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Overlooked Plans Can Benefit Key Employees

Every thriving business has key employees, those individuals who affect the success of the organization.
"These days, finding and retaining good people has become a critical challenge for Southern California
business owners and managers," explains Leo Thomas, manager Coastal Financial Partners Group’s
executive compensation practice in Los Angeles.

"Raises, bonuses and traditional benefit or retirement plans can only take you so far and they no longer
create the long-term ties that bind key individuals to your company;” Thomas notes. "Regrettably, few
business owners and managers are aware of the array of affordable and flexible plans that offer
substantial opportunity to financially reward and retain key employees as well as business owners."

‘Traditional pension plans, 401(k) or Simplified Employee Pension (SEP) plans are technically referred to
as qualified plans,"” Thomas explained. "While they offer significant tax advantages and retirement-
savings benefits for employers and employees, these plans generally require that most or all full-time
employees be eligible in order to qualify for their special tax treatment.”

Thomas notes that creative pension plan design can still make it possible to selectively reward key
personnel. There are limits however to what a qualified plan can accomplish. As a result, a growing
number of businesses are taking advantage of several forms of nonqualified retirement plans, allowing
top earners to set aside as much as they would like.

A Selective Employee Retirement Plan

One of the most attractive and little-known plans, according to Thomas, is the Selective Executive
Retirement Plan or SERP. “The SERP provides the ability to accumulate significant retirement benefits for
selected, highly compensated employees according to the terms of a private agreement between the
individual and the employer," he says. "With a SERP, the employer may make all contributions, the
employee may defer compensation, or a combination of both may be utilized."

Also known as nonqualified deferred compensation plans, SERPs allow the individual to avoid current
income taxation on the deferral or employer contribution amount. "A trust (often known as a ‘rabbi' trust;
so named after the retirement plan provided for a rabbi by his congregation) is sometimes used to own
the contribution amount,” Thomas explains. 'This trust provides an additional layer of security for an
individual who may be concerned about the impact of a future change of company ownership or
management.” Often a permanent individual life insurance policy is selected to informally finance SERP
retirement benefits due to the unique combination of tax characteristics and guarantees offered.

A Golden Handcuff Bonus Plan

The drawback of most employer-paid bonus plans commonly utilized by businesses is that once the
money is paid, the key employee can take his or her money and move to a competitor,” Thomas says.
"For companies looking to reward workers and tie them to the company for a designated period of time, a
‘golden handcuff' or restrictive bonus plan offers an alternative that can be extremely effective."

One plan design utilized provides a current tax deduction to the employer and allows the employee to
have access of the funds according to a vesting schedule determined by the employer. For example, the
employee could be fully vested - able to receive 100 percent of the funds - after 15 years or upon
reaching age 65. 'To compensate for the employee's perceived loss of immediate access to the cash, the
plan can contain a guarantee that the bonus arrangement will continue in the event of his or her death or
disability," Thomas notes.
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Supercharged Retirement Account

A third type of benefit plan that is increasing in popularity actually shares the cost and benefit of a tax-
advantaged financial vehicle between both the business and the key employee. "Until recently, 'split-dollar
'life insurance policies were utilized mainly by a handful of key executives - often those with multi-million
dollar compensation packages," Thomas adds. "Now, more and smaller employers are offering the
benefit below their top-management ranks to reward highly valued workers and keep them from going
elsewhere."

While the death benefits provided by a spilt-dollar policy can be generous, that's not often the plan's main
attraction. Essentially, a split-dollar plan may be designed to function as a supercharged retirement
account without a cap on yearly contributions. The employer can pay the lion's share of the premium with
after-tax dollars - the equivalent of what they would give as an annual bonus. When the plan is ultimately
terminated, the company actually gets its contribution back. Meanwhile, much of the aggregate premium
grows tax-deferred in a specially designed, permanent life insurance policy.

"Unlike the cash buildup in a traditional qualified retirement plan, the buildup in a split-dollar policy can be
tapped by the recipient without penalty before age 59 1/2," Thomas says. "What makes the split-dollar
plan the equivalent of a supercharged retirement account is the ability to structure withdrawals as policy
loans so there are no current income taxes." Many executives utilize split-dollar plans to create wealth for
their family and heirs. Business owners also use the plan to cover estate taxes on their business or to
fund a buy-sell agreement.

While the use of nonqualified plans does provide employers with the ability to reward key employees on a
selective basis without the reporting required for most qualified plans, the rules governing these plans are
continually reviewed and are subject to change. "Establishing a private agreement between a company
and its key employees can be relatively simple if you understand the rules," Thomas states. "This is
certainly one time when even a minor mistake could turn your good intentions to provide a reward into
very costly results. It's always advisable to seek professional advisors who are knowledgeable,
experienced and creative."

Leo Thomas, Coastal Financial Partners Group, leo@coastalfpg.com 310-788-3805
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About Coastal Financial Partners Group

The Coastal Financial Partners Group team specializes in helping clients protect their wealth from higher
taxes and uncertain times.

We assist our clients in the creation and preservation of wealth in both their business endeavors and
personal lives. With this in mind, we evaluate research and analyze each unique situation in pursuit of
innovative, yet practical strategies.

By not being committed to any specific solution or combination of solutions, we become our client’s single
source for developing wealth strategies. Our dedication to working in harmony with our clients other
advisors is central to our goal of achieving results that meet or exceed expectations.
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Coastal Financial Partners Group provides financial, retirement and estate planning strategies for
business owners, executives and professionals. Coastal Financial Partners Group key contacts are:

Gary R Schulte, CLU, Co-Founder and President, gary@coastalfpg.com 310-788-3805

Jerry Vanderzanden CLU, Co-Founder and Executive Vice President, Marketing jerry@coastalfpg.com 925-997-2277
Brad Etheridge, Co-Founder and Executive Vice President, Sales brad@coastalfpg.com 616-485-2008

Leo Thomas, Vice President, Benefit and Compensation Planning leo@coastalfpg.com 310-788-3805

1888 Century Park East, Suite 1625, Los Angeles, CA 90067

Internal Revenue Service--Circular 230 Disclosure:

This material was prepared to support a promotion or marketing effort. No advice in this document was
intended, nor can be used, for the purpose of avoiding tax penalties. Insurance agents do not provide tax,
accounting, or legal advice. Please consult an independent advisor with any tax, accounting, or legal
guestions.




