
Executive Bonus Disability Income Plan


Resolution And Announcement Letter
This sample resolution has been prepared as a guide to assist attorneys. It outlines the basic provisions which are usually included in such resolutions. The resolution is not intended as a final draft. Modifications will be required to fit the particular situation.  The attorney will necessarily be responsible for the actual resolution and its wording.

Resolution Authorizing Executive Bonus Disability Income Plan


I,             (Name)            , Secretary of (Name of Corporation), DO HEREBY CERTIFY: that on the        day of                     , 20     , a meeting of the Board of Directors of said Corporation was duly called and held at          (Address)              , at which a quorum was present, and the following resolution was unanimously adopted:


WHEREAS, the                                    (hereafter called the "Employer") has [one] [two] [several] valuable and efficient employee(s);  


WHEREAS, the Employer has decided that it is in the best interest of the Employer to provide additional incentives to those key employees; and 


WHEREAS, in continuation of this relationship, the Board of Directors desires to set up an Executive Bonus Plan to provide nonqualified disability income protection for the benefit of the employee(s);


NOW THEREFORE, BE IT RESOLVED THAT the Board of Directors agrees to adopt the following provisions to be effective as of                     :

1.
PARTICIPATION.                                            , and                            and                           , hereafter called the "Employee(s)," are hereby determined to be eligible key employees of the Employer for purposes of the Executive Bonus Plan, hereafter called the "Plan," and the Employees shall be entitled to participate in the Plan for so long as each Employee remains a key employee of the Employer.  


FURTHER, that the Board of Directors hereby expresses its intention to add other employees to the Executive Bonus Plan at such time as they become key employees of the Employer.  


FURTHER, that a letter be prepared announcing and explaining the Executive Bonus Plan, and that the letter be distributed by the Employer to the Employees.  

2.
PURCHASE OF INSURANCE.  Each Employee shall apply to Principal Life Insurance Company, Des Moines, Iowa, for a disability income policy on the life of the Employee and shall pay the premium on any policy issued pursuant to such application (the "Policy") and shall be designated as sole owner of the Policy subject to the conditions hereafter set forth.  

3.
PREMIUMS.  Premiums on the Policy shall be remitted to Principal Life Insurance Company (“Principal Life”) by the Employer as they become due.  Such premium payments shall be allocated between the Employer and the Employee as follows:  


(Alternate paragraphs)


a.
The Employer shall furnish the entire premium as additional salary to the Employee.  


b.
The Employer shall furnish [percentage] [dollars] as additional salary to the Employee and be reimbursed for the remaining premium by making deductions from the Employee's present salary.  

4.
OWNERSHIP.  Each and every right of ownership under the Policy shall continue in the Employee.  No right of ownership shall be in the Employer.  

5.
FAILURE TO PURCHASE.  In the event the Employee does not exercise his or her right to purchase such Policy within          days following eligibility to participate in the Plan, the Employer shall have no obligation to provide the additional compensation that would have otherwise been available under the Plan.  

6.
FIDUCIARY PROVISIONS.  The  (e.g., Secretary) of the Employer  is hereby designated as the "Named Fiduciary" for the Executive Bonus Plan maintained by the Employer for the Employees, and he or she shall have the authority to control and manage the operation and administration of the plan.  

7.
ALLOCATION OF FIDUCIARY RESPONSIBILITIES.  The Named Fiduciary may allocate his or her responsibilities for the operation and administration of the Plan, including the designation of persons to carry out fiduciary responsibilities under the Plan. The Named Fiduciary shall effect such allocation of his or her responsibilities by delivering to the Employer a written instrument signed by him or her that specifies the nature and extent of the responsibilities allocated, including the persons who are designated to carry out those fiduciary responsibilities under the Plan, together with a signed acknowledgment of their acceptance.

8.
PLAN ADMINISTRATOR.  The Named Fiduciary is hereby designated as the "Plan Administrator" of this Plan.

9.
CLAIMS PROCEDURE.  If Principal Life disability income coverage is in force at the time of claim, the following claims procedures shall apply to the Plan:  


a.
Filing of a Claim for Benefits.  The Employee shall make a claim for the benefits provided under the Policy in the manner provided in Policy.  

b. Claim Approval or Denial With Respect to Plan Benefits.  With respect to a claim for benefits, Principal Life shall review and make decisions on claims for benefits under the terms of the Policy.



c.
Notification to Claimant of Decision.  If a claim is wholly or partially denied, notice of the decision shall be furnished to the claimant within a reasonable period of time after the claim has been filed as provided under the terms of the Policy.  


d.
Content of Notice.  Principal Life shall provide to any claimant whose claim for benefits is denied in whole or in part a written notice setting forth in a manner calculated to be understood by the claimant, the following:  



(1)
The specific reason or reasons for the denial or partial denial;



(2)
Specific reference to pertinent Policy provisions on which the denial is based;



(3)
A description of any additional material or information necessary for the claimant to perfect the claim and an explanation of why such material or information is necessary; and



(4)
An explanation of the claim review procedure, as set forth in paragraphs e. and f. following.


e.
Review Procedure.  The purpose of the review procedure set forth in this paragraph and in paragraph f. following, is to provide a procedure by which a claimant may have a reasonable opportunity to appeal a denial or partial denial of a claim and request a full and fair review.  To accomplish that purpose, the claimant or a duly authorized representative:



(1)
Should request a review upon written application to Principal Life;



(2)
Should review the Policy; and



(3)
Should submit issues and comments in writing.  


f.
Decision on Review.  A decision on review of a denied claim shall be made in the following manner:



(1)
The decision on review shall be in writing and shall include specific reasons for the decisions, written in a manner calculated to be understood by the claimant, and specific references to the pertinent Policy provisions on which the decision is based.

10.
AMENDMENT PROCEDURE.  By resolution duly adopted, the Board of Directors may at any time amend or terminate the Plan.



IN WITNESS WHEREOF, I have hereunto set my hand and the seal of the Employer in the city of                          ,   State of                   ,   on  this         day of                             , 20    .

(Corporate Seal and other          

          (Signature of Secretary)        
formalities of execution in             
(Name)

compliance with local law.)

Announcement Letter To Employees

(An executive bonus disability income plan may possibly be considered an employer welfare benefit plan.  The law requires that the provisions of any employee welfare plan be communicated to the covered employees.  This could be accomplished by posting a copy of the resolution, delivering a copy to employees or by sending each eligible employee a letter and copy of the resolution.  When different benefits are provided for several categories of employees, separate letters may be advisable.  The following sample letter may provide a useful format to follow.)

Dear Mr./Ms. Brown

It is a pleasure to announce that the Board of Directors has approved a non-qualified Executive Bonus Plan for the benefit of selected key employees.  For eligible employees, such as yourself, the company will pay [the entire cost] [1/2] [$] of the premium for a disability income policy [provided you agree to contribute] [an equal amount] [1/2] [$].  If you become disabled as defined under your policy, this contribution will provide approximately [$] of tax-free monthly disability income benefit after an elimination period of [   ] days when used to purchase a contract at your present age.  (The attached contract analysis chart illustrates some of the benefits that could be derived from the program.)  We urge your participation.

You would be the owner of any policy purchased under this plan and would be free to exercise all rights of ownership.  In event of your termination of employment, you would be entitled to continue the policy at your own expense.  

This plan is subject to amendment or termination of the Board of Directors at any time.  You will be notified, however, of any change in the plan and such changes will not affect any right to benefits arising before the change.  

The policy will be administered and interpreted by Principal Life Insurance Company (“Principal Life”).  Forms for making a claim can be obtained from Principal Life, who will also answer any questions you may have concerning the policy.  

Premiums paid by the company will be considered taxable income to you and must be reported as additional compensation in the year received.  Any disability income payments under the plan should be received income tax free by you.  

This plan is presented in full confidence that each participant will have a greater personal interest in contributing his/her very best to the progress and success of the company, thereby enhancing the participant's own future security.  Your loyalty and continued best efforts are certainly an important part of any future success the company may enjoy.  We want to express, through this plan, the company's appreciation for your past service and the anticipation of many more years of pleasant association.  

Very truly yours

(Signature of Company President)
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