with your business. 

Common retirement plan options and drawbacks
Qualified Plans offer preferential tax treatment, however: 

• All employees must be included in the plan

•  Strict administration requirements add to cost/inconvenience 

•  Annual contribution limits may prevent employees from saving what they need

Deferred Compensation plans allow you to selectively reward key employees, but:

•  Tax benefits to your business are delayed until benefits are paid (typically at the employee’s retirement)

•  These plans require long-term administration/management and accounting

Do you have key employees who you are looking to reward and incentivize to stay with the 
business? Are you looking for a plan that can provide long term value to your most productive 
employees in a way that is flexible, cost-effective, and simple to administer? 

If so, an Executive Bonus Plan or a Restricted Endorsement Bonus Arrangement (REBA) may be 
a good fit: both plans will likely appeal to your key employees, are simple to implement and 
administer, and can be tailored for tax-deductibility to you, their employer. 

Executive Bonus/REBA 
Advisor Companion 

Restricted Endorsement Bonus Arrangements (REBA)
CLIENT SNAPSHOT

PAGE 1 OF 3    ADVANCED MARKETSNot valid without all pages.
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An employer-provided benefit program to enhance the way 
you protect your loved ones and preserve your assets

LIFE-7712   9/17

A Restricted Endorsement Bonus Arrangement (REBA) is an employee benefit program 
meant to enhance your overall financial plan via the purchase of a permanent life insurance 
policy. The policy is purchased and owned by you, but the premiums are paid by your 
employer. These premium “bonuses” are an extra benefit provided by your employer to 
reward you for your hard work and commitment. 

Because you are a valuable employee and your employer wants you to stay with the company 
on a long-term basis, a restriction will be placed on your policy to prevent you from exercising 
certain rights over your life insurance policy until the restriction period expires. Additionally, if 
you terminate employment during this restriction period, your employer may require that you 
repay a portion of the bonuses received, based on a vesting schedule.

PROTECTING YOUR LOVED ONES 
Life insurance provides an income tax-free death benefit to your loved ones, protecting them when they 
need it most. The liquidity provided by a life insurance death benefit can help replace your salary, pay off 
your mortgage or other debt, and help pay potential estate and/or capital gains taxes. The income tax-
free death benefit can also enhance the legacy you leave to your family.

PROVIDING SUPPLEMENTAL INCOME
Permanent life insurance may also provide you with a supplemental income stream. Life insurance offers 
tax-deferred growth and income tax-free access to policy cash value.1 This cash value can be used to 
supplement your retirement income, provide a source of college funding for your children (if applicable), 
and much more, depending on the vesting schedule of your plan. Unlike qualified plans, you may be  
able to access cash value prior to age 59 ½ without penalty and there are no Required Minimum 
Distributions (RMDs). One of the best parts about permanent life insurance is that there is flexibility in 
accessing cash value. 

PRESERVING YOUR ASSETS
Expenses related to a disability or a long term care event can very quickly deplete your assets. You may be 
able to preserve current assets by using policy cash value to help supplement long term care costs. Moreover, 
adding an optional long term care rider on the policy may be an even more effective way to leverage your 
life insurance policy in the event of a long term care event. Long term care riders allow for the acceleration  
of the policy’s income tax-free death benefit during lifetime to help pay for long term care costs.

The Value of Permanent Life Insurance: Protecting, Providing, Preserving 

Permanent life insurance can offer many benefits for you and your family in all stages of your life: 

REBA

REBA Client Snapshot
(Client Approved)

Retaining and 
Rewarding Key 
Employees 

Executive Bonus/REBA 
Employer Guide 
(Client Approved)

Not valid without all pages.
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Business Type
  Corporation:  

  C Corp     S Corp    Prof Corp     Partnership

  LLC taxed as a:  

  Partnership     C Corp     S corp

  Sole Proprietor

  Non-profit

  Other. Please specify: ___________________________

Business Information

Name of Business: ________________________________

State of Business: _________________________________

Business Tax Bracket: ______________________________

Employee Taxation
Will the employer gross up the bonus to the 
employee to cover the employee’s taxes?

  Yes

  No, the employee will pay the taxes out-of-pocket

Product Selection

  UL

  IUL Crediting Rate: _____________________________

  VUL Crediting Rate: ____________________________

Plan Selection

  Bonus Plan

  REBA Plan

Vesting Schedule Options:

  One-Year Rolling

  Five-Year Rolling

  At Retirement

  Vesting Per Year: ______________________________

  Vesting Schedule: ______________________________

Release Year: _________________________________

Please list employee information and other options  

on the next page.

Advisor Contact Information
Name: _______________________________________

Company: ____________________________________

Address 1: ____________________________________

Address 2: ____________________________________

City, State, Zip: ________________________________

Phone: ______________________________________

Email: _______________________________________

Executive Bonus and REBA
BUSINESS PLANNINGFACT FINDER

Questions to Ask
Who are the super stars on your team?

How are they important? What impact would it have 
on your business if they left the business?

If a plan already exists…

Are you happy with the plan? If you could change the 
plan what would you change?

If no plan exists…

If you were to implement a plan what would be your 
top priority? Is tax deductibility a major factor?

Who would you like to include in the plan?

Are you looking for ways to reward top talent that 
don't require participation by all employees?

If your business previously purchased life 
insurance on one or more employees1...

Did you obtain a Notice and Consent from the 
employee/insured prior to issuance of the policy?

Have you been filing Form 8925 with your company's 
income tax return each year?

PAGE 1 OF 2    ADVANCED MARKETS

Executive Bonus  
Plans/REBA Fact Finder

The following materials were designed to help promote Restricted Endorsement Bonus 

Arrangements (REBA). REBA plans can provide long term value to the most productive 

employees in a way that is flexible, cost effective, and simple to administer.

Restricted Endorsement  
Bonus Arrangements
TOOL KIT

BUSINESS PLANNING    ADVANCED MARKETS

For agent use only. This material may not be used with the public.
Insurance products are issued by: John Hancock Life Insurance Company (U.S.A.), Boston, MA 02210  
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JH Solutions Sample 
Presentation  
(Client Approved; 
Customizable)

__
__
__
__ May 09, 2018

Successful Business

REBA/Executive Bonus Plan

Advanced Markets
John Hancock
197 Clarendon St.
Boston, MA  02116
Tel.: 888-266-7498, Option #3
Email: AdvancedMarkets@Jhancock.com

PREPARED FORPRESENTED BY

Providing Important Benefits For 
Valuable Employees
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Insurance products are issued by John Hancock Life Insurance Company (U.S.A.), Boston, MA and securities offered through John Hancock 
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Planning in Action 
AN ADVANCED MARKETS SUCCESS STORY 
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For more information, contact 

John Hancock’s Advanced  

Markets Group at 888-266-7498, 

option 3 or option 4, or visit  

www.JHAdvancedMarkets.com.

FUNDING A REBA PLAN FOR KEY EMPLOYEES
CASE IN POINT: Due to the Tax Cuts and Jobs Act of 2017, many small business owners, 

including pass-through business owners, may now have additional money to allocate towards 

the retention and rewarding of key employees. In this case, an Advanced Markets Consultant 

(“AMC”) helped a producer to design a simple plan that would motivate two key employees to 

remain working for a business.

Client Profile
• A successful small business owner of a craft brewery wants to retain the 

services of two Brewer Technicians (Brew Techs) for at least five years.

• The business is an S-Corporation.

FACT FINDING
• The business owner recently had a Brew Tech leave and he has had 

trouble replacing this person. The job market is tight and finding 
experienced Brew Techs has been particularly difficult.

• He is motivated to do something for the remaining Brew Techs because 
they have been key to the business’ success and replacing them will be 
costly to the business.

• After talking to his accountant, he expects to be in a lower tax bracket 
(29%) because Section 199A of the Tax Cuts and Job Act of 2017 now 
provides a deduction of up to 20% on “qualified pass-through business 
income.” He plans to deploy some of the tax savings to fund the plan. 

• He wants a plan that is simple to implement and administer.

UNDERWRITING CONSIDERATIONS
The Insureds/Brew Techs are male, age 38, and female, age 41, respectively. 
Both are in very good health (Super Preferred). Personal tax bracket for  
each is 25%.

REBA Planning in 
Action

https://advisor.johnhancockinsurance.com/content/dam/JHINS/documents/unsecured-documents/advanced_markets/business-planning/non-qualified-benefits/LIFE-7712_reba_client_snapshot.pdf
https://advisor.johnhancockinsurance.com/content/dam/JHINS/documents/unsecured-documents/advanced_markets/business-planning/non-qualified-benefits/LIFE-7714_Exec_Bonus_REBA_Advisor_Companion.pdf
https://advisor.johnhancockinsurance.com/content/dam/JHINS/documents/unsecured-documents/advanced_markets/business-planning/non-qualified-benefits/LIFE-7715_executive_bonus_plans.pdf
https://advisor.johnhancockinsurance.com/content/dam/JHINS/documents/unsecured-documents/advanced_markets/am_kits_and_guides/LIFE-5663_retaining_rewarding_employees.pdf
https://advisor.johnhancockinsurance.com/content/dam/JHINS/documents/unsecured-documents/advanced_markets/business-planning/non-qualified-benefits/LIFE-7713_executive_bonus_reba_fact_finder.pdf
https://sales.johnhancockinsurance.com/content/dam/JHINS/documents/life/advanced-markets1/Planning_in_action/life-7809_pia_reba.pdf
https://sales.johnhancockinsurance.com/content/dam/JHINS/documents/unsecured-documents/hidden/LIFE-Toolkit_REBA_EB_Solutions.pdf


Nonqualified deferred  
compensation plans

Plan designs 
that drive  
business 
success 
Strategies behind the plan’s
primary uses



Let’s take a look at how a deferred comp plan could be 
designed to address these four primary business needs.

Primary business needs

A versatile tool that helps enhance 
your benefits package, and so much more
A nonqualified deferred compensation plan gives you options and flexibility to drive progress toward 
many types of organizational goals and strategies that impact your success.

First, take a look at the primary business needs that many plan sponsors want to solve. Then keep 
reading to see how the flexibility in plan design can be used to implement a deferred comp solution 
tailored to your specific business drivers and strategies.

Help key employees save more
Qualified plans are a great start in saving for retirement, but they have limits 
and coverage testing requirements that cause problems for highly compensated 
employees. They don’t allow them to defer the same percentage of income 
as other employees, limit incentive choices and flexibility, contribute to 401(k) 
participation testing, and possibly even result in contribution refunds. A deferred 
comp solution offers a supplemental savings approach.

Give key employees more control over the timing of benefit payments 
(and taxes)
For high earners or those with fluctuating income, their tax rate is an important 
component in their financial planning. With more control over when they get 
paid, they could manage taxation timing, save for big moments and be more 
strategic to meet retirement and other savings goals. 

Imitate employee ownership and transition platforms
It’s easy to envy the vested interest achieved with formal employee ownership 
scenarios. But that isn’t always the best option. Imitating shares for purchase or 
an insider transition plan can create an ownership experience without dilution or 
premature decisions.

Support efforts to recruit, reward, retain and help key employees retire
To attract, keep and reward key employees, sometimes you need something 
more than your competitive benefits package. Having a flexible component can 
help ensure your top talent remains committed to you – and not the competition.
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This information is from the Principal Financial Group® Replacement Ratio Calculator 
with source information from the Annual Statistical Supplements to the Social Security 
Bulletin (www.ssa.gov). It is intended to demonstrate the potential impact of Social 
Security and 401(k) plan benefits at various income levels. For more information on 
your individual circumstances, please speak with your financial or tax professional. 
©2016 Principal Financial Services, Inc.

Bridge employee’s  
retirement gap
Deferred comp plans offer a secondary pre-tax savings account that can be used to bridge 
the retirement savings gap that often burdens highly-compensated employees. Not only can 
participants set aside more income for retirement, but this plan gives you another way to reward 
them, too. If your contributions are held back by qualified plan limits or risk of failing non-
discrimination and coverage testing, you can contribute additional savings to a deferred comp plan. 

Customize your plan by setting deferral limits (if any), employer contribution amounts and vesting 
schedules to fit your need. You can also do this for various participant tiers. You ultimately choose 
who to reward and how much, without worrying about the testing and compliance concerns that 
come with qualified plans.

Expected retirement 
income by deferred 
comp plan participants

30%

of participants 
anticipate the plan  
will provide 10–24%1 

1 2017 Principal Trends 
in Nonqualified Deferred 
Compensation report.



Manage the timing of income  
and taxes

Income and deferral elections Objectives Tax strategy

• 10% of $120,000 base pay ($12,000)
• 50% of $40,000 bonus ($20,000)
• Total: $32,000

• Provide college money for 
two kids

• Purchase second home
• Build retirement

• Lower income when marginal 
tax rates might be higher

• Take distribution when effective 
tax rate might be lower

As shown in the example scenario 
below, this kind of flexibility in plan 
design could allow participants to:

Coordinate with other retirement  
income sources

Lower overall tax rates

Fund life’s big events

Deferred comp plans can be designed to give 
employees more strategic control over when 
their benefits are paid  to meet their objectives 
and timing needs. And since taxes are due when 
benefits are received, they also have some control 
over taxation timing.

This flexibility gives them a plan that better fits 
their financial goals. You can set parameters 
around options like multiple savings accounts, 
getting paid while still working or in retirement, 
lump sum or installment payments, delaying 
payouts, and investment risk – all at the individual 
account level. 

$6,400
July 2020

$6,400
July 2024

$6,400
Jan 2028

$3,200
Retire

$9,600
Retire

20%
Mary’s college

4 payments 4 payments 1 payment 1 payment 5 payments

20%
Michael’s college

20%
Beach house

10%
Retirement

30%
Retirement

Conservative 
portfolio

Moderate 
portfolio

Moderate 
portfolio

Aggressive 
portfolio

Aggressive 
portfolio

This is a hypothetical example to illustrate how multiple savings accounts work within a nonqualified deferred compensation 
plan. It  is intended to be educational in nature and not intended to be taken as a recommendation.



Recruit, retain, reward and retire  
key employees
Flexible options in deferred comp plans allow you to give back to your key employees, whose 
leadership and expertise are hard to match – and hard to find. This boost in your benefits package 
can even be flexible enough to cater to different stages of employee management, as well as the 
different ways your top talent is motivated.

Recruit
Attract top talent 
via signing bonuses 
tied to tenure or 
performance.

Retain
Influence tenure 
with structured 
bonuses that use 
vesting schedules.

Retire
Restore company 
match benefits 
you’re unable to 
make in qualified 
plans due to testing 
or compensation 
limits.

Reward
Drive both 
organizational 
and personal 
performance with 
incentive-based 
contributions  
to the plan.

If key employees are offered a unique benefit…it ties them 
to the company that much more.

– Dan Kowalczyk, retired business executive, nonqualified plan participant



Create an ownership experience
Deferred comp plans can be a valuable tool in mimicking an ownership experience without the 
formality that can get in the way of the value you want to capture. Plans can be designed to create 
a performance-driven shares scenario, a transition plan for successors or something else that suits 
your business needs.

Performance-driven shares
Employers have the option of 
using employer contributions or 
phantom shares to incent employee 
performance. Similar to shares of 
stock, employers can customize 
contribution and vesting schedules 
measured by phantom stock 
values. With this compensation 
management strategy, the employee 
is given phantom shares that increase 
and decrease based on the valuation 
of the company, as shown in the 
example. But you aren’t subject to 
the dilution that comes from actual 
equity grants. Or, employers can 
simply set up contributions based on 
company profitability.

Transition planning
Give possible future owners of the 
company a way to purchase the 
business, without limiting your 
options. You can contribute to a 
potential future owner’s account 
and establish the vesting and 
distribution to occur based on the 
sale of the company as shown in the 
example. If you’re unsure how the 
sale will happen, that’s ok. You can 
build in various circumstances.

Company Formula

Contributes to plan or provides 
phantom stock shares to 
participating key employees

Number of phantom shares or 
contributions determined by 
annual gross profit

Value Vesting

Declared by board annually
20% per year based on  
meeting goals

Sale of 
business

Vesting  
event Vesting

Sale to insiders
Change  
in control

Account vests and distributes  
to executives and is used to 
execute purchase

Sale to 
outsiders

Set duration 
after the sale

Account vests and distributes  
to executives as reward for years  
of service

None Retirement
Optional triggering event can  
be retirement



So many options with widespread benefits
No matter what role a deferred comp plan plays in your overall strategy, it offers some universal 
benefits that both you and your employees can enjoy.

Benefits for your key employees:
• Take advantage of pre-tax deferrals, tax-

deferred growth and compounded earnings
• Defer up to 100% of compensation to meet 

savings goals
• Design a personalized investment strategy
• Enjoy flexibility and take payouts from the 

plan without the same age restrictions as 
401(k) plans

Benefits for you:
• Make optional company contributions
• Restore 401(k) plan contributions limited by 

IRS testing
• Easily administer with no discrimination 

testing, minimum participation or Form 5500 
filing, if set up properly by the employer

An industry leader in your corner
Our history speaks for itself. We’ve been providing deferred comp plans for more than 25 years, and 
have over 75 years of retirement plan experience. We’re the No. 1 provider of deferred comp plans2 
and a leading provider of defined contribution plans3.

2 Based on total number of NQDC plans, PLANSPONSOR 2015 NQDC Buyer’s Guide.
3 Based on number of Recordkeeping plans, PLANSPONSOR Recordkeeping Survey, June 2016.
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Nonqualified deferred compensation plan

Keep your business strong  
and key employees  
motivated



What is a deferred comp plan?

It’s much simpler than you may think. 

A deferred compensation plan is 

an employer-sponsored benefit for 

the key employees you choose. It’s 

basically an agreement between you 

and your key employees. 

Those who participate defer a portion 

of their annual compensation into the 

plan before taxes. And you promise 

to distribute that money, plus any 

earnings and additional employer 

contributions, to them at a future time.

A retirement benefit 
that helps you recruit, 
retain and reward key 
employees
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Things are going well for your organization. Much of this success is credited to your key employees. Their 
leadership and expertise are hard to match – and hard to find! What can you do now to help ensure your 
top talent remains committed to you – and not the competition? 

Enhance your benefits package with a nonqualified deferred compensation plan. It can give you a 
competitive advantage by:

 › Encouraging the best employees to join your organization as it grows. 

 › Keeping your key employees satisfied and motivated for the long term.

 › Rewarding them for reaching goals. 

 › Helping employees bridge the retirement gap resulting from 401(k) plan testing and limitations.

Keep your key employees satisfied 
with benefits they need and value

No matter which of the areas above you are trying to address, we have a solution for your organization. To 
help you select the right plan, we’ll listen to your challenges, understand your needs and goals, and work 
with you and your financial professional to: 

Discover – Identify the issues your organization wants to 
resolve and what you want to achieve. 

Solve – Learn how this plan can help solve problems and 
achieve your objectives. 

Design – Use the plan’s flexibility to tailor a plan to your 
organization’s and participants' needs. 

Partner – Trust the service and expertise we’ll provide to you 
and your key employees every step of the way, year after year. 

Stay current – Make changes to your plan as your 
organization’s needs and goals change.
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Discover
What are the organization's goals? 

It’s important to your organization to have a valued and affordable benefits package – plus a little more for 
your key employees. So think about the goals you want your benefits package to achieve – both short- and 
long-term, such as:  

Notes

Recruit
Attract the best employees as part of a 
competitive benefits package. 

Retain
Encourage key employees to remain loyal to 
your organization.

Reward
Provide performance-based contributions to 
achieve organizational goals. 

Ownership 
experience

Create phantom shares to provide an 
ownership experience without the dilution 
that comes from actual equity grants.

Retire
Help your key employees save enough for 
retirement above what 401(k) plans allow. 

What are your key employees' goals? 

To have a successful plan, you need to address what your top employees want. Our annual trends survey 
shows participants consider deferred comp most important in reaching retirement goals. But you can 
customize the plan to help your key employees with a variety of goals, including:

Notes

Retirement 
savings

Save beyond 401(k) plan limitations with 
employee deferrals or optional employer 
contributions. 

Other  
savings  
goals

Control timing of payouts to meet other 
savings goals before or after retirement, such 
as college education or second home. 

Managing 
taxes

Help manage the impact of taxes using the 
plan's flexibility for when benefits are paid.

401(k) 
restoration

Use employee deferrals or employer 
contributions from deferred comp to restore 
benefits limited under a 401(k) plan.
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Solve
Is deferred comp right for you and your key employees? 

Once you’ve identified the most important goals, then consider the role that a deferred comp plan 
can play in helping achieve those goals. The plan offers benefits and considerations for both the 
organization and the key employees.

Benefits for your key employees:

•	 Take	advantage of pre-tax deferrals, tax-deferred growth and compounded earnings.
•	Defer up to 100% of compensation to meet savings goals.
•	Design a personalized investment strategy.
•	 Enjoy flexibility and take payouts from the plan without the same age restrictions as 401(k) plans.

Benefits for you:

•	 Make	optional	company	contributions.	
•	 Restore	401(k)	plan	contributions	limited	by	IRS	testing.	
•	 Easier	to	administer	with	no	discrimination	testing,	minimum	participation	or	Form	5500	filing,	if	set	

up properly.

Considerations for your key employees: 

•	 There are no rollovers or loans like qualified retirement plans. 
•	 Compensation	deferred	into	the	plan	isn’t	protected	in	the	event	of	company	bankruptcy.
•	 The	decision	to	defer	compensation	must	be	made	the	year	ahead	of	earning	the	income.

Considerations for you: 

•	 The corporate tax deduction is deferred until benefits are paid, rather than a current deduction.
•	 There’s a potential charge to earnings on assets purchased to finance the plan.

Plan sponsors view deferred comp benefits as a supplement 
to their benefits package to help recruit, retain and reward 
top talent. In addition, over 70% want to help them have 
sufficient retirement income1. 

Participants expect their deferred comp 
plan to account for 20% of their retirement 

income, on average1.
20%

70%



Design
How’s the plan created? 

You're in control of making the plan yours – it’s based on the specific goals of your organization and 
unique needs of your key employees. Together with your financial professional, we’ll walk you through 
the decisions that need to be made to design a plan that makes sense for your organization: 

Notes

Who  
participates

Select the groups of key 
employees ("Top Hat" 
employees or independent 
contractors) to participate 
in this plan. 

What can be 
contributed 

You can allow key 
employee deferrals (up to 
100% of compensation) 
and/or provide employer 
contributions with the 
flexibility to vary benefits 
by employees.

What happens 
with the 
contributions

You can select a reference 
investment line-up for 
participants from a 
broad range of options. 
In addition, you can 
decide how and when key 
employees may receive 
the benefits based on 
organizational needs.

How benefits  
are paid

Decide how payouts can 
be received from the plan. 
Benefits can be distributed 
as a lump sum or in annual 
installments.

4



How it works 

This chart shows how money is contributed to the deferred comp plan and paid out at a later date. It also points 
out that when the benefit is distributed to the key employee, the employer receives an income-tax deduction and 
the key employee pays income tax on it.

5

Notes

How the 
plan is 
financed

Keeping your promise to pay benefits to participants in the future 
is important. Any one of these three (or combination of) financing 
options can help you do that. Plus, we’ll provide a detailed 
financial model comparing the options to help you make this 
decision.
•	Company cash – No specific plan assets are set aside. Instead, 

benefits are paid through the company's cash flow.
	•	 Taxable investments – The company invests in mutual funds 

and/or individual securities.  
	•	Corporate-owned life insurance (COLI) – The company 

purchases a policy to pay future obligations.  

Deferred  
comp planEmployer

Reach 
organizational 
goals

Reach 
savings 
goals

Key 
employee

Pays benefits 
and receives 

tax deduction

Receives scheduled 
payout, pays taxes

How does an organization  pay for it? 

Makes optional 
contribution(s) for 

the employee

Contributes to 
deferred comp 
plan (pre-tax)

Savings phase Payout phase
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Participants tell us they consider the deferred comp plan most important in1: 

Partner
How do we work with your organization and key employees? 

You want to offer key employees the benefits they value – and those that will have a positive influence on 
them and your organization. Our team of experts will work closely with you and your financial professional to 
develop a strategy for implementing and servicing your deferred comp plan. 

But we don’t stop there. Year after year, we’ll continue to work closely with you and your financial 
professional to fine-tune your plan to ensure your organization's goals are met – and your plan is 
administered as efficiently as possible.

Keeping you in-the-know 

To help you stay on top of your plan, a range of information is available on our website and corporate 
accounting reports. You also have easy access to plan asset and liability reporting, investment resources 
and other tools to assist with administering your plan. Plus, depending on your plan type and design, 
you’ll receive:

•	 Access	to	plan	participants’	account	information.
•	 Daily	valuation	of	assets/liabilities.
•	 Asset/liability	information	and	rebalancing	services.
•	 Financing	reviews	to	assess	plan	performance.
•	 Updates	on	enrollment	progress.	
•	 Quarterly	newsletter	featuring	legislative	news,	service	updates	and	more.

› 

61% 49%

Reaching 
retirement 
goals – 76%.

Considering 
taking a new 
job with a new 
employer – 
61%.

Deciding to 
stay with 
a current 
employer – 
49%.

76%
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“
Education materials prepare 
participants for the decisions 
they'll make at enrollment.

Employees create their own tailored experience 
through dynamic, interactive digital education.

Participants set savings goals and see the 
impact of their contributions through our 
Deferred Compensation Planner.

Turning your key employees into plan participants

Understanding the benefits of this exclusive plan 
is the first step – it’s what will encourage your key 
employees to participate. We're here to help every 
step of the way: 

Step 1: Introduce the plan

Whether this is a brand-new benefit or employees are 
familiar with this type of plan, we offer award-winning* 
custom education to introduce plan basics. We'll help 
you make sure your employees are aware they are 
eligible so they can make an informed decision to 
participate.  

Step 2: Enrollment

Participants can conveniently enroll online at principal.
com.  Our deferred compensation plan specialists are 
available	to	answer	questions	Monday-Friday.

Step 3: Ongoing education and planning

Your participants need support to stay on track.  We 
can also provide you with additional communication 
and education to promote greater understanding 
and appreciation of the benefit.  Participants can 
find information about their accounts, investment 
strategy, contributions and scheduled distributions at 
principal.com.

*	2016	International	Financial	Communicators	Awards	Competition

› 

The first question is simple. 
Can you afford to defer some 
current income? If you can, 
these additional questions will 
help you learn more.

a.   Are you interested in saving 
on a pre-tax basis?

b.   Are you concerned about 
meeting retirement goals?

c.   Are you interested in meeting 
shorter term savings goals?
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Stay current
How does the plan keep up with your organization’s needs and goals? 

The deferred comp plan is your plan. Its long-term success depends on how well it keeps pace with your 
organization’s needs and goals -- today and tomorrow. So once your plan is in place, we’ll make sure to 
provide:

Close attention to the plan over time, such as a participant’s account balance from the beginning of the 
plan until payout at retirement. 

Experienced specialists who offer feedback on factors that can influence the plan, such as plan design 
changes and regulatory updates. 

Analytical tools and resources are available for new and existing plans– all while watching out for your 
bottom line.

Periodic financial reviews help ensure the plan’s financing continues to meet your goals. 

Annual service reviews to discuss how the plan is doing.

Access to online dashboards of information. 

(We receive a) fantastic experience from our service team 
representatives and on up to our client relationship manager. We 
have a great working relationship. They understand our complicated 
structure, are well-respected by our senior leadership team and very 
responsive.

– Plan sponsor quote from Principal research survey, April 2016

“ “



Ready to start?
Once you decide that a deferred comp plan is right for your 
organization and key employees, we’ll bring our expertise 
and resources to the table to help you put this plan in place 
within your desired timing. We’ll begin by:

•		Gathering	information	from	you	about	your	organization.	

•	 Tailoring	the	plan	to	your	specific	needs	and	goals.	

Thousands of employers value the solutions and services 
we provide. You and your financial professional can count 
on us, too. We’ll do our best to deliver a positive experience 
for everyone involved.
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An industry leader in your corner

Our history speaks for itself. We’ve been providing nonqualified deferred compensation plans for more 
than	20	years,	and	have	over	75	years	of	retirement	plan	experience.	We’re	the	No.	1	provider	of	deferred	
comp plans2 and a leading provider of defined contribution plans3. 

What sets us apart from others is our: 

•	 Commitment	to	and	experience	in	the	business	and	retirement	plan	markets.
•	 Unique	plan	design	and	flexibility	to	tailor	it	to	specific	needs	and	goals.	
•	 Specialized	team	of	legal,	accounting	and	financing	resources	with	more	than	200	years	of	experience	

to provide support. 
•	 Service	and	commitment	to	building	long-lasting	relationships.	

A	member	of	the	FORTUNE	500®, our employees are passionate about helping clients of all income and 
portfolio sizes achieve their goals. You can count on us to offer innovative ideas, investment expertise and 
real-life solutions to help make financial progress possible. 

 Learn
more

Contact your financial representative for more information or 
to help with the next steps in putting a plan in place.
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Th e Concept…
 ■ Nonqualifi ed deferred compensation is an arrangement employers use to provide 

retirement income—and often death and/or disability benefi ts—to a select group of 
executives or highly paid employees. 

 ■ The arrangement is a contractual agreement between an employer and an employee (or 
independent contractor) specifying when and how future compensation will be paid. 

 ■ When properly set up, the employee can postpone income taxation on the deferred 
amounts until the benefi ts are paid. 

 ■ Deferred compensation arrangements are “nonqualifi ed,” meaning they don’t have to be 
preapproved by the IRS, and employers can favor selected employees without risking 
claims of discrimination. 

 ■ Properly arranged, they’re exempt from nearly all of ERISA’s regulatory requirements.

Th e Rationale…
 ■ Providing attractive compensation and benefi ts to owner-employees and key executives is 

a continuing source of concern for large and small businesses. 

 ■ In this environment, strict regulations surrounding qualifi ed retirement plans—coupled with 
high administrative costs, anti-discrimination rules, and caps on benefi ts and contributions—
have steered many businesses toward supplemental arrangements for key executives.

 ■ Nonqualifi ed deferred compensation permits employers to reward selected executives 
without taking on the administrative burden of a qualifi ed plan. 

 ■ Deferred compensation is typically viewed as an added benefi t, and is used in conjunction 
with a qualifi ed retirement plan, group life and health insurance coverage, and other 
broadly based employee benefi ts.

Prospect Profi les…
 ■ An employer who wants to benefi t a select, highly compensated employee or group of 

employees

 ■ C-corporation executives who are looking for ways to improve compensation and benefi t 
packages

 ■ An employer who needs to attract, retain, or reward one or more key employees
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 ■ A key employee who is already contributing maximum amounts—or accruing maximum 
benefi ts from—a qualifi ed retirement plan

 ■ An employer who does not want to establish a qualifi ed retirement plan

Unique Flexibility…
 ■ Nonqualifi ed deferred compensation permits a business to pick and choose among “top-

level” employees with no danger of running afoul of anti-discrimination rules or minimum 
funding requirements.

 ■ A business can provide a diff erent level of benefi ts for diff erent employees.

 ■ No government-mandated vesting rules apply.

 ■ Deferred compensation can be customized to suit individual situations.

 ■ Paperwork and administrative costs are kept to a minimum.

Th e Process…
 ■ Nonqualifi ed deferred compensation typically provides that an employee will receive 

a stipulated sum for a fi xed period of time, or for life, beginning at a future date—the 
employee’s scheduled retirement, for example. 

 ■ If the employee dies after payments have begun, the agreement may direct that remaining 
benefi ts be paid to the employee’s designated benefi ciary. 

 ■ A “true deferral” arrangement provides that the employee will receive future compensation 
as a result of a current salary reduction agreement, or in lieu of a future bonus or expected 
salary increase. 

 ■ In contrast, a “salary continuation” arrangement commits the employer to pay future 
compensation to the employee without a reduction in current compensation.

Funding…
 ■ In a “funded” arrangement, the employer sets aside specifi c assets to meet this future 

obligation, out of the reach of general creditors and with the employee as benefi ciary. 
However, a funded arrangement results in the current inclusion of the deferred amounts in 
the employee’s income unless the funds are subject to a “substantial risk of forfeiture.”
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 ■ An “unfunded” arrangement is therefore more common, giving the employee only a 
contractual, unsecured right to future income—either there are no reserves set aside to pay 
promised benefi ts, or reserves remain within the reach of general creditors or as a general 
asset of the business. The employee may not have benefi cial ownership rights in any 
reserved assets. 

 ■ In an unfunded arrangement, deferred amounts are included in the employee’s gross 
income only when benefi ts are actually or constructively received.

 ■ The employer can purchase life insurance to unoffi  cially fund the arrangement without 
losing the income tax deferral. The policy must be available to the employer’s creditors and 
the employee has no benefi cial ownership rights in the policy. 

 ■ To avoid taxation of death proceeds, the employer must meet the notice and consent 
requirements of IRC Sec. 101( j). 

Acceleration of Benefi ts… 
 ■ Historically, participating employees were generally not taxed until they actually received 

payments as long as three conditions were met: (1) the deferral was agreed upon before 
compensation was earned, (2) the deferred amount was not unconditionally placed in trust 
or escrow, and (3) the employer’s promise to pay was merely a contractual obligation and 
not evidenced by notes or secured in any other way. 

 ■ The employee can lose income tax deferral if the arrangement doesn’t follow the rules of 
IRC §409A (for example, if an employee has control over deferred amounts or has a right to 
early access to benefi ts). 

 ■ Moreover, if the statutory requirements are not met, the employee must pay a 20% penalty 
on the amounts included in gross income, plus interest charged at one percent over the 
normal rate on underpayments. 

 ■ Deferred amounts are generally includible in the employee’s gross income—for all tax 
years in which they are not subject to substantial risk of forfeiture—if the plan fails to meet: 
(1) distribution requirements, (2) no-acceleration-of-benefi ts requirement, and (3) election of 
deferral requirements. 

 ■ Distributions are permitted only upon separation from service, death or disability, a 
fi xed time specifi ed in the plan, a change in an employer’s ownership or control, or an 
unforeseeable emergency such as severe fi nancial hardship. Distributions at any other time 
will result in the loss of income tax deferral. 
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 ■ Any changes in distribution methods that create an acceleration of payments will result 
in loss of income tax deferral, as will adopting an arrangement that gives the plan 
administrator discretion over the timing of benefi t payments that could result in accelerated 
payments.

Th e Timing…
 ■ To achieve income tax deferral, the employee must generally make the election to defer 

compensation no later than the end of the preceding tax year. 

 ■ In the fi rst year of eligibility, the employee can make the initial deferral election within 30 
days of becoming eligible and it will apply to compensation for services subsequently 
performed.

Th e Bottom Line… 
Even though the tax law places restrictions on the distribution of benefi ts, nonqualifi ed 
deferred compensation arrangements are an eff ective way to reward and retain valuable, 
highly compensated employees on a selective basis.  
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SUMMARY
What Is Nonqualifi ed Deferred Compensation?
Nonqualifi ed deferred compensation is an arrangement established by employers to provide retirement 
income and often death and/or disability benefi ts to selected managers or highly compensated 
employees. When it’s properly arranged, the employee can defer income taxation until the benefi ts are 
paid.

Deferred compensation arrangements are “nonqualifi ed,” which means they don’t have to be 
preapproved by the IRS, and employers can favor selected employees without risking claims of 
discrimination. Also, when properly arranged, they are exempt from nearly all of ERISA’s regulatory 
requirements.

How Does It Work? 
A nonqualifi ed deferred compensation arrangement typically provides that an employee will receive a 
stipulated sum for a fi xed period of time—or for life—beginning at a future date, such as the employee’s 
retirement. If an employee dies after payments have begun, the arrangement may direct that the 
remaining benefi ts be paid to the employee’s benefi ciary.

The arrangement may provide that the employee will receive future compensation as a result of a 
current salary reduction or in lieu of a bonus or salary increase. This is sometimes called a “true deferral 
arrangement.”

An alternative is a “salary continuation arrangement.” Here, the employer commits to pay future 
compensation to the employee in addition to current earnings, which aren’t reduced by participation in 
the arrangement. 

What’s the Tax Picture?
Generally speaking, the deferred amounts in an unfunded plan are includible in the employee’s gross 
income when they are actually or constructively received. The deferred amounts in a funded plan are 
currently includible in the employee’s gross income unless they are subject to a substantial risk of 
forfeiture.

The employee can lose income tax deferral if the arrangement doesn’t follow the rules of IRC §409A (for 
example, if an employee has control over deferred amounts or has early access to them).

Amounts deferred under a deferred compensation plan will be includible in the employee’s gross 
income for all tax years in which such amounts are not subject to a substantial risk of forfeiture if the plan 
fails to meet (1) distribution requirements, (2) no-acceleration-of-benefi t requirements, and (3) election 
requirements.
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The rules only permit distributions upon separation from service, death, disability, a fi xed time specifi ed 
in the plan, a change in ownership or control of the employer, or an unforeseeable emergency such as a 
severe fi nancial hardship. Distributions at any other time will result in loss of income tax deferral.

The plan must not permit a prohibited acceleration of any payment or schedule of payments. Therefore, 
the plan administrator may not be given discretion over the timing of benefi t payments that could result 
in an acceleration of payments

When Should the Deferral Election Take Place?
To achieve income tax deferral, the employee must generally make the election to defer compensation 
no later than the end of the preceding tax year.

In the fi rst year of eligibility, the employee can make the initial deferral election within 30 days of 
becoming eligible and it will apply to compensation for services subsequently performed.

What’s the Conclusion?
Even with the tax law placing restrictions on the distribution of benefi ts, nonqualifi ed deferred 
compensation arrangements remain an eff ective way to reward and retain valuable, highly compensated 
employees on a selective basis.
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1 
The employer and employee enter into an agreement 
specifying future compensation. This future income 
is currently taxed if the employer formally funds the 
agreement.

2 
The employer purchases 
an insurance policy on 
the employee’s life. 
This unofficial funding 
method ensures tax 
deferral on the future 
income.

4 
4. At the employee’s 
death, the employer pays 
out the death benefits to 
the employee’s named 
beneficiary. To avoid 
taxation of these death 
benefits, the employer 
must meet the notice and 
consent requirements.

3 
When the employee retires (or 
otherwise meets the conditions of the 
agreement), the employer begins to 
pay benefits using the policy’s cash 
value. These benefits are subject 
to the tax rules regarding policy 
withdrawals, loans and surrenders.

EMPLOYEE’S
BENEFICIARY

EMPLOYER
EMPLOYEE

INSURANCE
POLICY 

ON
EMPLOYEE’S

LIFE
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• Full-Service Brokerage
PinneyInsurance.com
Access to carrier forms, quote tools, and 24/7 case status.

• Insureio
Insureio.com - Insurance marketing evolved!
Innovative Features 
Plans & Pricing

• Policy Assessment
Learn about our hassle-free Policy Assessment Kit.

• Ask the Underwriter
Introducing Our In-House Agency Underwriter
Click here for a Basic Underwriting Questionnaire 

Quick Links

Pinney Insurance 

Insureio  

Case Status 

Get a Quote 

Forms 

Contracting

Most Popular Tools

Providing All the Tools for Your Successsm

Pinney Insurance

Founded in 1972 as a Transamerica branch office 
and later incorporated as Pinney Insurance Center, 
Inc., we are headquartered in our own building in 
Roseville, California. We provide a small local agency 
feel with the power of a major national firm.

Pinney has expanded into a national distributor with thousands of contracted agents 
and offices in California, Illinois, Maryland, North Carolina, Oklahoma, 
Pennsylvania, Texas, Washington, and Mississippi. Pinney represents over 100 life, 
annuity, disability, and long-term care companies with the intent of providing our 
clients & partners with the best possible product solutions at the lowest possible 
costs. Email Brokerage Sales Support or contact one of our Brokerage Directors 
today at  800-823-4852.

http://www.pinneyinsurance.com
https://insureio.com/product/lead-management/
https://insureio.com/pricing/
http://www.pinneyinsurance.com/emails/PolicyAssessmentKit.html
http://www.pinneyinsurance.com/emails/AskTheUnderwriter-Issue1.html
http://www.pinneyinsurance.com/emails/PDFs/Pinney-Field-Underwriting-Questionnaire.pdf
https://pinneyinsurance.com/
https://insureio.com/
http://pinneyinsurance.com/case-status/
http://pinneyinsurance.com/quotes/
http://pinneyinsurance.com/SSO/512_38.html
http://pinneyinsurance.com/contracting/
file:file:///M:/Brokerage/e-marketing/e-newsletters/PDFs/Product-and-Carrier-Summary.pdf
http://www.pinneyinsurance.com/emails/Tools-Of-The-Trade_2014-05-12.html
mailto:brokeragesalessupport@pinneyinsurance.com
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