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Benefits, Retention, & BOLI- A Banker’s Perspective 
By Bo Stahler, Sr. Consultant 

 
For more than 30 years, I was the CEO of a community bank.  During my tenure, we were 
fortunate to have tremendous growth adding several business units such as leasing 
operations, a mortgage department and a title company.  We prided ourselves for being 
forward thinking.  My reason for mentioning all of this is because none of it would have 
been possible if not for the collective efforts of our staff, a strong Management Team and a 
progressive Board of Directors who believed in rewarding those responsible for the Bank’s 
success. 
 
We had always paid very competitive wages and like most banks we offered a standard 
qualified benefit plans.  We also had a very progressive incentive compensation plan for 
our key “movers and shakers”.   
 
However, as we continued to grow and add the additional services as mentioned above, it 
became more and more apparent to the Board that we could ill afford to lose any of our 
key personnel to the competition.  So, the question of long term retention needed to be 
addressed.  The answer was a post-retirement benefit plan that would be at risk if any of 
the participants were to leave.  In essence, a hook, or more specifically, a “golden 
handcuff” plan. 
 
The obvious concern was that to fund such a long-term benefit plan was going to be 
expensive. That’s where Bank-Owned Life Insurance (BOLI) became the final piece of the 
puzzle, by providing the funding vehicle necessary to defray much of the implementation 
cost. 
 
Under the 2004 Interagency Statement on the Purchase and Risk Management of Life 
Insurance, banks are allowed to hold BOLI up to 25% of their Tier I Capital, but why would 
banks want to own BOLI in the first place?  The answer is because the additional yield to 
be gained over an alternative security investment can be used to offset existing benefit 
costs or, in our case, to defray the cost of adding an Executive Benefit Plan. 
 
As an illustration, let’s assume a bank has $20 million in Tier I Capital, which would equate 
to $5 million in available BOLI.  At today’s current interest rates, a security investment will  
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yield maybe 1.5%, so assuming a security purchase of $5 million, the bank would earn 
$74,000 on an annual basis, and assuming a 38% tax rate, the net would be $46,500.  On 
the other hand, if the bank purchased $5 million in BOLI, yielding approximately 2.95%, 
the annual earnings would total $147,500 and there would be no tax.  As a result, the bank 
would pick up an additional $101,000 in income, which could then be utilized to offset the 
cost of funding a long-term executive benefit plan for selected participants. 
 
Ideally, the best time to put a post-retirement salary continuation plan in place would be 
when there are at least 10-15 years to fund the benefit expense prior to implementation of 
the retirement benefit, but that is simply a guideline, as no two banks are alike.  However, 
the genesis is basically the same.  On one hand, you have a cost associated with 
implementing the benefit plan, and on the other hand, BOLI can be used as the funding 
vehicle to defray a majority, in not all, of the cost and, speaking from experience, it works.   
 
In fact, it begs the question – why would a bank not want to implement a long-term 
benefit plan for its key people that rewards them for their years of service, while at the 
same time adding a level of comfort with respect to retention, while doing so with little or 
no impact on the bank’s bottom line and, ultimately, the shareholders?  As approximately 
60% of the banks in the country own BOLI in some capacity, it is apparent many banks 
have already recognized the value. 
 
Bank Compensation Consulting specializes in the implementation and ongoing maintenance 
of salary continuation plans, as well as other nonqualified benefit plans.  We have worked 
with over 600 banks in 40 states and we would welcome the opportunity to visit with you 
regarding your specific benefit needs.  
 
If you have questions on utilizing nonqualified benefit plans and BOLI within your bank 
please contact Bank Compensation Consulting at bo.stahler@bcc-usa.com or at 1-800-781-
2099 or direct at 214-919-2915. 
 
 

 
 
 
 

 

John B. “Bo” Stahler brings more than 30 years of experience in the 

banking industry. He can speak from personal experience on the value of 

Bank-Owned Life Insurance (BOLI) to offset the costs of Employee Benefit 

Plans with his past banking experience as President and CEO of the 

American National Bank in Wichita Falls, TX. He is also a past Chairman of 

the Texas Bankers Association and a Board Member of the Federal Home 

Loan Bank of Dallas. 
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