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LIFE SOLUTIONS

Meet Phil
Owner of Packaging in Action, 
a closely held family business

Phil has been in business for more 
than 25 years. He’s got a top-notch 
plant manager, Greg, age 45. Greg is an 
innovator who helps the firm keep its 
leading edge and maintain a healthy 
profit margin. 

Because Phil doesn’t want to lose Greg  
to a competitor, he wants to reward him 
with a benefit that will encourage him  
to stay employed at Packaging in Action 
for the rest of his career.

Phil’s challenge
He wants a benefit that may provide 
Greg with:

•  A significant future retirement benefit 
• An attractive benefit for today

And he wants a benefit that may provide 
Packaging in Action with:

•  A simple way for the business to reward 
and retain employees

•  A tax reduction for the business
•  Ease of implementation and 

administration
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Keeping your competitive edge
Executive Bonus Plan: A business protection strategy to retain top talent

CASE STUDY
As a business owner, you understand that one of your most valuable assets is the creative 
talent of your key employees. Your competitors also understand this and compete for the 
very same talent. You need a protection strategy that will give your key team members a 
strong incentive to remain employed at your organization.

One way of managing this challenge is to offer an attractive compensation package. But  
salary alone may not be enough. An executive bonus plan (also known as a Section 162  
bonus plan) may provide a simple solution. These plans are designed to help you attract  
and retain key employees.

How an executive bonus plan works
• You decide who participates. Unlike qualified plans, you have total discretion regarding  

which employees to include in the plan.
• Your selected employee purchases a life insurance policy, and the employee is now the 

owner of the policy and names his beneficiary.
• The premium is paid by the company and is typically made directly to the insurance 

company. The premium is treated as a “bonus” to the employee, and it will be taxed as 
ordinary income to the employee. 

• The company can generally take a current tax reduction for any annual bonuses paid.1

• There are many design options. You might simply choose to bonus the premium paid.  
Or you may decide to “double bonus” the employee, providing the initial bonus (premium)  
and taxes due on the bonus. 

How it continues once in place 
As you continue to make the premium payment, your key employee now has the incentive to 
remain actively employed with your business and enjoy the benefits of:

• Policy ownership
• Living benefits, including tax-deferred cash value growth and advantaged access to cash 

through policy loans and withdrawals for retirement income, college planning, or an  
unexpected life event2

• Income tax-free death benefit for their beneficiaries

Insurance products issued by:
The Lincoln National Life Insurance Company

 Lincoln WealthAccumulateSM IUL 

Not a deposit Not FDIC-insured May go down in value
Not insured by any federal government agency
Not guaranteed by any bank or savings association



A strategy with flexibility
To help ensure that Packaging in Action keeps key talent like Greg, Phil’s advisor 
recommends an executive bonus plan using life insurance. The strategy gives Phil’s 
corporation a cost-efficient way to provide Greg an attractive benefit package with added 
advantages. Packaging in Action agrees to pay a tax-deductible bonus in the amount of 
$10,000 annually for a life insurance premium where Greg will be both the insured and 
policyowner.1

A Lincoln WealthAccumulateSM IUL policy is purchased on Greg’s life. Greg names his wife, 
Karen, as the policy beneficiary. The advisor recommended this product because it provides 
valuable death benefit protection and has significant growth and cash value distribution 
potential, which can supplement Greg’s retirement income. If he chooses, Greg can get 
added protection by choosing the Lincoln LifeAssureSM ABR at no upfront cost as a source of 
supplemental funds if he develops a permanent chronic or terminal illness.2

Lincoln WealthAccumulate IUL has other features important to Phil and Greg, including 
transparent benefits and costs, and account options that offer:

• Policy values not directly invested in the market, so Greg would be protected from negative 
returns caused by market downturns. 

• Three indexed accounts tied to the S&P 500 Index3 performance — all providing access to 
market opportunity and varying levels of protection to meet client needs and preferences.

• Participating and fixed loan strategies, both with a guaranteed charge rate for greater 
income stream predictability.4 

• An optional Dollar Cost Averaging Account that automatically allocates premiums over time 
and helps reduce volatility.5 

• Options for living benefits that provide a source of supplemental funds if Greg develops a 
permanent chronic or terminal illness.2
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The advantages for Greg
• Greg owns the policy and gets to name his beneficiary.

• He has access to living benefits and an income tax-free death benefit for Karen. 

• He has significant tax-deferred growth opportunities to create a financial resource for his future.

• When properly designed, there are no required distributions at age 70½ and no early withdrawal 
penalties before age 59½. 

• His out-of-pocket expense is only the cost of the taxes paid on the bonuses he received. 

The advantages for the business
• Packaging in Action retains a valuable key employee with an attractive benefit that provides 

financial protection and a retirement supplement.

• The executive bonus plan is easy to establish and administer, and there’s no IRS-approval needed. 

• Phil can choose which employees he wants to reward, and his business will have a current tax 
reduction for the bonus paid.1 

• When properly structured, the plan is flexible and cost-effective.

Total out-of-pocket expense over 20 years to pay 
taxes on his bonus –$64,000*

Cumulative policy loans taken income tax-free to 
supplemental Greg’s retirement from ages 66 to 85 +$706,920

Greg’s death benefit at age 85 +$207,352

Net benefit to Greg at age 85 $850,272

*Individual tax bracket: 32%

Illustration assumes a male, age 45, standard nontobacco, tax bracket 32%, Lincoln WealthAccumulateSM IUL, 100% premium allocation to the Perform Indexed 
Account, solve for a minimum non-MEC death benefit with a $10,000 annual premium paid for 20 years, increasing by cash death benefit option for 20 years 
then switch to a level death benefit option, solve for maximum annualized participating loans from ages 66 through 85 with $1 at maturity and 6% assumed 
indexed crediting. At 0% guaranteed interest crediting and solving for maximum annualized policy loans beginning at age 66, policy lapses at age 69.

Bonus paid per year $10,000

Current tax reduction for bonus paid per year1,6 $2,100

Total bonus paid to Greg to age 65 $200,000

Total tax reductions for bonuses paid1 –$42,000

Total after-tax cost of the benefit1 $158,000
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Important information: 
Lincoln Financial Group® affiliates, their distributors, and their respective employees, representatives and/or 
insurance agents do not provide tax, accounting or legal advice. Please consult an independent advisor as to 
any tax, accounting or legal statements  made herein.

Lincoln WealthAccumulateSM IUL (2018) is issued on policy form ICC18UL6083/UL6083 and state variations by 
The Lincoln National Life Insurance Company, Fort Wayne, IN, and distributed by Lincoln Financial Distributors, 
Inc., a broker-dealer. The Lincoln National Life Insurance Company does not solicit business in the 
state of New York, nor is it authorized to do so.

All guarantees and benefits of the insurance policy are subject to the claims-paying ability of 
the issuing insurance company. They are not backed by the broker-dealer and/or insurance agency selling 
the policy, or any affiliates of those entities other than the issuing company affiliates, and none makes any 
representations or guarantees regarding the claims-paying ability of the issuer.

Products, riders and features are subject to state availability. Limitations and exclusions may apply. Not 
available in New York. Not for use in New York or Massachusetts.

Strengthen and protect the future of your business
Ask your advisor how Lincoln WealthAccumulateSM IUL can help you succeed.

1 The deductibility of the bonus is subject to the reasonable compensation limits established by Internal Revenue Code Section 162(a).
2 Available for ages 20 – 80 if you qualify. Subject to certain requirements. Accelerated death benefits may be taxable and may 
affect public assistance eligibility. Other account values are reduced proportionately with each acceleration payment. Only one 
accelerated death benefit is allowed per policy. 

3 Excluding dividends. The S&P 500 Index is a product of S&P Dow Jones Indices LLC (“SPDJI”), and has been licensed for use by The 
Lincoln National Life Insurance Company. Standard & Poor’s®, S&P® and S&P 500® are registered trademarks of Standard & Poor’s 
Financial Services LLC (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and 
these trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by The Lincoln National Life Insurance 
Company. The Lincoln National Life Insurance Company’s product is not sponsored, endorsed, sold or promoted by SPDJI, Dow 
Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing in 
such product nor do they have any liability for any errors, omissions, or interruptions of the S&P 500 Index.

4 Distributions are taken through loans and withdrawals, which reduce your policy’s cash surrender value and death benefit and may 
cause the policy to lapse. Loans are not considered income and are tax-free. Withdrawals and surrenders are tax-free up to your 
cost basis, provided your policy is not a modified endowment contract (MEC). A MEC policy is one in which the life insurance limits 
exceed certain high levels of premium or the cumulative premium payments exceed certain amounts specified under the Internal 
Revenue Code. For policies that are MECs, distributions during the life of the insured, including loans, are first treated as taxable to 
the extent of income in the contract, and an additional 10% federal income tax may apply for withdrawals made prior to age 59½.

5 Dollar cost averaging cannot guarantee a profit above the guarantee of the product. Because dollar cost averaging involves 
continuous investment regardless of changing price levels, clients should consider their ability to continue purchasing through 
periods of all price levels.

6 Assuming a 21% C-corp tax bracket.


