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New Excise Tax: 4 Issues Boards Should Consider
457(f ) payouts could trigger tax, but good 
options are available.

The tax reform law that took effect this year contains a 
classic good-news/bad-news scenario for some credit 
union executives. The good news: They’re likely to pay a 
lower individual federal income tax rate. The bad news: 
Their employer could be hit with an excise tax on some 
executive compensation.

The Tax Cuts and Jobs Act 
includes a 21% excise tax on annu-
al executive compensation that 
exceeds $1 million to any of a credit 
union’s top-five paid executives. But 
don’t dismiss this tax if your credit 
union doesn’t pay any executive a salary greater than 
$1 million. The tax could still affect your credit union 
if you have deferred compensation arrangements in 
place for executives, such as a 457(f ) plan.

The 457(f ) trigger
The new tax law may affect 457(f ) plans because 457(f ) 
payouts—unlike an annual bonus—typically are vested 
and disbursed periodically (or example, every five to  

10 years), and in lump sums.
An event such as the executive’s death, displace-

ment due to a merger, or another disruptive incident 
may also unexpectedly trigger a 457(f ) payout. 

If an executive receives a payout from a 457(f ) 
plan, and that payout results in more than $1 million 
in W-2 compensation for the executive in any given tax 
year, the credit union will be charged a 21% excise tax 

on the compensation that exceeds  
$1 million.

Boards of directors should con-
sider the following to help navigate 
the new tax circumstances:
n Consider restructuring your 
457(f) plan now if your executives 

are due to receive a deferred compensation payout 
in 2018. It may be possible to redesign some existing 
457(f ) plans and structure new plans to minimize expo-
sure to the excise tax. For example, you might be able 
to restructure plans to add more frequent vesting inter-
vals with correspondingly reduced payout amounts. 
Another option may be to replace or augment 457(f ) 
plans with collateral assignment split-dollar life insur-
ance. Work with your legal counsel and product provid-
ers to determine whether restructuring is possible and 
which alternative arrangements are available.
n Weigh the potential excise tax liability when set-
ting up 457(f ) plans in the future. Credit unions must 
set aside money in vesting years if payouts are project-
ed to push an executive’s annual compensation above 
the threshold. You should also accure any anticipated 
future excise tax expense should also be accrued to 
spread the expense over multiple years, if possible.
n Consider investment payouts. Some 457(f ) plans 
don’t have definite payout amounts. So even a 457(f ) 
portfolio that wasn’t expected to generate enough to 
put an executive over the $1 million annual threshold 
could do so if the investments outperform projections. 
n Advocate on behalf of credit unions. Credit union 
industry advocacy groups and other affected organiza-
tions are already asking legislators to delay or eliminate 
this new tax. However, you should expect it to remain in 
effect for 2018. Consider participating in this advocacy 
effort. Reach out to your congressional representatives 
and advise them about the potential effects to your 
membership.

Banking Customers Who Use Digital Wallets
Over the next two or three years, half of all online spending will come from 
mobile. Currently only 15% of banking customers use digital wallets, accord-
ing to Fiserv’s Digital Wallet Infographic. Groups that have high digital wallet 
usage include:

Source: Fiserv’s Digital Wallet Infographic
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‘Why Guy’ Fosters Change
A simple question can lead to big changes.

Steve Langley, senior vice president of member ser-
vices and chief retail officer at $1.9 billion asset Schools 
Financial Credit Union in Sacramento, Calif., is always 
looking for new, improved ways to serve members. 

The recipient of the 2017 CUNA Operations & 
Member Experience Council Professional of the Year 
Award, Langley shares how he shakes things up.
Q: A favorite question of yours is, “Why do we do 
that?” Why?
A: I’ve always been a “why guy,” raising my hand when 
something didn’t’ make sense. So it was a natural reac-
tion coming to Schools Financial in 2014 to ask, “Why do 
we do that?” when I’d review a report, process, or proce-
dure that didn’t make sense. Sometimes the answer was, 
“because we’ve always done it that way.”

Other times my questions would be received with 
an excitement to the possibility of change. One such 
change was the practice of giving a free GAP [guaran-
teed auto protection] waiver to every member who refi-
nanced their auto loan with us, regardless of the value. 
When we started asking “why?” we learned members 
didn’t know or care about the waiver, and it wasn’t a fac-
tor in their decision to refinance with us.

We increased our GAP income tenfold in just one 
year, from $70,000 to more than $700,000, because we 
asked, “why do we do that?”
Q: What’s the hardest part of changing long-standing 
practices? 
A: Some say change is good. I say “change is change,” and 
it’s often met with resistance by those used to the status 
quo. While creating change can be powerful, we must 
have the buy-in of those who will execute it.

Q: How do you meet your revenue needs while acting 
in members’ best interests? 
A: The first question we ask ourselves when looking at 
a product or service is, “Will this benefit our members?” 
As the industry looks for new ways to develop sources of 
income, we need to ensure we don’t lose sight of putting 
members first. We want to give members an exceptional 
deal, and if we can’t, we pass on that source of income.

Q:  What principles do you rely on for leading and 
inspiring staff? 
A: I understand I cannot be successful without a sup-
portive, self-directed team. I need to know they’ll get the 
job done. My team also needs to know that I care about 
them. I want to be there to support their goals and aspi-
rations, share in their successes and failures, laugh and 
cry with them, and be authentic.

The most important job I have is to surround myself 
with people who are smarter than me so when I leave 
this organization, someone will be there to step into my 
shoes and business will continue without a blip.
Q: What does receiving the CUNA Council’s 
Professional of the Year Award mean to you? 
A: Wow—that’s all I can say. I’ve worked in this amazing 
industry for over 25 years, and certainly this award was 
the pinnacle of all I’ve worked for. 

CUNA Mutual Group: 

cunamutual.com

Credit unions had little time to plan for this new 
tax. The credit union industry was uncertain whether 
it would be included in the final bill until it was signed 
into law on Dec. 20, 2017. Now that it’s in effect, leader-
ship teams need to assess its potential impact quickly 

and be ready to act if necessary.

JOHN PESH is the director, executive benefits, at CUNA 
Mutual Group (cunamutual.com). Contact him at  
john.pesh@cunamutual.com.

New Excise Tax: Official Summary

‘...WE MUST HAVE 
THE BUY-IN OF 

THOSE WHO WILL 
EXECUTE IT.’
STEVE LANGLEY

The new excise tax is contained in Internal Revenue Code 4960, which was added by Section 13602 of the Tax 
Cuts and Jobs Act of 2017. Here’s a summary of that section of the law:

This section imposes an excise tax on excess tax-exempt organization executive compensation. The tax is equal 
to the product of the corporate tax rate (21% under this bill) and the sum of: (1) any remuneration (other than 
an excess parachute payment) in excess of $1 million paid to a covered employee by an applicable tax-exempt 
organization for a taxable year, and (2) any excess parachute payment (separation pay), as specified in the bill.

You can find a PDF of the complete Tax Cuts and Jobs Act of 2017 at docs.house.gov.

n    CUNA News Podcast:  

news.cuna.org/podcasts
n    CUNA Operations & 

Member Experience 

Council: cunacouncils.org
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Seven Predictions About Cybercrime
Make sure to discuss these threats with 
your management team.

Board discussions with the executive management team 
about cybersecurity issues can help credit unions build a 
strong security culture, according to the Federal Financial 
Institutions Examination Council (FFIEC).

“Strong governance includes clearly defined roles 
and responsibilities that assign accountability to identify, 
assess, and manage cybersecurity risks across the financial 
institution,” the FFIEC reports.

According to Dr. Adrian Nish, head of threat intelli-
gence for BAE Systems, a CUNA Strategic Services alliance 
provider, there are seven cybercrime predictions that 
boards should discuss with management:

1. The GDPR reality will hit. After six years of prepa-
ration, hype, and debate, the European Union (EU) General 
Data Protection Regulation (GDPR) will be enforced begin-
ning May 25, 2018.

Many firms processing EU citizens’ data from outside 
of the EU may not have understood that they, too, will be 
affected by the regulations. Recent analysis suggests that 
few firms are ready for the new regulations, raising the 
likelihood of breaches and potential fines.

2. Malware authors will get smarter. In recent years, 
a big trend in the anti-malware market has been the use 
of machine-learning algorithms in detection engines that 
rely on features extracted from known bad samples.

These bad samples include metadata values, exported 
function names, and suspicious actions. Malware authors 
will get better at building techniques to outsmart them 
as “NextGen AV” solutions become more commonplace.

3. Extortion will take place through ransomware 
hack-and-leak. Ransomware occurrences have risen in 
recent years, partly enabled by online criminal malware 
marketplaces and partly due to the popularity of Bitcoin 

and other cryptocurrencies.
Ransomware can be spread across a large number 

of networked devices for maximum impact. Businesses 
rarely pay a ransom of this nature, as they typically have 
backups they can revert to when needed.

A more dangerous approach criminals may imple-
ment is stealing information and extorting victims by 
threatening to leak the information if ransom isn’t paid. 
These leaks could be highly damaging, including incur-
ring substantial fines, loss of customers, embarrassment 
to executives, and more.

4. The market will be manipulated via hack or 
Twitter bot. There haven’t been many cases of criminals 
looking for ways to target and exploit the stock market 
system online. But the market remains an attractive target, 
as playing the market is “out-of-band” from the hack itself.

Watch for a repurposing of “fake-news” Twitter bots to 
push market-relevant information, which could be used in 
“pump-and-dump” style attacks, or could be targeted at 
algorithmic trading “bots.”

5. The ‘battle of the bots’ will emerge. It’s inevitable 
that attackers will begin to incorporate machine learning 
and artificial intelligence (AI) at the same rate as network 
defense tools. We already may be at this point, with online 
Twitter bots able to react to emerging events and craft 
messages to respond. 

As cyber-criminals build systems that can “learn” and 
adapt to defenses, detection engines will also evolve 
using AI.

6. There will be supply chain woes. The trend of 
supply chain attacks will continue as criminals see this 
type of attack to be more and more viable. The biggest 
chunk of this may be software supply chain compromise 
rather than third-party or hardware compromise.

7. The relationships between people and machines 
will contribute to risk.  Securing information has become 
less about having firewalls and policies, and more about 
complex interactions between people and machines.

Practitioners have also realized there’s a need to con-
sider systems as a whole rather than as discrete compo-
nents, and have now begun to consider new approaches.

There may be a greater emphasis on evolving security 
beyond traditional approaches, incorporating sociotech-
nical analysis.

n    BAE Systems, a CUNA 

Strategic Services  

alliance provider:  

baesystems.com
n    Federal Financial 

Institutions Examination 

Council (FFIEC): ffiec.gov

Do you know a fellow board member, executive,  
or credit union employee who demonstrates  
outstanding innovation and creativity?

Credit Union Magazine will publish an issue in 
October honoring such individuals as Credit Union 
Rock Stars. Visit news.cuna.org/nominaterockstar to 
nominate someone before the June 15 deadline.Brought to you by 

CREDIT UNION
NOMINATE A

TODAY!
ROCK STAR

SECURING 
INFORMATION HAS 

BECOME LESS ABOUT 
HAVING FIREWALLS 

AND POLICIES.
iStock
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Ten Rules for Board-Driven Innovation
Create a culture where you allow failure.

The financial services industry is changing quickly, and 
those who fail to keep up will become irrelevant, says 
Andrew Stickney, CEO of the website design/digital mar-
keting firm Burlington Bytes and a director at $753 million 
asset Vermont State Employees Credit Union (VSECU) in 
Montpelier.

“Management needs to take bold steps to move 
ahead—and the board needs to support that,” he says. 
“If we don’t support management in their innovation 
efforts, credit unions risk becoming irrelevant. And if a 
CEO doesn’t want to take risks, it’s time for that CEO to 
move on.”

Stickney says there are 10 ways the board can sup-
port and drive innovation:

1. Keep an open mind and look forward. If you 
don’t, you’ll either stifle your management team or teach 
it to involve you as a board director last.

“Instead of saying, ‘That’s ridiculous idea,’ ask how a 
hair-brained idea could work,” Stickney says. “The worst-
case scenario is when management stops coming up 
with new ideas.”

2. Identify and understand your target customer. 
By understanding your customers, you can grow your 
business, and appeal to a narrow market and serve it well.

3. Narrow your focus. Resist the temptation to add 
features, broaden your target market, or expand your 
scope before your pilot projects are done and proven.

Companies that aren’t laser-focused tend to create 
generalized programs and services that don’t serve any-
one exceptionally well. “Help management focus and cut 
out the features that aren’t core to the new product or 
service, at least in the short term,” he says.

4. Do something different. Offerings such as 
mobile banking and remote deposit capture are no lon-
ger differentiators; they’re expected, Stickney says. 

5. Think about the people you serve and what it 
means to belong to your particular community. “VSECU’s 
mission is to improve the lives of all Vermonters,” he says. 
“Do what it takes to move the needle for your members.”

6. Be polarizing. If everyone loves what you’re 
doing, you’re not doing the best thing for any one group.

Don’t worry about offending people who aren’t 

your target market with a new product you’re creating, 
or concern yourself with those who might be left out.  
“Don’t worry about offending different groups of mem-
bers of your credit union,” Stickney says. “If you do, you 
won’t take necessary risks. Instead, be solely focused on 
that core group you’re trying to serve with the product. 
We need to push the boundaries or we’ll risk irrelevancy.”

7. Have an internal champion, particularly in orga-
nizations heavy on bureaucracy. Without this, great ideas 
and innovation can easily get lost.

8. Right size the risk to the opportunity. Decide 
how much money you can spend to capture an opportu-
nity. Be disciplined in the approach, and make sure what 
you’re willing to risk has a reward with an appropriate 
return on investment.

Ask “who cares” about your innovation. Does the 
group you’re trying to serve want it? Are there groups 
who can’t live without it? If so, move forward. If not, scrap 
the idea, Stickney advises. “Don’t be afraid to ask.”

9. Test your thesis of the innovation with mem-
bers. “This is where the rubber meets the road,” he says. 
“Can you prove your basic idea? Too often, we spend a 
huge amount of time planning, cogitating, and building 
something and no one uses it or shows up. See if people 
want to engage with this innovation before you create it.”

10. Have discipline. Have metrics that indicate what 
success and failure look like. Know when to call it quits.

“It’s ok to call something a failure—and it’s impor-
tant for board members to create a culture that allows 
this,” Stickney says. “Management teams need to take 
bold, uncomfortable steps for credit unions to remain rel-
evant—and it will be messy and fraught with challenges 
for the industry. Boards should support these steps in an 
affirmative way rather than resisting change. Directors 
should view themselves as a key part of a solution.”

n    CUNA National Credit 

Union Roundtable for 

Board Leadership, Oct. 

19-21, Vancouver, Canada:  

cuna.org/boardrountable
n    Burlington Bytes: 

burlingtonbytes.com

‘WE NEED TO PUSH 
THE BOUNDARIES 

OR WE’LL RISK 
IRRELEVANCY.’
ANDREW STICKNEY


