Wall Street Compensation Reform Act of 2010

1. Scope. The legislation establishes a new subcategory of taxpayers subject to section
162(m) of the tax code referred to as “Systemically Significant Financial Institutions”. It
defines the term as a company or other entity that: '

a. Engages primarily in activities that are financial in nature (as defined in 12 U.S.C.
§ 1843(k)), and
b. Meets one of the following requirements:
i. Owns or controls assets greater than $10 billion, or :
ii. Owns or controls assets greater than $1 billion and maintains a leverage
(debt-to-equity) ratio greater than 15:1.
c. The definition of a systemically significant financial institution is not limited to
publicly held corporations.
i. Once a taxpayer qualifies as a systemically significant financial institution,
the taxpayer shall remain classified as such in future tax years.

2. General rules. In the case of all systemically significant financial institutions:

a. Covered employees include the CEO or Managing Partner, the 25 highest paid
employees (other than the CEO or Managing Partner), and other employees
whose actions have a material impact on the risk exposure of the taxpayer.

b. Employees with applicable employee remuneration exceeding $1 million are
presumed to engage in actions that have a material impact on the risk exposure of
the taxpayer unless the taxpayer submits an information return to the Secretary
that describes the role and responsibilities of the employee and the rationale for
why the employee should not be classified as having a material impact on the
taxpayer’s risk exposure.

c. No deduction shall be allowed in the case of applicable employee remuneration
for any taxable year which is attributable to services performed by a covered
employee during such year, to the extent the remuneration exceeds $1 million.

i. The exception for remuneration payable on a commission basis in section
162(m)(4)(B) of the tax code does not apply.
ii. The exception for performance-based compensation in section
162(m)(4)(C) of the tax code is subject to the limitations below.
iii. The timing rules for deferred deductions in section 162(m)(3) of the tax
code apply.

d. The size and allocation of the taxpayer’s performance-based compensation pool
for covered employees must take into account the full range of current and
potential risks, including:

i. The cost and quantity of capital required to support the risks taken by the
taxpayer in the conduct of the taxpayer’s financial activities,
{i. The cost and quantity of the liquidity risk assumed by the taxpayer in the
conduct of the taxpayer’s financial activities, and
iii. The timing and likelihood of potential future revenues from the taxpayer’s
financial activities.




