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D. Hilton Associates, Inc. grants your credit union unlimited in-house use of the data included in
this report provided that the credit union agrees not to share any portion of this report with outside
parties (e.g. credit union vendors, local businesses, D. Hilton competitors, etc.) without the
express written consent of D. Hilton Associates, Inc.
D. Hilton Associates, Inc. warrants and represents that this study was properly performed, and
all available information is properly reported. However, all other expressed warranties of
merchantability and fitness of use of this report are specifically excluded. Opinions offered
constitute our judgement and are subject to change without notice.
The materials have been prepared for informational purposes only, and are not intended to
provide, and should not be relied on for accounting, legal, investment or tax advice. The views
expressed are subject to change at any time.
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What is the function of a SERP?
A Supplemental Executive Retirement Plan (SERP), such as a 457(f), is by far a credit union’s best executive retention and
retirement tool. Many Boards consider their 401(k) and Social Security programs to be sufficient retention and retirement
plans. They are certainly helpful benefits, but they are rarely adequate. In fact, as an executive earns more compensation,
a 401(k) becomes less helpful.
The increasing prevalence of 457(f) plans among credit unions of all sizes is due in large part to IRS (IRC 415) contribution
limitations placed on highly compensated employees. This rule limits the amount of total compensation (base pay + variable
pay) that can be applied towards the employer’s discretionary contributions to a qualified plan (i.e., 401(k), 403(b), etc.).
The result is that senior executives rarely have the opportunity to participate at the maximum level needed to fund their
retirement and this causes a disparity between the executive’s projected retirement savings and projected retirement needs.
D. Hilton’s compensation database has established that a majority of CEOs at credit unions with assets above $100 million
are already above the 415 limits, meaning their total compensation exceeds the compensation threshold of $275,000 for
2018. Because the cost of living index triggered a legally required adjustment, the contribution limit increased from $270,000
to $275,000 in 2018.
Included is an example of how these contribution limits work against a fictional President/CEO who is 45 years of age and
employed at a mid-sized credit union. We assumed an annual salary adjustment of 5%, a 5% employer matching 401(k)
contribution, employment through age 65, and the Social Security web site’s projected annual 415 limit COLA (Cost of Living
Adjustments) starting in year 2019 of 2.8%. In this example, the CEO’s 2018 total compensation was $400,000. Assuming
the 5% employer match, if there were no 415 limits, the executive would have received an employer 401(k) contribution of
$20,000. However, because of the 415 limitation, the executive actually received a capped $13,750 ($275,000 x 5%). This
resulted in the 401(k) match provided by the employer being just 3.44% relative to the intended 5% match provided for other
employees. Thus, as the executive earns more compensation, the relative percentage of the 401(k) plan keeps diminishing.
While the $6,250 deficit for 2018 may seem small, over the course of this CEO’s remaining 20 year career there is an
accumulated shortfall of $328,455. This forfeiture grows substantially larger when considering the lost revenue from tax
deferral and investment earnings. That is where a 457(f) comes into play. Not only does it make up for the lost percentage
of the 401(k), but it also can be an effective benefit for both the credit union and the executive.
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Sample 401(k) 415 Limit Impact Illustration
Reflecting Assumed Future Increases in 415 Limits

Year
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038

Projected 401(k)
Percentage of Total
Projected 401(k)
With 415 Limits
Comp With 415
Without 415 Limits
(5% of Projected
Limits
(5% of Total Comp)
415 Limit)
$400,000
$13,750
3.44%
$20,000
$420,000
$14,135
3.37%
$21,000
$441,000
$14,531
3.29%
$22,050
$463,050
$14,938
3.23%
$23,153
$486,203
$15,356
3.16%
$24,310
$510,513
$15,786
3.09%
$25,526
$536,038
$16,228
3.03%
$26,802
$562,840
$16,682
2.96%
$28,142
$590,982
$17,149
2.90%
$29,549
$620,531
$17,630
2.84%
$31,027
$651,558
$18,123
2.78%
$32,578
$684,136
$18,631
2.72%
$34,207
$718,343
$19,152
2.67%
$35,917
$754,260
$19,689
2.61%
$37,713
$791,973
$20,240
2.56%
$39,599
$831,571
$20,807
2.50%
$41,579
$873,150
$21,389
2.45%
$43,657
$916,807
$21,988
2.40%
$45,840
$962,648
$22,604
2.35%
$48,132
$1,010,780
$23,237
2.30%
$50,539
$1,061,319
$23,887
2.25%
$53,066
Projected total forfeited due to 415 limits from 2018-2038

Projected
Total Comp
(Base + Bonus)
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Projected
Difference With and
Without Limits
$6,250
$6,865
$7,519
$8,215
$8,954
$9,740
$10,574
$11,460
$12,400
$13,397
$14,455
$15,576
$16,765
$18,024
$19,359
$20,772
$22,268
$23,852
$25,529
$27,302
$29,179
$328,455
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D. Hilton has been conducting a review of retention and retirement trends since 2003 through our SERP Survey because
we feel we have a responsibility to provide executive compensation decision makers with sound information in order to
respond to marketplace changes. In today’s environment, documenting executive compensation reasonableness has
moved to the forefront, and D. Hilton’s research initiatives are designed to give credit union Boards the assurance that they
are making solid decisions, which ultimately lead to peace of mind.
In addition to regulatory challenges that credit unions must stay up to date on, the recent tax reform has the potential to
affect how organizations are able to reward employees through retention plans, such as 457(f) plans. D. Hilton is committed
to researching any changes that may affect our clients and the industry and is continually following these updates.
Once again, participation in our biennial SERP Survey was significant, reporting the highest response rate to date of 56%.
D. Hilton wishes to thank everyone who took the time to participate in the study. We hope you will find the following
information useful to your credit union, and we encourage you to contact us if you would like more information about
compensation trends in the credit union industry.

Important Findings in the 2017/2018 SERP Survey
The prevalence of non-qualified deferred compensation plans is unlikely to decrease in the coming years, as these
compensation plans continue to play a vital role in retaining quality talent and rewarding executives for high performance.
While 56% of respondents across all asset categories report a non-qualified deferred compensation plan in place for their
CEO, larger credit unions are much more likely to offer such a plan. The results indicate that among credit unions in the $1
billion plus asset group, 82% report having a non-qualified deferred compensation plan for their CEO, compared to
77% in 2015. While the type of non-qualified deferred compensation plan varies across credit unions, 457(f) SERP plans
continued to be the most popular retention and retirement vehicle.
Plan type varies by asset size and D. Hilton findings indicate that smaller credit unions (less than $400 million in assets) are
more likely to utilize collateral assignment and endorsement split dollar plans than their larger counterparts. This is likely
because compensation for CEOs at larger credit unions is typically greater and underwriting limits prevent this kind of plan
from being a competitive retirement vehicle for higher compensated executives. In addition, 457(f) SERP plans allow for the
replacement ratio to be based on total compensation (base pay and variable pay), ensuring the plan accounts for the full
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compensation of the executive, rather than only base pay. The strength of the retention incentive is stronger with 457(f)
plans, resulting in a vehicle that rewards executives for high performance and length of service to the credit union.
About 15% of plans began when the CEO was hired, demonstrating the importance of implementing these plans early, in
order to onboard exemplary talent, as well as retain executive talent. Among credit unions with more than $1 billion in
assets, 21% of plans were established at hire and another 22% were established within the first 12 months. These
retention strategies continue to become more and more important as retirements at the executive level loom on the horizon.
More than one in four credit union CEOs expect to retire in less than five years. 86% of survey respondents report
their non-qualified deferred compensation plan was offered as a retention incentive.
CEOs are not the only executives where the implementation of non-qualified deferred compensation plans act as a retention
vehicle. More credit unions than ever before are putting plans in place for their C-suite and top executives. More than half
of credit unions with assets over $600 million offer non-qualified deferred compensation plans to their non-CEO
executives, compared to less than 20% at credit unions with assets under $200 million. Finance, Information
Technology, and Operations executives were most likely to report having a non-qualified deferred compensation plan.
Prevalence of plans among lending executives also increased by almost 5% since 2015. Based on trends seen in D. Hilton’s
executive recruiting practice, we expect plans to continue to increase among lending executives as a retention tool due to
the critical nature of the position and difficulty in finding talent. Overall, 14% of top lending executives report having a
non-qualified deferred compensation plan in place, however, among credit unions with more than $1 billion in
assets that number jumps significantly to 29%.
As credit unions embrace more competitive pay-for-performance compensation philosophies and the market for executive
talent becomes more challenging every year, the use of non-qualified deferred compensation plans becomes undeniably
significant to the success of a credit union. Putting in a place a retirement vehicle such as a 457(f) SERP plan for top
executives ensures that a credit union has experienced management in place for years to drive future growth of their
organization.
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Survey Methodology
The 2017/2018 SERP Survey was mailed to the 1,528 credit unions with $100 million or more in total assets. A total of 854
credit unions responded to the survey for a response rate of 56%, compared to 51% in 2015 and 47% in 2013. The strong
sample size provides results with a 95% confidence level +/- 2.23%.
Response rates varied by asset size. The response rate among the majority of asset groups was above 50%, with the
exception of credit unions with assets between $100M-$199.9M, which reported a response rate of 44%.

Responses by Asset Size
$100M – $199.9M $200M – $399.9M $400M – $599.9M $600M – $999.9M

$1B+

249

227

101

101

176

44%

57%

57%

60%

64%

The percentages in the above table represent response rate as a percentage of the entire asset group.
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In 2017, almost 56% of credit unions with assets over one hundred million reported that the CEO has a non-qualified
deferred compensation plan in place today, compared to 51% in 2015 and only 22% back in 2003. While the prevalence of
non-qualified plans continues to increase each year, these plans are more likely among larger credit unions, with over 80%
of credit unions with assets over one billion reporting the CEO has a deferred compensation plan. For those CEOs
who do not currently have a plan, 74% expect one to be implemented in two years or less.

Does your credit union currently offer you (the CEO) any non-qualified deferred
compensation plans?

55.5%

51.0%

40.5%

42.2%

43.4%

46.6%

70%

43.5%

41.8%

80%

27.6%

90%

22.4%

100%

60%

53.4%

56.6%

57.7%

59.5%

2006

2007

2009

2011

2013

44.5%

56.5%

2005

20%

49.0%

58.2%

30%

72.3%

40%

77.6%

50%

2015

2017

10%
0%
2003

2004

No

Yes
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Larger credit unions are more likely to offer non-qualified deferred compensation plans to their executives. In 2017, over
80% of credit unions with $1 billion or more in assets reported offering these plans to their CEO, compared to only 35% of
credit unions in the $100 million to $199.9 million asset group. This was also the only asset group that saw a decrease in
prevalence of these plans in 2017, while the other asset groups reported slight increases compared to 2015. Given the
challenges in finding talented executives, one would think that more credit unions in the $100 million to $199.9 million asset
group would utilize a non-qualified deferred compensation plan. D. Hilton speculates one cause for the stagnation in
implementation is possibly due to the financial health of many credit unions in this asset group, hindering the ability to afford
these retention strategies.

Non-Qualified Deferred Compensation Plans for CEOs by Assets
90.0%

82.0%
77.4%

80.0%
65.1% 67.3%

70.0%
56.1%

60.0%

59.2%

50.7%
50.0%
40.0%

45.3%
36.0% 34.8%

30.0%
20.0%
10.0%
0.0%

$100M-$199.9M

$200M-$399.9M

$400M-$599.9M
2015

$600M-$999.9M

$1B+

2017
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Plan Type
More than half (56%) of CEOs with a non-qualified deferred compensation plan report having a 457(f) SERP plan, while
almost 19% have a collateral assignment split dollar plan and 17% have a plan that falls under “other”, such as a 457(b).
The 457(f) plan continues to be the most popular plan among credit union CEOs this year, as it offers a strong retirement
benefit for an executive, while at the same time being a fiscally responsible and defensible option for the credit union. Credit
unions are moving away from 457(b) and pension plans in favor of 457(f) plans because they provide the credit union more
flexibility in plan design and therefore strengthen executive retention. Only 8% of credit unions report having an endorsement
split dollar plan in place and D. Hilton speculates the use of endorsement split dollar plans will continue to stagnate in favor
of 457(f) designs.

Types of Non-Qualified Deferred Compensation Plans
60.0%

55.1%

56.1%

50.0%
40.0%
30.0%

25.2%

18.8%

20.0%

17.2%

13.0%
6.6%

10.0%

7.9%

0.0%
457(f) SERP Plan

Endorsement Split Dollar Plan Collateral Assignment Split Other Plan (e.g. 457(b), etc.)
(Credit Union Owns)
Dollar Plan (Executive Owns)
2015

2017
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Non-Qualified Plan Types by Assets
457(f) plans dominate plan types across all asset groups and there was a notable increase among credit unions with over
$600 million in assets, while reliance on other types of non-qualified plans decreased. Among credit unions in the $1 billion
plus asset group, prevalence of 457(f) plans increased by 8% from 2015, while “other” plans, which include 457(b) plans,
decreased from 30% to 20%.

0.0%
$100M-$199.9M

$200M-$399.9M

$400M-$599.9M

457(f) SERP Plan
Collateral Assignment Split Dollar Plan (Executive Owns)

$600M-$999.9M

$1B+

Endorsement Split Dollar Plan (Credit Union Owns)
Other Plan (e.g. 457(b), etc.)
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19.7%

11.1%

6.0%

18.9%
5.7%

17.0%

58.5%
19.3%

52.6%

15.8%

12.1%

24.2%

8.5%

10.0%

9.1%

30.0%
20.0%

28.0%

40.0%

12.3%

50.0%

17.1%

46.3%

60.0%

54.5%

70.0%

63.2%

Plan Type by Assets

One noticeable trend is the prevalence of collateral assignment split dollar plans among credit unions with less than $400
million in assets. While 457(f) plans are still the predominant plan used, one sees roughly one in four credit unions between
$100 million and $399.9 million in assets using a collateral assignment split dollar plan. There are several reasons why
smaller credit unions are more likely to utilize a vehicle like a collateral assignment split dollar plan than credit unions in the
larger asset categories.
It should be no surprise that a CEO at a $200 million asset credit union is likely to make substantially less in total
compensation (base and variable compensation) than a CEO at a $1 billion plus asset credit union. Total compensation has
a large impact on the ability to consider collateral assignment split dollar plans. This is because insurance companies apply
underwriting limits when determining the amount of insurance any single executive can receive. For example, a conservative
insurance carrier may be willing to write a policy on an executive that is 10 to 20 times the executive’s annual income. This
assumes the executive is in good health. Because insurance underwriting limits the amount of insurance carried under one
executive, in many cases it makes collateral assignment split dollar plans a less competitive vehicle for executives at larger
credit unions with higher compensation.
Consider this example of a $200 million asset credit union and a $1 billion asset credit union. On average, it would be
reasonable to assume a CEO at a $200 million asset credit union has total compensation of $200,000, while it is also
reasonable to assume that a CEO at a $1 billion asset credit union CEO has total compensation of $600,000. Let’s assume
that the insurance carrier has a conservative underwriting philosophy and sets the maximum insurance offered at 15 times
the executive’s annual income. The underwriting calculation is based on salary today, not where it is likely to be in for
example 10 years, therefore, the maximum amount of insurance offered for the CEO at the $200 million asset credit union
will be $3,000,000 versus $9,000,000 for the CEO at the $1 billion asset credit union.
Because a peer competitive retention benefit typically calls for a benefit based on 70% of the last five years’ average final
total compensation, larger credit unions quickly discover that the $9,000,000 underwriting limit is not enough to fulfill the
benefit promised. For simplicity purposes, let’s assume that both executives will retire in 10 years and that both credit unions
will increase the CEO’s total compensation by 5% each year. This would mean in 10 years the $200 million asset credit
union CEO would have a total compensation in 2027 of $310,266 ($110,266 difference). The $1 billion asset credit union
CEO would have a total compensation in 2027 of $930,797 ($330,797 difference). Keep in mind that the benefit to the
executive is typically 70% of final total compensation multiplied by the life expectancy, typically 20 years for the average
executive. Because the underwriting limits must recoup premiums and accumulate cash values, collateral assignment split
dollar plans can have difficulty fulfilling the full obligations.
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Qualified Deferred Compensation Plans
Among qualified deferred compensation plans, 401(k) plans are the most likely to be in place for CEOs. Slightly less than
12% of CEOs have defined benefit/pension plans and another 11% have profit sharing. Pension plans continue to decrease
in popularity as they become more costly for credit unions to keep in place.

Types of Qualified Deferred Compensation Plans
80.0%
70.0%

67.6%

60.0%

50.0%
40.0%
30.0%
20.0%
11.7%

10.5%

10.0%

3.6%

4.8%

Money Purchase
Plan

Other Plan

1.8%

0.0%
401(k)

Defined
Benefit/Pension
Plan

Profit sharing
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Plan Establishment
About 15% of plans began when the CEO was hired, while 12% were implemented within 12 months of the CEO’s tenure.
Compared to 2015, there was a slightly greater instance of plans being implemented in the first one to five years, and less
frequency of plans being implemented after six or more years. Plan implementation is also more likely to occur upon
promotion at 2.7%, in comparison to past years. Implementing a non-qualified deferred compensation plan is considered
an effective retention tool, and Boards are recognizing that early implementation contributes to stronger employee
satisfaction and commitment.

At what point in your tenure did your plan begin?
50.0%
43.0%

45.0%

38.0%

40.0%
35.0%
30.0%
25.0%
20.0%

21.4%
18.1%

15.9% 15.2%

13.7%

15.0%

11.5%

9.4%

10.0%

11.2%

2.7%

5.0%

0.0%

0.0%
At hire

Upon promotion

Within 12 months
2015

1-3 years

4-5 years

6+ years

2017
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The chart below illustrates that among those CEOs who were hired or promoted in 2012 or later, a non-qualified deferred
compensation plan was put into place less than two years after becoming CEO. Given the competitiveness for executive
talent, it is no surprise that more plans are being designed at start. Based on D. Hilton’s recruiting experience, a large
majority of potential CEO candidates require a commitment for a 457(f) plan as part of their acceptance of a new position.
Depending on the size of the credit union and the candidate’s current compensation, many credit unions find that specific
target commitments must also be in place to attract talent. This is especially true of $1 billion plus asset credit unions, where
21% of executives indicate their plan was established at hire, followed by another 22% who indicate their plan was
established within the first 12 months.

Year CEO Hired/Promoted

Years of Tenure Before
NQDC Plan Implemented

2012

1.3

2013

1.3

2014

1.5

2015

0.3

2016

0.3
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Mean CEO Age
The average age of CEOs at credit unions with $100 million plus in assets has remained unchanged at 56 years of age.
While many executives put off retirement in recent years resulting in higher average CEO ages, these long-time executives
are now beginning to retire and succession planning has become even more crucial for credit unions of all sizes. When
examining CEO age by assets, one discovers that the average age of CEOs at credit unions with greater than $600 million
in assets is 58 years of age. D. Hilton speculates that the differences seen in larger credit unions might be due to the
sophistication of the credit union’s lines of business, warranting an executive with slightly more experience.

Mean CEO Age
57
56

56

2015

2017

55

55
54

54
53

56

53

53

2005

2007

54

52
51
50
2009

2011
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Mean CEO Age by Asset Group
59
58

58

58

$600M-$999.9M

$1B+

57
56

56
55

55

55

54
53
52
51
50
$100M-$199.9M

$200M-$399.9M

$400M-$599.9M
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Experience as a CEO
Given the large amount of turnover the industry has experienced for the CEO position, it should come as no surprise that
more than one in four credit union CEOs have less than five years’ experience in their key leadership role. Because
of the unique nature of this position, ongoing leadership training and skill set enhancement is a vital investment for credit
unions.

CEO Experience
$100M – $199.9M $200M – $399.9M $400M – $599.9M $600M – $999.9M

$1B+

Less than 5
years

31.8%

27.4%

20.3%

14.9%

24.2%

5-9 years

20.9%

23.6%

35.6%

29.8%

33.0%

10-14 years

14.7%

17.9%

10.2%

21.3%

8.8%

15-19 years

11.6%

14.2%

18.6%

8.5%

11.0%

20+ years

20.9%

17.0%

15.3%

25.5%

23.1%
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Internal vs. External Hire
When asked how many CEOs were promoted into their CEO position today, 57% indicate that they were an internal hire,
meaning 43% of all CEOs come from organizations outside the credit union. Among smaller credit unions with less than
$200 million in assets, the rate of internal hires is particularly low. This is possibly because of limited staffing and resources
at smaller organizations.
Internal CEO promotions are also less common at very large credit unions just as they are at smaller credit unions. As
succession planning is a fairly new concept for most credit unions, it is plausible that external hires at larger credit unions
were simply necessary at that time. A second theory could be that larger credit unions rely on more tenured senior staff
because of the complexity of the lines of business. As a result, many of the executives are nearing the conclusion of their
career. They may also have careers concentrated in specific lines of business and in the Board’s eyes lack the broad
experience needed for the CEO position. As the wave of Baby Boomers further move into retirement years, D. Hilton
believes that external hires will continue to be necessary for many credit unions that are unprepared for this enormous
demographic shift.

Internal CEO Hire
$100M – $199.9M $200M – $399.9M $400M – $599.9M $600M – $999.9M
52.0%

61.2%

58.9%
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Years Until Retirement
CEO retirements will continue to challenge the credit union industry. Across all credit unions, one can expect 26% of current
CEOs to retire in less than five years. This number jumps to 35% among $600 million to $999.9 million credit unions and
33% among credit unions $1 billion or more in assets. The need for strong succession planning is imperative for the
continuity of the credit union’s business.

Years Until Retirement
35.0%

32.3%

30.0%
25.0%
22.0%
19.7%

20.0%
15.0%
11.7%
10.0%

10.0%
5.0%

4.3%

0.0%
Less than 1 year

1 - 2 years

3 - 4 years

5 - 7 years
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More than 10
years
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Reason for Offering
Retention was expressed as the largest driver for offering a non-qualified deferred compensation plan, as 86% of
respondents indicate the credit union offered a plan to act as a retention incentive. In examining the responses by plan type,
it is surprising to see that 90% of respondents with a collateral assignment split dollar plan design indicate retention as the
main driver for offering the plan.
Because collateral assignment split dollar is owned by the executive, the credit union has less control over the retention
aspects of the plan. In the case where an executive decides to change credit unions, the executive can simply borrow the
funds from the future employer and pay the loan provided by the current employer. The executive could also walk away
from the plan without consequence, leaving the credit union with the insurance policy. Because the executive can simply
take the plan with them without consequence or walk away from the plan, there can be less retention benefit for collateral
assignment split dollar plans.
Collateral assignment split dollar plans also typically have a single vesting milestone at retirement that challenge the
retentiveness for younger executives. D. Hilton finds that executives are more than willingly to walk away from the plan if
something comparable is provided since the vesting is typically far off at retirement age. Because 457(f) plans are owned
by the credit union and designed with multiple vesting milestones, D. Hilton finds that their retention capabilities often exceed
other non-qualified deferred compensation plan options.
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What was the reason for offering you (the CEO) a non-qualified
deferred compensation plan?
100.0%
90.0%

85.8%

80.0%
70.0%
60.0%

56.2%

50.0%
42.0%

40.0%
27.1%

30.0%

18.6%

20.0%
10.0%

5.7%

0.0%

Retention incentive Higher retirement
Restoration of
benefits
qualified retirement
plan shortfall

Succession
planning
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Recruitment tool

Other
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Defined contribution designs continue to decrease in popularity in favor of defined benefit designs. Almost 43% of plans
utilize a defined benefit design, compared to 39% which are defined contribution. About 13% are combination plans. Of
those 55% of credit unions who guarantee some form of a minimum benefit either through a defined benefit design or
a combination design, about 35% of plans guarantee a minimum benefit as a fixed dollar amount, while 62% guarantee a
minimum benefit based on a percentage of total compensation. The median minimum benefit is 66% of compensation
among those credit unions that guarantee a benefit based on total compensation, compared to 60% of compensation for
those that guarantee a percentage of base compensation. Credit unions have increasingly adopted a minimum benefit target
based on a percentage of total compensation (base and variable compensation) to align with a true pay for performance
culture. Fixed dollar amount targets fail to account for changes in the marketplace or the growth and success of the credit
union.

Plan Design

Combination
12.7%

Unsure
5.3%
Defined Contribution
Plan
39.4%

Defined Benefit Plan
42.6%
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Plan Type
2017

5.3%

12.7%

2015 3.0%

2013

42.6%

14.6%

41.2%

14.7%

2011

10.7%

2007

10.0%

45.8%

39.7%

47.9%

36.5%

52.9%

29.5%

2005 4.0%
0%

41.2%

39.5%

12.4%

2009

39.4%

60.5%

33.9%
10%

20%
Unsure

61.9%
30%
Combination

40%

50%

Defined Benefit Plan
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60%

70%

80%

90%

100%

Defined Contribution Plan
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Income Replacement Ratio
Non-qualified deferred compensation plans are discriminatory, meaning they may be customized to the individual executive.
D. Hilton finds that the strongest plans are those that look to replace a percentage of the executive’s final average
compensation. Over the past few years, that replacement ratio has continued to increase along with the marketplace.
In 2017, 55% of all plans use a replacement ratio while 45% utilize some other method (e.g., flat dollar amounts).
Replacement ratios become even more prominent when looking at plans by asset category, as 70% of $1 billion plus
credit unions utilize a replacement ratio. D. Hilton favors replacement ratio designs because they coincide with a payfor-performance compensation philosophy that is easily justifiable to all the credit union’s stakeholders (i.e., employees,
members, media, etc.). As the executive outperforms, the Board uses compensation increases as recognition for that
performance. As those compensation increases occur, the executive’s deferred compensation plan also benefits. This
methodology embraces the trend of pay-for-performance.
When examining those plans using a target replacement ratio, results indicate that 58% of all plans use a replacement ratio
measuring base compensation, while 42% of all plans use a replacement ratio measuring total compensation (base +
variable compensation). However, the type of plan utilized weighs heavily on the measurement target for the
replacement ratio. When looking at 457(f) plans across all credit unions, one finds that 48% of those plans utilize a
replacement ratio based on total compensation (base + variable compensation). That number is even higher when examined
by asset size. Among credit unions with more than a billion in assets, 62% use a replacement ratio based on total
compensation.
Just as plan design has evolved from defined contribution to primarily defined benefit, the replacement ratio compensation
benchmark also has shifted from base compensation to total compensation. There are several reasons for this trend towards
a focus on total compensation.
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One reason is due to IRS (IRC 415) contribution limitations for highly compensated employees. Senior executives rarely
have the opportunity to participate at the maximum level needed to fund their retirements. This causes a disparity between
the executive’s projected retirement savings and projected retirement needs.
A second reason is because of a credit union’s greater reliance on variable compensation and a pay-for-performance
system. Because of the heavy emphasis on pay-for-performance, credit unions find that total compensation replacement
ratios are necessary to adequately retain high-performing executives. D. Hilton expects the emphasis on total compensation
to continue.
$100M –
$199.9M

$200M –
$399.9M

$400M –
$599.9M

$600M –
$999.9M

$1B+

Base
Compensation

80.6%

76.5%

51.5%

62.5%

37.8%

Total
Compensation

19.4%

23.5%

48.5%

37.5%

62.2%

When looking at both endorsement and collateral assignment split dollar plans, data reveals that a large majority utilize a
replacement ratio tied to base compensation only. This is likely due to the use of insurance as the funding vehicle for split
dollar plans, as insurance underwriting limits the amount of insurance carried on one executive.

457(f) Plans

Endorsement Split
Dollar Plans

Collateral
Assignment Split
Dollar Plans

Base Compensation

51.9%

94.7%

90.2%

Total Compensation

48.1%

5.3%

9.8%
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The use of base compensation only for the replacement ratio among split dollar plans has severely negative implications
for both the executive and the credit union. First, high performing credit unions across the nation are increasingly adopting
aggressive pay for performance systems for rewarding talented CEOs. D. Hilton finds that highly talented executives
embrace this philosophy, as they are comfortable putting more skin in the game for a greater award. High performing Boards
will, in many cases, put greater emphasis on the variable pay percentages and lower emphasis on base pay increases.
For example, let’s assume that the 50th percentile (median) base pay for
a high performing credit union is $400,000. This means that half of credit
unions in this peer group pay more than $400,000 and half pay less.
Also, variable pay at the 50th percentile is 30% of base pay. As the
percentile increases, the base and variable pay does so as well.

Base Pay
50th Percentile
62nd Percentile
75th Percentile
90th Percentile

$400,000
$450,000
$500,000
$525,000

Variable
Pay %
30%
40%
50%
60%

High performing credit unions increasingly put more emphasis on variable pay. For example, it would not be uncommon for
a credit union to adopt a 50th percentile base pay philosophy but a 90th percentile variable pay target philosophy. This would
mean that the executive might receive total compensation annually of $640,000 ($400,000 base pay plus $240,000 variable
pay). Under this pay for performance system, the executive is putting $240,000 or 38% of compensation at risk.
Under a split dollar plan that utilizes a replacement ratio tied to base compensation only, 38% of the CEO’s annual
compensation potential is completely unaccounted for even though more than a third of his or her income is derived from
variable pay and part of reportable income. Because variable pay is part of reportable income, no other retirement vehicles
solely use base compensation in their design (e.g., 401k contributions, Social Security, etc.).
Considering the purpose of offering a non-qualified deferred compensation plan is for executive retention and executive
retirement planning, credit union Boards and executives should look to include a 457(f) plan for greater effectiveness.
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Target Percentage of Final Compensation
The following chart provides the percentiles for targeted percentages of final compensation by asset group. For credit unions
$1 billion or more in assets, the median target final compensation percentage is 70%, which means that 50% of credit unions
have a targeted replacement income ratio greater than or equal to 70% of final compensation, and 50% have a target less
than or equal to 70% of final compensation. The average percentage of replacement income for all plan types is
approximately 65%. The replacement ratio at the 95th percentile is 80% of final compensation. When examining replacement
ratios by asset size, the results reveal that most plans fall within a range of 60% to 70% of final total compensation.

Target Percentage of Final Compensation at the 50th Percentile (Median*)
72.0%
70.0%

70.0%
68.0%
66.0%

65.0%

65.0%

64.0%
62.0%
60.0%

60.0%

60.0%

$200M-$399.9M

$400M-$599.9M

58.0%

56.0%
54.0%
$100M-$199.9M

$600M-$999.9M

$1B+

*The median value represents the value at the midpoint of a set of numbers, in which half of the values are below it and half are above.
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Median* Replacement Ratio by Plan Type
66.0%
65.0%
64.0%
63.0%
62.0%

62.0%

62.0%

62.0% 62.0%

61.0%
60.0%

60.0%

60.0%

60.0%

60.0%

59.0%
58.0%
57.0%

57.0%

56.0%

54.0%

52.0%
2005

2007

2009

2011

Defined Contribution

2013

2015

2017

Defined Benefit

*The median value represents the value at the midpoint of a set of numbers, in which half of the values are below it and half are above.
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Target Percentage of Final Compensation
90%
80%

80%

75%
70%

70%

60%

65%
60%

50%

40%

30%

20%

10%

0%
25th Percentile

50th Percentile

75th Percentile
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Plan Funding
Almost three out of four non-qualified deferred compensation plans are funded in a lump sum, while 11% are funded
incrementally over a fixed time frame and another 10% are funded on an ongoing basis with regularly scheduled deposits.
Funding schedules do not vary significantly between asset groups, and lump sum funding is the most popular method across
all asset groups.

Plan Funding
Ongoing funding with
regularly scheduled
deposits
10.2%

Do not know Ongoing
3.2%
2.1%

Incremental funding over
fixed time frame
11.3%
In a lump sum
73.2%

© 2018 D. Hilton Associates, Inc. • SERP Survey Executive Summary

34

Plan Considerations
Employer qualified plan contributions, projected social security benefit, and life expectancy were likely to be included in
calculating how much money was put into the plan. Analysis by asset size demonstrates that larger credit unions have a
higher likelihood to use multiple considerations. Among $1 billion plus credit unions, 68% consider projected employer
qualified plan contributions, 66% consider projected social security benefit at retirement, and 60% consider projected life
expectancy at retirement when determining funding amount.
Were any of the following included in calculating how much money was put into the plan?
50.0%
45.0%

45.5%

44.6%

37.8%

40.0%
35.0%

28.0%

30.0%
25.0%

18.7%

20.0%
15.0%

10.7%

10.0%
5.0%
0.0%
Projected employer Projected social
qualified plan
security benefit at
contributions (e.g.,
retirement
401(k), 457(b))

Projected life
expectancy at
retirement

Projected salary
increases
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None

Projected bonus
pay
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Plan Payouts
Multiple payouts is the preferred payout structure for more than half of plans and is unchanged from previous years. Slightly
less than 40% of plans have a single payout. Payout structure does not vary between different sized credit unions and more
than 60% of plans among credit unions of all asset groups are structured with multiple payouts.

Are you set to receive a single payout or multiple payouts?

Single Payout
38.0%

Multiple Payouts
62.0%
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Initial Plan Investment
As more credit unions strengthen their succession planning strategies, there is a recognition that a truly effective nonqualified deferred compensation plan includes design based on the position, not just the executive. This is demonstrated
by the fact that only 14% of credit unions allow the initial plan investment to become part of the executive’s benefit.
Approximately 37% of credit unions indicate that the plan investment is returned to the credit union, while another 37%
indicate the investment is utilized to fund another executive plan. Among $1 billion plus credit unions, one finds that 51%
indicate the investment is used towards a new executive plan. Because collateral assignment split dollar plans are insurance
based, they are typically tied to the life of a single executive and are not transferable. Many collateral assignment split dollar
plans are also designed for the credit union to receive its investment at the death of the retired executive and/or their spouse.
As a result, credit unions will be required to invest additional assets to fund the next CEO’s retention strategy without having
the seed money from the retired executive.

What happens to the credit union's initial investment upon plan completion?
Investment is used towards new executive plan

37.3%

Investment is returned to credit union

36.9%

Investment becomes part of the plan benefit

13.8%

None of the above
0.0%

12.0%
5.0%

10.0%
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15.0%

20.0%

25.0%

30.0%

35.0%

40.0%
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Excess Funding
Prior to the 2009 recession, in the event a plan was overfunded the excess funds would often go to the executive. However,
that practice has become notably less popular and in 2017 only 28% of credit unions indicate that excess funds go to the
executive, compared to almost 75% in 2008. More than half of credit unions get the excess funds back, while 8% split the
excess between the credit union and the executive.

In the event the account is overfunded, how are excess funds treated?
60.0%
49.5%

50.0%

51.4%

40.0%
33.8%
30.0%

27.9%

20.0%
12.3%
9.2%

10.0%

8.4%

7.5%

0.0%
Excess funds go to you

Excess funds go to credit
union
2015

Excess funds are split
between you and credit union

Don't know

2017
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Plan Offsets
The inclusion of social security in plan calculations has decreased significantly in the last ten years. Only about one quarter
of credit unions include social security offsets in plan calculations in 2017, compared to more than half in 2008. This is due
to the entrance of younger executives into the credit union industry with less confidence that this retirement vehicle will be
in place at retirement age. About 17% of credit unions do not include any other plans as offsets in plan calculations.

Which of the following were included as offsets in your plan calculations?

35.0%
30.9%
30.0%

26.5%
25.0%
20.0%

17.2%

15.9%

15.0%

12.2%

10.0%

8.1%
5.3%

5.0%

2.9%

1.5%

0.1%

0.0%
401(k)

Social
Security

None

Previous
SERP
benefit
distributions

Defined
Benefit/
Pension
Plan

457(b)
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Profit
Defined
Sharing Plan Contribution
Plan

403(b)
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Fiduciary Responsibility
CEO confidence in the Board’s knowledge of their plan was notably stronger among larger credit unions. When comparing
the CEO’s perception of their own knowledge of their plan versus the Board’s knowledge, CEOs feel they are significantly
more knowledgeable than their Board. About 60% of CEOs consider themselves Very Knowledgeable of their plan, while
only 34% of CEOs feel the Board is Very Knowledgeable, especially at larger credit unions. 64% of CEOs at credit unions
with a billion or more in assets say they are Very Knowledgeable compared to 44% of CEOs at credit unions with assets
between $100 million and $200 million.
Analysis by plan design type shows that Boards using a 457(f) plan design had significantly greater knowledge regarding
the details of their plan than those with a collateral assignment split dollar plan design. Approximately 45% of CEOs indicate
their Board is Very Knowledgeable regarding their 457(f) plan design versus just 12% of CEOs that indicate their Board is
Very Knowledgeable regarding their collateral assignment split dollar plan design. When asked about the CEO’s knowledge
of their collateral assignment split dollar plan, only 43% indicate being Very Knowledgeable about their collateral assignment
split dollar plan design compared to 67% of CEOs saying they are Very Knowledgeable about their 457(f) plan design.
Board Knowledge
of Plan

$100M –
$199.9M

$200M –
$399.9M

$400M –
$599.9M

$600M –
$999.9M

$1B+

Very
Knowledgeable

20.4%

20.0%

28.3%

32.1%

43.9%

Somewhat
Knowledgeable

32.3%

46.7%

30.0%

28.6%

28.9%

Neutral

20.4%

15.6%

26.7%

16.1%

11.4%

Somewhat
Unknowledgeable

18.3%

11.1%

5.0%

12.5%

7.0%

Very
Unknowledgeable

8.6%

6.7%

10.0%

10.7%

8.8%
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Board knowledge of plan vs. CEO knowledge of plan
70.0%
60.4%

60.0%

50.0%

40.0%

37.5%
34.0%
29.4%

30.0%

20.0%

15.4%

10.0%
4.2%

7.4%

5.8%

5.1%

1.0%
0.0%
Very Knowledgeable

Somewhat
Knowledgeable

Neutral
Board

Somewhat
Unknowledgeable

Very Unknowledgeable

CEO
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Fiduciary Responsibility
Not surprisingly, more active administration in the plan results in higher knowledge levels. Half of credit unions with assets
over $1 billion report that the Board is Very Active in the administration of the CEO’s plan, while only 13% of credit unions
with assets under $200 million say the same. Activity by plan design shows similar disparity, as just 12% of credit
unions utilizing a collateral assignment split dollar plan indicate very active administration versus 47% of 457(f)
plan design users. Credit unions should review their retention and retirement plans at minimum annually and in conjunction
with a review of their compensation philosophy (typically at year end). As the talent shortage continues to worsen and
regulations become increasingly complex, what was established for the CEO can in many cases become uncompetitive.

How active is the Board in the administration of your plan?
40.0%
35.0%

34.2%

30.0%
25.0%
20.2%
20.0%

19.7%
14.5%

15.0%

11.4%

10.0%
5.0%
0.0%
Very Active

Somewhat active

Neutral
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Confidence in Plan Returns
About 44% of credit unions report the rate of return on their plan is about the same as the assumed rate when the plan was
established. Only 17% of credit unions report the rate of return is higher than expected, while 24% say it is lower. Almost
34% of credit union CEOs feel Very Confident that their plan will achieve their retirement goals, while 14% say they are Not
Confident. Confidence levels also vary by asset size as demonstrated in the chart below. Almost half of CEOs at credit
unions with assets over $1 billion say they are Very Confident compared to only a quarter of CEOs at credit unions with
assets less than $200 million. Considering that smaller credit unions tend to utilize collateral assignment split dollar plans
or endorsement split dollar plans, it is no surprise that confidence in these plans achieving their goals is lower. Split dollar
plans utilize insurance products whose rate of return can be tied directly to “general account” insurance, which is reliant on
a conservative albeit a lower return fixed income portfolio. Insurance products utilized in a split dollar plan also have cost of
insurance that can impact the returns needed in the plan.
$100M –
$199.9M

$200M –
$399.9M

$400M –
$599.9M

$600M –
$999.9M

$1B+

Very Confident

25.4%

31.0%

38.6%

19.0%

47.1%

Somewhat Confident

32.8%

29.6%

25.0%

23.8%

24.1%

Unsure

19.4%

15.5%

11.4%

19.0%

13.8%

Somewhat Unconfident

6.0%

8.5%

13.6%

9.5%

9.2%

Not Confident

16.4%

15.5%

11.4%

28.6%

5.7%
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How does the currently anticipated rate of return/yield on your plan compare to the
assumed return/yield at the time your plan was established?

16.0%

Higher than expected

16.9%

29.2%

Lower than expected

23.7%

41.9%

About the same

44.3%

12.9%

Don't know

0.0%

15.1%

5.0%

10.0%

15.0%

20.0%
2015

25.0%

30.0%

35.0%

40.0%

45.0%

50.0%

2017
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Plan Competitiveness
Almost 75% of CEOs say their non-qualified deferred compensation plan is a meaningful enough retention tool that they
would not consider moving to another credit union. Over 80% of CEOs say they would not consider moving to another
credit union if they were not offered a non-qualified deferred compensation plan. The likelihood of a CEO moving to
another credit union without a non-qualified plan decreases even more as asset size increases. Only 12% of CEOs at credit
unions with over a billion in assets say they would move to another credit union if it did not offer a non-qualified deferred
compensation plan.

Plan Prevents You From Seeking Other Opportunities
90.0%
81.8%
80.0%
70.0%

69.8%

71.9%

2009

2011

72.5%

72.2%

2015

2017

64.3%

60.0%
50.0%
40.0%
30.0%
20.0%
10.0%
0.0%
2007
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Non-Qualified Deferred Compensation Plans for Non-CEOs
Almost 37% of credit unions report that Non-CEO Executives have plans in place at their organization, an increase of almost
3% from 2015. This percentage increases drastically when looking at larger credit unions, as 56% of credit unions greater
than $600 million report having a non-qualified deferred compensation plan in place for Non-CEO Executives. The same is
true of credit unions adopting a 457(f) plan, as 63% of credit unions utilizing a 457(f) plan strategy indicate a plan in place
for a Non-CEO Executive versus just 49% for those utilizing a collateral assignment split dollar plan strategy.

Plan Offered to Non-CEO Executive
60.0%

56.0%

50.0%

56.1% 56.0%

45.8%
41.7%

40.0%

36.6%
27.4% 26.9%

30.0%
20.0%

19.3% 18.9%

10.0%
0.0%
$100M-$199.9M

$200M-$399.9M

$400M-$599.9M
2015

$600M-$999.9M

$1B+

2017

© 2018 D. Hilton Associates, Inc. • SERP Survey Executive Summary

46

Plans for Non-CEO Executives by Position
Non-qualified plans are most frequently implemented for the Top Finance Executive, Top IT Executive, and Top Operations
Executive. Among those Non-CEO Executives with plans in place, about 61% say their plan is based on the same design
as the CEO’s plan. Examination by asset category further illustrates the importance of these Non-CEO positions to the
organization. Among $1 billion plus credit unions, 37% have a plan in place for the Top Finance Executive, 37% have
a plan in place for the Top Operations Executive, 39% have a plan in place for the Top IT Executive and 29% have
a plan in place for the Top Lending Executive. Given the importance of the lending function in driving revenues for the
organization, credit unions should consider the vulnerability of excluding lending executives from their retention strategies.

Non-CEO Executives with a Non-Qualified Deferred Compensation Plan
16.6%

Top Finance Executive
Top IT Executive*

20.2%
NA

19.1%
14.4%

Top Operations Executive
12.1%

Top Non-CEO Executive

14.9%
10.9%

Top Lending Executive

14.1%
11.3%
12.0%

Other Senior Executive
0.0%

17.5%

5.0%

10.0%
2015

15.0%

20.0%

25.0%

2017

*”Top IT Executive” was added as an answer choice in 2017.
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Non-Qualified Deferred Compensation Plans for Non-CEO Executives by Assets

5.0%

9.1%
2.7%
4.1%

10.0%

6.7%
8.3%
7.9%
6.6%

23.4%

21.9%

22.7%

21.9%

14.6%

15.0%

12.5%

20.0%

13.6%
10.0%
9.6%
9.8%
7.3%

25.0%

20.8%
21.4%
19.4%
17.3%
22.2%

30.0%

28.5%

37.4%
36.8%

26.9%

32.7%

33.3%

40.0%
35.0%

38.5%

45.0%

0.0%

$100M-$199.9M

$200M-$399.9M

Top Non-CEO Executive
Top Lending Executive

$400M-$599.9M

Top Finance Executive
Top IT Executive
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Top Operations Executive
Other Senior Executive
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Section 3: Resources
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SERP (Supplemental Executive Retirement Plan) Tasks & Procedures*
SAMPLE*
Executive Committee
of the Board of Directors

Initially

•
•

•

•

•
•

Establish a compensation strategy and philosophy
o Create/affirm compensation philosophy
statement
Commission compensation study/gather market
data
o Evaluate data sources – methodology review
o Affirm appropriate peer group
Evaluate executive base pay
o Evaluate executive performance relative to
strategic plan
o Conduct performance evaluation (results and
competencies)
o Determine appropriate base pay for each
executive
o Determine adjustment amount if appropriate
Evaluate variable pay program
o Review annual results
o Determine payout per formula
o Recommend next year’s metrics and payout
targets
Evaluate total compensation
Evaluate all credit union retirement programs
including SERPs
o Affirm executive retirement program strategy
and philosophy
o Obtain the expertise of independent outside
advisor
o Gather market data
o Evaluate data sources – methodology review
o Affirm appropriate peer group

Board of Directors

•

•

Review and approve Executive
Committee recommendations
regarding:
o Compensation strategy and
philosophy
o Compensation philosophy
statement
o Compensation study / market
data
o Data sources – methodology
o Peer group
o President/CEO’s base pay and
adjustment amount if appropriate
o Variable pay program
▪ Annual results
o All credit union retirement
programs including SERPs
o New SERPs for select key
executives
▪ Eligible executives
▪ Goals
▪ Designs
▪ Payment triggers
▪ Targeted benefits
▪ Offsets
▪ Stipulations
▪ Investment amount
o Legal processes and
documentation
Confirm that SERP goals meet
succession planning needs
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Legal/
Finance & Accounting/
Human Resources/
Participant
Legal Department
• Evaluate President/CEO’s employment
contract and SERP agreement for
consistency
• Review and confirm compliance and
accuracy of all SERP-related
documents
Finance and Accounting
• Begin accruing for the potential
financial impact of SERP terms
• Arrange for the transfer of funds to
purchase SERP investments
• Review insurance and investment
documentation and statements
Human Resources
• Provide the Executive Committee and
designated outside advisor with
pertinent executive compensation
information including:
o Base pay
o Variable pay targets
o Variable pay payments
o Qualified and non-qualified deferred
compensation distributions
o Employer portion of 401(k) and
other qualified plan balances
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Executive Committee
of the Board of Directors

Initially
o

•

Determine which executives may be considered for
SERPs
Consider SERPs for President/CEO and select key
executives
o Determine if and/or for which executives SERPs may be
appropriate
o Take into consideration any pre-existing SERPs
o Research SERP
▪ SERP objectives (benefits philosophy, recruiting,
retention, restoration of qualified plan shortfall?)
▪ Targeted benefits (replacing a percentage of
anticipated final pay?)
▪ Offsets (401(k) matches, qualified and nonqualified deferred compensation distributions and
benefits, anticipated Social Security payouts,
etc.?)
▪ Stipulations (circumstances under which any or all
of the SERP will or will not be paid to the
executive)
▪ Investments (discount rate, investment amount,
investment options?)
▪ Investment policy and procedures
o Agree upon SERP goals, designs, payment triggers,
targeted benefits, offsets, stipulations and investments
o Confer with President/CEO regarding potential SERPs
for additional executives
o Confirm that SERP goals meet succession planning
needs
o Consider each SERP candidate’s personal retirement
goals
o Resolve any outstanding Board issues relating to
Executive Committee recommendations

Board of Directors

•
•

Communicate and resolve any
outstanding issues with Executive
Committee recommendations
Communicate approval to
Executive Committee
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Legal/
Finance & Accounting/
Human Resources/
Participant
Retain copies of all SERP-related,
signed documents including SERP
agreements, beneficiary
designation forms, corporate
resolutions, insurance policies and
investment
contracts/documentation

Participant
• Provide accurate personal
information
• Understand and sign all SERPrelated documents including:
o SERP agreements
o Beneficiary designation forms
o Insurance policies
o Investment
contracts/documentation
• Retain copies of all SERP-related,
signed documents including SERP
agreements, beneficiary
designation forms, insurance
policies and investment
contracts/documentation
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Executive Committee
of the Board of Directors

Initially

Board of Directors

Legal/
Finance & Accounting/
Human Resources/
Participant

o

•

Obtain approval from Board for recommended
actions
o Consult with and retain legal counsel to create
and follow through on all legal documents
▪ SERP agreement
▪ Corporate resolution
▪ DOL “Top Hat” filing
o Ensure that those executives receiving SERPs
understand their terms, structures, stipulations,
potential tax implications, etc.
o Document and provide backup for all decisions
and actions
Communicate appropriate information to Finance
and Accounting, Human Resources, in-house Legal
department and President/CEO
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Executive Committee
of the Board of Directors

Annually

•
•

•

•

•
•

Reaffirm the compensation strategy and philosophy
o Reaffirm the compensation philosophy
statement
Commission compensation study / gather market
data
o Reevaluate data sources – methodology review
o Reaffirm appropriate peer group
Evaluate executive base pay
o Evaluate executive performance relative to
strategic plan
o Conduct performance evaluation (results and
competencies)
o Determine appropriate base pay for each
executive
o Determine adjustment amount if appropriate
Review variable pay program
o Review annual results
o Determine payout per formula
o Recommend next year’s metrics and payout
targets
Review total compensation
Review all credit union retirement programs
including SERPs
o Reaffirm executive retirement program strategy
and philosophy
o Obtain the expertise of independent outside
advisor
o Gather market data
o Evaluate data sources – methodology review
o Reaffirm appropriate peer group

Board of Directors

•

•

Review and approve Executive
Committee recommendations
regarding:
o Compensation strategy and
philosophy
o Compensation philosophy
statement
o Compensation study / market data
o Data sources – methodology
o Peer group
o Executive performance relative to
strategic plan
o Executive performance evaluation
(results and competencies)
o Base pay for President/CEO and
adjustment amounts if appropriate
o Variable pay program
▪ Annual results
▪ Payout per formula
▪ Next year’s metrics and
payout targets
o All credit union retirement
programs including SERPs
o Current SERPs and
recommendations for new SERP
implementation
o Legal processes and
documentation
Re-confirm that SERP goals meet
succession planning needs
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Legal/
Finance & Accounting/
Human Resources/
Participant
Legal Department
• Review President/CEO’s employment
contract and SERP agreement for
consistency
• Review and confirm compliance and
accuracy of all SERP-related
documents
Finance & Accounting
• Re-affirm proper accrual for the
potential financial impact of SERP
terms
• Review investment documentation and
statements
• Follow through on SERP payouts
when appropriate
• Ensure compliance with all auditors’
requests for SERP account values
Human Resources
• Re-affirm all SERP-related, signed
documents including SERP
agreements, beneficiary designation
forms, corporate resolutions,
insurance policies and investment
contracts/documentation are up to
date and accurate
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Executive Committee
of the Board of Directors

Annually

•

•
•

•
•

•
•

o Reaffirm suitability of executives with current SERPs
Review current SERPs
o Review SERP investment allocations and returns
o Evaluate current SERP and compensation status relative to
targeted objectives
o Determine funding adequacy
o Investment policy and procedures
o Recommend and follow through on any approved
adjustments and investments
o Address any regulatory changes
Review imminent SERP payouts
o Confirm that SERP payouts will be made according to plan
Review documents / evaluate program administration
effectiveness
o Identify/address any potential compensation practice
concerns
o Assess expertise and independence of outside advisors
o Document and provide backup for all decisions and actions
▪ SERP agreement
▪ Corporate resolution
Re-ensure that those executives receiving SERPs understand
their terms, structures, stipulations, potential tax implications, etc.
Consult with and retain legal counsel to confirm that all legal
documents are accurate and current
o SERP agreement
o Corporate resolution
o DOL “Top Hat” filing
Obtain final approval from Board for recommended actions
Communicate appropriate information to Finance and
Accounting, Human Resources, in-house Legal department and
President/CEO

Board of Directors

•
•

Communicate to Executive
Committee the Board’s final
approval for recommended actions
Communicate appropriate
information to Finance and
Accounting, Human Resources, Inhouse Legal department and
President/CEO
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•

Legal/
Finance & Accounting/
Human Resources/
Participant
Provide the Executive
Committee and designated
outside advisor with pertinent
executive compensation
information including:
o Base pay
o Variable pay targets
o Variable pay payments
o Defined benefit
projections
o Employer portion of
401(k) and other qualified
plan balances

Participant
• Inform Human Resources of
any changes in personal
information, circumstances or
beneficiary designation
• Pay taxes on any SERP
payouts received
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SERP INVESTMENT POLICY STATEMENT (IPS)**
(Supplemental Executive Retirement Plan)
SAMPLE**
1. Purpose of the SERP Investment Policy Statement
This SERP investment policy statement sets forth the process that (Credit Union Name) has adopted to make
investment-related decisions with respect to assets of the SERP plan. The policy identifies the investment goals and
objectives of the plan, sets out decision-making processes for selecting investments, and specifies the procedures
and relevant measurement indexes to be used in assessing ongoing investment performance, in accordance with
the stated investment objectives. The investment policy statement will be used as the basis for measuring and
evaluating future investment performance and will itself be reviewed, at least annually, by the SERP Investment
Committee.
2. Roles, Responsibilities and Procedures
a. SERP Investment Committee
The SERP Investment Committee shall supervise the investment of the assets of the plan and make all
decisions concerning selection and retention of the investment options available under the plan. Accordingly,
the SERP Investment Committee shall have authority both to select and monitor funds, and to appoint
investment managers. Decisions of the SERP Investment Committee on investment policy, the selection of
investments and/or investment managers, performance analysis and investment monitoring, etc., may be, but
need not be, based on the recommendations of an investment advisor engaged to advise the SERP
Investment Committee on such matters.
b. SERP Investment Advisor(s)
An investment advisor may be appointed to assist the SERP Investment Committee in the overall supervision
of the plan’s investments. An investment advisor is a qualified person to whom the fiduciaries delegate
responsibility for investing and managing the SERP plan assets in accordance with this SERP investment
policy statement and applicable laws. In this role, the investment advisor will offer resources for additional due
diligence as well as independent third-party analysis. More specifically, the independent advisor may offer
guidance and recommendations to the SERP Investment Committee in the selection and retention of
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investment options, the selection and retention of investment managers, where applicable, and assistance in
the periodic monitoring of fund performance.
i. Specifically, the investment advisor is responsible for:
1. Analyzing our current financial situation and assisting us in determining our risk/return profile
2. Advising us about available investment solutions and strategies
3. Monitoring the performance of our portfolio relative to our goals and objectives
4. Periodically reviewing the suitability of the investment solutions selected for our portfolio
5. Being available to meet with us at least once each year, and being available at such other times
within reason as we request
6. Preparing and presenting appropriate reports, including Quarterly Performance Reviews
ii. Our financial advisor shall consider the following criteria when assisting us in the selection of our
investment solutions:
1. Our risk/return profile
2. The current economic environment
3. Our overall investment objectives, including a consideration as to whether have primarily
accumulation needs or distribution needs
4. The potential of an investment to add value, considered relative to other investments having the
same objective
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3. Written SERP Investment Records
The SERP Investment Committee shall create and maintain written records of all decisions relating to the choice and
ongoing monitoring of SERP investment funds under the plan. Minutes shall be taken of all meetings, noting time
and place, attendees, matters discussed, and decisions reached. The minutes shall document investigation, facts,
and the reasoning that went into the making of such decisions. Relevant documents or materials used by the SERP
Investment Committee in its decision-making process may be included in or annexed to such minutes.
4. SERP Investment Philosophy
i. General Philosophy: Investment options chosen in coordination with the establishment of the SERP
plan shall be selected in order to:
ii. Provide a wide range of investment opportunities in various asset classes, so as to allow for
diversification and cover a wide risk/return spectrum
iii. Maximize returns within reasonable and prudent levels of risk
iv. Provide returns comparable to returns for similar investment options
v. Control administrative and management costs to the plan
b. The SERP Investment Committee shall select such investment vehicles based upon their stated investment
objectives or investment type and historical performance. The SERP Investment Committee also intends to
base its selection on the options’ historical adherence to their stated investment objectives.
c. The SERP Investment Committee shall reevaluate each asset class and investment vehicle based upon the
foregoing criteria, no less frequently than annually, in order to determine the continuing suitability of each such
option under the plan.
d. The SERP Investment Committee shall agree upon and communicate the investment objectives, the timehorizon and risk-tolerance of the SERP account to the investment advisor.
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5. Select and Monitor SERP Investment Options
a. Selection of SERP Investment Options
i. The SERP Investment Committee shall select the plan’s investment options (with the assistance of the
plan’s investment advisor, if applicable), and shall set forth and describe each selected investment
option in Appendix A to this SERP investment policy statement. Selection criteria shall include, but not
be limited to, the following:
1. The investment option’s volatility and performance relative to benchmarks
2. The investment option’s demonstrated adherence to stated investment objectives
3. Competitiveness of fees and expense ratios, compared with those of similar investments
4. The organization’s size, structure, and history; management profile and investment philosophy;
staff experience and depth; and technological commitment to research
ii. Asset classes may include the following:
1. Large Cap Equities
2. Small/Mid Cap U.S. Equities
3. U.S. Fixed Income
4. International Equities
5. Emerging Markets Equities
6. International Bonds
7. Real Estate Investment Trusts
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8. Commodities
9. Market Inverse vehicles
iii. Investment Vehicles may include the following:
1. Mutual Funds
2. Exchange Traded Funds
3. Insurance Contracts
b. Monitoring of SERP Investment Options
The SERP Investment Committee shall evaluate the results of the existing investment funds at least annually.
Performance comparisons will be made against the representative performance universe and market indexes
for each investment.
6. Review and Revise the SERP Investment Policy Statement
The SERP Investment Committee reserves the right to amend this SERP investment policy statement at any time
and from time to time, as it deems necessary or appropriate. The SERP Investment Committee shall amend this
SERP investment policy statement as necessary to comply with any amendment to the SERP plan documents or
with any change in federal or other applicable laws that may affect the investment of the plan’s assets. As changes
occur in the investment options for the SERP plan, the SERP Investment Committee shall amend Appendix A, in
order to maintain the accuracy of the document.
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IN WITNESS WHEREOF, this SERP investment policy statement, as approved by the SERP Investment Committee, has
been adopted as of this ________day of ___________, 20_______.

For the SERP Investment Committee: ___________________________________

Print name: _________________________________

Title: _______________________________________

** This sample is provided for informational purposes only. It is not intended to provide authoritative guidance or legal
advice. You should consult your own attorney for guidance on your particular situation.
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Sample RFP Questions
457(f)
Supplement Executive Retirement Plan (SERP)
Parameters, Investments, and Executive Information
I.

Overall Experience
a. Provide a brief history of your company, its structure and the location of your corporate headquarters and
offices.
b. Provide the names and bios, including related experience, for the principle individuals responsible for the
development, implementation, and administration of the new plan assets plan.
c. Provide a list of current industry licenses held by the individuals who will be directly responsible for this
project.
d. Provide copies of U-4’s for all individuals working with investments related to the SERP.
e. Provide copies of Form ADV—Parts 1 and 2 and brochure supplements (Part 2B) for all individuals working
with investments related to the SERP.
f. Describe your firm’s experience with executive retirement and retention plans.
g. Describe what differentiates your firm from your competitors.

II.

Not-For-Profit Experience
a. Describe your experience with non-qualified deferred compensation plans in general and 457(f) plans in
particular.
b. How long have you worked with not-for-profits and credit unions?
c. How many SERPs do you administer for not-for-profit entities?
d. How many credit union clients do you work with that have assets comparable to our organization?
e. Describe your direct working experience with credit union regulators, auditors & attorneys.
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III.

SERP Design
a. Describe your methodology for designing the 457(f) SERP plans.
b. Does your design methodology take into account individual executives and their unique situation or need
(e.g., age, tenure, etc.)?
c. How do you benchmark your SERP design against what is peer competitive?
d. Please describe how you would define peers. Can the credit union customize the peer group? What primary
and secondary sources are used to benchmark peer competitive?
e. What are the costs to conduct 457(f) SERP design? Do these costs require the credit union to use your firm
for investment management?
f. How many onsite visits are included and/or expected as part of your design methodology? Are those onsite
visits included in the costs quoted?

IV.

Plan Assets
a. What investment options can you offer?
b. What financial services providers would you recommend working with on this plan?
c. Please provide a sample proposal using a moderate investment allocation.
d. Will you provide an investment policy statement? How often is it updated?

V.

Compensation
a. Describe your firm’s experience with executive compensation plans.
b. Provide an overview of your executive compensation and evaluation programs.
c. How can your firm help our credit union validate and verify compensation and retirement benefits for our
peer group, inside and outside of the industry? How often do you do this and is there an additional fee for
doing so?
d. How many not-for-profits and credit unions do you work with on compensation and benefit design annually?
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VI.

Plan Administration
a. How often are you available for on-site meetings with the credit union to review the plan performance and
options? Who from your firm is responsible for these on-site meetings and are there any fees associated
with these reviews?
b. How is oversight and administration handled? How will you ensure that our plan is competitive and
compliant with all IRS, NCUA, OFIR regulations as well as any other applicable regulations?
c. Describe your methodology for conducting ongoing SERP plan administration.
d. Describe your methodology for conducting ongoing investment due diligence.
e. Describe your methodology for tracking and communicating investment performance.
f. Discuss your firm’s fee schedule and compensation, including commissions, both direct and indirect. Fees
should include annual (ongoing) fees, set-up fees, administration fees and fees related to initial analysis and
recommendations and any other fees applicable for this type of plan.
g. Describe your firm’s electronic security protocol.
h. Describe your firm’s disaster recovery plan.

VII.

References
a. Provide references for the following clients:
b. Three largest clients
c. Three recent clients
d. Three longest client relationships
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Section 4: Glossary of Terms
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A 457(f) plan, also known as a SERP (Supplemental Executive Retirement Plan), is a non-qualified deferred compensation
plan offered by credit unions and is designed to supplement the retirement income of a select group of executives or highly
compensated employees. Unlike qualified plans, non-qualified plans do not have contribution limits or use discrimination
testing. A SERP can be structured as a Defined Contribution Plan, a Defined Benefit Plan, or a combination of the two.
Split dollar Life Insurance is an arrangement between a credit union and an employee to share the costs and/or benefits
of a life insurance policy. Under an Endorsement Split Dollar Plan, the credit union is formally designated as the owner
of the life insurance contract and endorses the contract to specify the portion of the benefit payable to the employee and/or
beneficiary. Under a Collateral Assignment Split Dollar Plan, the employee is formally designated as the owner of the
contract, and the credit union premium advances are secured by a collateral assignment of the policy.
A Defined Contribution Plan does not guarantee a specific level of payout. Instead, the contribution accumulates taxdeferred to provide whatever amount of benefit it can purchase at the executive’s retirement. The retirement liability resides
with the executive.
A Defined Benefit Plan guarantees a predetermined benefit to the executive at retirement. It typically is either a specific
dollar amount or a percentage of income. The retirement liability resides with the credit union.
A Combination of Defined Contribution and Defined Benefit Plans blends the funding arrangement of a Defined
Contribution Plan with a guaranteed minimum payout.
The Median value represents the value at the midpoint of a set of numbers, in which half of the values in the dataset are
below it and half are above.
Mean is the average of the values in a dataset.
Retention – The SERP improves retention by rewarding executives employed for a specific number of years or until
retirement. This is often referred to as Golden Handcuffs.
Retirement – The plan enables the credit union to follow its succession plan in a timely manner by allowing its executives
to retire at an appropriate age.
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Recruitment – The SERP is an excellent recruitment tool for the credit union in a competitive employment market, attracting
and retaining key executives. Negotiation of retirement benefits are now a significant part of executive recruiting at the
President/CEO level.
Restoration – SERPs are frequently used as “make whole” depositories for qualified plan shortfalls.
Special Needs – SERP design may be structured to provide financial security for the executive’s retirement or in the event
of a pre-retirement death or disability. It may also be keyed to funding specific needs such as retiree health insurance and
out-of-pocket healthcare costs.
Internal Revenue Code 457(f) addresses the use of SERPs in the not-for-profit sector. Because these plans are nonqualified, they allow for select employees to receive SERPs. There are no contribution limits to these plans as long as the
contributions are deemed “reasonable.” The earnings in the plan grow tax deferred until distribution, then they are taxed as
ordinary income to the executive. To grow tax deferred, the IRS requires that the design of the plan include “a substantial
risk of forfeiture” (the executive leaves and they forfeit the SERP) and that the employer be the fiduciary in the plan
administration and oversight the employer controls SERP plan with no constructive receipt by the executive.
Internal Revenue Code 409A establishes clearly defined trigger points at which SERP distributions should be made to an
executive. Examples of these payment events might include separation from service, disability, death, change in control or
a specified date(s). The executive must be prohibited from participating in the oversight and/or administration of the SERP
to avoid a taxable event.
NCUA Rule 750 provides the NCUA broader authority to indemnify a SERP contract in the event that a change of control
is the result of poor executive judgment (i.e., conservatorships). While the NCUA recognizes the need for SERPs in the
credit union industry, the NCUA can “claw back” SERP payments from executives in the case of extraordinary circumstances
to protect the National Credit Union Share Insurance Fund. Fiduciary responsibility of the employer ass defined by the
Pension Protection Act.
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Section 5: About D. Hilton Associates
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Since 1985, D. Hilton Associates has offered consulting and outsourcing services exclusively to the credit union industry.
The firm employs experienced thought leaders in five major practice areas: compensation consulting, executive recruiting,
retention and retirement plan design, strategic services, and Board leadership. The D. Hilton goal has always been to
provide our credit union clients with a thorough knowledge of the issues and best practices in the financial services industry,
as well as practical solutions to client-specific concerns and challenges.
In 1999, D. Hilton Financial Services was established to assist credit unions with the implementation of Supplemental
Executive Retirement Plan (SERP) investment choices, in addition to ongoing maintenance and oversight. Because of state
licensing requirements and the regulatory oversight of the Financial Industry Regulatory Authority (formerly the NASD),
D. Hilton Financial Services is a separate company from D. Hilton Associates and wholly owned by Debra Hilton. Since
establishing D. Hilton Financial Services, Debra Hilton has worked with credit unions and other not-for-profits as a registered
investment advisor and representative, maintaining securities and insurance licensing and continuing education
requirements.
The benefit of working with both D. Hilton and D. Hilton Financial Services is the depth of knowledge and expertise both
companies bring to SERP design, implementation, and ongoing management. D. Hilton and D. Hilton Financial Services
are the only entities in the credit union industry with expertise in executive recruiting, executive compensation, and SERP
design and implementation. For more information, please contact Debra Hilton at 800.367.0433, extension 121, or
email debbie@dhilton.com.
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David M. Hilton, Ph.D., Founder and President, D. Hilton Associates, is renowned for his insight on industry trends and
his company’s ability to offer innovative solutions to help credit unions stay competitive in the market’s constantly changing
conditions. Hilton began his career in banking and then joined a large Long Island, New York credit union during a time
when the industry was known for its plain vanilla approach to financial services.
During his tenure at the organization, Hilton rose to the number two position and became known for process improvement
and technology innovation. Knowing his ultimate goal was to become a chief executive, however, he began to field offers
from credit unions around the country. He was 30 years old when he accepted a CEO position for a troubled New Jersey
based credit union, and within 24 months, had returned the organization to profitability.
Realizing that he loved problem solving and working with Boards, he decided to establish D. Hilton Associates Inc. as an
executive recruiting firm in 1985. Since its inception, the firm has been involved with many of the high profile executive job
placements in the nation.
Today, Hilton leads a team of consultants that provide executive recruiting, executive and staff compensation, variable pay
design, succession planning and 457(f) SERP development to credit unions throughout the United States. Clients range
from $50 million in assets to more than $15 billion.
Hilton is a much sought after speaker on the credit union conference circuit and has authored many articles for the industry
in the areas of executive recruitment, executive compensation, and Board governance. Hilton holds a bachelor’s degree in
Accounting from City University of New York, a master’s degree in Business Administration from New York Institute of
Technology and a doctorate in Organizational Management from Walden University, Minneapolis, Minnesota.
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Debra J. Hilton, SPHR, SHRM-SCP, President, D. Hilton Financial Services & Executive Vice President, D. Hilton
Associates, specializes in the design, implementation and management of Supplemental Executive Retirement Plans
(SERPs). A professional money manager since 1983, Hilton joined D. Hilton Associates in 1996 after successfully selling
her money management practice. While working with credit unions in the recruitment and retention of senior executives,
she recognized the important relationship between total compensation, SERP design and investment performance as an
integral retention tool.
As an Independent Registered Representative with LPL Financial, Hilton established D. Hilton Financial Services in 1999
for the express purpose of facilitating the implementation and ongoing oversight of executive retirement plans. She has
been instrumental in the implementation of more than $1 billion in retention, retirement and compensation plans for credit
union executives. The firm has consulted with more than 900 credit union clients nationwide in the development of SERP
solutions.
She has been recognized with numerous professional accolades, including Registered Rep Magazine’s “Top 100
Independent Advisors in America” and “Top 50 Independent Broker/Dealer Women Advisors,” as well as Top Financial
Adviser for LPL Financial for the previous seven years, a Top 400 Advisor by the Financial Times, and as a Five Star Wealth
Manager in The Wall Street Journal and Texas Monthly.
Hilton maintains the FINRA Series 7, Series 24, Series 63, Series 66, and Life and Health Insurance licenses, and The
Society for Human Resource management has recognized her as a Senior Professional in Human Resources (SPHR). She
holds a bachelor’s degree from The University of Houston.
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John W. Andrews, CCP, CSCP, SPHR, Executive Vice President, D. Hilton Associates, joined D. Hilton Associates in
1986, a year after the company’s inception. He is considered a thought leader in the credit union industry regarding executive
compensation and pay-for performance programs. His extensive knowledge in governance and his passion for working with
nonprofit organizations has made him a fundamental part of the D. Hilton team.
Through his leadership, D. Hilton’s Compensation Practice has become the industry leader in custom designed salary
administration and performance evaluation systems. D. Hilton is renowned for accumulating the most current industry salary
and incentive data available on the market. He is also responsible for the development of D. Hilton’s Annual SERP Survey
and Quarterly Compensation Impact Reports, considered best in industry.
Andrews received a bachelor’s degree in Communications from the University of Tulsa, and went on to Emerson College
to pursue his master’s degree in Business and Organizational Communication. Prior to joining D. Hilton, Andrews worked
with KPMG Peat Marwick, the Center for Coastal Studies and the National Association of Insurance Women. Andrews holds
the designation of Senior Professional in Human Resources (SPHR) from the Society of Human Resource Professionals,
as well as the Certified Compensation Professional (CCP) and Certified Sales Compensation Professional (CSCP)
designations from the WorldatWork Association.

Brian J. Kidwell, SPHR, Executive Vice President, D. Hilton Associates, manages all client research and strategy
initiatives for D. Hilton Associates. His specialties include executive succession planning, compensation and benefits
analysis, executive recruiting analytics, qualitative and quantitative research, site selection analysis, organizational
assessment and strategic planning. Kidwell is responsible for the development of D. Hilton’s Member Migration Model—an
exclusive research tool used for customer segmentation, behavior analysis and lifetime value. Prior to joining D. Hilton,
Kidwell worked as a consultant focusing on consumer behavior business strategy.
Kidwell maintains the FINRA Series 7, Series 66, and Life and Health Insurance licenses. He holds a bachelor’s degree in
Management from Texas Tech University, a master’s degree in Business Administration from Texas State University, and
the designation of Senior Professional in Human Resources (SPHR) from the Society of Human Resource Professionals.
Kidwell is also a published author in major consumer research journals and trade publications.
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