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Retaining select employees is a key concern for most growing business owners. The Principal® Select Reward 

Plan can help by building a path for loyalty with executive rewards. 

This plan allows you to address multiple business needs with one financial solution. While creating strong 

“golden handcuffs” that tie key employees to your business, you can also reward the key employee with 

benefits. Not only are they given a lump-sum bonus at the end of a service requirement, their families receive 

assurance through a life insurance death benefit should death occur during the service period.  

How it works

A life insurance policy is used to finance a lump-sum bonus at the end of a pre-determined service period. 

Cash value in the insurance policy can then be used to finance the bonus or ownership of the policy may be 

transferred to the key employee. Upon a key employee’s death before the end of the service period, death 

benefit proceeds can be portioned out to both the employer and the key employee’s survivors. 

Employer ensures the policy has sufficient cash value to satisfy the bonus. Either a withdrawal of cash value can 

be made, or a policy transfer can satisfy the bonus requirement. The key employee will owe income taxes on 

the bonus amount in the year the bonus is paid.



WE’LL GIVE YOU AN EDGE®

Principal National Life insurance Company and Principal Life Insurance Company, Des Moines, Iowa 50392-0001, www.principal.com

Before investing in variable life insurance, investors should carefully consider the investment objectives, risks, charges and expenses of 
the policy and the underlying investment options. This and other information is contained in the free prospectus, which can be obtained 

from your local representative, visit www.principal.com or call 800-247-9988. Please read the prospectus carefully before investing.
Investing in variable life insurance involves risk including the loss of principal. Investors should consider their risk tolerance and time horizon when 

selecting the life insurance product to meet their needs. Variable life insurance has annual fees and expenses and has both life insurance related charges 
and investment management fees. See the variable life insurance prospectus for complete details on fees and expenses.

Insurance products issued by Principal National Life Insurance Co. (except in NY) and Principal Life Insurance Co. Plan administrative services 
offered by Principal Life. Principal Funds, Inc., is distributed by Principal Funds Distributor, Inc. Securities offered through Principal Securities, Inc.  
800-247-1737, Member SIPC and/or independent broker/dealers. Principal National, Principal Life, Principal Funds Distributor, Inc., and Principal 

Securities are members of the Principal Financial Group®, Des Moines, IA 50392.
All guarantees and benefits of the insurance policy are backed by 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 by any of their affiliates, and none of them makes any representations or guarantees 

regarding the claims-paying ability of the issuing insurance company.

Not FDIC or NCUA insured 
May lose value • Not a deposit • No bank or credit union guarantee

Not insured by any Federal government agency
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Learn more.  |  Contact your financial professional today.

 For the employer: 
•  One financing vehicle for funding multiple

benefits for select employees.

•  A method for influencing key employee
company loyalty during a pre-determined service
period (generally 12-15 years).

•  In the event of premature death, a tax-free death
benefit* may be received to recover the cost of
the life insurance premiums paid.

•  Premiums are paid with corporate, after-tax
dollars. Each premium payment reduces annual
cash flow.

•  A tax-deduction for the entire bonus amount in
the year that the policy is transferred
to the executive.

•  Bonus must be paid in a lump sum within 21⁄2
months of the end of the tax year in which the
executive meets the service requirement to avoid
being considered a deferred compensation plan
and subject to IRC Section 409A requirements.

For the executive:
•  Executive must provide evidence of insurability

to qualify for the life insurance policy.

•  Income tax must be paid on the economic
benefit costs during the service period –
at a significantly lower cost than paying the
entire premium on a term insurance policy.

•  Executive pays income tax on the entire bonus
in the year it is received. There is no option to
receive annual payments, or to defer the bonus.

•  Policy cash values may be used to pay the
income taxes due on the bonus, in the year in
which the bonus is paid.

•  Policy cash values may be accessed for personal
financial needs once policy ownership
is transferred.

•  Bonus must be paid in a lump sum within 21⁄2
months of the end of the tax year in which the
executive meets the service requirement to avoid
being considered a deferred compensation plan
and subject to IRC Section 409A requirements.

BENEFITS AND CONSIDERATIONS

*  If the requirements of IRC Section 101(j) are not met, then death proceeds from employer-owned life
insurance contracts may be taxable as ordinary income in excess of cost basis.


