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For senior corporate leaders, compensation rarely consists of salary alone. As you move into the C-suite
or senior executive ranks, you may be offered an executive deferred compensation plan alongside stock

options, performance shares, and other complex executive benefits.

These arrangements are typically reserved for a select group of highly compensated executives whose
earnings exceed traditional retirement plan limits. If you are evaluating an executive deferred
compensation plan, you are not simply deciding whether to deferincome. You are determining how that

election affects taxes, liquidity, concentration risk, retirement income, and long-term wealth strategy.

For high-powered corporate executives balancing board expectations, shareholder scrutiny, and family
responsibilities, clarity and coordination are essential. When structured thoughtfully, an executive

deferred compensation plan can be an effective component of a comprehensive wealth plan.
What Is an Executive Deferred Compensation Plan?

An executive deferred compensation plan is generally a non-qualified deferred compensation
arrangement that allows select executives to defer a portion of their current compensation to a future

date, often retirement or separation from service.
Unlike qualified retirement plans such as 401(k)s, executive deferred compensation retirement plans:

= Are not subject to the same annual contribution limits
= Are offered only to a select group of management or highly compensated employees

= Typically remain part of the employer’s general assets until paid

In practical terms, you elect to defer a portion of salary, bonus, or other incentive compensation before it

is paid. That amount is credited to a bookkeeping account within the plan, often tied to investment
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benchmarks or selected allocations. Federal and state income taxes are generally deferred until

distribution, subject to plan terms and applicable tax rules.

Itis important to note that while income taxes are deferred, Social Security and Medicare taxes are

typically due in the year the compensation is earned, even if itis deferred.

For executives who have already maximized qualified retirement contributions, a deferred compensation

plan for executives can serve as an additional tax-deferral mechanism.

How Executive Deferred Compensation Plans Differ From Employee Retirement Income Security

Act (ERISA)-Protected Plans

Most executive deferred compensation plans are structured as non-qualified, non-ERISA “top-hat”
plans. This means they are exempt from many of the funding and protection requirements that apply to

qualified retirement plans under ERISA.

In practical terms, deferred amounts generally remain part of the company’s general assets and may be
subject to corporate creditors. While this structure allows greater flexibility in contribution design, it also

introduces risk considerations that must be evaluated carefully.

Understanding this distinction is central to properly assessing the role an executive deferred

compensation plan should play in your overall wealth strategy.
Deferred Compensation Plan Executive Tax Planning Benefits

One of the most common questions executives ask involves deferred compensation plan executive tax

planning benefits.

The potential primary benefit is income tax deferral. By postponing compensation from a peak earning
year into a future year, you may reduce current taxable income. This can be particularly relevant for

executives consistently in the highest marginal tax brackets.

However, deferred compensation does not eliminate taxes. Distributions are generally taxed as ordinary

income when paid. The effectiveness of this strategy depends on:
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= Your anticipated tax bracket at distribution
= Your state of residency at payout
= The structure and timing of distributions

= QOtherincome sources in retirement

State tax planning can also play a role. If you anticipate relocating to a lower-tax state before

distributions begin, that change may influence the long-term tax impact.

For executives managing equity compensation, timing becomes even more important. If you expect
significant stock option exercises or large equity vesting in a given year, deferring bonus income may help
manage overall tax exposure. Many executives coordinate closely with a CPA to align equity decisions

with deferred compensation elections.
Strategic Trade-Offs to Consider Before Deferring Compensation

An executive deferred compensation plan introduces both opportunity and constraint. The decision is

rarely about whether deferral is inherently good or bad. It is about understanding the strategic trade-offs.
Tax Deferral vs. Tax Uncertainty

Deferring income may reduce current taxable income. However, future tax rates, residency, and income
levels are not guaranteed. The long-term potential benefit depends on assumptions about your
retirement profile and legislative environment.

Retirement Asset Growth vs. Corporate Credit Exposure
Deferred amounts can accumulate meaningfully over time, especially during high-earning years. At the

same time, because most plans are non-qualified and non-ERISA, assets remain subject to employer
credit risk.

Contribution Flexibility vs. Distribution Rigidity
Executive deferred compensation retirement plans typically allow more flexibility in contribution levels
than qualified plans. However, distribution elections are usually made in advance and can be difficult to

change. Elections often must be set before the year in which compensation is earned and are generally
binding.

Distribution Elections and Timing Considerations
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Executive deferred compensation plans typically require elections to be made before the start of the
compensation year. Once made, those elections are generally irrevocable for that period.

You may have choices regarding:
=  Lump-sum distributions

= |nstallment payments over multiple years

= Distribution at retirement, separation, or a specified date

In some cases, it may be possible to delay a previously scheduled distribution under specific rules.
However, these decisions require advance planning and must comply with applicable tax regulations.

Selecting an appropriate distribution structure should be coordinated with retirement income modeling
to avoid unintended spikes in taxable income.

Integrating an Executive Deferred Compensation Plan Into Your Broader Wealth Strategy

An executive deferred compensation plan should not be evaluated in isolation. It intersects with multiple
aspects of your financial life.

Cash Flow Planning

Deferring compensation reduces current take-home pay. Modeling different deferral levels ensures
lifestyle obligations and long-term savings remain balanced.

Investment Allocation

Most plans allow executives to select from a menu of investment options or tracking allocations. These
choices should align with your broader portfolio strategy, time horizon, and risk tolerance, particularly if
you already hold significant employer stock.

Concentration Management

Many senior leaders have meaningful exposure to company equity. Adding deferred compensation tied
to company performance can further increase concentration risk.

Estate and Legacy Planning

Deferred compensation is generally included in your taxable estate. Coordinating beneficiary
designations and payout timing with your estate plan can reduce administrative complexity for your
family.

When Does an Executive Deferred Compensation Plan Make Sense?

There is no universal answer. An executive deferred compensation plan may warrant deeper analysis if:
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= You consistently exceed qualified retirement plan limits
= You are in a high marginal tax bracket

= You anticipate lower taxable income in retirement

= You have a stable cash flow and excess savings capacity

= You are comfortable with your company’s financial strength

Conversely, if future income is expected to remain elevated due to consulting, board service, or other
post-retirement engagements, the tax benefits may be less pronounced.

For high-powered corporate executives, the real challenge is not understanding the mechanics. Itis
integrating each election into a coordinated, efficient financial framework without adding unnecessary
complexity.

Take the Next Step

Executive compensation structures are increasingly complex. From stock options and performance
shares to non-qualified executive deferred compensation plans, each election carries long-term
implications.

If you are evaluating an executive deferred compensation plan and want a coordinated perspective
across investments, tax planning, and retirement strategy, connect with one of our wealth advisors who
specializes in working with corporate executives.

Our team provides comprehensive oversight designed to align your corporate benefits with your personal
financial goals.

To request a consultation with a wealth advisor who specializes in working with corporate executives,

please visit https://hbwealth.com/meet-the-team/wealth-advisors/?_specialization=corporate-

executives.
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Important Disclosures
This article may not be copied, reproduced, or distributed without HB Wealth’s prior written consent.

All information is as of the date above unless otherwise disclosed. The information is provided for
informational purposes only and should not be considered a recommendation to purchase or sell any
financial instrument, product, or service sponsored by HB Wealth or its affiliates or agents. The
information does not represent legal, tax, accounting, or investment advice; recipients should consult
their respective advisors regarding such matters. This material may not be suitable for all investors.
Neither HB Wealth nor any affiliates make any representation or warranty as to the accuracy or merit of
this analysis for individual use. Information contained herein has been obtained from sources believed to
be reliable but are not guaranteed. Investors are advised to consult with their investment professional

about their specific financial needs and goals before making any investment decision.



