Supplemental Executive Retirement Plans
TOOL KIT
The following materials were designed to help promote Supplemental Executive
Retirement Plans (SERP). A SERP might be an ideal solution to help fund a retirement
benefit for the employee and also be used to retain the employee until retirement.
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A retirement benefit for key executives funded
by the employer

SERPs

In today’s highly competitive business environment, you may find it
difficult to attract, reward, and retain talented employees. Choosing

BUSINESS PLANNING

way to reward and retain top talent.

A SERP is typically offered in addition to a qualified plan to recruit, retain, and reward talented employees.
Consider how some of the key features of a SERP plan stack up against qualified plans:

A SERP is an employer-sponsored non-qualified deferred compensation plan
that allows you to provide your best employees with additional retirement
benefits beyond those offered by qualified plans (401(k), IRA, etc.). Through a SERP,
you can help your key employees achieve their retirement goals and alleviate their
worries of having a retirement income shortfall.

SERP

No – all employees must be
included in plan

Yes – can handpick select key
employees to participate

Plan acts as a “golden handcuff”

No – employee retains full
account value upon termination from
company

Yes – a vesting schedule may also
be added added to strengthen the
incentive

Subject to income limitations

STEP 1 – IDENTIFY THE KEY EMPLOYEES
The first step is to determine which key employee(s) you would like to participate in the
plan. Because a SERP is not subject to the discrimination rules associated with qualified
plans, you are free to reward select employees in varying amounts and participation levels
and are not required to offer the SERP plan to all employees.
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for the purposes of §101(j)?
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What is §101(j) and how does
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materially changed after August 17, 2006. If the employer-

How does an employer comply
with §101(j)?
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employer-owned life insurance that became effective

owned life insurance (EOLI) rules are not complied with, a

Yes

by the PPA ’06 were incorporated into the provisions of
Sections 101(j) and 6039I of the Internal Revenue Code.
In addition, on May 22, 2009, the IRS issued Notice
2009-48, which addressed several outstanding questions

No

Subject to contribution limitations

Yes

No – employer may provide as large
of a benefit as they would like, plan is
noncontributory for the employee1

Immediate income taxation to
employee

No – qualified plan funds are
typically tax-deferred

No – if properly structured,
employee will not have to pay taxes
on the benefit until actually received

surrounding the treatment of employer-owned life
insurance contracts under IRC §§101(j) and 6039I
(requiring annual reporting on Form 8925).
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became law on August 17, 2006, included new rules on

will be subject to income taxes. The EOLI rules created
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Freedom to choose key employees
for participation

How it Works

The Pension Protection Act of 2006 (PPA ‘06), which

portion of the death benefit received on the EOLI policy

KEY FEATURES

A SERP is financed solely through business contributions – the employee does not
contribute to the plan.

Retaining &
Rewarding
Employees

An employer-funded retirement benefit to reward and retain highly compensated key executives.
A supplemental executive retirement plan (SERP) is an employer-sponsored non-qualified deferred
compensation plan. It allows employers to provide highly compensated key employees with additional
retirement benefits beyond those provided by qualified plans (401(k), IRA, etc.). A SERP is financed solely
through employer contributions – the employee does not contribute to the plan.
Through a SERP, employers can help highly compensated executives alleviate their worries of having a potential
retirement income shortfall by providing additional retirement income. Employers benefit from a SERP because it
provides incentive to the executive to continue working for the business long term (i.e., a “golden handcuff”).

key executives to participate in a non-qualified plan such as a
Supplemental Executive Retirement Plan (SERP) can be an excellent
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AN ADVANCED MARKETS SUCCESS STORY

Supplemental Executive Retirement Plan (SERP)

Supplemental Executive Retirement Plan (SERP)
CASE IN POINT: In this case, the Advanced Markets Consultant (“AMC”) helped the

Providing Important Benefits For Valuable Employees

producer to design a case that would allow a company to provide executive benefits and
goodwill to its key employees.

Client Profile
• A successful small business owner would like to retain and reward
his key employees by offering an executive benefit plan.

Place Image Here

• Business is a C-Corporation with four key employees.

FACT FINDING
• The business owner wants to offer an incentive for key employees
so they will continue to work for him.
• He wants to explore a plan that would provide 50% of current salary
to each key employee at retirement for 20 years.
• Comfortable with variable universal life (VUL) insurance.

Prepared For:
Fabric Shield Garment Mfg. Inc.

UNDERWRITING CONSIDERATIONS
• Four key employees are all younger and healthy non smokers.

Designing a Case & Creating a Plan
Based upon the plan facts, the AMC suggested a SERP, structured as follows:
• Corporation will purchase a life insurance policy using Accumulation
VUL on the lives of each of the key employees.
• They will receive retirement benefits equal to 50% of their current
salaries for 20 years. Moreover, should an employee die before retiring,
his/her heirs will receive the same death benefit.

John Hancock Advanced
Market Consultants
provide creative solutions
to unique problems for
their business partners.

Presented By:
Advanced Markets
John Hancock Life Insurance
200 Clarendon Street
Boston, MA 02117
Tel.: (617) 572-8766
Fax: (617) 572-6595
Email: mrproducer@jhancock.com
License: 0

• Distributions equal to the after-tax cost of the retirement benefit will
be taken from the projected cash values.
• Corporation will then pay the retirement benefit to the employee. This will be income taxable
compensation to the employee and tax deductible to the corporation.
• The death benefit was designed to cover corporate costs as well as maximize the policy cash values.
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This material does not constitute tax, legal or accounting advice and neither John Hancock nor Merrill Lynch nor any of its agents, employees or registered
representatives are in the business of offering such advice. It was not intended or written for use and cannot be used by any taxpayer for the purpose of
avoiding any IRS penalty. It was written to support the marketing of the transactions or topics it addresses. Anyone interested in these transactions or topics
should seek advice based on his or her particular circumstances from independent professional advisors.
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Planning in Action:
SERP

JH Solutions
Sample Presentation
(Client Approved; Customizable)

For agent use only. This material may not be used with the public
Insurance products are issued by: John Hancock Life Insurance Company (U.S.A.), Boston, MA 02210 (not
licensed in New York) and John Hancock Life Insurance Company of New York, Valhalla, NY 10595.
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