
Planning perspective

Rewarding key employees
Executive bonus plan

Rewarding, retaining and attracting key employees 
is a high priority for successful businesses. The cost 
 to an organization for losing a valuable employee can 
be substantial. Enhancing employee benefits can 
often provide advantages to a business, as well as 
its employees. The choice of benefits for employees 
will depend on considerations, such as the level  
of employee interest in the benefit, costs, tax  
implications and plan administration. 

For highly compensated key employees, standard benefits 
may fall short in meeting their future retirement or other 
financial needs. An executive bonus plan is a benefit  
that can offer value to the business and the highly 
compensated key employees they wish to reward. 

What it is 
An executive bonus plan is a bonus arrangement that 
allows a business to selectively offer permanent life 
insurance to certain key employees. The key employee 
owns the policy and the cash value, and selects the 
beneficiary to receive death benefits. The business  
pays policy premiums as a bonus, which is taxable 
compensation to the key employee and income tax-
deductible by the business. 

What it does 
Supplements qualified retirement plan and group term 
survivor benefits by allowing key employees the opportunity 
to receive permanent life insurance above the amount the 
employer offers to all employees. This plan can provide 
death, disability and retirement benefits to key employees. 



How executive bonus plans work
While living
•	 The business pays policy premiums and receives  

a current income tax deduction, provided the  
key employee’s compensation is reasonable.

•	 The key employee includes the amount of the 
premiums paid by the employer as gross income. 

•	 The key employee may receive potentially income 
tax-free withdrawals and loans from the cash 
surrender value.1

With optional agreement
•	 The business can recover the cash value of the policy  

if the key employee breaches the agreement under a 
restricted premium plan, and the premiums paid by 
the business will be tax-deductible and included in 
the key employee’s income.

•	 The business can restrict the key employee’s access 
to the policy cash value with a Restrictive Executive 
Bonus Arrangement (REBA).

1	 Under current federal tax rules, you generally may take income tax-free withdrawals up to your basis (total premiums paid) in the policy or loans from a life 
insurance policy. If the policy is a modified endowment contract (MEC), all distributions (withdrawals or loans) are taxed as ordinary income to the extent 
of gain in the policy and may also be subject to an additional 10% premature distribution penalty prior to age 59½, unless certain exceptions are applicable. 
Withdrawals reduce the policy’s cash value and death benefit and increase the chance that the policy may lapse.
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Business options
If the business would like more control over the executive bonus plan, there are other options 
available for the agreement that are sometimes called a Restrictive Executive Bonus Agreement 
(REBA), a restricted premium plan, and the Bonus and Tax Loan (BATL Plan®).

REBA
This option may be included in an executive bonus plan agreement and is designed to limit the key 
employee’s access to the policy cash value until a future date, such as 10 years. Death benefits are 
not restricted for the beneficiaries. Since the rights to the policy are not forfeitable, each premium 
payment is taxable compensation to the key employee and income tax-deductible by the business. 

Restricted premium plan2

The restricted premium plan option allows the business to recover its costs from the cash value of 
the life insurance policy if the key employee breaches the agreement, such as by leaving the company 
during the restricted (forfeiture) period. In this case, both parties fully intend that the key employee 
will meet the obligations of the arrangement and the restriction will be waived. For this reason, after 
the premium is paid by the business, the premium payment is taxable compensation to the key employee 
and may be income tax-deductible by the employer. The advantage to the key employee is no taxable 
compensation on the growth of the cash value of the policy at the expiration of the restricted period.

BATL Plan®3

This plan is an attractive wrinkle to the traditional executive bonus plan. In these plans, the business 
gives the employee an annual bonus and then provides loans to the employee to pay the income taxes 
payable on the bonus.1 The employee owes loan interest to the employer on the outstanding loan and 
would be required to repay any amounts owed to the employer if he or she left the company, or from 
the death benefit, if the employee should die prematurely. 

Business Key employee

Benefits

•	 Income tax-deductible
•	 Selects participants4

•	 Can control the plan
•	 No IRS approval needed
•	 Easy to establish and administer
•	 Key employee satisfaction
•	 May limit key employee’s access to the values2

•	 Employer-paid cash value life insurance
•	 Portable
•	 Survivor benefits are income tax-free
•	 May be able to access cash value with income 

tax-free withdrawals and loans, subject to 
restrictions, if applicable3

•	 Income tax paid on premiums is less than cost of 
purchasing insurance separately

Considerations •	 After-tax cost of premium payments 
are removed from its balance sheet

•	 Pays income tax on premiums; income tax rate may 
exceed employer’s

•	 Access to contract values may be restricted

Income tax 
impact

•	 Premiums paid are tax-deductible 
as compensation, if reasonable

•	 Premiums paid are taxable income

Gift tax impact •	 N/A •	 If policy is assigned, gift could be taxable

Estate tax 
impact •	 N/A

•	 Includible in estate unless ownership is 
transferred 3 years prior to death

Executive bonus plan facts

2	 The restricted premium plan is likely to be considered a split-dollar life insurance arrangement (SDA) under the final regulations. Although this type of 
arrangement would fall under the loan regime rules, because there is no reasonable likelihood of repayment, the transaction is subject to current taxation 
pursuant to the final regulations. You should consult your tax advisor regarding the possible tax impact of any planning considered to ensure it is appropriate  
for your personal situation.

3	 Due to the Sarbanes-Oxley Act’s prohibition on loans to officers of publicly traded companies, the BATL Plan® is not a suitable strategy for these businesses.

4	 To avoid the major provisions of ERISA, the access to the value of the policy should not be tied to retirement and should be limited to a selected group of 
management and key employees.



For more information, contact your financial 
professional or visit equitable.com.

Please be advised that this document is not intended as legal or tax advice. 
Accordingly, any tax information provided in this flyer is not intended or written 
to be used, and cannot be used, by any taxpayer for the purpose of avoiding 
penalties that may be imposed on the taxpayer. The tax information was written 
to support the promotion or marketing of the transactions or matters addressed. 
Neither Equitable, Equitable Network nor Equitable Distributors provide legal 
or tax advice.

Life insurance products are issued in New York and Puerto Rico by Equitable 
Financial Life Insurance Company, NY, NY; and in all other jurisdictions by 
Equitable Financial Life Insurance Company of America, an Arizona stock 
company with an administrative office located in Charlotte, NC. Distributed by 
Equitable Advisors, LLC (member FINRA, SIPC) (Equitable Financial Advisors 
in MI & TN) and Equitable Distributors, LLC (NY, NY). When sold by New York 
state-based (i.e., domiciled) Equitable Advisors Financial Professionals, life 
insurance products are issued by Equitable Financial Life Insurance Company, 
1345 Avenue of the Americas, NY, NY 10105.

All companies are affiliated and directly or indirectly owned by Equitable Holdings, 
Inc., and do not provide tax or legal advice. You should consult with your tax and 
legal advisors regarding your particular circumstances.

Equitable is the brand name of the retirement and protection subsidiaries 
of Equitable Holdings, Inc., including Equitable Financial Life Insurance Company 
(NY, NY); Equitable Financial Life Insurance Company of America, an AZ stock 
company with an administrative office located in Charlotte, NC; and Equitable 
Distributors, LLC. Equitable Advisors is the brand name of Equitable Advisors, 
LLC (member FINRA, SIPC) (Equitable Financial Advisors in MI & TN). The 
obligations of Equitable Financial and Equitable America are backed solely  
by their claims-paying abilities.
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Life Insurance: • Is Not a Deposit of Any Bank • Is Not FDIC Insured • Is Not Insured by Any Federal Government Agency  
• Is Not Guaranteed by Any Bank or Savings Association • May Go Down in Value

http://equitable.com

