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Understanding Benefits Prefunding1

Benefits prefunding means estimating future benefit  

obligations based on prior benefit costs, then directing a  

portion of excess liquidity into investments to cover those  

benefit expenses. Employee benefit prefunding can typically 

help offset these types of employee benefit obligations:

• Health care expenses, including  

post-retirement benefits

• 401(k) matching contributions

•  Long- and short-term  

disability premiums

•  Group life and AD&D  

insurance premiums

• Dental and vision premiums

• 457(f) nonqualified deferred  

compensation

•  Health savings account  

contributions

• Pension contributions

• Long-term care insurance

•  Other employee benefits including  

education, daycare, prepaid legal,  

vacation and scholarships

Why Benefits Prefunding Is an Option for Credit Unions

Federally chartered credit unions are credit unions organized pursuant to  

the Federal Credit Union Act’s authority, 12 U.S.C. 1751. Federally chartered  

credit unions are further governed by the National Credit Union Administration 

(NCUA), created under the act and its rules and regulations, 12 C.F.R. 700. 

The act provides statutory authority for a federal credit union to compensate  

its officers and employees. The regulations provide that a federal credit union 

(FCU) and, where applicable, a federally insured state credit union (FISCU):

“  ...may provide employee benefits, including retirement benefits, to  
its employees and officers who are compensated in conformance  
with the Act and the bylaws, individually or collectively with other  
credit unions. The kind and amount of these benefits must be  
reasonable given the federal credit union’s size, financial condition,  
and the duties of the employees.”

The regulations further provide that an FCU or FISCU investing to fund  

employee benefits plan obligations is excused from the investment limitations 

generally provided in the act and the regulations. Those limitations include  

security monitoring, permissible investment activities, permissible investments, 

prohibited investment activities, prohibited investments and investment  

policies. The regulations state: 

“ A federal credit union investing to fund an employee benefit plan  
obligation is not subject to the investment limitations…and may  
purchase an investment that would otherwise be impermissible,  
if the investment is directly related to the federal credit union’s  
obligation or potential obligation under the employee benefit plan  
and the federal credit union holds the investment only for as long  
as it has an actual or potential obligation under the employee  
benefit plan.” 

Prefunding programs  

leverage expanded  

investment options allowed 

by the National Credit  

Union Administration and 

by many states. Investments  

that credit unions otherwise 

aren’t allowed to make  

under the Code of Federal  

Regulations—such as 

certain corporate bonds, 

securities and insurance 

products—are allowable  

to offset expenses for  

employee benefit plans.

Why Benefits Prefunding  

Makes Sense for Credit Unions

With a clear regulatory frame-

work for FCUs and FISCUs to 

prefund employee benefits,  

it is important to understand  

the advantages of doing so.

•  Enhanced Employee  

Satisfaction: Prefunding  

benefits means credit  

unions can continue to  

offer a robust benefits  

package that helps attract  

and retain talent and  

increases employee  

satisfaction.

•  Effective Cost Management: 

Prefunding benefits allows 

credit unions to invest funds 

to increase returns that will 

offset rising employee  

benefit costs.

• Diversified Portfolio:  

Prefunding employee benefits 

helps credit unions diversify 

investment portfolios and  

enhance their bottom line.
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 Eligible Investments
Eligible investments to prefund employee benefits plans include but  

are not exclusively limited to annuities, market-based and fixed-income  

instruments (bonds), life insurance and mutual funds. Two of the most  

popular prefunded employee benefits plans are split-dollar insurance  

plans and 457(f) nonqualified deferred compensation plans. 

About Split-Dollar Insurance Plans

A split-dollar life insurance plan can help attract and retain senior managers  

and employees. The agreement allows the credit union and the employee to  

split the dollar on a cash-value policy. The credit union pays the premiums on  

the policy written on the executive or employee. The premium payments are  

considered a loan to the insured. The insured assigns all or some of the death  

benefit and/or cash value as security to the credit union to repay the loan,  

including interest. The policy is structured to generate enough cash value that  

the insured can withdraw some of it as a supplementary retirement benefit.

As long as the FCU or FISCU can demonstrate a direct relationship between  

the investments held to maturity and the employee benefits to be funded,  

the FCU or FISCU can use a “pooled” approach to the purchase of life  

insurance products.

About 457(f) Plans

A 457(f) plan is a supplemental employee retirement plan (SERP) that  

allows the credit union to provide retirement income and death and disability  

benefits to management or highly compensated employees. You can  

customize the payout amounts and funding solutions without IRS  

contribution limits. The credit union owns and controls the plan and  

carries the cash value as an asset on its balance sheet.

How Credit Union Service  
Organizations Support  
Benefits Prefunding
A Credit Union Service Organization (CUSO) is an organization that is owned  

by credit unions in whole or in part and provides permitted financial services  

and/or operational services primarily to credit unions or members of credit unions. 

FCUs may only invest in a CUSO that is organized and operated as a corporation, 

a limited liability company or a limited partnership. CUSOs must comply with all 

applicable state and federal laws under which they have been established. CUSOs 

enable credit unions to share the risks and costs of providing services to members.

FCUs and FISCUs may invest in CUSOs and CUSO subsidiaries that provide employee  

benefit plans. (A CUSO subsidiary is any entity in which a CUSO has an ownership 

interest of any amount if that entity is engaged in primarily providing products  

or services to credit unions or credit union members.) FCUs and FISCUs have the  

authority to invest up to 1% of paid-in and unimpaired capital and surplus in CUSOs.

For FISCUs and state credit unions that are not federally insured, the credit union’s 

specific state credit union act must also permit the investments to be purchased 

under the specific employee benefit plan.

Does Your Benefits  
Program Qualify?

The employee benefits 

must be reasonable  

given the credit union’s 

size, financial condition  

and the employees’ duties.

The investments purchased 

to fund the employee  

benefits must be directly 

related to the credit union’s 

obligation or potential  

obligation under the  

employee benefit plan.

For FISCUs and state  

credit unions that are  

not federally insured, the 

credit union’s specific state 

credit union act must also 

permit the investments  

to be purchased under  

the specific employee  

benefits plan. 
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About CourseMark

CourseMark is a CUSO dedicated to helping credit unions improve  

financial performance, enhance yield on assets, and transform the  

provision of employee benefits from a liability to a performing asset.

   Expert guidance to improve your bottom line.

   Custom investment solutions for portfolio diversification.

About CourseMark

CourseMark is a CUSO dedicated to helping credit unions improve  

financial performance, enhance yield on assets, and transform the  

provision of employee benefits from a liability to a performing asset.

   Expert guidance to improve your bottom line.

   Custom investment solutions for portfolio diversification.

Contact CourseMark 
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1. From “Looking for Ways to Pay for Rising Benefits Costs?” by D. Child, 2016, CUInsight.

The preceding information was based on research prepared for CourseMark by Bowen, Radabaugh & Milton, P.C., attorneys 
and counselors at law.
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