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Substantial Wealth in Deferred Compensation Plans

Source: Plan Sponsor
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Biggest Risk: Corporate Bankruptcy

Participants’ Rights Unsecured. The right of a Participant, or 
any Spouse or Beneficiary, to receive a distribution under this 
Plan shall be an unsecured claim against the general assets of 
the Corporation. Neither the Participant nor his or her 
beneficiaries shall have any right to enter against any specific 
assets of the Corporation. The Participants shall have the 
status of general unsecured creditors to the Corporation. This 
Plan constitutes a mere promise by the Corporation to make 
benefit payments in the future.
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Bankruptcy of Pacific Gas & Electric Company (1 of 2)
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Bankruptcy of Pacific Gas & Electric Company (2 of 2)

“The Debtors also maintain Supplemental Retirement Savings Plans (“SRSP”) for the
benefit of officers and other key Employees. The SRSPs are unfunded deferred
compensation plans….The SRSP has approximately 300 active Employee
participants (the “Active Participants”), and approximately 90 inactive participants,
comprised largely of Retirees or those who have been terminated without cause
(the “Inactive Participants”)….The balances in the SRSP as to Active Participants
aggregate approximately $29,000,000, of which 85% represents funds contributed
directly by the Active Participants.” – PG&E Bankruptcy Filing, January 29, 2019

“The rating action incorporates Moody's expectation that full recovery for
unsecured creditors is uncertain because this class of creditors is at risk given that
the unsecured debt will, in all likelihood, be in the same credit class as pre-petition
wildfire claims. Recovery levels for all classes of security will be determined by a
number of factors, including but not limited to, the outcome of SB 901’s customer
harm threshold as calculated by the financial ‘stress test’, the bankruptcy court’s
treatment of pre-petition wildfire claims, the likelihood of legislative changes that
mitigate wildfire liabilities under inverse condemnation or additional rate increases
as part of a plan of reorganization.” – Moody’s Rating Action, January 29, 2019
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Additional Examples

• Arch Coal (“little or no recovery”)

• Chrysler (400 executives left with nothing)

• Eastman Kodak (4-5% recovery paid in stock in new company)

• General Motors (two-thirds “haircut” reduction)

• Nortel Networks ($31 million settlement = 97% recovery)

• Washington Mutual ($69 million of NQDC paid to creditors)
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Mechanics of a Deferred Comp Protection Trust

20 Holders of Large NQDC Balances

Purchase of 
Shares of C Corporation in 

Equal Proportions

Deferred Compensation 
Protection Trust

(U.S. “C” Corporation)

U.S. 
Treasuries
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Formation of a Deferred Comp Protection Trust

• Each of 20 investors has an NQDC account balance of at least
$1 million (each NQDC plan sponsored by a different company
in a different industry)

• For 5 years, each of the 20 contributes $10K per year in the
Deferred Compensation Protection Trust (DCPT)

• The DCPT has a fixed life of 5 years and buys 5-Year Treasury
securities with the capital contributions

• At the end of the 5-year period, the DCPT provides a payout
based on the number of bankruptcies of NQDC sponsors
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Calculating the Cost of Protecting NQDC

Example Payouts (Assuming 5-Year Term & $10K/per year)

Zero Bankruptcies
$50K Invested (X 20 Participants = $1,000,000 Aggregate)

$50K Returned (X 20 Participants)
Zero Cost

One Bankruptcy
$50K Invested (X 20 Participants = $1,000,000 Aggregate)
$1,000,000 Paid to One Participant in Bankrupt NQDC Plan

$0 Refunded to 19 Participants in Non-Bankrupt Plans
Cost ≈	1% Per Year

Two Bankruptcies
$50K Invested (X 20 Participants = $1,000,000 Aggregate)

$500,000 Paid to Two Participants in Bankrupt NQDC Plans
$0 Refunded to 18 Participants in Non-Bankrupt Plans

Cost ≈	1% Per Year
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Important Legal Information
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This presentation is neither an offer to sell nor an offer to buy any 
security. The information contained in this document is intended for use 
by Institutional Investors in the United States only. It is not intended for 
use by non-U.S. entities or retail investors. Past performance does not 
guarantee future results. Any discussion of risk management is intended 
to describe efforts to mitigate risk but does not imply the elimination of 
risk. An investment in the Deferred Compensation Protection Trust is not 
liquid during the Protection Period, and the investor may lose the entire 
investment. The content contained herein is current as of the date of 
issuance and is subject to change without notice. The content in this 
document does not take into account individual investor circumstances, 
objectives or needs. No determination has been made regarding the 
suitability of any securities, financial instruments or strategies for any 
particular investor. The content is provided on the basis and subject to 
the explanations, caveats and warnings set out herein. The content does 
not purport to provide any legal, tax or accounting advice.




