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Giving your key employees

a big reason to stay

Benefits for them - advantages for you

Your key employees help lead your company and keep it on the right path. So once you find the right top
talent, keeping them is a priority. And it’s equally important for key employees to work for a company that
values their hard work - and offers them an incentive to stay.

This deferred comp plan could be an attractive solution for you and your key employees. It provides a
lump-sum benefit to them at the end of a pre-determined service period, which encourages them to stay
with you for the long term, instead of exploring opportunities with your competition.

Here’s how it works

A deferred comp agreement is established goes to the survivors if the key employee should
with select key employees. You and each die during the service period.

key employee enter into an agreement that
promises a lump sum benefit if the employee
satisfies a service requirement. The company
then purchases and pays the premium on a life
insurance policy that builds cash value. If desired,
an endorsement split dollar agreement can be
set up so that part of the policy’s death benefit

When the service requirement has been met, the
lump-sum bonus will be paid to the key employee.
You choose how the bonus will be paid. You may
use current cash flow or a withdrawal of cash value
from the life insurance policy to meet this bonus
requirement. As an alternative, ownership of the
policy can be transferred to the key employee.

Key
employee Employer
Select reward and optional’

&—— endorsement split dollar agreements ——>
Annual tax @ Death benefit orerhium,
on economic—>»
benefit’ IRS Death |

& benefit’
) Survivors Insurance policy
Employer
. ﬁ Premium
Payoutperlod &—— Cash value or death benefit
' Lump sum benefit Insurance policy

AN

when specified service
requirement is met
Key employee

"These items only apply if the optional endorsement split dollar agreement is used.



What you need to know

There are many advantages to this plan, just as there are some things to consider.

Encourage loyalty - You
provide incentive for the key
employee to remain loyal

to your company for a pre-
determined service period.

Receive a tax deduction - In the year the
bonus is paid or the life policy is transferred to
the key employee, your company receives a tax
deduction for the entire bonus. Any gain in the
policy at this time of transfer is taxable to you.

Reduce cash flow - Premiums are paid with
company after-tax dollars, so each premium

Pay minimal cost - The key employee
will pay tax on the value of the

life insurance death benefit that’s
endorsed to them during the service
period. This cost is much less than if
the key employee was to personally
purchase that amount of life insurance.

For
your key
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Help with taxes - This plan design does not allow
the option to defer the lump sum bonus, nor does it
offer another payment choice. In the year the bonus is
received, the key employee recognizes income in the
amount of the lump sum bonus. However, the policy’s
cash value may be used to pay the income tax due.

payment reduces your annual cash flow. Use for personal needs - If ownership of the life

policy is transferred to the key employee, its cash
value and death benefit may be used for personal
financial needs.

Recover the premium cost - If the key
employee dies before the end of the service
period, the life insurance policy’s tax-free
death benefit? may be used to recover the cost

of the premiums you paid. Must qualify - The key employee must be healthy

enough to qualify for the life insurance policy.

Take note: The bonus must be paid in a lump sum within 272 months of the end of the tax year in which the
key employee meets the service requirement to avoid being considered a deferred compensation plan that
would be subject to IRC Section 409A requirements.

Encourage your key employees to stay with you for the long term, instead of exploring opportunities with
your competition, by providing this deferred comp plan. It’s a great way to offer them a valued benefit, while
helping your business keep its top talent.

2|f 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 the cost basis.

g Learn more | Contact your financial professional today.

principal.com

Before investing, carefully consider the investment option objectives, risks, charges, and expenses. Contact a financial
professional or visit principal.com for a prospectus or, if available, a summary prospectus containing this and other
information. Please read it carefully before investing.

All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance company. They are not
obligations of, nor backed by, the broker/dealer and/or insurance agency selling the policy, nor by any of their affiliates, and none of them
makes any representations or guarantees regarding the claims-paying ability of the issuing insurance company.

Insurance products issued by Principal National Life Insurance Co. (except in NY) and Principal Life Insurance Co. Plan administrative services
offered by Principal Life. Securities offered through Principal Securities, Inc., 800-247-1737, Member SIPC and/or independent broker/dealers.
Principal National, Principal Life and Principal Securities are members of the Principal Financial Group®, Des Moines, IA 50392.

The subject matter in this communication is provided with the understanding that Principal® is not rendering legal, accounting, or tax advice. You
should consult with appropriate counsel or other advisors on all matters pertaining to legal, tax or accounting obligations and requirements.

Not FDIC or NCUA insured

May lose value - Not a deposit - No bank or credit union guarantee
Not insured by any Federal government agency

Principal, Principal and symbol design and Principal Financial
Group are trademarks and service marks of Principal Financial
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