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Solutions for small businesses

Keep in mind that the decision tree is meant only as a guide when business-owner clients are purchasing life insurance. Every case is 

also consult with their tax and legal advisors to determine if any of the strategies referenced are appropriate for them. 

For financial professional use only - not for use with the public. 

EXECUTIVE
BONUS

EXECUTIVE BONUS  
with life insurance 

owned by an 
irrevocable life 
insurance trust; 

premium is taxable 
income to the 

business owner  

SPLIT-DOLLAR  
with life insurance 
owned by an ILIT 

using the collateral 
assignment 

method

Does the business require a current income tax deduction?

Does the business owner wish to 
use the death benefit to help with a 

potential federal estate tax problem?

EXECUTIVE
BONUS

NON QUALIFIED 
DEFERRED COMP

Is this the business owner interested in a complex 
strategy that may reduce the federal gift tax issue? 

Is the business 
taxed as a 

C Corporation?

What is the purpose 
of the life insurance?

Help business 
provide future 

compensation to 
business 

owner employee

Provide a death benefit to the 
family with a portion or all of the 

death benefit and cash value 
controlled by the business

Is the business owner willing to 
pay income taxes on the premium 
and on the economic benefit to 
receive a lower gift to the trust?

C Corporation? S corporation, 
partnership, 
or LLC taxed as 
an S corporation

How is the business taxed?

EXECUTIVE
BONUS

Provide a death benefit to the 
family with the entire policy; the 

policy's cash value is owned 
by the business owner

NOYES

YES NO

YES NO

YES NO
YES NO

BUSINESS OWNER IS THE INSURED
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RESTRICTED 
EXECUTIVE 
BONUS 
ARRANGEMENT 
(REBA)

Does the business require a current income tax deduction?

EXECUTIVE
BONUS

Does the business wish to restrict the employee’s access to 
the cash value 1 by first requiring the business’s consent?

What is the purpose of the death benefit 
and/or cash value? (Choose one).

Help business 
hire a new 
employee after 
insured employee 
dies. Business wants 
to own the policy 
and cash value.

Provide a death benefit to the employee’s surviving family, and 
have employee own and control the policy.

Does the business wish to restrict the employees’ access to 
cash value’ by first requiring the business consent?

NOYES
Provide a death 

benefit to 
employee’s 

surviving family, 
with the business 

having an 
interest in the 
death benefit 

and cash value.

Help business 
provide future 
compensation to 
the employee’s 
family if employee 
dies, or to 
employee if 
they live.

KEY PERSON
NON QUALIFIED 

DEFERRED COMP

RESTRICTED EXECUTIVE 
BONUS ARRANGEMENT

YES NO

EXECUTIVE
BONUS

YES NO

1

against lapse. Withdrawals in excess of premiums paid will be subject to ordinary income tax. Additional premium payments may be required 
to keep the policy in force. In the event of a lapse, outstanding policy loans in excess of unrecovered cost basis will be subject to ordinary 
income tax. If a policy is a modified endowment contract (MEC), policy loans and withdrawals will be taxable as ordinary income to extent 
there are earnings in the policy. If any of these features are exercised prior to age 591/2 on a MEC, a 10% federal additional tax may be 
imposed. Tax laws are subject to change and your clients should consult a tax professional.
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