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  Memo

To:
All Clients
From:
Weber • O’Brien, Ltd.
Re:
Deferred Compensation Plan
Using a Deferred Compensation Plan to Reward and Retain Key Employees

Business owners struggle with ways to retain and reward key employees who perform above expectations.  Company stock is too permanent and also reduces the business owner’s level of ownership, and a bonus usually doesn’t tie the employee to the company beyond the current year.

A well-defined deferred compensation plan could resolve both of these conflicts, as well as many others, for both the employee and employer.  A deferred compensation plan is a formal contract with an employee to pay the employee a specified amount at a later date (based on factors such as growth in sales, gross profit, or net income, etc.).  The deferred compensation amount is calculated annually based on that employee’s achievement of a well defined goal and would be set aside to be paid to the employee on death, retirement, or termination of employment in good standing.  The amount could be structured to vest over a period of several years.

The company will not pay any deferred compensation to a key employee who terminates his or her employment and forms, or works for, a competing company.  A non-compete agreement would usually be a condition of this contract.

The annual amount of the deferred compensation would be reported on the books of the company as a deferred compensation expense and the cumulative amount recorded as a liability.  The amount could be funded in a separate account within the company.  The amount is not deductible until paid and is not income to the employee until received.

Business owners don’t have to give away stock to tie a key employee to the company.  There are other ways that benefit both the company and the employee.  Contact your CPA or lawyer to assist you in developing a formal deferred compensation plan.
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