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I agree with the general principle that compensation can play an important role in a
bank’s culture and risk-taking, and I generally support reasonable efforts to reduce incentives to
“swing for the fences” and take short-term risks. At the same time, compensation agreements
play a crucial role in recruiting and retaining qualified staff, and are at the core of a well-
functioning market economy.

In 2010, the banking agencies issued guidance (“2010 Guidance”) that adopted a
principles-based approach to “help ensure that incentive compensation policies ... do not
encourage imprudent risk-taking.”! Notably, the 2010 Guidance asserted that a principles-based
approach “is the most effective way to address incentive compensation practices, given the
differences in the size and complexity of banking organizations covered by the guidance and the
complexity, diversity, and range of use of incentive compensation arrangements by those
organizations.”? The guidance established expectations that incentive compensation would
“balance risk and financial results in a manner that does not encourage employees to expose their
organizations to imprudent risks” and provided different options that banks can use to “make
compensation more sensitive to risk.”®> Overall, implementation of the 2010 Guidance, along
with other supervisory engagements around that time, contributed to meaningful change in
incentive compensation practices across the industry,* and the incentive compensation

! Board of Governors of the Federal Reserve System, Federal Deposit Insurance Corporation, Office of the
Comptroller of the Currency, Guidance on Sound Incentive Compensation Policies, 75 Fed. Reg. 36,395 (June 25,
2010).

2 1d. at 36,399.
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Comptroller of the Currency, National Credit Union Administration, Federal Housing Finance Agency, Securities
and Exchange Commission, Notice of Proposed Rulemaking: Incentive-Based Compensation Arrangements, 81 Fed.
Reg. 37,670, 37,675 (June 10, 2016) (“The institutions subject to the [2009-10] Horizontal Review [conducted by
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is deferred and the share that is paid in equity or equity-linked instruments. A number of firms also have expanded
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arrangements that were cited by some as a factor in the 2008 financial crisis® are far less
common today.°

In contrast to the principles-based approach set forth by the 2010 Guidance, this proposed
rule would establish a highly prescriptive set of requirements for incentive-based compensation
arrangements. For example, the proposal would require that all incentive-based compensation
arrangements of senior executive officers and “significant risk-takers” at covered institutions
with $50 billion or more in total assets contain deferral, forfeiture, downward adjustment, and
clawback provisions.” In my view, the proposal is too broad and too blunt,® would impose
highly subjective triggers for forfeitures and downward adjustments,® and would incentivize
shifting a greater portion of compensation into base salary and out of incentive-based
compensation.'® In addition, the extraordinarily long lookback period, which would allow
recovery for seven years after compensation vests'! — or up to 12 years after the compensation
is awarded — seems like overkill.'?

Finally, Section 956 of the Dodd-Frank Act, which the proposed rule would implement,
requires the relevant agencies to “jointly prescribe regulations or guidelines” prohibiting certain
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7 See Federal Deposit Insurance Corporation, Office of the Comptroller of the Currency, National Credit Union
Administration, Federal Housing Finance Agency, Notice of Proposed Rulemaking: Incentive-Based Compensation
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incentive-based compensation arrangements.'* It is extremely odd to issue this proposal without
all the relevant agencies participating. Should commenters invest time and resources to respond
to this proposal, or wait until all the relevant agencies are in agreement?

I do not support the proposal, but I appreciate all the work from staff over the past
fourteen years (and counting).

1312 U.S.C. § 5641(b) (emphasis added).



