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Advanced Wealth Planning
Maximizing Retirement for Business Executives and Highly
Compensated Employees at Siemens and Siemens Energy

In the evolving landscape of executive compensation, optimal utilization of 401(k)s,
restricted stock units, and deferred compensation strategies are pivotal for Siemens
executives and business professionals aiming to maximize their retirement savings and
optimize tax planning. With the complexities of financial regulation and the ambition to
secure a financially stable future, understanding the nuances of deferred compensation,
along with the benefits of 401(k) plans and tax-efficient investments such as restricted
stock units (RSUs), becomes paramount. This approach not only aids in navigating capital
gains tax and diversification but also aligns with achieving long-term financial goals and
enhancing retirement benefits.

This report delves into the fundamentals of 401(k) plans and deferral strategies, insights
into deferred compensation, the significance of after-tax contributions, and the application
of advanced wealth strategies tailored to Siemens and Siemens Energy executives. By
exploring these dimensions, this whitepaper aims to provide comprehensive guidance

on optimizing executive compensation packages, leveraging retirement benefits for tax
planning purposes, and constructing a robust portfolio that supports immediate and
long-term financial objectives. Through an integrated customized approach, including tax
planning, retirement savings strategies, and investment diversification, executives and
highly compensated employees can strategically position themselves to achieve their
financial aspirations, often sooner and with less risk.
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401(k) Plan and Deferred Compensation Fundamentals

How 401(k) Plans Work

Under Traditional 401(k) plans,
employees can make contributions
before federal income taxes are
withheld, which reduces their taxable
income. Contributions, including any
investment earnings, remain untaxed
under current federal regulations until
they are distributed. On the employer
side, companies like Siemens Energy may §
contribute up to 10% (Including service-
based contribution) of an employee’s RN
salary up to a certain compensation level, KKS7¢
significantly enhancing the employee’s T
retirement savings.

* The ability to make pre-tax
contributions to a 401(k) plan can
result in substantial tax savings. For
example, if an executive in the 35%
tax bracket contributes $23,500 (the
2025 limit for those under 50), they
could potentially save over $8,050 in
federal income taxes for that year.

A significant benefit is Siemens’ generous employer contribution of up to 10% of an
employee’s pensionable salary, intended to replace former pension contributions.

« For an executive earning $200,000 per year, this could mean an additional $20,000
contributed to their retirement savings annually. Over a career spanning several
decades, this employer contribution alone could potentially grow to over a million
dollars, assuming average market returns.

With companies that offer a more comprehensive 401(k) plan, these contributions can
be done in three different ways or a combination: which includes Pre-tax, Roth, or After-
tax deferrals. Meanwhile, the employer match is Pre-tax and will be allocated to the
Traditional 401(k) “bucket”.
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How Deferred Compensation Works

In addition to the standard 401(k) savings plan, Siemens provides a 409(A)
nonqualified deferred compensation plan (DCP), which allows eligible employees to
defer income today for future tax benefits.

 Employees can choose to save (defer) a portion of their pay ranging from 2% to 50%
through convenient payroll deductions. These contributions are made on a before-tax
(tax-deferred) basis, leading to significant tax savings today while preparing for the
future.

The DCP allows executives to defer a portion of their salary, bonuses, or other
compensation. This deferred amount is not immediately taxed, providing a current-year
tax benefit. Instead, the deferred compensation grows tax-deferred until it is distributed,
typically during retirement or at a predetermined future date.

Participants in the DCP can usually choose from a menu of investment options similar to

those found in a 401(k) plan. However, it’s crucial to understand that these are “phantom”
investments. The company is not setting aside or investing this money on the employee’s

behalf. Instead, it’s a contractual promise to pay the employee in the future based on the
performance of these chosen investments.

One key aspect of deferred compensation plans is their flexibility in terms of distribution
options. Participants can often choose to receive their deferred compensation in a lump
sum or installments over several years. However, if you are changing your distribution
elections, there typically is a delayed start period that could be up to 5 years from
retirement or separation of employment. This flexibility can be particularly useful for tax
planning, allowing executives to spread their income and potentially stay in lower tax
brackets during retirement if planned accordingly.

This structured approach to deferred compensation and 401(k) plans facilitates immediate
tax relief and builds a robust foundation for future financial security, aligning with the
goals of Siemens executives and other highly compensated employees to maximize their
retirement benefits effectively.

Benefits of Deferred Compensation
The primary benefits of participating in Siemens Energy DCP include:

e Shifting income to years where one may be subject to a lower tax rate and the ability to
invest money pre-tax, allowing it to grow untaxed until it is distributed.

« By deferring a portion of their compensation to future years, potentially after
retirement, they may be able to receive this income when they’re in a lower tax
bracket. This strategy can lead to significant tax savings over time.
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Strategy with timing of distributions:

« For example, if a Participant has $500k in a Deferred Compensation Plan, they can
potentially structure the payouts to have $100k distributed three years from now
in their first year of retirement (which may still include some earlier year income),
$200k spread across six years, and another $200k spread across ten years to
supplement retirement income, stretching out the tax liability, and funding any other
goals constituted.

* In addition to the strategic withdrawals that can take place from their 401(k) and
other investment vehicles.

» Historically, these plans offered even more substantial benefits when top marginal
tax rates were considerably higher. Although tax rates have since lowered, the
less pronounced benefits remain substantial, making deferred compensation an
attractive option for many executives.

* For example, consider an executive in the top federal tax bracket of 37% who
defers $100,000 of compensation. If they can defer this income until retirement
when they’re in a 24% bracket, they could potentially save $13,000 in federal
taxes on this amount alone.

Another notable tax advantage of deferred compensation plans is the potential to avoid
state income tax, depending on the state of residence at the time of distribution. This
can lead to substantial savings, especially for executives living in high-tax states during
their working years who plan to retire in states with no income tax. For instance, an
executive living in California (with a top state income tax rate of 13.3%) who retires to
Florida (with no state income tax) could potentially save tens of thousands of dollars in
state taxes on their deferred compensation distributions.

Additionally, deferred compensation plans allow for tax-deferred growth. While the
deferred amounts are not actually invested by the company, the growth of these
phantom investments is not taxed until distribution. This can result in significantly
larger account balances over time compared to if the executive had paid taxes upfront
and invested the after-tax amount in a taxable account. For example, if an executive
defers $100,000 of compensation and it grows at an average rate of 7% per year for

20 years, it could potentially grow to over $380,000 before taxes. If this same amount
had been invested in a taxable brokerage account, the after-tax growth would be
considerably less due to annual tax obligations on dividends and capital gains.

The plan also offers a company match, which significantly enhances the value of the
contributions and is one of the most attractive features of the Siemens’ DCP. Siemens
Energy generously matches 6% of DCP deferrals, effectively boosting the value of
employee contributions.
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For instance, if an employee chooses to defer $10,000, Siemens will contribute

an additional $600. This match essentially provides free money to participants,
accelerating the growth of their deferred compensation. Over time, this additional
contribution can compound significantly, potentially adding hundreds of thousands
of dollars to an executive’s retirement savings.

Lastly, another key benefit is the ability to save beyond the limits imposed on qualified
plans like 401(k)s. For highly compensated executives, this can be a crucial tool for
maintaining their lifestyle in retirement, as it allows them to set aside a larger portion
of their income.

While deferred compensation plans offer significant potential tax advantages, they also
come with unique risks and considerations. Executives should carefully weigh these
factors and consult with financial and tax professionals to determine if participating in a
deferred compensation plan aligns with their overall financial strategy.

Risks and Considerations

The key risks and considerations of a Deferred Compensation Plan include:

One of the most crucial factors to understand is that participants in these plans are
classified as unsecured creditors of the company.

This status means that in the event of company bankruptcy, participants may face
significant financial losses as their deferred compensation is not protected in the

same way as funds in qualified retirement plans like 401(k)s.

The risk of company insolvency is not merely theoretical. Even large, established
companies can face financial difficulties, as evidenced by high-profile bankruptcies
in recent years.

Participants must, therefore, carefully assess their employer’s financial health and
long-term prospects before committing significant portions of their compensation to
these plans.

Another important consideration is the inflexibility of deferral periods, as dictated

by IRS rules. Once an executive makes a deferral election, it is generally irrevocable
or challenging to adjust. This requires participants to commit to long-term financial
decisions without the ability to alter them in response to changing personal or market
conditions.

For example, if an executive defers a large bonus intending to receive it in ten years
but then faces unexpected financial needs before that time, they typically cannot
access those funds without incurring significant penalties or submitting an election
change form that still may push out the deferred income another five years.
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The company’s financial stability is a crucial factor that participants must consider
when planning long-term deferrals. In the case of Siemens, its current Altman Z-score
of 1.87 places it in a grey zone, indicating a moderate risk.

* The Altman Z-score is a financial metric used to predict the likelihood of a
company going bankrupt within the next two years. A score between 1.81 and 2.99
is considered to be in the “grey zone,” meaning there is some financial stress and a
moderate risk of bankruptcy.

* While Siemens is a large, diversified company with a long history, this score suggests
that participants should monitor the company’s financial health closely and consider
diversifying their deferred compensation across multiple years or limiting the total
amount deferred.

It’s also important to consider the impact of potential changes in tax laws.

*  While deferring compensation to a future year with a potentially lower tax rate is a
key benefit of these plans, there’s always the risk that tax rates could increase in the
future.

» Especially since tax rates are historically very low at this time (2024). This could
potentially negate some of the tax benefits of deferral, especially for long-term
deferrals spanning multiple decades.

Additionally, participants should consider the impact of deferred compensation on their
overall financial plan.

*  While deferring compensation can provide tax benefits, it also means having less
current income available for other financial goals such as paying down debt, funding
children’s education, or making other investments. Executives need to balance the
potential future benefits of deferred compensation with their current financial needs
and goals.

Furthermore, the investment options available within deferred compensation plans may
be more limited than those in the broader market.

*  While plans typically offer a range of investment choices, they may not provide the
same level of flexibility or potential for returns as a self-directed investment account
and/or an outside Individual Retirement Account. Participants should carefully review
the available investment options and consider how they align with their overall
investment strategy and risk tolerance.

Finally, it’s crucial to consider the impact of deferred compensation on overall
retirement planning.
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* While these plans can be a valuable tool for supplementing retirement income, they
should be considered in conjunction with other retirement savings vehicles such as
401(k)s, IRAs, and personal savings.

* Executives should aim for a diversified retirement income strategy that balances the
benefits and risks of various savings and investment vehicles, not putting all of one’s
eggs in the 401k and deferred comp “basket.”

In summary, while deferred compensation plans can offer significant tax and savings
benefits, they require careful consideration of the associated risks, particularly regarding
the financial stability of the company and the irrevocable nature of deferral decisions.
Participants must weigh these factors against the potential financial benefits, keeping

in mind their personal financial situation, risk tolerance, and the broader economic
environment. Consulting with financial advisors and tax professionals who can provide
personalized guidance based on an individual’s specific circumstances and goals is often
advisable. By thoroughly understanding the advantages and risks of deferred compensation
plans, executives can make informed decisions that align with their long-term financial
objectives and help secure their financial future.

Advanced Wealth Strategies

Capital Gains Tax Planning

For Siemens Energy executives,
understanding and managing capital gains
tax is crucial to maximizing investment
returns and minimizing tax liabilities.

One effective strategy is using tax-loss
harvesting to offset gains. This involves
selling securities at a loss to offset a capital
gains tax liability and immediately buying
into a like-kind position.

0 il

L
il

* For example, if an executive has realized
gains of $50,000 from selling some stocks, they could sell other underperforming
stocks at a $50,000 loss to cancel out the tax liability on the gains. They would then
immediately buy into a like-kind fund or stock to remain fully invested.

The timing of asset sales can also significantly influence the tax impact. Assets held for
more than a year are subject to long-term capital gains rates that are generally lower than
short-term rates.

* For instance, while short-term gains are taxed as ordinary income (up to 37% for high
earners), long-term gains are taxed at a maximum rate of 20% for most high-income
individuals, not including the Net Investment Income Tax mentioned below.
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The Net Investment Income Tax (NIIT) adds a 3.8% surtax on certain investment income
for high earners.

« Planning around the NIIT threshold of $200k of modified adjusted gross income for
individuals and $250k for married filing jointly can help minimize this additional tax
burden.

Another strategy to consider is using charitable giving to offset capital gains.

* By donating appreciated securities directly to a charity, executives can avoid paying
capital gains tax on the appreciation while still receiving a tax deduction for the full
market value of the securities.

Mitigating Stock Concentration Risk

Diversification is key in mitigating concentration risk within an investment portfolio. While
having a significant portion of wealth tied to the company can be a sign of confidence,

it also presents a substantial risk. If the company faces financial difficulties, both the
executive’s job and a large portion of their wealth could be at risk simultaneously.
Therefore, it’s advisable to gradually diversify away from company stock over time while
being mindful of any holding requirements or insider trading regulations.

To reduce risk, Siemens executives are advised to spread investments across various
asset classes, industries, and geographies. This strategy is based on the understanding
that investments concentrated in a single area are more susceptible to market volatility.

* For example, an executive with a large portion of their wealth in Siemens or Siemens
Energy stock might consider gradually diversifying into other sectors and asset classes.
This could include a mix of domestic and international stocks, bonds, real estate
investment trusts (REITs), and alternative investments if applicable and an accredited
investor.

With the help of a financial advisor, utilizing derivatives and other financial instruments
can also be part of a comprehensive risk management strategy, providing a hedge against
potential losses.

* For instance, executives with large, concentrated positions in company stock might
use options strategies, like covered calls or stop loss limit orders, to protect against
downside risk while maintaining upside potential.

However, it’s crucial to approach the use of derivatives with caution. These instruments
can be complex and, if not used properly, can actually increase risk rather than mitigate
it. Therefore, Siemens executives should seek expert advice before incorporating
derivatives into their investment strategy.

FLNK\RNV%S%S' financialharvest.com | 407-937-0707 Page 9

WEALTH ADVISORS



http://www.financialharvest.com

It’s also important to consider the correlation between different investments.

* Even a diversified portfolio across different companies might still be heavily exposed
to a single factor, such as the overall health of the technology sector or the German
economy. True diversification involves spreading risk across uncorrelated or negatively
correlated assets.

Finally, regular rebalancing of the portfolio is another crucial aspect of mitigating
concentration risk. As different assets perform differently over time, the original asset
allocation can drift. Periodic rebalancing helps maintain the desired risk profile and can
even boost returns.

After-Tax Contributions to 401(k)s

After-tax contributions, also known as non-deductible contributions, are made with money
that has already been taxed. This means there is no upfront tax deduction, but the growth
(when utilized effectively) and eventual withdrawals from the account are tax-free. These
contributions are particularly beneficial for high-income individuals who have already
maximized their tax-advantaged retirement accounts like 401(k)s and IRAs.

For Siemens executives, after-tax contributions can serve as a powerful tool to
supplement their retirement savings strategy. These contributions allow for additional
savings beyond the limits of traditional pre-tax retirement accounts, providing an
opportunity to build a more substantial retirement nest egg.

Why They Matter

After-tax contributions are crucial, particularly for highly compensated employees and
business executives, because they provide a method for additional savings without the
immediate tax benefits of traditional pre-tax contributions.

* Importantly, the growth of these contributions is tax-deferred or tax-free if rolled
into a Roth vehicle promptly, allowing the money to compound more quickly than
it would in a taxable investment account. This can be particularly advantageous for
executives at Siemens, who may be looking to maximize their retirement savings
beyond the limits of standard 401(k) contributions.

The ability to grow investments tax-free over an extended period can result in
significantly larger account balances at retirement compared to investing in taxable
accounts. This is especially true for executives with a long-term horizon until
retirement who can benefit from years of compound growth.

Furthermore, after-tax contributions offer greater flexibility in retirement planning.
Unlike traditional pre-tax contributions, which are fully taxable upon withdrawal, after-
tax contributions allow for tax-free withdrawals of the principal amount. This can
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provide valuable tax diversification in retirement, allowing retirees to manage their tax
liability more effectively by drawing from a mix of taxable and non-taxable accounts.

After-Tax Investment Strategies

One effective strategy for utilizing after-tax contributions is the “Mega Backdoor Roth.”
This involves making after-tax contributions to a 401(k) plan and subsequently converting
them to a Roth IRA. The funds grow tax-deferred until converted and can be withdrawn
tax-free in retirement once moved into a Roth IRA, providing significant flexibility in tax
planning.

For Siemens executives, these strategies can be particularly powerful. The ‘mega backdoor
Roth’ strategy, if available through the company’s 401(k) Summary Plan Description (which
Siemens Energy does permit), allows for substantial additional contributions beyond the
standard limits. This can be an excellent way to build up a large pool of tax-free money for
retirement.

* For example, let’s say a Vice President at Siemens Energy is contributing the 2025

IRS limit, and their deferral breakdown is as follows
e $23,500 of employee pre-tax deferrals,
« $7,500 of age 50+ catch-up contributions, putting total pre-tax deferrals at

$31,000,
« $18,000 of 6% employer match,
« $15,000 of service-based contributions (replaced the pension)

e Putting their total plan contributions at $64,000

« Total plan limit for 2025 is $79,000

« Finally, filling up the $13,000 difference with after-tax contributions
e To maximize the 401(k) and allowed IRS total Qualified Plan limits

On the other hand, the “Backdoor Roth” strategy can be useful for executives who are
above the income limits for direct Roth IRA contributions. By making non-deductible
contributions to a traditional IRA and then immediately converting to a Roth IRA, high-
income earners can effectively contribute to a Roth IRA regardless of income limits.

It’s important to note that these strategies can be complex and may have tax implications
if not executed correctly. Therefore, working with a qualified financial advisor or tax
professional is advisable to ensure proper implementation.

Withdrawal Rules and Taxation of After-Tax Contributions

Withdrawals of after-tax contributions are tax-free, while any earnings are taxed as
ordinary income unless rolled into a Traditional IRA. This provides more flexibility in
retirement, allowing for strategic tax planning. It’s essential to understand the complex
rules around the ordering of withdrawals, where after-tax contributions are withdrawn
first, followed by the growth. Working with a qualified financial advisor is recommended
to ensure adherence to proper procedures and to maximize the tax benefits of these
contributions.
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For Siemens Energy executives, understanding these withdrawal rules is crucial for
effective retirement planning. The ability to withdraw contributions tax-free can provide a
source of tax-free income in retirement, which can be strategically used alongside other
taxable income sources to manage overall tax liability.

Moreover, the flexibility in withdrawal timing can be advantageous. Unlike traditional
retirement accounts, which have required minimum distributions (RMDs) starting at age 73
or 75, Roth accounts do not have RMDs during the owner’s lifetime. This allows for greater
control over when and how much to withdraw, which can be particularly beneficial for
estate planning.

In summary, after-tax contributions offer executives and highly compensated employees

a valuable tool to enhance their retirement savings. By understanding the investment
strategies and withdrawal rules, they can effectively leverage this option to meet their
long-term financial goals and optimize their tax situation. These contributions can serve as
a powerful complement to other retirement savings vehicles, providing tax diversification
and flexibility in retirement income planning.

Professional Financial Advice

Leveraging professional financial advice is essential for executives in companies like
Siemens, Siemens Energy, and Lockheed Martin, i.e., to navigate complex financial
landscapes effectively. Financial advisors are critical in providing tailored advice based on
an individual’s financial situation and goals. They offer services that include:

+ Estate planning, tax strategies, and investment management, ensuring a holistic
approach to wealth management.

A financial advisor specializing in helping Siemens executives can help make proactive, not
reactive, informed decisions about their deferred compensation plans, stock options, and
other complex benefits. They can also provide valuable insights on tax-efficient investment
and withdrawal strategies and help executives balance their current lifestyle needs with
long-term financial goals.

* For example, a financial advisor might help an executive create a comprehensive
retirement plan that considers their Siemens pension, deferred compensation,
personal savings, and expected lifestyle in retirement.

*+ They might also assist in creating a tax-efficient withdrawal strategy utilizing
different tax treatment “buckets” (Pre-tax, Roth, and Capital Gains) to minimize
the tax impact of accessing these various sources of retirement income and hedge
against increases in future Medicare B Premiums and higher retirement marginal tax
brackets.
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For Siemens executives, working with a financial advisor who is well-versed in the
company’s benefits and the specific challenges high net-worth individuals face can lead
to more informed and strategic financial decisions. These advisors can provide valuable
insights into optimizing company benefits, managing restricted stock units effectively, and
navigating complex tax situations such as:

+ The tax implications of exercising stock options, strategies for diversifying
concentrated stock positions, and planning for international assignments or
relocations.

* For executives with vested company stock, careful consideration of tax implications
is essential. When distributing company stock from a retirement plan, strategies
such as net unrealized appreciation (NUA) can provide significant tax advantages.

Moreover, a financial advisor can provide an objective perspective on financial decisions,
helping executives avoid emotional decision-making that can often lead to suboptimal
outcomes. They can also help executives stay disciplined in their long-term financial
strategy, even in the face of short-term market volatility or personal life changes.

Lastly, other key areas of planning for company executives and highly compensated
employees a fiduciary financial planner can assist with include:

* Understanding how the company performance multiplier (In companies like
Siemens Energy and Lockheed Martin) affects bonuses is crucial for effective bonus
planning. This knowledge allows executives to align their financial strategies with
potential bonus outcomes.

* Maximizing other employee benefits, such as Health Savings Accounts (HSAs) and
Long-Term Disability insurance, can provide additional financial security. HSAs offer
triple tax advantages, while adequate disability coverage protects income in case of
illness or injury.

* Minimizing risk with investments and assessing coverage gaps in property and
casualty insurance, life insurance, and disability policies.

» Estate planning and tax considerations are particularly important as the 2017 Tax
Cut and Jobs Act tax reform sunset approaches in 2026. Executives should review
and update their estate plans to optimize wealth transfer strategies in light of
potential tax law changes.

Siemens Energy executives should choose a financial advisor carefully. Look for advisors
with relevant certifications, such as Certified Financial Planner (CFP) or Chartered Financial
Analyst (CFA). Consider their experience working with executives in similar situations, their
fee structure, their timeline for retirement, and their approach to financial planning. It’s
also crucial to ensure the advisor is a fiduciary, meaning they are legally obligated to act in
the client’s best interest.
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Many executives find value in working with a team of advisors, including a financial
planner, tax professional, and estate planning attorney, to ensure all aspects of their
financial life are coordinated and optimized.

Incorporating advanced wealth strategies such as capital gains tax planning, mitigating
concentration risk, and seeking professional financial advice enables Siemens executives
to optimize their financial portfolios and achieve their long-term financial objectives. When
implemented thoughtfully and in coordination, these strategies can significantly enhance a
business professional’s financial well-being and provide greater peace of mind about their
financial future.

Conclusion

Through this comprehensive guide, we’ve
walked executives and highly compensated
employees at companies with comprehensive
retirement/benefit packages like Siemens
Energy, Lockheed Martin, and more through
their options. Topics discussed included diving
into the intricacies of deferred compensation,
insightful wealth management strategies,

and optimizing retirement savings vehicles.
Especially as an individual advances into the
top-tier tax brackets, the critical aspects of
tax planning, investment strategy, and the
value of professional advisement cannot be
overstated. Executives are encouraged to
leverage these insights to fortify their financial
foundations, ensuring a trajectory toward
achieving and surpassing their long-term financial goals.

Reflecting on the broader implications, the strategies discussed herein promise to secure
a more prosperous future for executives and highly compensated employees and offer a
blueprint for all business professionals seeking to maximize their retirement preparation.
Understanding the avenues for advanced wealth accumulation and the potential pitfalls
underscores the importance of strategic financial planning. For those looking to deepen
their financial acumen and ensure their strategies are on the right path, get a Free Second
Opinion on your financial situation now. This culmination of expertise is a robust resource
for navigating the complexities of executive compensation and retirement planning,
propelling individuals towards informed and prosperous financial futures.

Disclaimer: This article is for informational purposes only and does not constitute tax,
legal, or financial advice. Consult with a qualified professional before making any decisions
regarding executive benefits.
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Next Steps/Follow-up

1. Second Opinion of your financial situation
2. Retirement Planning Course
FAQs

1. Does Siemens Energy provide a pension plan for its employees?

Siemens did offer company pension plans as part of its comprehensive employee benefits
package; however, this is no longer implemented for new employees. When the plan was
actively funded for existing employees, it was still growing and a key part of many highly
compensated individuals’ retirement plans that need proper guidance.

Siemens’ pension plans are designed to complement other retirement savings vehicles,
such as personal savings and government-provided benefits. These plans typically accrue
benefits based on factors like years of service and salary history, providing employees with
a predictable income stream in retirement.

It’s worth noting that the specifics of Siemens’ pension plans may vary depending on
factors such as an employee’s location, job level, and when they joined the company.
Some employees may be part of defined benefit plans, while others might participate in
defined contribution plans or a hybrid system.

2. Is there a risk of losing money in deferred compensation plans?

Yes, a risk is associated with deferred compensation plans, and employees must
understand this before participating. The primary risk stems from deferred compensation
being essentially an unsecured promise from the employer to pay the employee later.

If the company faces bankruptcy or severe financial difficulties and cannot meet its
financial obligations, employees participating in the deferred compensation plan might
lose the income they have deferred. Unlike qualified retirement plans such as 401(k)s,
which are protected by ERISA (Employee Retirement Income Security Act), nonqualified
deferred compensation plans do not have the same level of protection.

In a worst-case scenario, such as company bankruptcy, deferred compensation plan
participants would be considered general creditors of the company. This means they would
have to stand in line with other creditors to potentially recover their deferred income, and
there’s no guarantee they would receive the full amount.

Moreover, even if the company remains solvent, there’s always the risk that changes in
company leadership or policy could affect the payout of deferred compensation. While
such changes are typically rare due to contractual obligations, they’re not entirely unheard
of.

It’s also worth noting that market fluctuations can impact the value of deferred
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compensation, especially if it’s tied to company stock or other investment options. While
this isn’t a direct loss of the deferred income, it can affect the ultimate value of the
benefit received.

Given these risks, employees considering a deferred compensation plan should carefully
assess their employer’s financial stability and long-term prospects. They should also
ensure they’re not over-relying on deferred compensation for their retirement planning and
maintain a diversified retirement savings strategy.
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