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Grow Your Retirement and  
Business with Executive Benefits
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> Learn how offering executive benefits can be a win for you and your clients
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You are a successful financial advisor. 
You have strong relationships with 
your clients, and they look to you to 
help with their challenges and op-
portunities. You can enhance your 
practice and demonstrate the value 
you bring to clients by adding execu-
tive benefits as a retirement and/or 
business-planning tool.

win-win executive benefits

Growing your practice with execu-
tive benefits planning can be a win for you and for 
your client:

•	 Outstanding service to your client.

•	 Substantial initial and recurring 
commissions from plan funding vehicles 
such as company-owned life insurance 
(COLI).

•	 And the best part—program participants 
creating an inventory of warm prospects for 
additional personal planning services and 
product sales.

client challenges are  
your opportunities

One major challenge facing your business clients 
is how to attract and retain key people. Executive 
benefits are consistently viewed as critical to suc-
cess in the management talent marketplace. In 
fact, a 2009 survey, “Executive Benefits—A Sur-
vey of Current Trends” by Clark Consulting, ex-
amining trends in Fortune 1000 companies found 
that 85 percent of responding companies had 
implemented nonqualified deferred compensation 

(NQDC) plans and 67 percent reported having 
supplemental executive retirement plans (SERPs). 
In addition, many companies are exploring pay-
for-performance incentives to drive productivity 
and growth. Executive benefit plans often include 
performance measures.

At the same time, one of the primary challenges 
facing executives in retirement is having adequate 
income to maintain their pre-retirement lifestyle 
despite participating in the broad based employee 
benefit plans offered by most employers. Income 
and benefit caps in Social Security and employer-
sponsored qualified retirement and savings plans 
discriminate against highly compensated individu-
als, limiting the percentage of retirement replace-
ment income from these sources.

To help close the retirement income gap, indi-
viduals need other income sources such as: 

•	 Personal savings;

•	 Earned income from working beyond 
retirement; and

•	 Employer-sponsored pension, deferral and 
savings plans (qualified and non-qualified).

Executive benefits are 
consistently viewed as critical 
to success in the management 
talent marketplace. 
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the retirement income gap

There is a huge opportunity now for 
advisors to help clients develop and 
implement smart retirement strategies. 
Income replacement ratio analyses are 
often used to project the percentage of 
pre-retirement income an individual 
needs in retirement to maintain a de-
sired standard of living. By using these 
ratios as a benchmark, employers can 
measure the sufficiency of their own 
supplemental programs when com-
bined with Social Security benefits and 
qualified benefits such as 401(k) plans. 
As Chart 1 demonstrates, the higher 
the individual’s pre-retirement com-
pensation level, the more severe the 
retirement income gap can be.

closing the gap with 
executive benefit plans

Supplemental executive programs may be the solution your 
clients are seeking. Chart 2 provides an overview of current 
nonqualified plan options that can help employers address 
their challenges and help highly compensated employees close 
the retirement income gap:

financing benefit programs with coli

Non-qualified benefit liabilities by law must be unfunded 
company obligations. Companies often seek to accumulate 
dedicated assets to meet those obligations and to help offset 
the impact of those obligations on the company’s balance 
sheet and earnings statement. The most common approaches 

in these situations 
are taxable invest-
ments (for example, 
mutual funds or 
equities) or a COLI 
arrangement.

When taxable in-
vestments are used, 
the company, as the 
owner of the invest-
ment, is taxed each 
year on dividends 
and capital gain dis-
tributions, as well as 
on gains reported 
from sales of the 
investments them-
selves. Additionally, 
depending on the 
company’s account-
ing method, growth 
in the value of the 

Based on a participant beginning at age 45, retiring at age 65, assuming 2011 Social Security maxi-
mum contribution based on $106,800 wage base; and 401(k) contributions at 7 percent of compen-
sation up to the 2011 statutory maximum of $16,500, plus, beginning at age 50 the 2011 maximum 
contribution plus catch-up of $22,000, accumulating at a hypothetical growth rate of 6 percent.

1 Executive chooses “shadow” investment options for his or her account. The account is treated as if it had been used to purchase 
those specific investments and had participated in the income from the growth or decline in value of such investments.
2 If excessive premiums are paid into a life insurance policy, it may become a Modified Endowment Contract (“MEC”). An MEC 
policy loses some of the tax advantages of life insurance. There is a 10 percent penalty for withdrawals prior to age 59 ½. Taxable 
earnings come out first if withdrawals are taken and a loan is considered a withdrawal.
3 Life insurance cash values can be withdrawn up to basis tax-free and loans on remaining cash values can be taken tax-free if 
properly structured. Nonrecourse loans and withdrawals reduce the cash value and death benefit. Loans, depending upon the 
insurance carrier, accrue an interest credit, which can partially or completely offset interest charges to the participant’s account. If 
the interest credit equals the loan interest rate, it can effectively be a zero net interest loan. 
4 Life insurance death proceeds and cash values are protected from company creditors and, in most states, personal creditors.
5 Taxable to employee upon vesting, not receipt of benefit.

retirement replacement income as % of current earnings
Target Replacement Income – 85%

chart 1

chart 2
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Prospecting for Seniors

time with. Offer to provide a workshop to teach 
us how to make sense of all our medical bills, 
insurance policies and various options. Help us 
to get organized and make our portfolios easier 
to manage. Show us how to save more money by 
spending less of what took us more than 50 years 
to sock away. 

This brings me to prospecting tip number 
four: Teach us how to make our nest egg work 
harder and smarter. Don’t put us onto an annu-
ity sales prospecting list. Instead put us onto the 
“educate us” prospect list. Here is a killer idea, 
so I hope you’re paying attention. Ask two or 
three of your senior clients to invite two couples 
each to a private dinner. Once you arrive at the 
restaurant and after the first round of drinks is 
served before dinner, thank everyone for coming 
and then scram! Let your clients and their friends 
enjoy dinner on you—without you there. While 
serving dessert, have the server also distribute 
personal invitations that you provided to him/
her before your guests arrived inviting your new 
prospects to a private, no-cost financial planning 
session with you to discuss their concerns and 
obtain some free directional advice. After you 
leave the dinner table, you will be the talk of the 
evening because of your generous hospitality. 
In other words, this event effortlessly increases 
your credibility among your prospects as well as 
their trust level. You will also indirectly cause a 
natural decrease in the buying tension that many 
new prospects tend to feel. Follow up with each 
new prospect the next day to thank them for be-
ing your guest and to set the appointment for 
the free consultation. Eight out of 10 guests will 
want to consult with you. From that point for-
ward, remember, less is more—and listen.

investments may not be recognizable on the company’s 
financial statements until the investments are liquidated. 
Thus, the value of the assets recorded may be out of bal-
ance with the liability to employees, even if the company 
purchases the investment in an effort to closely match 
that liability.

In a COLI arrangement, an employer purchases and 
owns a policy or policies on one or more of its employ-
ees. When the insured dies, the employer uses the death 
benefits to offset the costs of employee benefit programs. 
Potential earnings (the inside build-up of cash values) are 
allowed to grow and can offset the employee benefit li-
abilities on a company’s balance sheet. COLI is geared 
to the long-term nature of benefit plans and can provide 
some assurance to employees and investors that the com-
pany is making promises it can afford to keep.

For these reasons, many companies choose COLI ar-
rangements to finance their unfunded obligations. Poten-
tial growth within a COLI arrangement is tax deferred. 
Companies can generally access the cash value income tax 
free through withdrawals up to the owner’s basis in the 
policy and policy loans. (Note: Withdrawals and loans 
reduce the cash value and death benefit. Loans accrue in-
terest.) Proceeds received upon the death of the insured 
are also income tax free to the company. In addition, the 
company will recognize tax-free earnings in its financial 
statements each year equal to the increase in the COLI 
cash surrender value or death proceeds received, net of 
premiums paid.

The possibility of the higher net after-tax return to-
gether with the ability of the company to recognize cur-
rently for financial statement purposes any investment 
earnings, demonstrate the potential tax and accounting 
advantages of choosing COLI as a financing vehicle for 
a company’s unfunded benefit programs. This also ex-
plains why, based upon the Clark Consulting survey, ap-
proximately 72 percent of companies who funded their 
nonqualified deferred compensation and supplemental 
executive retirement plans reported that their plans were 
financed with COLI.

driving practice growth  
with executive benefits

You can drive growth and success for your practice with 
executive benefits planning. In today’s challenging busi-
ness environment, executive benefit plans offer an effec-
tive and efficient way to help your clients attract executive 
talent and keep their teams productive.


