Compensation and Executive
Benefit Strategies Case Study

Situation |
Highly-compensated executives (those earning $100K and above) often face limitations

on 401(k) plan contributions. Following discrimination testing, they may then face

unwanted — and taxable — distributions from the plan, dramatically reducing net savings.

Possible Solution: Integrated Nonqualified Deferred Compensation Plan

Instead of making separate contributions into both a nonqualified and a qualified plan,
participants make a single election for the total desired deferral amount for the year into
a wrap plan, as allowed under IRC § 409(A).

How it Works

1. The participant decides on an annual deferral amount, which is invested in a
nonqualified deferred compensation plan.

2. After annual discrimination testing, the maximum allowable contribution is transferred
into the 401(k) plan. The difference remains in the nonqualified account.

CASE STUDY Example—BOB JONES

Participant: Bob Jones Total compensation: $100,000
Desired total deferral: 15% Allowable 401(k) contribution: 6%

Possible Solutions/Outcomes*:

1. Make Two Separate Deferral Elections: Elect to contribute 10% to 401(k), 5%
to nonqualified plan. After discrimination testing, 4% is returned to Bob, in a
taxable, lump sum payment.

O Non-qualified deferral: $5,000
M 401(k) deferral: $6,000

= Returned as taxable income: $4,000

2. Use an Integrated Nonqualified Deferred Compensation Plan: Elect to defer
the full 15% into the nonqualified plan. After discrimination testing, 6% is auto-
matically transferred to Bob’s 401(k). A full 9% remains in his nonqualified
plan.

O Non-qualified deferral: $9,000
B 401(k) deferral: $6,000
‘ = Returned as taxable income: $0

*Assumes full pre-tax contribution and deferred earnings.
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Benefits
Using an integrated nonqualified deferred compensation plan

= Eliminates taxable refunds
= Simplifies deferral process
= Maximizes 401(k) contribution as permitted by law

Risks/Considerations
This strategy is not appropriate for companies that offer a safe harbor plan, where all
participants receive an equal match.

About Compensation and Executive Benefit Strategies

Mesirow Financial Compensation and Executive Benefit Strategies professionals have a long
track record of success in designing creative executive compensation and benefits solutions
that help companies recruit, retain, motivate and reward key employees. Tailored programs
provide a balance between the needs of the executive and the resources of the employer.

About Mesirow Financial

Mesirow Financial is a diversified financial services firm headquartered in Chicago. Founded
in 1937, we are an independent employee-owned firm with offices across the country and in
London. With expertise in Investment Management, Investment Services, Insurance Services,
Investment Banking, Consulting and Real Estate, Mesirow Financial strives to meet the finan-
cial needs of institutions, public sector entities, corporations and individuals and was named
one of Chicago’s Best Places to Work by Crains Chicago Business in 2008.For more informa-
tion about Mesirow Financial, visit our Web site at www.mesirowfinancial.com.

Securities offered through Mesirow Financial, Inc. Member NYSE, SIPC. The Mesirow Financial name and logo
are registered service marks of Mesirow Financial Holdings, Inc. © 2009, Mesirow Financial Holdings, Inc. All
rights reserved.

For Further Information
Please contact:

Gregory P. Giles
President and Senior Managing Director

Compensation and
Executive Benefit Strategies

Direct-847.444.2660
Fax-847.444.2665
ggiles@mesirowfinancial.com

Mesirow Financial

Independent Minds.
Innovative Solutions.

1500 S. Lakeside Dr, Ste. 115 | Bannockburn, IL | 60015 | 847.444.2655 | www.mesirowfinancial.com

M



