
www.vorys.com | Vorys, Sater, Seymour and Pease LLP © 2011

Vorys, Sater, Seymour and Pease llp | Client Alert

February 15, 2011 | Page 1 

Client Alert

On February 7, 2011, federal regulators of financial institutions jointly issued proposed 
rulemaking (“Joint Proposed Rules”) on Incentive-Based Compensation Arrangements 
under Section 956 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.  
The Joint Proposed Rules generally apply to financial institutions with $1 billion or more 
in assets (“covered financial institutions”) that maintain incentive-based compensation 
arrangements for certain executive officers, employees, directors and principal 
shareholders (“covered persons”). 

New Requirements

The Joint Proposed Rules:
Prohibit Payment of Excessive Compensation:•	  Covered financial institutions will 
be prohibited from maintaining incentive-based compensation arrangements that 
encourage covered persons to expose the institution to inappropriate risk by providing 
the covered person with “excessive” compensation;

Prohibit Excessive Risk-Taking Incentives:•	  Covered financial institutions will 
be prohibited from establishing or maintaining incentive-based compensation 
arrangements for covered persons that encourage inappropriate risks that could lead to 
a material financial loss;

Require Adoption of Appropriate Compensation Policies and Procedures:•	  Covered 
financial institutions will be required to maintain policies and procedures appropriate 
to their size, complexity and use of incentive-based compensation to help ensure 
compliance with the Joint Proposed Rules; and

Require Enhanced Regulatory Disclosure:•	  Covered financial institutions will be 
required to provide enhanced disclosure to regulators regarding their incentive-based 
compensation arrangements for covered persons within 90 days following the end of 
the fiscal year.  

 
Observations

The Joint Proposed Rules supplement all other compensation-related guidance •	
applicable to a covered financial institution, including the Interagency Guidance on 
Sound Incentive Compensation Policies finalized in June, 2010.

Covered financial institutions should be prepared to justify why their incentive-•	
based compensation arrangements do not provide covered persons with excessive 
compensation or create excessive risk-taking incentives.

Covered financial institutions should be prepared to develop written policies and •	
procedures describing the process for establishing, implementing, modifying and 
monitoring incentive-based compensation arrangements.   These procedures should 
involve the active involvement of the board of directors (or a committee) and 
appropriate risk-personnel.
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Covered financial institutions with assets of $50 billion or more will be required to defer •	
at least 50 percent of the incentive-based compensation paid to executive officers for 
a period of at least three years. The amount deferred must be adjusted to reflect actual 
losses realized and performance measure that become known during the deferral 
period. 

All financial institutions, including those with $1 billion or less in assets, should be •	
prepared for aspects of the Joint Proposed Rules to become “best practices” and be 
made applicable to them through regulators’ periodic examinations and other reviews.

This client alert is for general information purposes and should not be regarded as legal advice.

IRS CIRCULAR 230 DISCLOSURE:  In order to ensure compliance with requirements imposed 
by the U.S. Internal Revenue Service, we inform you that any federal tax advice contained in this 
communication (including any attachments) is not intended or written to be used, and it cannot 
be used, by any taxpayer for the purpose of (i) avoiding penalties that may be imposed under the 
U.S. Internal Revenue Code or (ii) promoting, marketing, or recommending to another person, any 
transaction or other matter addressed herein.


