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WOLF About Wolf & Company, P.C.

& COMPANY, P.C.

Established in 1911

Over 180 professionals with offices located in:

— Boston, Massachusetts

— Springfield, Massachusetts

— Albany, New York

Offers Assurance, Tax, Business Consulting and Risk
Management services

* Provide services to:

— Educational institutions, employee benefit plans, financial
institutions, investment management firms, family and
closely-held businesses, public companies, professional
service firms, technology companies and high net worth
individuals

WOLF

ponsmal  Our Financial Institution Expertise

» Provide service to over 200 financial institutions:
— Approximately 33 Fls with assets > $1 billion
— Approximately 35 publicly traded Fls
— Constant regulatory review of our deliverables

* Over 45 Risk Management professionals

IT Assurance Services Group professionals

Internal Audit Services Group professionals
Regulatory Compliance Services Group professionals
WoIfPAC® Solutions Group professionals

* Provide Risk Management Services in 19 states and
1 U.S. territory
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Daniel F. Morrill, CPA — Principal
Wolf & Company, P.C.
dmorrill@wolfandco.com
413-726-6857

John Gagnon - Principal

GW Financial — A BOLI Advisor Firm to M Benefit Solutions
jgagnon@bolicoli.com

781.942.5700
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e About M Benefit Solutions — Bank Strategies

M Benefit Solutions - Bank Strategies

For more than 30 years M Benefit Solutions has helped corporations

and banks structure and fund plans to attract, retain, reward, and
retire their key people.

Our solutions help banks, executives, and directors achieve
strategic business and personal financial goals.

ICBA Preferred Service Provider since 2004

» Providing:
— Executive and Director Benefit/Compensation Plans
— Bank-Owned Life Insurance (BOLI)

— Supplemental Disability Income (DI) and Long Term Care
LTC) Insurance

LA eferred M Benefit Solutions®
SERVICE PROVIDER www.bolicoli.com
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OB About M Benefit Solutions — Bank Strategies

& COMPANY, P.C.

M Benefit Solutions - Bank Strategies

* M Benefit Solutions — Bank Strategies partners with
Community Bank Focused Advisor Firms, such as GW
Financial, across the nation to provide local representation and
expertise.

* M Benefit Solutions — Bank Strategies is a wholly owned
subsidiary of M Financial Group, one of the nation’s premier
financial services design and distribution companies serving
ultra-affluent individuals, Fortune 1000 companies and
community banks through a network of 130 independent firms in
the U.S. and Canada.
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l. Introduction
II. Bank Owned Life Insurance (BOLI) Basics

lll. Regulatory Support

i. Interagency Statement on the Purchase and Risk Management of Life
Insurance (OCC 2004-56)

ii. Dodd-Frank Bill - Proposed Volcker Rule

IV. Questions to ask your BOLI Provider

i. Industry Best Practices for Proper BOLI Portfolio Management

V. M Benefit Solutions - Bank Strategies —
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WOLF

o 1. Bank Owned Life Insurance (BOLI) Basics
What is BOLI?

« Bank-Owned Life Insurance (BOLI) is used as a tax
efficient method for offsetting the costs of employee
benefit programs.

* The cash value growth in the policy is tax deferred (tax
free if held until death) and the death benefits are tax-
free.

» The policies insure the lives of key employees and/or
bank directors.

m
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WOLF Il. (BOLI) Basics

& COMPANY, P.C.

Why do Banks Buy BOLI?

* Tax-favored returns that exceed the after-tax returns of more traditional
bank investments by 150 to 300 basis points

* Cash values grow tax-deferred (tax-free if held until death)
» Death benefits are tax-free

« Ability to efficiently generate gains to offset costs associated with
employee benefits programs

* Products institutionally priced and designed specifically for financial
buyers

* Immediately accretive to earnings

* Risks that are well within standard business risks in the bank’s investment
portfolio

+ Well-defined guidance on permissible usage by regulatory authorities

* No surrender charges

+ Diversifies investment portfolio —

* Ability to immediately increase ROE and ROA m
M Benefit Solutions®
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WOLF Il. (BOLI) Basics

& COMPANY, P.C.

How Does BOLI Work?

» A bank purchases the life insurance with either a single premium, or
a series of annual premiums, on a select group of key employees
and/or bank directors.

* The bank is the owner and beneficiary, although many banks opt to
share a portion of the insurance proceeds with the participants.

* The cash value growth within a BOLI policy produces a return
greater than the opportunity cost, or what the bank would have
made in an alternative investment and is used to offset the costs of
employee benefit programs.

M Benefit Solutions®
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WOLF Il. (BOLI) Basics

& COMPANY, PC.

How Does BOLI Work?

* The accounting for BOLI is governed by FASB Technical
Bulletin No. 85-4 and should be recorded on the balance sheet
as an “other assets”.

* The increase in cash surrender during a specific period, as well
as the final net insurance proceeds at maturity, should be
recorded as “other income.”

+ BOLl is a long term asset and, when properly implemented and
administered, offers the bank a highly rated investment option.

M Benefit Solutions®
www.bolicoli.com Bank Stratektes




[I. (BOLI) Basics

FASB EITF Issue No. 06-4 — Sample Report

» Accounting for Deferred Compensation and Postretirement Benefit Aspects
of Endorsement Split-Dollar Life Insurance Arrangements

Th
En

e Bank
dorsement Split-Dollar Plan

Liability Benefit Accounting

Post- 12/31/2011 2012 ASC715 12/31/2012
Status  Valuation Retirement Retirement Accrued Liability Charge Accrued Liability
Name Gender (AorV) Age Age Benefit (Pretax) (Pretax) (Pretax)
1  Executive 1 M A 51 65 $50,000 $2,588 $1,039 $3,627
3 Executive 2 M \ 65 n/a 50,000 737 274 1,011
4 Executive 3 F A 46 65 50,000 1,731 631 2,362
totals: $5,056 $1,944 $7,001
Assumptions
Valuation Date—January 1,2012 —
Discount Rate—5.25% [Source: IRS Sept 2011 2nd Segment Rate] “'I
Mortality Table—2011 Applicable Mortality Table

M Benefit Solutions®
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ll. (BOLI) Basics

BOLI Rate Spreads

* The following chart illustrates a hypothetical investment comparison between
a hypothetical BOLI purchase and alternative investments.

Hypothetical Investment Comparison

5 Year MBS Municipal

Fed Funds Treasury Portfolio Bonds BOLI
$5,000,000 $5,000,000 $5,000,000 $5,000,000 $5,000,000

Yield 0.15% 0.85% 2.95% 2.20% 3.75%
Income $7,500 $42,500 $147,500 $110,000 $187,500

Tax (35%) ($2,625) ($14,875) ($51,625) $0 $0
Net Income $4,875 $27,625 $95,875 $110,000

TEFRA

Disallow. (Est.) $4,445

Net Income ’ J $105,555

—
M Benefit Solutions®
www.bolicoli.com Bank Strategies




[I. (BOLI) Basics

& COMPANY, P.C.

BOLI Facts and Figures

+ BOLI continues to be a popular investment choice for a variety of banks.

+ As of November 30, 2011, over 3,700 banks nationwide reported BOLI cash surrender
values on their regulatory filings.

» Almost 59% of banks nationwide with assets between $100 million and $1 billion
currently own BOLI.

Banks with BOLI Averages for Banks with BOLI*
Total BOLI % BOLI
Asset Size Banks # % Capital** Csv to Capital
>$10B 107 70 65.4% 21,427,930 | 2,417,762 11.3%
$5-$10B 62 41 66.1% 756,732 101,478 13.4%
$1-$5B 500 378 75.6% 198,839 27,289 13.7%
$500M-$1B 685 479 69.9% 147,368 21,428 14.5%
<$500M 6,148 2,781 45.2% 59,329 9,260 15.6%
Data Source: SNL Financial Database as of 9/30/11 ‘I'I'l

* Numbers in thousands
M Benefit Solutions®

** Tier 1 Capital plus Loan Loss Allowance, if applicable
www.bolicoli.com Bank Stratekfes

WOLY Regulatory Support - OCC 2004-56

BOLI Regulatory Timeline

—> OCC releases OCC 2004-56
« Elaborates due diligence process for BOLI purchases
« Further risk identification
* Rescinds OCC 2000-23
— OCC releases OCC 2002-19
+ Provides additional guidance for OCC 2000-23
« Expanded on Price Risk and separate account
products
—> OCC releases OCC 2000-23
« Ten-step prepurchase analysis
« Risk identification
+ Rescinds OCC 96-51
« Requires that BOLI be “incidental” to banking (i.e. key person,
borrowers, employee plans, security for loans)

+ Adopted by FDIC and OTS
'—> OCC releases OCC 96-51
« Contains tasks necessary to quantify level of insurance purchased by banks

« Ensure “safe and sound” banking practices
« Three-prong approach — benefit at retirement, cost of benefit, current compensation
* Rescinds BC 249
—> OCC releases OCC 95-7
« Limits concentration of credit/insurance to 25% of Tier 1 Capital
—> FDIC releases Guidelines and adopts BC 249, with expanded requirements —
—> OCC releases Banking Circular 249 m
« Tests for determining if insurance is solely noninvestment
« Tests for limiting risk
www.bolicoli.com

December 2004

May 2002

July 2000

September 1996

February 1995

August 1993
May 1991
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& COMPANY, PC I“ ReQUIatory Support = OCC 2004'56

INTERAGENCY STATEMENT ON THE PURCHASE AND RISK
MANAGEMENT OF LIFE INSURANCE (OCC 2004-56)

* This statement provides general guidance for institutions regarding supervisory
expectations for the purchase of and risk management for bank-owned life
insurance (BOLI).

* The Office of the Comptroller of the Currency (OCC), the Board of Governors of
the Federal Reserve System (FRB), the Federal Deposit Insurance Corporation
(FDIC), and the Office of Thrift Supervision (OTS) provided this guidance to
help ensure that institutions’ risk management processes for BOLI are
consistent with safe and sound banking practices, including:

— Senior management and board oversight of BOLI
— Athorough pre-purchase analysis of risks and rewards and post-purchase risk

assessment
— Review of the risks and associated safety and soundness considerations related to
BOLI m
M Benefit Solutions®
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WOLF

sl |11, Regulatory Support - OCC 2004-56

OCC 2004-56 Pre-Implementation Analysis Steps

Determination of the Need
for Insurance, Economic Benefits, and
Appropriate Insurance Type

Quantification of the Amount of

Insurance Needed Vemeler SElEio

Review of Characteristics of Available q rmi
Sl @EiEr Determine Reasonableness of

Insurance Products Compensation

Analyze Associated Risks and Bank’s
Ability to Monitor and Respond to Evaluate Alternatives Document Decision
Those Risks

M Benefit Solutions®
www.bolicoli.com Barik Stratek®es




WOLF

Ill. Regulatory Support — Proposed Volcker Rule

Section 619 of the Dodd-Frank Act, AKA “The Volcker Rule”

* Intent was to promote safe and sound banking practices by prohibiting
any banking entity from engaging in proprietary trading or
owning/sponsoring a hedge fund or private equity fund.

* Theissue for BOLI:
— Separate account BOLI* could have theoretically fallen under the overly
broad definition of a “hedge fund” or a “private equity fund” in the initial
rule’s language.

However, the Agencies have now proposed to exclude separate account BOLI
from the rule and reaffirm the important role BOLI plays for banks.

m
M Benefit Solutions®
www.bolicoli.com Bank Stratek®s
I
WOLF lll. Regulatory Support — Proposed Volcker Rule

Section 619 of the Dodd-Frank Act, AKA “The Volcker Rule”

Banking entities have for many years invested in life insurance policies that cover key
employees, in accordance with supervisory policies established by the Federal banking
agencies...

...when made in the normal course, these investments do not involve the speculative
risks intended to be addressed by section 13 of the BHC Act. Moreover, applying the
prohibitions in section 13 to these investments would eliminate an investment that
helps banking entities to reduce their costs of providing employee benefits as
well as other costs.

The Agencies have structured this exemption in the proposed rule so as to allow a
banking entity to continue to manage and structure its risks and obligations
related to its employee compensation or benefit plan obligations in a manner that
promotes and protects the safety and soundness of banking entities, which on an
industry-wide level has the concomitant effect of promoting and protecting the financial
stability of the United States.?

—
1 Separate account BOLI is, by definition, a Variable Universal Life (VUL) product. —
2 Excerpts from Proposed Volcker Rule; Section __.14 (Covered fund activities and m
investments determined to be permissible; a. Investments in certain bank owned life insurance
separate accounts) . . ®
NOTE: bold text added for emphasis and is not part of the actual proposal M Benefit Solutions
www.bolicoli.com Bank Strategies




WOLF IV. Questions to Ask Your BOLI Provider —

& COMPANY PC Best Practices for Proper BOLI Portfolio Management

BOLI Portfolio Management

Questions:

What is the process for annual BOLI compliance and review? Do you follow
a master calendar?

How is the policy information delivered?

What is the methodology of cash value reporting — actual vs. projected?
Does your provider communicate and educate bank on new products and
industry relevant news?

Can we obtain annual inforce illustrations?

Do you provide internal ratings reports analysis in addition to publicly
available?

Is your Bank BOLI Board Policy in place?

Do you understand the availability of internal policy upgrades, analyze the
impact on guarantees and 1035 exchange possibilities?

m
M Benefit Solutions®
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WOLF IV. Questions to Ask Your BOLI Provider —
& COMPANY, PC Best Practices for Proper BOLI Portfolio Management

BOLI Portfolio Management

Questions:

Within our current portfolio are their cash value riders enhancing yield that
are subject to carrier or wrap provider ratings?

What range of products do you have access to?

Do you provide an annual Board Memorandum and education about our
portfolio and associated plans?

Are you following the new Call Report requirement for type of BOLI in place
(general, hybrid, and/or separate account)?

What are the options for adjusting the risk weighting of my portfolio?

Do you regularly evaluate current sub-accounts invested and assess our
options to ensure these accounts properly align with our investment goals
and strategies?

m
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WOLF IV. Questions to Ask Your BOLI Provider —
& COMPANY PC Best Practices for Proper BOLI Portfolio Management

BOLI Portfolio Management

Questions:
» Do you periodically review the matching of death benefit liabilities to funding?
» Have you reviewed EITF reporting options? What imputed income table is used?
» How are death benefits processed?
» Do you provide peer specific comparisons?

» For multi-pay, or annual pay, policies, do you evaluate when premiums should stop and
the effect on yield?

Takeaways:
» A crucial part of ongoing management of a bank’s BOLI portfolio involves efficient and
effective communication, data management and product/industry education.
* Your BOLI provider should be a source of information about your portfolio but also a
proactive advocate to ensure your ongoing needs and strategies are being met.

m

M Benefit Solutions®

www.bolicoli.com Bank Strategies
I
WOLF IV. Questions to Ask Your BOLI Provider —
S A R Best Practices for Proper BOLI Portfolio Management

Data Security

Questions:

* What policies and procedures are in place to ensure my data is secure?
» What technologies do you employ to keep data safe?

Takeaway:

+ A BOLI and benefits plan administrator deals with sensitive, private client
information and must prove that they have proper policies in place and
employ the top technologies to ensure data security.

—
M Benefit Solutions®
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WOLF IV. Questions to Ask Your BOLI Provider —
& COMPANY PC Best Practices for Proper BOLI Portfolio Management

Administrative Systems and Quality Control Processes

Questions:

» Do you have emergency plans and systems in place in case your primary
data center is compromised?

» Do you have proprietary administrative software or is it out-sourced?
» Do you employ full-time software engineers?
» Do you provide online client access to plan information? Is it secure?

* What is your strategic policy to keep your administrative infrastructure and
technology up to date?

» How often are you audited? By whom? Can | get a copy of audit? Do you
have a Statement Standards for Attestation Engagements 16 (SSAE 16)?
» Describe how you internally audit your client information?

m
M Benefit Solutions®
www.bolicoli.com Bank Strategies
I
WOLF IV. Questions to Ask Your BOLI Provider —
& COMPANY, PC Best Practices for Proper BOLI Portfolio Management

Best Practices:

A BOLI provider should regularly provide the following information:

* Inforce policy illustrations and industry yield comparisons
» Periodic (monthly or quarterly) cash values
+ Risk Evaluation

- BOLI holdings comparison to peer banks

- Carrier ratings reports, news, financials

- BOLI concentration analysis

* Notifications of internal upgrades within products

m
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IV. Questions to Ask Your BOLI Provider —

Best Practices for Proper BOLI Portfolio Management
Best Practices:

* Policy performance reviews

- Advise on options to align holdings to bank’s investment strategies
* Benefit plan vitals

- Review funding and liabilities matching

- Actuarial certification of accounting entries; imputed income;
* EITF Reporting

FICA,; plan documents; individual statements

« A BOLI provider should offer the bank easy access to all information
vital to their BOLI Holdings.

* Via client customized administrative website

www.bolicoli.com

M Benefit Solutions®
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IV. Questions to Ask Your BOLI Provider —

Best Practices for Proper BOLI Portfolio Management
Best Practices:

board education.

» A BOLI provider should make sure a BOLI Board Policy is in place
as well as provided an annual board memorandum and ongoing

+ A BOLI provider should inform and educate the bank of policy
structure and options

» Information delivery methodology should be efficient (electronic/direct
downloads).

+ A BOLI provider should have flexible reporting capabilities that
conforms to the bank’s schedule.

M Benefit Solutions®
www.bolicoli.com
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WOLF IV. Questions to Ask Your BOLI Provider —
& COMPANY, FC Best Practices for Proper BOLI Portfolio Management

Best Practices:

» A BOLI provider should inform and educate the bank of policy structure
and options

» A BOLI provider should regularly offer informative and educational
material, such as White Papers and articles on new product and/or
regulatory/legislative developments.

» Provider should maintain clear and concise security policies and have
appropriate technologies in place.

» Provider should perform and make available to clients a Statement
Standards for Attestation Engagements 16 (SSAE 16) or similar third-
party attestation of the firm’s administration claims and operations.

m
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BOLI Vendor Assessment and Qualifications Audit

Auoit Repokt = Vinook OCC 2004-56 ano Bist PRACTICHS STANDARDS ASHSSMINT

| VENDOR ASSESSMENT AND QUALIFICATIONS AUDIT
—— -  m— 1 1 v 1 S
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