
The employer and employee enter into a written deferred compensation agreement. The 
employer gives the employee notice and obtains consent to buy life insurance.

The employer applies for an insurance policy on the employee's life to "informally fund" its 
obligations under the agreement.

When the employee satisfies the conditions to receive benefits, the employer begins to pay 
retirement (or disability) benefits from the policy values, subject to the federal income tax 
rules regarding policy withdrawals, loans and surrenders.

At the employee's death, the employer uses the insurance proceeds to pay a death benefit 
to the employee's beneficiary (if the arrangement so provides).

How a Deferred Compensation Arrangement Works
(Funded with Life Insurance)

(DEATH BENEFIT)

RETIREMENT OR DISABILITY BENEFITS
Employee

PREMIUMS

Employee’s Beneficiary

PROCEEDS

Employer

Deferred
Compensation

AgreementAdvanced
Market,

INC.

Insurance
Policy on

Employee’s
Life



Copyright ©  2016, Pentera Group, Inc., 921 East 86th Street, Ste. 100, Indianapolis, Indiana 
46240. All rights reserved. 
 
This service is designed to provide accurate and authoritative information in regard to the 
subject matter covered. It is provided with the understanding that neither the publisher nor 
any of its licensees or their distributees intend to, or are engaged in, rendering legal, 
accounting, or tax advice. If legal or tax advice or other expert assistance is required, the 
services of a competent professional should be sought. 
 
While the publisher has been diligent in attempting to provide accurate information, the 
accuracy of the information cannot be guaranteed. Laws and regulations change frequently, 
and are subject to differing legal interpretations. Accordingly, neither the publisher nor any of 
its licensees or their distributees shall be liable for any loss or damage caused, or alleged to 
have been caused by the use of or reliance upon this service. 
 
U.S. Treasury Circular 230 may require The Pentera Group, Inc. to advise you that "any tax 
information provided in this document 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 
transaction(s) or matter(s) addressed and you should seek advice based on your particular 
circumstances from an independent tax advisor." 




