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by Lon P. Haines, Managing Principal
Banc Consulting Partners

Evaluating Bank-Owned Life Insurance 
(BOLI) is more complicated than ordering 
a sandwich, but I am inclined to believe 
there are subtle similarities that present 
themselves in the manner that we make 
decisions.

Past experiences that are retained as memories often provide a fun-
damental and enduring basis by which we react and understand the 
present as well as a familiarity to guide us in planning for the future.  
Memories also provide a random and sometimes odd recollection of 
seemingly inconsequential events.  Case in point is the first time that I 
encountered Kentucky Hot Brown…

In one of my first trips to Kentucky many years ago, I distinctly remem-
ber seeing ‘Hot Brown’ on the menu at a restaurant in Louisville.  At 
the time, I had about 3 decades of experience eating food and I must 
admit that the name made me very reluctant to consider it.  To top it off, 
there were so many other options on the menu that I had already tried 
countless times.  So, I passed and ordered something that was familiar, 
but clearly far more forgettable.   After about a decade of seeing Hot 
Brown on menus throughout the state, I finally caved and ordered it due 
to the persistence of a banker who explained what was on the sandwich 
and convinced me that (almost) everyone in the entire state could not 
be wrong about how great it is.  Surprisingly to me, but probably unsur-
prisingly to you, I enjoyed it…in fact, I liked it a lot.

I am sure that every reader has heard the expression, “perception is re-
ality.”  I will save my thoughts on the legitimacy of this phrase, but it is 
hard to deny that perception, impressions, and comprehension (wheth-
er legitimate or not) play a vital role in our most simplistic day-to-day 
choices.  From something as unassuming as ordering sandwich to the 
vital business decisions that play an integral role in the holistic success 
of a banking institution.

Perception

In my almost 2 decades of providing insurance and benefits consul-
tation in the banking marketplace, I have found BOLI to be one of 
the most quietly divisive assets in the industry.  While almost 68% 

of banks nationwide with assets in excess of $100m own BOLI and 
overwhelmingly advocate the value of the asset, the majority of the 
remaining 32% have made the very deliberate and conscious decision 
to essentially reject the asset.  I find it to be an interesting dichotomy in 
several respects, particularly in the context of the divergent perception 
of the same asset among institutions with fundamentally comparable 
organizational, profit, expense, and tax structures.

Bankers frequently ask me why every bank in the country does not 
own BOLI.  There are certainly several reasons.  However, in my opin-
ion, the most pervasive but often overlooked explanation, is that the 
non-BOLI holding institutions either have a negative pre-existing per-
ception of BOLI, and/or they have not been properly counseled in the 
necessary manner to make an informed purchase decision.  

In other words, all (or at least most) of the reasons that led me astray 
from my newfound fondness of Kentucky Hot Brown generally apply 
to the rationale of non-BOLI holding institutions – the otherwise favor-
able experience of not owning the asset, the connotation of insurance, 
the familiarity of alternative assets, the lack of genuine comprehension 
of the asset, and the absence of a trusted banker’s recommendation.

Reality

In terms of practical and objective reality, BOLI has consistently and 
thoroughly proven to be a superior earning asset than bank-eligible in-
vestments.  In fact, in the commonwealth of KY the average return 
on in-force BOLI holdings have exceeded the average state return on 
securities by over 1.38% (or 1.91% on a tax-adjusted basis) from Q1 
2015 through Q3 2020.   From an individual bank perspective, over 
the same duration of time, the overwhelming majority of institutions 
domiciled in the state have earned a less favorable return on their se-
curities portfolio than the average return earned by KY BOLI holders.  
To be clear, by “overwhelming majority”, I mean that literally 134 out 
of 135 banks in KY have experienced a less competitive return on their 
securities portfolio than the average return earned by BOLI holders in 
the state.  

While these kinds of statistics are compelling, they offer an abbreviat-
ed glimpse into the enduring reasons that banks nationwide have pur-
chased the asset for over 30 years and basically zero context of the 
present economic factors facing most community banks.
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Opportunity

KY institutions have experienced tremendous asset growth year-
to-date in 2020 with an average increase in assets of more than 
13.50%, relative to approximately 5.50% for the first three quarters 
of 2019.   This growth has been largely driven by an increase in 
deposits, coupled with PPP loans among a smaller subset of institu-
tions.  While this type of growth would typically be viewed in noth-
ing but a glaringly favorable light, current market conditions present 
a unique set of circumstances that challenge the typical reality.  The 
lending environment is certainly not ideal and attractive returns in 
the securities market are essentially non-existent by any historical 
standard.  These factors have resulted in a seemingly universal real-
ity of excessive cash being held on the balance sheets of community 
banks.  Cash is not king in the banking world when it is not utilized 
in a manner that generates interest or non-interest income.

Insurance carriers are not immune to the challenges presented in 
the current environment; however, the interest rates being credited 
by the top carriers in the BOLI marketplace continue to provide an 
exceedingly competitive spread relative to alternative bank-eligible 
investments.  Banks are increasingly purchasing BOLI as an alterna-
tive to securities or simply retaining cash on hand, as evidenced by 
the approximate $4 billion of BOLI premium that has been remitted, 
nationwide year-to-date.  

The assets on the bankers’ menu these days are limited.  The por-
tions in the form of interest being served are lean, and the nutrition-
al value of credit is an uncertainty.  While every asset should be 
evaluated on its own merit, BOLI presents a proven tax-advantaged 
and credit-worthy strategy to deploy excess liquidity.  Whether your 
bank has made the deliberate decision to forego purchasing the asset 
or if you are an existing BOLI holder, it would likely make sense to 
re-engage your perception of the asset and seek out the counsel of 
a firm that can provide the necessary consultation to properly eval-
uate the asset, as the current banking landscape demands a broader 
perception of reality.

THE WORLD-FAMOUS HOT BROWN

INGREDIENTS (Makes 2 Hot Browns) 

• 2 oz. Whole Butter
• 2 oz. All Purpose Flour
• 8 oz. Heavy Cream
• 8 oz. Whole Milk
• ½ Cup of Pecorino Romano Cheese
• Plus 1 Tablespoon for Garnish
• Pinch of Ground Nutmeg
• Salt and Pepper to Taste
• 14 oz. Sliced Roasted Turkey Breast, Slice Thick
• 4 Slices of Texas Toast (Crust Trimmed)
• 4 Slices of Crispy Bacon
• 2 Roma Tomatoes, Sliced in Half
• Paprika
• Parsley

In a two quart saucepan, melt butter and slowly whisk in 
flour until combined and forms a thick paste (roux). Con-
tinue to cook roux for two minutes over medium low heat, 
stirring frequently. 

Whisk heavy cream and whole milk into the roux and cook 
over medium heat until the cream begins to simmer, about 
2-3 minutes. Remove sauce from heat and slowly whisk in 
Pecorino Romano cheese until the Mornay sauce is smooth. 
Add nutmeg, salt and pepper to taste.

For each Hot Brown, place two slices of toast with the crusts 
cut off in an oven safe dish – one slice is cut in half corner to 
corner to make two triangles and the other slice is left in a 
square shape - then cover with 7 ounces of turkey. 

Take the two halves of Roma tomato and two toast points 
and set them alongside the base of the turkey and toast. 
Next, pour one half of the Mornay sauce to completely cover 
the dish. Sprinkle with additional Pecorino Romano cheese. 

Place the entire dish in the oven. Suggested bake time is 
20 minutes at 350º. When the cheese begins to brown and 
bubble, remove from oven, cross two pieces of crispy bacon 
on top, sprinkle with paprika and parsley, and serve imme-
diately. Save a bite for Lon.
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