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Legal Plans Represent 
Winning Proposition for 
Employers & Employees

Cultivating
Ancillary
Benefi ts

by Alan Fearnley

In a recovering economy, it can 
be hard for employers to budget 
fi nancial rewards. Companies are 

offering employees everything from 
health spa memberships, to pet insur-
ance, to discounted airline tickets. 
Tom Yopp, vice president of admin-
istration for the Hendricks Automo-
tive Group had a lot of options when 
he was looking to enhance the com-
pany’s voluntary benefi t package. 

Hendricks, a Charlotte N.C-based 
company, operates 92 auto dealer-
ships across the country. The com-
pany, which is highly selective of its 
benefi ts offerings, wanted to add a 
benefi t that could help employees 
with the problem areas of their lives.

Yopp said Hendricks’ leadership 
team knew that the employees, like 
all people, regularly encounter le-
gal situations and issues that they 
don’t know how to handle. He added 
that these issues often bleed over 
into the workplace, affecting em-
ployee attitudes and performance.

“The more we researched options, the 
more we realized that a legal protection 
plan made a lot of sense. People have 
health insurance, property insurance, 
life insurance and disability, and the 
like, but most people don’t have any help 
in dealing with the legal issues they face 
over course of their lives,” Yopp said.

Yopp’s assessment is correct. 
More than 57 million full-time work-
ing Americans experienced at least 
one legal event in the past year and 
nearly half faced their legal issue 
without professional help, according 
to a new national study sponsored 
by LegalShield and conducted by the 
research fi rm Decision Analysts. That 
fi gure rises to 70% of the country’s total 
population when you include non-
working Americans — those unem-
ployed, retired and disabled, according 
to the American Bar Association.

Even more troubling are fi gures in 
the Legal Needs of American Families 
Study. The study reveals that nearly 
half of working Americans who expe-
rienced a legal issue last year did not 
seek professional advice or assistance 
for even serious concerns, such as IRS 
audits, arrests for DWI, or identity 
theft. Study participants said they were 
reluctant to seek professional legal help 
because of cost, confusion, and fear.

“The study confi rmed what we’ve 

known intuitively for a long time. Too 
many American workers are facing sig-
nifi cant legal challenges alone and the 
impact goes far beyond their personal 
lives. It affects them at work as well.

Stresses brought on by personal legal 
issues are indeed taking a toll on em-
ployee productivity and morale. Person-
al issues, such as divorce, bankruptcy, 
and child custody issues cost American 

businesses more than $300 billion in 
lost hours due to absenteeism, lost pro-
ductivity, and morale issues, according 
the American Institute of Stress. The 
Legal Needs Study reveals that 66% of 
American workers who experienced a 
legal event in the past year took at least 
one day off from work to deal with it. 
Ninety percent said they were distract-
ed at work and that their legal issues 
affected their productivity and attitude.

Yopp of Hendricks Automotive 
Group said, “Productivity was not 
the main reason we decided to offer a 
legal plan. But we knew that would 
be one of the benefi ts for us. We knew 
this would be a way to help our em-
ployees avoid or deal with legal situ-
ations before they became big issues 
that would affect them at work.”

Yopp says that about one-fi fth of 

People have health 
insurance, property 
insurance, life 
insurance and 
disability, and the 
like, but most people 
don’t have any help 
is dealing the legal 
issues they face over 
course of their lives,
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Hendricks’ 5,000 benefit-eligible 
employees are enrolled in the com-
pany’s legal plan. Employees pay the 
entire cost of the plan, which is less 
than $20 per month. Yopp says that 
informal feedback reveals that employ-
ees are pleased with the benefit. “We 
think the take rate by our employees 
is a good indicator of its popular-
ity, and we know they are using the 
plan and that the services provided 
have been very helpful,” Yopp said.

Although the legal plans are among 
the fastest growing voluntary ben-
efits, they’re still largely unknown 
among most American workers. The 
Legal Needs Study reveals that only 
10% of American workers have ac-
cess to a legal plan through their jobs. 
Even more surprising is that nearly 
two-thirds of American workers don’t 
even know that legal plans exist.

The study does show that when 

legal plans are explained, more than 
60% of American workers say they 
would be interested in enrolling 
at their own expense. The number 
jumps to more than 70% if the cost 
is split 50/50 with their employer.

Legal plans are where health insur-
ance was 40 years ago. We have a lot 
of work to do in terms of educating 
employers and employees about the 
value of having legal plans. But the 
more employers and employees learn 
about how legal plans work, the more 
popular they will become. We know 
that once someone enrolls in a legal 
plan, they use it quite frequently.

The new study points out that 70% 
of workers enrolled in legal plans use 
the plans at least three times and 
nearly 75% of workers say they are 
very satisfied with the services pro-
vided and the overall experience.

Yopp said that, when choosing a 
benefit provider, Hendricks Automo-
tive Group looked for an established 
company with a proven track record 
of providing quality services. He said 
the company also needed a provider 
that could deliver services in 13 states 
that span from the East to West 
Coast. Under the plan Hendricks of-
fers, employees pay less than $20 a 
month to have nearly unlimited access 
to dedicated law firms in their home 
states. Plan attorneys have an aver-
age of 19 years of experience in the 
areas of law — family, financial, and 
estate planning, wills and medical 
directives, tax, real estate, etc. — areas 
that affect individuals and families 
the most. With one call, employees are 
connected with an attorney to discuss 
their legal problems or needs no mat-
ter how serious or trivial the issue.

The Legal Needs Study reveals that, 
if legal service were more affordable, 
90% of American workers would seek 
legal assistance for issues as small 
as a traffic ticket or the review of a 
rental agreement. Respondents re-
ported paying an average of $284 an 
hour for legal help with 24% report-
ing in excess of $400 per hour.

Yopp said, “One of the things that 
we found most valuable is that hav-
ing a legal plan allowed our employees 
to get help with the little things that 
can make life very stressful. A land-

lord may be totally unresponsive to 
returning a security deposit, but if an 
attorney sends a letter, those things 
usually get resolved pretty quickly.”

Legal plans with dedicated firms 
also make it easy for employees to 
find a qualified attorney when they 
need one. More than two-thirds of 
American workers wouldn’t know a 
particular lawyer to call if they need-
ed one. Ninety percent find a lawyer 
randomly through an online search 
or through some sort of advertising. 
Nearly 75% of American workers say 
they are hesitant to call an attorney 
for reasons ranging from worrying 
about the cost to being fearful that a 
lawyer will take advantage of them.

“Employees don’t usually say much 
when a benefit is useful and is meet-

ing their expectations. But, believe 
me, we hear a lot from them when 
service is poor. I think the fact that 
we don’t have any complaints about 
our legal plan is a good indicator it’s 
meeting their needs,” Yopp said.

Yopp said that the ultimate payoff 
for companies who offer legal plans is 
in the improved attitudes and percep-
tions that employees have about their 
employer.  The Legal Needs Study 
reveals that 93% of American work-
ers have higher job satisfaction when 
their employers offered legal plans.

“I think it’s been a very good thing 
for our company. We’ve been able 
to help employees deal with issues 
that cause major stress and worry in 
their lives. As a result, those employ-
ees are more focused and productive 
and are happier in their jobs.” q
 ––––––––
Alan Fearnley is the president and Chief 
Commercial Officer of LegalShield.

I think the fact that 
we don’t have any 
complaints about 
our legal plan is a 
good indicator it’s 
meeting their needs
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business owners and employees can 
purchase permanent insurance through 
this plan. This powerful option offers 
the following advantages to owners 
and to employees who participate: 
•  They enjoy a tax deduction or re-

duction. Not all of the money that’s 
contributed to permanent insurance 
under the Section 79 plan must be 
included as taxable income in the 
year each contribution is made. 

•  They can benefit from the policy’s 
tax-deferred saving feature.

•  There is the ability to generate tax-
free income through policy loans. 

•  There is a significant amount of 
long-term life insurance protection. 

•  Contribution amounts can be ad-
justed annually, if needed, to pro-
vide flexibility for the business.
However, specific requirements must 

be met to fund benefits utilizing perma-
nent insurance under Section 79. The 
benefits must be based on a formula 
that precludes individual selection. 
Treasury Regulation 1.79 includes the 
formula for calculating what partici-
pants report as taxable income – the 
cost of the permanent benefit plus the 
cost of the deemed death benefit. In 
most cases, $50,000 of the death benefit 
may be excluded from income. In a 
properly designed plan, the partici-
pant’s reportable income can be only 
60% to 80% of the premium actually 
paid by the corporation. Not only does 
the corporation get a 100% tax deduc-
tion for the contribution, but also the 
individual reduces their taxable income! 

The plan can be tailored for compa-
nies with multiple owners and/or highly 
compensated employees – not all of 
whom may participate or may partici-
pate at different funding levels. Section 
79 plans don’t have the same minimum 
participation rules as do qualified plans. 

In non-discriminatory plans, ancillary 
employees are entitled to permanent 
insurance funded by the employer. 
However, most don’t choose to par-
ticipate at this level. The long-term 
benefits must be explained to employ-
ees. Many, if not all, will opt out. The 
participant has to include phantom 
income for each year a contribution is 
made; pay taxes on that income; and go 
through medical and possibly financial 
underwriting. Employees who opt out 
of the permanent benefits will receive a 
group term benefit up to $50,000, which 
we call the “free benefit.” So the cost 
for employees is extremely low in many 
cases. In addition, the Section 79 plan 
can offer a powerful way to attract and 
retain highly compensated employees. 

Corporate entity structure plays 
an important role in designing Sec-
tion 79 plans. In most cases, for an 
owner’s contribution to be deductible, 
the sponsoring entity should be a C 
corporation or an LLC that files as a 
C corporation. The owner must own 
less than 2% of a pass-through entity, 
such as an S corporation. In many 
cases, when the main company is a 
pass-through entity, a C Corporation 
can be used as the sponsoring entity 
as long as it is a real and viable entity 
with a distinct business purpose. 

Brother/sister control group rules 
and affiliated service group rules are 
not a problem since employees in 
the main entity are covered and not 
excluded. One major area of confu-
sion surrounds Section 79 plans and 
listed transactions under 6707A. In at 
least one instance, an advisor grossly 
misreported that Section 79 plans can 
be considered a listed transaction. At 
the time of the writing of this article, 

Section 79 plans have never been an 
item on that list. For a complete listing 
of transactions covered under 6707A, 
refer to the IRS website at www.irs.gov. 

In specific planning situations, a 
Section 79 plan is a powerful tool in our 
tax and retirement planning toolbox 
for providing tax savings at the cor-
porate and personal level, significant 
tax-free supplemental retirement 
income, and substantial survivor 
benefits to the successful business 
owner or professional. The value it 
can deliver in specific planning situ-
ations cannot be understated. q
–––––––––
Brian Hartstein, MSFS, CLU, 
ChFC chief executive officer of Eco-
nomic Concepts Inc. For more in-
formation, visit www.ecico.com.
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lifestyle and future fi nancial freedom.
To easily clarify life insurance, I 

create a simple T-chart. I place a T for 
term life insurance on one side and P for 
permanent on the other. I relate term 
life insurance to renting a house – it’s 
temporary, there is no equity, and it 
can be very inexpensive. Permanent 
life insurance is more like buying a 
home. It’s long-term; there’s equity; and 
while it’s more expensive, the client 
is in control. Once we’ve reviewed the 
various types of life insurance, I make 
suggestions about which products make 
the most sense for the client. Then, I 
allow the client to do the talking. After 
hearing their reactions, I assist them 
in determining which choice works 
best for them. My main goal is to earn 
their trust and create an environment 
allowing for open communication.

After examining their needs, expec-
tations, and goals; and pairing them 
with product-types suited to their 
situation, we can move forward with 
assessing how much coverage they 
need. When planning with a prospect, I 
may facilitate a less expensive 10-year 
term policy, and in time, recommend 
converting it to something more com-
prehensive. Being underinsured is as 
dangerous as being uninsured, but if 
we open the client’s eyes to the pos-
sibility of any coverage, we can set up 
future meetings to make sure they are 
properly covered for the long-term.

New Products Create 
New Opportunities
After explaining different life insur-
ance concepts, we begin the more 
technical aspects of planning. We 
identify loans and liabilities and focus 
on making sure those can be managed 
through careful planning. If the client 
is more interested in using life insur-
ance for estate planning, we assess the 
tax implications and ensure those can 
be covered. This option is especially 
important now, with the unique estate 
tax law. The last six months of this 
year will be an incredible opportunity 
to withdraw money from an existing 
estate to purchase life insurance with 
minimal taxation. These tax laws 
will change after the year’s end, so be 
sure to assess the possibilities with 
eligible clients as soon as possible.

Today, there are new products 
that allow a return-of-premium in 
what are known as “second-to-die” 
or estate planning policies. These 
innovative solutions are especially 
effective when discussing life insur-
ance with prospects on the fence about 
purchasing the product. They may be 
concerned it isn’t worth the money or 
they will incur a loss on the transac-
tion. Such options make it possible for 
these clients to recoup their money, 
and therefore ease their doubts.

Tips for Success
When working with new products, there 
are some techniques you can implement 
to alleviate a rocky start. Remember, it is 
easier to sell to a client than a prospect. 
Sell as many strategic policies as pos-
sible without being too concerned about 
how much they’re worth. New advisors 
often get caught up with worrying about 
profi tability when they actually should 
be more concerned with meeting as 
many prospects as possible. Once you 
sell a small-term policy, the purchaser 
is now a client. It’s likely that you have 
earned their trust and they value your 
expertise. To continue cultivating these 
relationships, become aware of what your 
clients need to know to feel comfortable 
before purchasing a product from you.

Don’t shy away from prospects who 
are not necessarily profi table on paper, 
such as young couples. Once you build a 
rapport, they might tell you about their 
parents who may not have a fi nancial 
advisor or are in need of a fi nancial plan 
reevaluation. Such referrals helped my 
practice earn several large sales. Beyond 
being a source of referrals, remember that 
everyone needs protection even if they 
aren’t considered a large transaction. 

As a seven-year member of the Mil-
lion Dollar Round Table (MDRT), I’ve 
strengthened my belief this profession 
is more than dollars and cents. I’ve 
met many fellow members who value 
the comfort they bring to clients more 
than the potential revenue their clients 
offer. These are often the most success-
ful advisors. By adding life insurance 
to your product offerings and present-
ing this solution to your clients, you’re 
not only helping them diversify their 
portfolio, but you’re also protecting 
their legacy. Rise to the challenge; 
if you don’t, someone else will. ❑
––––––––
Jason J. Dudum, LUTCF is chief 
executive offi cer of Dudum Financial. 
He has more than 10 years of experience 
in advanced estate planning and asset 
management. He is a seven-time quali-
fi er for the Million Dollar Round Table’s 
(MDRT) distinguished Top of the Table 
and serves as a Top of the Table Advisory 
Board member. He is also a member of 
NAILBA and frequent speaker at local 
NAIFA meetings and carrier conferences.
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In specific planning 
situations, a Section 
79 plan is a powerful 
tool in our tax and 
retirement planning 
toolbox for providing 
tax savings at the 
corporate and 
personal level, 
significant tax-
free supplemental 
retirement income, 
and substantial 
survivor benefits 
to the successful 
business owner 
or professional. 


