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Compensation Programs that Increase Shareholder Value


CFG compensation programs and retirement plans are innovative solutions to bank executive, director and employee compensation challenges.  CFG plans are designed to: 

· provide an attractive benefit to the executive or director, 

· contribute to the bank's bottom line through innovative financing, and 

· accommodate the compliance and regulatory issues unique to banks. 

CFG executive and director compensation plans most frequently incorporate high-quality life insurance products as financing mechanisms. These policies are custom-designed for use in such bank compensation plans. They capitalize on the preferred risk status of bank executives and the tax-deferred treatment of life insurance as an earning asset. As such, they: 

· provide higher than normal returns, 

· provide for a more attractive compensation plan, and 

· increase shareholder value. 

How It Works for the Bank

CFG designs benefit plans to attract, motivate and retain executives and compensate directors fairly for their increasing levels of liability and responsibility, while reducing, often eliminating, any negative impact on the bank's bottom line. 

All benefit planners endorse standard salary continuation and deferred compensation plans, but only CFG has the expertise to take this concept a step further--with programs indexed to a specialized tax-free life insurance policy, and death benefits which can be split between the bank and the executive. 

With CFG's specialized plans, the benefit may be indexed to policy earnings. The bank keeps the interest that would have been earned on an alternative investment, and accrues any earnings over that amount to a liability reserve account for the benefit of the executive at retirement. The bank recovers all plan costs through a tax-free death benefit, and the executive's beneficiary receives the remaining reserves as a tax-free death benefit. 

Other types of CFG plan designs: 

· Supplemental Executive and Director Retirement Plans (SERP) 

· Executive and Director Deferred Compensation Plans 

· Group Term Carve Out Life Insurance Plans 

· Employee Severance Plans 

· Key Executive Life Insurance Plans 

· Employee Stock Option Incentive Plans 

· Phantom Stock Deferred Compensation Plans 

How It Works For the Executive

Qualified retirement benefit plans like 401 (k)s and pension plans are restricted by IRS rules and limitations. Specifically, they come with caps on annual contributions and withdrawals. Considering those limitations, executives are looking to non-qualified plans to provide supplemental benefits. 

CFG custom-designed, specialized benefit plans provide a vehicle for exceeding tax-qualified plan benefits. A retirement program can even include a tax-free death benefit for the executive's beneficiary. 

CFG plans for executives include: 

· Supplemental Executive Retirement Plans -- Replaces qualified plan benefits lost due to federal laws that limit the benefits of high performing executives. 

· Defined Contributions Plans -- Benefit is indexed to policy earnings with the bank keeping the interest that would have been earned on an alternative investment, accruing any earnings over that amount to a liability reserve account for the benefit of the executive at retirement. 

· Executive Deferred Compensation Plans -- Allows plan participants to save pre-tax dollars in excess of the limits allowed in qualified plans, and provides participants outstanding investment returns and family income security. 

· Group Term Carve Out Life Insurance Plans -- Replaces group term life insurance programs with preferred benefits at lower costs to both executive participants and the bank. 

· Employee Severance Plans -- Pays departing or terminated employees up to a maximum of 200 percent of their salaries. Can be paid out over a maximum of two years. 

· Key Executive Life Insurance Plans -- Defrays the losses to the financial institution from the unexpected death of a key performer. 

· Phantom Stock Deferred Compensation Plans -- Benefit amounts increase with the financial institution's success and with increases in the value of the financial institution's shares. 

How It Works for Director

Liabilities and responsibility to shareholders have increased for directors, and they are under more scrutiny from regulators. As such, banks are re-examining director compensation. CFG has developed means to offer directors higher compensation without affecting the bank's bottom line and provide a vehicle to shelter fee income in tax deferred accounts. How does it work? 

CFG structures a customized program which includes the purchase of specially designed permanent life insurance. The bank carries the cash value of the policy as an asset, recording monthly cash value increases over premiums paid as tax-free income. The director retains his or her current fees, earns tax-deferred retirement benefits and provides a tax-free death benefit to a beneficiary. 

CFG plans for bank directors include: 

· Supplemental Director Retirement Plans -- Increases fee compensation through a retirement program that rewards directors for leadership and service. 

· Phantom Stock Deferred Compensation Plans -- Benefit amounts increase with the financial institution's success and with increases in the value of the financial institution's shares. 

· Fee Deferred Compensation Plans -- Allows directors to shelter current fee income in tax deferred accounts. 

· Defined Contribution Plans -- Benefit is indexed to policy earnings with the bank keeping the interest that would have been earned on an alternative investment, accruing any earnings over that amount to a liability reserve account for the benefit of the director at retirement

Regulatory Compliance

The consequences can be disastrous for banks that purchase bank owned life insurance (BOLI) without fully understanding the transactions and associated risks. CFG's knowledge and expertise with the regulations surrounding these programs and plans, as well as with generally accepted accounting principles, the mechanics of benefit programs and life insurance plans is critical to the successful implementation and operation of BOLI plans. Over the years, key regulations have guided banks in their purchase and use of BOLI: 

· OCC Banking Circular 249 -- The 1991 directive from the Office of the Comptroller of the Currency restricted the bank's purchase of life insurance to four purposes: 1) insuring the lives of key employees, 2) insuring major borrowers, 3) financing employee compensation and benefit plans, and 4) as security for loans. 

· FDIC Supervisory Considerations -- In 1993 the FDIC issued a directive that financial institutions provide substantial proof that employee compensation and benefits plans are not only effective, but clearly understood. The directive simply restricts the bank from doing anything which adversely affects its safety and soundness. 

· OCC Bulletin 96-51 -- In 1996 the OCC issued an update to its BC 249 which gives the bank more flexibility in its use of BOLI. It expands "permissible uses" to those that are "convenient or useful in connection with the conduct of the bank's business." 

How does CFG's expertise in these matters work to the benefit of the bank? With CFG's guidance, hundreds of banks have provided increased compensation benefits to executives and directors through custom programs financed by specially designed life insurance policies. State and federal regulators recognize CFG's expertise, calling on them when reviewing plans and sharing information on ongoing regulation application. 
