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Introduction

Effective financial planning is complex, dense, and impossible to reduce to a single,
easy-to-understand formula—but please don’t stop reading! We understand the
great challenge of writing a book about financial planning for corporate executives
and entrepreneurs that reads like a best-selling novel, and we love a challenge.

Our approach is designed to keep your attention and make sure that, by the end
of this book, you have a strong sense of the power of effective, targeted financial
planning. We will begin by telling you a story about a fictional, but plausible, couple
and their family who (spoiler alert!) do pretty much everything wrong in securing
their financial future. In most cases, they don’t do the things they need to do because
they don’t know what they are.

Then, we’re going to break down this story in chapters that offer a practical dis-
cussion of all the key points. These chapters contain the tools needed to tailor a plan
for virtually every circumstance and need. As you will see, there is no single plan
that works for everybody—if there were, we’d sell it to you in this book! There is
complicated, technical information scattered throughout the book, and we do our
best to explain it all. But the best use of this information may be to highlight things
you should discuss with your financial advisor. All people are different, and there
always will be issues and imperfections surrounding generalizations.

Let’s start with a definition of our principal subject matter: executives and entre-
preneurs. For our purposes, we will focus on those employees of a business organi-
zation who are in a position of leadership or management or who have substantially
progressed along a career path toward being in such a position. We will use the term
“corporate executive” to describe both “executives” and “entrepreneurs,”’ though we
certainly acknowledge that there can be a distinction, with the term “executives”
typically referring to the leaders of larger organizations and the term “entrepre-
neurs” often referring to the leaders of smaller, earlier-stage organizations. Our fic-
tional characters will illustrate some of these differences.

Most obviously, a corporate executive might be a member of an organization’s
“C-suite,” which can be extensive in some larger organizations (Table 1).

Corporate executives may also include the organization’s President, Treasurer,
Executive Vice Presidents, Senior Vice Presidents, Managing Directors, and, in
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Table 1 The ever-expanding C-suite

Introduction

Acronym | Title Core responsibilities
CAO Chief Accounting Officer Implementation and enforcement of accounting
policies
CAO Chief Administrative Officer Administrative and operational platforms
CcCo Chief Communications Officer | Public relations and communications
CCO Chief Compliance Officer Compliance with laws, regulations, and ordinances
CCO Chief Cultural Officer Cultural oversight and strategy
CDO Chief Data Officer Data mining, analysis, and utilization
CDO Chief Diversity Officer Human capital diversity
CEO Chief Executive Officer Strategic vision, oversight, and governance
CFO Chief Financial Officer Financial oversight and reporting
CHRO | Chief Human Resources Personnel
Officer®
CIO Chief Information Officer Information resources
CIO Chief Investment Officer Management of investment assets
CLO Chief Legal Officer Legal compliance, oversight, and issues
CMO Chief Marketing Officer Marketing and branding
CMO Chief Medical Officer Medical elements of product or service offering
COO Chief Operating Officer Operating oversight and efficiency
COS Chief of Staff Oversight and coordination of management team
CPO Chief Procurement Officer Supply management
CRO Chief Revenue Officer Revenue generation
CRO Chief Risk Officer Assessing and managing risk
CSO Chief Sales Officer Sales force and function
CSO Chief Scientific Officer Scientific research, programs, and operations
CSO Chief Strategy Officer Strategic oversight, acquisitions, and dispositions
CTO Chief Technology Officer Information technology and development

aSimilar titles include Chief Human Capital Officer, Chief People Officer, and Chief Talent Officer

some organizations, Directors.! A General Counsel and, in some companies, a
Deputy General Counsel also would be a corporate executive, as would a marketing
or sales executive, a Controller, and the senior members of the human capital team.

As discussed below, corporate executives typically are among the organization’s
higher-paid employees, are eligible for performance-based compensation arrange-
ments, and are likely to own equity or equity-based rights in the organization. They also
may have complex employment contracts and relatively extensive benefits packages.

We’ll use the term “corporate executives” for people who work for large or small
public or private corporations, as well as limited liability companies, partnerships,
or other non-corporate entities.? Throughout the book we’ll try to account for the
relevant variables whenever appropriate. (Again, there’s that key principle: optimal
financial planning requires that we consider the specific facts of each case!).

What, from a financial planning perspective, makes corporate executives different?
The answer is complex, reflecting the nature of our subject matter. Here are some of
the key characteristics that differentiate many (but not all) corporate executives.
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They Are Leaders Who Set High Goals and Worry
About Achieving Them

This select group includes people with leadership and management skills, often
deep education and training, and vast business and life experience. But how do cor-
porate executives manage their own finances? Do they follow the same patterns as
others?

In general, when it comes to managing their finances, wealthier people fall into one
of three commonly delineated segments: Managers; Partners; and Loners (Fig. 1).

O O R O

Managers Partners Loners
Most comfortable assigning Most comfortable working with Most comfortable managing
responsibility for their financial = others to manage their financial their financial affairs on their
affairs to others affairs own

Fig. 1 Managers, partners, and loners

You might assume that the majority of corporate executives would be Managers,
with the minority being Partners or Loners. Yet most tend to be Partners or Loners,
with Managers representing the smallest segment of corporate executives. According
to a study conducted by Fidelity Investments, fewer than 25% fall into the Manager
category, with about 45% identifying themselves as Partners and 31% as Loners.3
The same study reports that 69% of the corporate executives surveyed worked with
a financial advisor.*

Two-thirds of the corporate executives surveyed acknowledged the need for
third-party expertise when planning for their own financial futures. Yet, two-thirds
also wanted to remain directly engaged in the financial planning process, as opposed
to delegating it fully to others.

This apparent paradox suggests a basic reality: corporate executives worry more
than others about achieving their goals because of their general knowledge levels,
compulsion to set and achieve higher goals, and desire to stay involved in the
execution process. Some turn to professional advisors to maximize their chances of
achieving those goals; and some opt to take on all of the responsibilities themselves,
again with the intent of maximizing their odds of success. Either way, corporate
executives do trend toward an intensive approach, in which they often set high goals
and worry more about achieving them.
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The above survey also asked the executives to identify their more pressing
concerns. The results demonstrated greater levels of concerns by corporate execu-
tives than other millionaires in almost every single subject area covered by the sur-
vey! (Fig. 2).°
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Fig. 2 What’s keeping corporate executives awake at night?
Source: “Tapping into the Millionaire Professional,” The Fidelity Millionaire Outlook Series (2008,
2012). © 2018 FMR LLC. All rights reserved. Used with permission

When the financial planning dynamic for corporate executives accounts for these
concerns, it is far more effective. It is better tailored to identify and achieve all of the
appropriate goals and take into account the psychological elements and context of
the process.

They Are Paid More Than Other Employees

It may seem an obvious point, but corporate executives often can be distinguished
simply by the amount of their pay relative to others in the company. In a 2013 study
conducted by the Economic Policy Institute, for the 350 largest U.S. public compa-
nies by revenue, the ratio of CEO pay to the pay of other workers was almost 300 to
1—and that ratio did not account for Facebook’s impact because it was considered
an “outlier.” If Facebook had been included, then the ratio of CEO-to-worker com-
pensation would have risen to over 500 to 1!°

More generally, according to the Fidelity Millionaire Outlook study, corporate
executives were at the top of the list of professional categories among millionaire
households (Fig. 3).”
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Engineers
Doctors

10% 5%

6% Consultants

11%
Entrepreneurs

18%
Corporate Executives

Fig. 3 Corporate executives as millionaire professionals
Source: “Tapping into the Millionaire Professional,” The Fidelity Millionaire Outlook Series
(2008, 2012). © 2018 FMR LLC. All rights reserved. Used with permission

Less obvious, however, is the composition of a typical executive pay package.
Often, when we read about the highest paid executives, we read that they are paid
millions of dollars each year. Yet, many executives actually are paid smaller base
salaries and receive a large portion of their total compensation either as variable or
deferred compensation or, in many cases, as equity-based incentives such as
restricted stock awards, stock options, or “phantom” equity arrangements (all of
which will be discussed in later chapters).

The Economic Policy Institute study reports that average annual compensation
among the country’s top CEOs was over $15 million. This figure includes salary,
bonuses, restricted stock grants, options exercised, and long-term incentives.®

In any event, corporate executives typically are the highest paid people in an
organization. Of course, because they are paid so much, and because the form of
their pay can be so varied, they usually require substantial and often complex plan-
ning focused specifically on and around their compensation arrangements.

They May Be Employed Under a Formal Contract
of Employment

Corporate executives often have sufficient leverage when negotiating the terms of
their employment to demand the protections and benefits offered by a formal,
enforceable contract of employment. Conversely, their employers may see the
“investment” they are making in their key employees as so important that they insist
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on the formality of a contract. Either way, corporate executives often have written
agreements that specify with some degree of legal clarity a multitude of benefits and
obligations, potentially including the following key elements:

» Position, title, and scope of responsibilities
e Base and variable compensation

* Equity ownership and opportunities

* Benefits

e Term of employment

* Restrictive covenants

e Separation-related features

The agreement may specify that the executive is an employee-at-will, which means
he or she can be fired at any time for any reason, or that the executive is guaranteed a
definite term of employment. In the latter case—and sometimes in the former as
well—the agreement may contain provisions that specify the outcomes of events such
as changes of corporate control (e.g., mergers or acquisitions), voluntary and involun-
tary termination, death, disability, and even personal bankruptcy or divorce.

Regardless of the circumstances, a corporate executive’s employment agreement
presents not only a multitude of crucial financial planning opportunities but also a
maze that, if not properly navigated, can lead to a financial dead end. We will devote
an entire chapter exclusively to understanding and planning around executive
employment agreements.

Their Compensation Is Likely to Be Tied, in Part, to Specific
Performance Goals and Standards

As suggested above, a corporate executive likely will have a component of base
compensation and also a component—often a disproportionately large one—of
variable compensation. Variable compensation arrangements, which can take many
forms, often are utilized to provide the appropriate alignment and incentives (both
long-term and short-term) to the executive while also ensuring that the executive is
rewarded only when goals are achieved. In some cases, especially where payment is
deferred, these arrangements are used to retain key employees.

In general, the larger the company, the more likely it is that variable compensa-
tion will comprise a substantial portion of the executives’ total compensation pack-
ages. Typical base compensation for the CEOs of larger public companies has often
been limited to about $1 million, in part because of federal income tax rules that
have limited the deductibility by companies of executive compensation over that
amount.’ In fact, among some of the largest companies in the world, fixed base
compensation for the most senior executives has been as low as $1!'° The rest is all
variable, comprised of bonuses, equity-based awards, and benefits (Table 2).

This means, as we will discuss in greater detail, the executive needs to plan for
multiple iterations of success and failure—both annually and over longer periods of
time. In this way, corporate executives face complex planning issues that are less
prevalent among employees whose pay is more predictable.
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Table 2 Notable members of the $1 Club

Corporate executive Company Base compensation Total compensation
Carl Icahn Icahn Enterprises $1 $105,533

Edward Lampert Sears Holdings $1 $5,702,364°

Larry Ellison Oracle $1 $67,261,251¢

Mark Zuckerberg Facebook $1 $610,455¢

2See Icahn Enterprises Form 10-K (February 27, 2015)
bSee Sears Holdings Proxy Statement (March 17, 2015)
°See Oracle Proxy Statement (September 25, 2015)
dSee Facebook Proxy Statement (April 24, 2015)

They Are, or Will Be, Owners of Equity or Equity-Based Rights

Executives who founded their companies will likely own substantial equity in the
entity for historic reasons, as well as for continued alignment of interests. Non-
founders may also receive equity-based grants as incentives for future performance.

At the time of his death, Steve Jobs, who co-founded Apple, owned about 5.5 mil-
lion shares of Apple stock, worth over $2 billion.!" When Tim Cook assumed the
role of CEO of Apple, the company’s board of directors granted him one million
restricted stock units, worth about $383 million.'?

In general, corporate executives will own important amounts of equity—in one
form or another—in their employer. In fact, at least among public companies, it has
become common to impose minimum ““guidelines” on the ownership of stock by
executives. Typically, these guidelines are based on a compensation multiple (e.g.,
share value must be at least three times base salary); but they can also be based on
a number of shares or a share value assigned to each position.'?

As we will see, planning to earn, hold, transfer, and eventually liquidate this
equity, which can be an executive’s largest holding, can be complicated. Later in
this book we’ll look at:

* Investment-related considerations
e Tax implications

* Estate-planning consequences

e Liquidity and cash-flow needs

e Legal constraints and obligations

Their Financial Fortunes Are Correlated to the Company’s
Overall Performance

Because they typically own large amounts of equity in their companies, executives
often find themselves relying—perhaps over-relying—on their employers not only
for their current income but also for their overall, long-term investment fortunes. In
effect, an executive’s financial well-being can become highly correlated to the well-
being of the company that he or she serves. This interesting but stark reality can turn
out well for an executive when the company performs well; and, of course, it can
turn out disastrously when the company falters.
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In 2011, a flat year for the S&P 500, the CEOs of the largest 500 U.S. companies
saw the value of their stock awards and stock options account for over 60% of their
total pay.!* That’s great when all is well; but consider the cases of Enron, WorldCom,
and Global Crossing, whose executives—even the ones who were in no way impli-
cated in any wrongdoing—experienced unprecedented wealth destruction in such a
short period of time that they had little opportunity to help themselves. By some
estimates, the shareholders of Enron, including its executives, ultimately lost over
$60 billion of wealth when the company collapsed in 2001.%

This so-called “over-concentration” phenomenon requires an executive to take
appropriate measures to mitigate risk through techniques that can include:

e Strategic and tactical asset allocation
* Hedging
e Planned diversification

Yet, these techniques often are complicated by a different and competing set of
considerations, making the planning process highly complex and dynamic. These
competing considerations, which may include public disclosure as well as tax and
securities law considerations, will be addressed in subsequent chapters.

They Have Complex, Sometimes Extensive Benefits Packages

In the case of certain employee benefits, such as health insurance, there may be legal
and other considerations that mitigate any substantial differences in the benefit
plans offered to an organization’s executives on the one hand and non-executive
employees on the other. Still, there can be dramatic differences not only in the
employee benefits offered to corporate executives but also in the opportunities they
are given to maximize the impact of those benefits.

We will address in detail the analysis and utilization of employee benefits by
corporate executives. You'll see throughout this book that decisions that may seem
small when made can lead to very large, and highly lucrative, results over time. This
principle is especially true for employee benefits.

They May Be Subject to Legal Risks, Obligations,
and Liabilities Associated with the Positions They Hold

With the many rewards of serving as a corporate executive come an equal magni-
tude of responsibilities, risks, and potential liabilities that other employees don’t
face. Many of these burdens are attached exclusively to the executives of public or
pre-public companies, such as those arising from the need to provide holdings dis-
closures and comply with laws against insider trading.'® Some only apply to select



Introduction XV

corporate executives, such as the CEO or CFO, who may be subject to special obli-
gations and liabilities under the legal rules surrounding the audit process or the fil-
ing of financial statements and disclosures.

Executive officers can also find themselves subject to a civil lawsuit by share-
holders or others who seek to hold them personally responsible for conduct that may
have led to damage to shareholders or others. Equally seriously, CEOs and CFOs of
public companies may be subject to “disgorgement” obligations in the event that a
company is required to restate its earnings as a result of any misconduct; and they
may be subject to criminal fines and penalties for improperly certifying their com-
panies’ financial statements.'’

There are many other examples that apply not only with respect to public com-
panies but also with respect to private companies; and a failure to address and pro-
tect against these pitfalls is a failure of adequate planning. Our discussion of these
pitfalls will be centered on general compliance as well as certain risk-management
techniques and measures.

sksksk

Now that we’ve presented the general stakes and introduced you to the benefits of
financial planning, let’s consider the story of a couple of executives who got it all
wrong. David and Abby didn’t have this book. But you do. Read their story, know-
ing you’ll soon learn how to avoid their mistakes.

The Colony Group Michael J. Nathanson
Boston, MA, USA
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