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A retirement or pension plan is considered 

“qualified” if it meets the federal standards 

promulgated by the Employee Retirement 

Income Security (ERISA).

Non-qualified plans, on the other hand, do not meet the ERISA requirements. For this reason, non-qualified funds 

offer more flexibility for employers but also limit the tax benefits.  However, under the TCJA, there are new 

methods in which business owners and employers may further mitigate their tax burden using a non-qualified 

plan.

The Tax Cuts and Jobs Act of 2017 (TCJA) will bring substantial changes to all areas of federal taxation, including 

the new qualified business income deduction rule contained in the new IRC section 199A. As a result, qualified 

and non-qualified retirement and pensions will be impacted going forward.

The TCJA is the most significant tax cut since the 1986 Tax Reform Act. Business owners now have new options 

for directing their income in order to mitigate their tax burden.

As you may know, the IRS designates certain retirement and pensions plans as “qualified” and “non-qualified.” In 

the past, qualified pensions and retirement funds have been the more popular vehicle for savings over 

non-qualified plans in America.

Popular qualified plans may include: 
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Tax Cuts and Jobs
Act of 2017 (TCJA)TCJA 2017

401 (k)s

403(b)s

SEP Plans

Defined Benefit Plans

•

•

•

•



Here are some of the main differences between qualified and nonqualified plans:
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Comparison

Qualified vs Non-Qualified

Plan Feature Qualified Plan Non-Qualified Plan

Eligibility

Compensation Deferral

Limits

Distribution

Timing

Mandatory Distributions

Assets Protected from

Company Creditors

Loans

Participant and Company

Tax Deduction on Deferrals

Rollover to IRA upon

Job Loss

Must be available equally to all 

employees as defined by the plan.

Can be made available only to 

select employees.

Yes; total dollar limits are 

adjusted each year by the IRS; 

pre-tax maximum for 2018 is 

$18,500

No IRS-defined limits.

Generally, cannot take 

distributions before age 59½ 

except for certain financial 

hardships.

Several options available but once 

a distribution option is elected, it 

cannot be changed; Section 409A 

restrictions apply.*

Yes; must take Required Minimum 

Distributions starting at age 70½.

Not required by IRS but plan rules 

may apply.

Yes. Depends on Plan Design.

Yes, if the plan allows. Depends on Plan Design.

Yes, in the year of deferral. Yes, but not until distribution. (If 

company owned)

Yes, under terms of the plan. No.

1. For purpose of this article, we are using the term “non-qualified” to include: Deferred Compensation, SERP, 

Split Dollar and Executive Bonus.

Deferred Compensation Only.*



Under the new tax law, business owners can take advantage of a few non-qualified tax advantaged plans that 

can, not only mitigate their current tax burden, but also mitigate their future tax burden. 

These strategies include:
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Non-Qualified Plans

Under the TCJA

Deferred Compensation Plans

SERP

Split Dollar

Premier Bonus Plans

•

•

•

•

Sole
Proprietor

Pass-through
Entities

QBIPT
Pass-through* Corporation

39.6% 39.6% 39.6% 35%

37% 37% 29.6% 21%

2.6% 2.6% 10% 14%

Pre-TCJA

Post-TCJA

New Capital

*Limits on Deductions exist for Service Companies

With the passage of the Tax Cuts and Jobs Act (TCJA), many 

tax brackets, thresholds, and rates will change in 2018. 

Noticeable changes to the structure of the individual tax 

code include the elimination of personal exemptions, the 

elimination of the Pease limitation on itemized deductions, 

and the expansion of the Child Tax Credit. 

Future of Tax Rates



As you may already know, Indexed Universal 

Life (IUL) insurance is a type of permanent 

life insurance. An IUL policy allows you to 

“earn” a market return on your cash value 

based on an index, thereby mimicking the 

performance of the overall stock market. 

An IUL policy may be used to accumulate 

substantial retirement savings as well as 

provide for beneficiaries should the owner 

die prematurely. Because the money paid 

toward this product has already been taxed, 

withdrawals, and or loans, can be made tax-free. This tool benefits policyholders who wish to generate savings at 

a lower tax rate than they may encounter in the future

As mentioned before, IUL policies mimic a specific stock index, such as the S&P 500, and provide returns based 

on market performance. Once the cash value has built up to a substantial level, the client can begin taking 

tax-free withdrawals/loans to supplement their retirement income. 

With an IUL, only the premiums that are not used towards life insurance coverage are used to build tax-deferred 

cash value. And since an IUL is used for life insurance, as well as a cash accumulation tool, the owner’s age and 

overall health can have a huge impact on premium costs, which would ultimately hurt the accumulation. However, 

the added death benefit of the IUL, pays tax-free dollars to the designated beneficiaries should the owner die 

prematurely. 

Although IULs can generate a considerable amount of cash value, this product must be properly-funded by the 

owner in order for it to preform as intended. Allowing the policy to lapse can actually leave the policyholder with 

a large tax bill, so the owner should be advised that this is a long-term planning strategy with potentially 

significant penalties if the policy is surrendered or lapses.

Using Life Insurance
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Income Planning


