


The Foundation of Supplemental
Benefit Planning for Bank Executives

By KIRK ANDERSON

For Michigan banks and their eol
leagues across the countiwo issues are
always critical: (1) the need to attract,
retain, motivate and reward executive tal
ent and (2) the need to build shareholde
value.

At first glance, those two issues may
seem to be in conflict. If a bank upgrades
its compensation and benefits programs tq
compete for outstanding talent, wotte
additional cost reduce shareholder value?
Not really When you are able to attract
and retain key dicers, the bank can
expect to be rewarded with superior-per KIRK ANDERSON
formance and increased shareholderas a3 senior consunt for Clark
value Additionally, banks can d&$et these Consulting, Kirk Anderson assist a
and other benefit costs with the tax- \;ije range of financial institutions in

advantaged earnings from bank-ownedthe design and implemeation of non-

life insurance (BOLI). lified benefit ol
With 25 years of experience in the qualllied benetit pians.

design, funding and administration of

retirement income falls short, leaving
executives with only 50 to 70 percent of
their final pay (see chart belovijhis is in
sharp contrast to lowgraid colleagues
that will retire with 60 to 80 percent of
final pay Knowing the extent of your
shortfall is vital to the design of anfet-
tive nonqualified plan.

Starting
at ground zero—some basic
nonqualified plans

Supplemental executive retirement
plans (SERPs) are one of several -non
qualified plans which can be designed to
address an executiwe’ shortfall.
Unencumbered by the caps imposed by
qualified plans, this benefit program pro
vides a supplemental income stream over
an agreed upon period of time through
contributions made by the bank. In calcu
lating benefit formulas, banks can select a
defined benefit which provides a stated

benefit plans for executives and directors,tion formulas as well as performance- monthly and annual amount at retirement
Clark Consulting has helped over 2,100 based strategies that can be incorporatedr defined contribution which specifies a

banking oganizations provide meaning to meet board approvalVhere do you
ful benefit programs, tied to strategic begin?
objectives, at little or no cost to a basik’
bottom line.

Based on that experience, we eneour
age banks to consider nonqualified bene
fits—some of the most powerful tools

Begin with the end in mind
by understanding
your shortfall

calculation based on lost benefit¥hen
combined with performance benchmarks,
SERPSs have proven to be highlyeetive
for banks to recruit and retain key per
formers unlike qualified plans that, with
early vesting and full portabilitgan actu
ally encourage executives to leavihe

today—to attract, reward and retain key By design, qualified plans regulated by benefit prevalence table on the following
executive talenfThere are many types of ERISA limit the amount that executives page compares the prevalence of SERP
plans and unlimited benefit and contribu can contribute. Hindered by this cap, and deferred compensation plans for

Average Retirement Income Short fall
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executives and directors administered by
Clark Consulting in the north central
states (Michigan, lllinois,Wisconsin,
Indiana, Kentucky and Ohio) to banks
nationwide.

Deferred compensation plans, on the
other hand, allow executives to defer their
own salaries and/or cash incentive bonus
amounts on a pretax basihese amounts
are credited with interest and can be paid
in a lump sum at retirement or over
a specified period of time (typically
five to 10 years). These programs
are designed to provide executives the
opportunity to shift salary and bonuses,
often taxed at the highest rgaral rates,
into a tax-deferred environment—
enhancing the value of incentive compen
sation.With interest credited on deferred
amounts, these plans create a “golden
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handcuf’ by encouraging long-term ser
vice. The future value chart below shows
how significant the value of a deferred

Benefit Prevalence

Compensation p|an can be. Deferred Deferred SERP SERP
f Sirkr;ilaL prt())gra(;ns are l;’;ds:o a\rlwailablﬁ Comp Comp

or ban oard members throug

either director retirement plans or Bank Assets All banks [N. Central JAll banks . Central
deferral plansThese types of programs | All 26% 27% 57% 50%
allow directors to turn ordinary fees Under $250M 2304 2504 58% 54%
into valuable retirement benefits and may

also facilitate and encourage a transitior $250M-$500M 27% 28% 63% 46%
of board membershipAlthough retire $500M-$1B 37% 36% 64% 51%
ment benefits must be kept modesi

(typically a percentage of annual fees), $1B-$5B 26% 23% 42% 42%
the bank can establish a qualifying retire | >$5B 41% 56% 58% 61%

ment-age policy and then deliver a
supplemental benefit as a reward for years
of service. structure, the bank owns an individual bank-owned life insuranceA part

Performance-driven benefit plans tie insurance policy on the life of thefimer  of this legislation, Internal Revenue
the banks overall objectives to an and endorses a portion of the deathCode section 101(j), allows banks
executives measurable performancks  benefit to the dfcer's estate. In this to receive tax-free death benefits
these plans are based on reasonable pefendorsement method” of split-dollar if requirements of the statute are
formance benchmarks critical to the insurance, the bank directly owns all of met. OCC Bulletin 2004-56 also sets
bank’s success, they appeal to the scrutinythe policy cash value and may retain someforth guidance on the purchase and
of the compensation committeén of the death benefit. ongoing risk management of BOLI.
incentive-based strategy can be designed Long-term care typically impacts an How does it work? In simple terms, a
to meet bank-wide as well as departmententire family Two-thirds of Americans  bank purchases life insurance on a small
and individual objectives. Compensation age 65 or older will need long-term care group of highly-compensated employees,
rewards can include stock options, at some point. Uncovered by traditional not to exceed the top 35 percent of
restricted stock, phantom stock, stockhealth plans, the average annual cost oEmployees.The aggregate amount of
appreciation rights, or cashhe rewards long-term care is expected to triple overinsurance must not exceed the present
can be linked to increases in measureshe next 25 yearé\n employefrsponsored value limits of the bank’employee bere
that reflect stockholder value, such aslong-term care plan canfef simplified fit liability. Regulatory agencies suggest
ROE and ROA, and tiered so that the-abil underwriting and discounted premiums to that the insurance cash value must not
ity of an individual to impact these mea banks while filling a critical retirement exceed 25 percent dfer 1 capital and be
sures is reflected in the degree to whichplanning need for executives and their diversified to meet legal lending limits
the plan impacts or replaces salary families. with any one insurance carrier

From a financial perspective, BOLI
can provide attractive benefit¥he tax-
free growth of the asset, (cash value
appreciation) along with the death benefit
is used to dket the current cost of

Executives can also receive a signifi In 2006, Congress enacted the Pensiorbenefits—and the addition of any nron
cant benefit through what is often referred ProtectionAct of 2006. This legislation qualified plans. Clark Consulting works
to as a “split-dollar arrangement.” In this concluded a three-year review of with 20 of the natiors top-rated BOLI
providers to der competitive general and
separate account as well as hybrid
products to meet the individual invest
ment philosophy of our clients.

Insurance programs
for executives—life
and long-term care

Offsetting the cost
of benefits with bank
life insurance

-owned

Future V alue of $10,000 at 7 Percent

Safety in numbers—profes -
sional consulting, administra -
tion and compliance support

Note: Compares
funds available
from a one time

Taxable at 34 percent
(outside investment)

$10,000 deferral
compounding monthly
at a hypothetical rate
of 7 percent, for an
individual whose
personal income is
taxed at 34 percent.
These figures do not
represent any specific
product or strategy
and do not reflect
investment management
fees, charges or

state or local taxes.
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Keeping abreast of changing legisla
tion as well as regulatory and recordkeep
ing requirements can be a drain on inter
nal resources. For this reason, many
banks prefer to rely on the knowledge and
expertise provided by outside profession
al firms.

While Clark Consulting does not pro

Continued on Page 14
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reporting data and other information the long term—assurance for the security
you need to meet ongoing due- of your institution and your commun-
13 diligence requirements. ity.

Clark Consulting is endorsed by To learn more about nonqualified
vide tax, legal or accounting advice, its 30 banking trade ganizations including benefit programs for your fifers,
network of professional stafincludes the American BankersAssociations  contact Kirk Anderson at (248) 380-
over 250 accountants, attorneys, actuar Corporation forAmerican Banking and, 3475 or visit: wwweclarkconsulting.com.
ies, benefits specialists, regulatory taxspecifically the Michigan Bankers
experts and ganizational specialists to AssociationWe can provide you with the Kirk Andersoris a registered represen
provide your bank with comprehensive tools and strategies to attract, retain,tative of, and securities products
program implementation and ongoing motivate, and reward the top-performing and services are fefred through,
administrative servicesYou'll receive  officers at your institution. And with  Clark Securities, Inc.PBA CCFS, Inc.
thorough reporting, permanent record increased pressure on earnings, oulin Texas. 633 West Fifth Sreet,
keeping, online access to information network of professionals can provide 52nd Floor Los Angeles, California
24/7, tax and regulatory updates, proxysound financial solutions and expert 90071-2086. Ph: 213-438-6300. Member
disclosure assistance, timely FICA administrative support services for NASD & siPC

Benefit Planning

Continued from Page

“We’'ve been working with Clark Consulting for over “Clark Consulting has been very helpful in develop|ng
ten yearsWe set up a split-dollar program that provides a compensation and executive benefit prograime

benefits to both the bank artle executives beneficia advice was given only after hearing about our goals|and
ries. In addition, we have recently established a supple

mental executive retirement plan for our key execu objectives relative toacompgnsatlon, beheflt and BPLI
tives. This plan has a vesting schedule that encourdges program. Clark was responsive, professional and-gom
executives to stay with the bank for the long term. plete in its service to our ganization.”

These programs are financed with BOLI and that g|ves
us a competitive edge when competing for pegple
against bigger banks that have more resources.|I've
referred several other banks to Clark Consulting pnd
they've had a good experience, t00.”

William Jensen Rick Dyer
President President & CEO
Northern Michigan Bank &rust . First National Bank ofhree Rivers

Escanaba, Michigan Three Rivers, Michigar

Clark Consulting Industry Expert s Serving Michigan

Sanding fom top left Karen Iblings, KirkAnderson, Kevin Magarit, Christopher Chilstrom, Sue Miller
Seated fom left Michelle Fontaine, JéPrescher
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