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Executive Benefit Issues 

 Employer Objectives 
 Recruit, Retain, Reward, Retire  

 Benefit equalization across organization – “Restoration” Plans 

 

 Executive Objectives 
 Defer additional current compensation, reduce income tax  

 Accumulate sufficient wealth to maintain standard of living post-
retirement  

 

 Maximum Limits in qualified retirement plans restrict 
benefits for high wage earners 
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2012 Qualified Plan Limits 

Qualified Plan  Limit Maximum  

Elective Deferral  Limit 
401(k), etc. 

$17,000  
$22,500 if over age 50 
Testing  may further  reduce limit for HCE’s   

Defined Contribution  Limit (aggregate) $50,000 

Defined Benefit  Plan Distribution Limit $200,000 

Annual Compensation Limit  $250,000 
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Example – Impact of Limits in Qualified Plan  

41%
29%

21% 16% 12%

55%

38%

31%

25%
21%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

$50,000 $100,000 $150,000 $200,000 $250,000 

Pr
oj

ec
te

d 
Re

tir
em

en
t I

nc
om

e 
fr

om
 S

oc
ia

l S
ec

ur
ity

 a
nd

 
Q

ua
lif

ie
d 

Pl
an

s

Salary at Age 45

Qualified Plan 

Social Security 

96%

67%

52%

41%

33%

TARGET REPLACEMENT  RATIO

Executive age 45 contributes 10% of their pretax salary to a qualified plan.  Employer matches $0.50 of the first 6% contributed.  Salary  
increases 3% per year and contributions are limited to the maximum allowed by law. Contributions grow tax deferred at 7% annual interest.   
Account balance at 65 is paid out in 20 installments.  The installments increase 3% per year to account for inflation, and after 20 years the  
account balance is zero. All distributions are taxed as ordinary income.  Values shown include income from Social Security, an opening  
balance in the 401k, but assume no other sources of income. 

All values shown are hypothetical, are not guaranteed and for demonstration purposes only.  They are not indicative of any security  
available for sale and your experience will be different from that shown here.  Past performance cannot predict future results. 



2012 NFP EXECUTIVE BENEFITS SALES SUMMIT INTERNAL USE ONLY. Not for public distribution. 

NFP EB – How We Can Help 

ADVISE FINANCE SERVICE 
Plan Design Consulting 

 
Documentation 

 
Implementation & 

Enrollment 

 
Case Design 

 
Investment Option 

Analytics 
 

Product Placement 

Plan Administration & 
Recordkeeping 

 
Asset Administration 

 
Web Access 
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Design Guide 

Elective Deferrals SERP
Component

Optional Sponsor
or

Match

Contributions

409A NQDC Plan
Retirement 

Account
Inservice 
Account

Inservice 
Account

Investment Measurement Options
COLI                                                                                                       Mutual Funds

Benefit Payment to Participants

Eligibility
Contribution Formula
Deferral Maximums

Number of Accounts
Early Retirement
Vesting
Change in Control

Corporate or participant 
directed?
Death Benefits

Payout Form
Survivor Benefits
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Challenges with Pass-through Entity Plans 

 Dilemma 
 Partners seek maximum Distributable Income 

 Additional benefit cost/expense will reduce Distributable Income 

 Addressing Stakeholder concerns 
 Founding Members (recognition for wealth created by growth of firm) 

 Near Retirees (will firm cash flows meet future benefit obligations?) 

 Younger and Future Partners (obligated for promises to former 
partners) 

 Establishing a viable pathway to retirement which impacts 
all partners equitably 
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Stakeholder Concerns 

Founding 
members 
• Want to be 

recognized for the 
wealth that has been 
created by the 
creation and growth 
of the firm 

Near-retirees 
• May have high degree of 

loyalty to firm and to 
founding members 

• Concerned that the firm 
will continue to create 
sufficient cash flows to 
meet future benefit 
obligations 

• Late-career partners 
might have difficulty 
transitioning to another 
firm and maintaining 
current income 

Younger partners 
• Could believe that the 

financial rewards for 
attaining senior positions 
are significant 

• May have a lower sense 
of loyalty to the firm 

• May be less willing to be 
responsible for financial 
obligations to long-
departed former partners 

• Can more easily sustain a 
temporary reduction in 
income caused by the 
transition to another firm 
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Designing a Retirement Benefit Plan 

 Most plans at partnerships are designed to cover all 
members 

 The plans can take a number of forms: 
1) Stated Benefit:  “Everyone gets $50,000 a year for five years” 

2) Defined Benefit:  “For every year you work here, you get 2% 
multiplied by your final average salary” 

3) Cash Balance:  “The company will contribute 5% of your 
compensation to an account; you can manage the investments in 
that account” 

 Benefit payments are usually made for a specific number of 
years and then cease 
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Case Study 
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Case Study 
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Fewer years with firm                    More years with firm 

Lower equity level, younger
Lower equity level, older
Higher equity level, long-tenured
Higher equity level, newly hired

Hypothetical case illustration. The charts are analysis of design alternatives. 
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Analyzing Design Alternatives 
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Final Plan Design 

 1.25% per year of service 

 Maximum of 15 years count toward formula 

 Multiplied by final average salary (highest three of last five) 

 Enhancement at higher equity levels 

 Decrement at lower equity levels 

 “Commitment” went from $400,000 a year to $1,000,000 a 
year 

Hypothetical case illustration. The charts are analysis of design alternatives. 
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Financing the Obligation 

 A partnership that implements a retirement benefit implicitly 
obligates future partners to make good on the promises of 
the benefit plan 

 Unlike traditional pensions, there is no legal requirement to 
pre-fund nonqualified plans  

 This creates a tension between two desires 1) to maximize 
current distributable income and 2) to ensure that adequate 
reserves exist in the future to meet benefit needs 



2012 NFP EXECUTIVE BENEFITS SALES SUMMIT INTERNAL USE ONLY. Not for public distribution. 

Financing the Obligation 

 A desirable financing tool will have a number of 
characteristics 

1) Liquidity 

2) Transparency 

3) Provides confidence to all stakeholders that it will adequately meet 
cash flow needs 

4) Low cost 

5) Low administration requirements / low maintenance 

6) Tax efficiency 
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Financing the Obligation with Life Insurance 

 One solution:  an annual commitment from the firm, divided 
between benefit payments and premium payments 

 

Founders

Near-retirees

Younger partners

Early Mid Late

Pay
insurance 
premium

Future partners

Redirect 
premium

payments to 
benefit 

payments, then  
withdraw or
borrow cash 
value to meet 

benefit 
Collect death proceeds, use them to meet 

benefit obligations or return them to the firm
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Outcomes 

 A benefit design that meets the needs of the firm and its 
members 

 Meaningful benefit level 

 Viable path to retirement 

 Source of cash when benefits come due 

 A long-lived asset to meet a long-term need 

 



2012 NFP EXECUTIVE BENEFITS SALES SUMMIT INTERNAL USE ONLY. Not for public distribution. 

Disclosures 
NFP Executive Benefits 

2500 York Road, Suite 210, Jamison, PA  18929 
(267) 482-6400 
www.nfpeb.com 

 

NFP Executive Benefits and NFP Securities, Inc. do not provide legal, tax and/or accounting consulting and/or advice. NFP Executive Benefits has provided you with this material strictly in its capacity as an 
employee benefits consulting firm.  The information contained herein is based on data you may have provided, our interpretation of the existing Internal Revenue Code, and the application of relevant statutes, 
regulations, court rulings, and familiarity with this material as it currently exists.  Based on the legal and accounting complexity of employee benefit issues, along with the changing statutory and regulatory 
environment, NFP Executive Benefits strongly recommends that you consult with, and seek the advice of, your legal and/or accounting advisor(s) regarding this material.  

This discussion outline contains proprietary information of NFP Executive Benefits and possession of this information is not deemed a waiver of our rights.  In addition, this discussion outline has been created for 
your exclusive use, and distribution of this information to a non-affiliated party is strictly prohibited.   

Securities and Investment Advisory Services may be offered through NFP Securities, Inc., Member FINRA/SIPC.  Offices of Supervisory Jurisdiction:  1250 S. Capital of Texas Highway, Building 2, Suite 125, 
Austin, TX  78746 (t) 800-880-0080 (f) 512-329-8012  NFP Executive Benefits is affiliated with NFP Securities, Inc.  
Insurance Products: 
*  Investments are not a deposit or other obligation of or guaranteed by, any bank or bank affiliate; 
*  are not insured by the FDIC or any other federal government agency, or by any bank or bank affiliate; and 
*  may be subject to investment risk, including possible loss of value. 
* Withdrawals made during the first 15 years could result in unfavorable LIFO taxation under IRC Section 7702(f)(7) “force-out” rules.  Withdrawals in excess of cost basis may be taxable.  Lapsing a policy with an 
outstanding loan results in the loan, and any accrued interest, being treated as a distribution, which may be taxable.  Modified endowment contracts (MEC’s) are taxed differently and are not suitable for this program 
if surrenders or loans are anticipated.  Please check policy illustrations to see if the policies being considered are MEC’s.  Certain changes to a non-MEC policy could result in the policy becoming a MEC.  
Professional tax advisors should be consulted.  Any loans, withdrawals or partial surrenders will reduce cash values and death benefits. 
 
For Institutional use only 
 
The examples provided are hypothetical, for demonstration purposes only, and not intended to represent any security actually available for sale. Mutual Fund  and Variable Universal Life Insurance investments are 
subject to investment risk, including possible loss of principal amount invested, and will fluctuate in value. You may receive more or less than you paid when you redeem your shares. In addition, since mutual funds 
and Variable Life subaccounts may invest internationally, they may be subject to additional risks such as currency fluctuations, differing financial accounting standards by country, and possible political and economic 
risks. Mutual Funds and Variable Life Insurance Policies are sold by prospectus only. The Investor should consider the investment objectives, risks, charges and expenses of the investments 
carefully before investing. The prospectus contains this and other information. Please read this carefully before investing. In the event you need an updated copy, please contact us directly. This 
material is neither an offer to sell nor the solicitation of an offer to buy any security, which can be made only by the prospectus which has been filed or registered with appropriate state and federal 
regulatory agencies, and sold only by broker dealers authorized to do so. No regulatory agency has passed on or endorsed the merits of this offering. Any representation to the contrary is unlawful. 

Past performance cannot predict future results.  The purpose of this discussion outline is to present the issues and plan mechanics associated with a nonqualified deferred compensation plan.  The insurance 
products and mutual funds shown in this report are representative of the market and are based on a hypothetical investment yield which is not guaranteed 

A plan should not be adopted without reviewing insurance company produced ledgers, especially assumptions and disclaimers.  Taxes may apply if the policy is surrendered prior to death.  NFPEB may receive 
commissions from a life insurance carrier for placement of product. From time to time, NFPEB may also receive indirect compensation in the form of participation in educational seminars, trips, or other insurance-
company sponsored activities.  

Federal and state tax laws are complex and constantly changing. Taxpayers should always consult their own legal or tax advisor for information concerning their individual situation. 

Any Federal tax advice discussion contained herein is not intended or written to be used, and cannot be used by you or any other person, for the purpose of avoiding any penalties that may be imposed by the 
Internal Revenue Code.  

Guarantees, ratings, and benefits provided by life insurance products are subject to the claims-paying ability of the issuing insurance company. 
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