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127 years
First National Bank & Trust 

— Phillipsburg

102 years
Farmers State Bank— Phillipsburg

117 years
Baileyville State Bank — Seneca

125 years 
First Commerce Bank — 

Conway Springs

98 years 
Johnson State Bank — Johnson

98 years
Montezuma State Bank — Montezuma

122 years 
Kansas State Bank — Overbrook

• Anniversaries •

Congratulations to the banks celebrating December anniversaries as chartered institutions!
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• Roger Caudle •

Member Profile
By Alex Peak, Assistant Editor, BankNews Media

We currently live in Atchison, Kan., having 
moved from our Bendena farm 10 years ago. 
We also serve on the board of Union State 
Bank of Everest, attending its board and loan 
meetings for the branches in Atchison, Horton, 
Gower and McClouth. • My wife, Donna, 
and I enjoy going to our nine grandchildren’s 
sporting events, as well as cheering for KU 
and K-State from our living room. • I am a 
little short on hobbies, but I like to travel, read 
biographies, and return to the farm and com-
munity where I lived for more than 60 years.

Roger Caudle is chairman of 
Bendena State Bank in Bendena, Kan.

QWhat is your background in 
banking and with Bendena 

State Bank?
I was elected to the Bendena State Bank board 
in 1966. This was the community where I 
grew up. I joined the board because my wife’s 
family owned stock in the bank, not because 
of my fi nancial wisdom. I continued to serve 
and learn on the board for the next 45 years 
and enjoyed being part of a rural bank that 
grew from $1 million in assets to more than 
$40 million in assets.

QBendena State Bank is more 
than 100 years old. What 

are some of the more significant 
events in its history?
In more than 100 years of community 
business, the bank has witnessed many 
changes. It has seen modernization of 
farm equipment advance from horses to 
GPS guidance systems. Rural telephones, 
electricity, water and all-weather roads have 
made rural living much nicer.

QHow is the bank a reflection 
of it’s community?

Our banking philosophy has been to re-
invest as much of the local community 
resources back into that community as pos-
sible. We have always felt as if the success 
of the bank depends on the success of the 
people in the community.

QWhat is the most popular 
product or service the 

bank offers?
Our most valuable asset is the personal atten-
tion and concern the employees express for 
their customers.
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QWhat do you think is the 
biggest obstacle faced by 

community banks in small towns 
right now? What have you done 
to help the bank overcome any 
of these challenges?
I believe maintaining the population, small 
businesses and schools is our most press-
ing problem. Our bank sometimes takes 
greater risk for the hometown entity than is 
normally prudent but the favorable results 
are important. 

QHow would you describe 
your leadership style?

As a director and board chairman, I like to 
have decision-makers managing and operat-
ing the bank. We feel that micro-managing 
by the board can only slow the growth of 
good people.

QHow long have you 
been involved with 

the Community Bankers 
Association? What is your 
favorite event to attend?
We have been CBA members since it was 
organized and have really enjoyed getting 
acquainted with bankers from similar com-
munities across Kansas. The annual conven-
tions have always been informative and a 
pleasant experience. •

 “Our banking philosophy 

has been to re-invest as 

much of the local community 

resources back into that 

community as possible.” 
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T oday’s environment is far from 

ordinary. Many Kansas banks 

have seen their deposits 

increase, watched yields on securities 

portfolios decrease and experienced 

a drop in high-quality loan demand. 

While about half of all banks in the country already 
own Bank-Owned Life Insurance (BOLI), many that do 
not own BOLI are taking another look. High credit quality 
and security, favorable tax treatment, the ability to give a 
benefi t to bank offi cers to help attract and retain top talent, 
and favorable yield profi les have prompted many bankers 
to dust off what they used to know about BOLI and fi nd 
out how today’s BOLI products can be a benefi t to execu-
tives and shareholders alike. 

Though everyone would agree that risk management is 
critical to the safe and sound operation of banks at any 
time, today’s environment places a true premium on risk 
management. This article describes some of the risks 
associated with BOLI and how to proactively manage 
those risks. 

Liquidity Risk
Liquidity risk is the risk to earnings and capital arising 
from an institution’s inability to meet its obligations when 

BOLI RISK 
MANAGEMENT
BY RICHARD K. BRATTEN
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they come due without incurring unacceptable losses. 
Cash values of life insurance policies are assets carried on 
the bank’s balance sheet in the “other asset” category. As 
assets, they affect liquidity. The insurance policy contract 
allows the bank the right to demand payment of its cash 
values at any time. By law, the insurance company has 
up to six months to pay; as a practical matter, however, it 
generally pays out the proceeds of policy surrender within 
14 days, unless it is fi nancially insolvent.

Although BOLI can be liquidated at any time, doing 
so would have adverse tax consequences, particularly 
when using Modifi ed Endowment Contract (MEC) poli-
cies. For this reason, banks will limit their purchases from 
individual carriers and in the aggregate based on the long-
term nature of BOLI. The tax-deferred build-up of BOLI 
becomes taxable if the policies are surrendered, in whole 
or in part, prior to the death of the insured. In managing 
its liquidity risk, a bank should analyze the effects of sur-
rendering the policies at various points in time.

Transactional/Operational Risk
As it applies to BOLI, transactional/operational risk is the 
risk to earnings and capital arising from problems caused 
by the institution’s failure to fully understand or to prop-
erly implement a transaction. To help mitigate this risk, 
management must have a thorough understanding of how 
the insurance product works and the variables that dictate 
the product’s performance. 

Reputation Risk
Reputation risk is the risk to earnings and capital arising 
from negative publicity regarding an institution’s business 
practices. This risk exists with BOLI because of percep-
tion issues associated with owning or benefi ting from life 
insurance on employees. Banks manage reputation risk by 
limiting the insured group to only key offi cers and/or direc-
tors, as well as obtaining written, positive consent from all 
participants. Most banks also share a portion of the net death 
benefi t with plan participants. The Pension Protection Act of 
2006 codifi es what have been the best practices concerning 
the use of employer-owned life insurance. 

Credit Risk
Credit risk is the potential impact on earnings and capi-
tal arising from an obligor’s failure to meet the terms of 
any contract with the institution or otherwise perform as 
agreed. Because BOLI must be held until the death of the 

insured in order to receive the most favorable tax treat-
ment, it should be viewed as a long-term asset. As such, 
addressing credit risk is particularly critical.

Diversifi cation, in general, is the concept of spreading a 
given element of risk over more than one source of that risk. 
One way to help lower one’s exposure to credit risk is to 
spread the risk over multiple parties so there is not a high 
concentration of risk with any one creditor. Banks are very 
familiar with diversifying credit risk and have executed this 
strategy effectively in their BOLI portfolios by purchasing 
BOLI products from various insurance companies, subject 
to legal lending limits, as well as any additional internal 
lending limits. Exposure to insurance-company credit risk 
should be closely monitored and reported regularly to senior 
management and the board of directors. 

Credit risk manifests itself in several ways for BOLI. It 
is also affected by the type of product that has been pur-
chased (i.e., whether one has a general account, hybrid/
general account or true separate account products). Each 
product has varying degrees of credit risk amounts and 
mechanisms. Broad categories of credit risk for a BOLI 
product include general creditor risk with respect to the 
payment of the policies’ cash value upon demand, the 
claims-paying ability of the insurance company with 
respect to the total death benefi t, and the responsibility and/
or ability to pay the difference between the book value of 
the policies and the market value of the underlying assets 
for a product that involves a separate account. Although 
insurers also utilize reinsurance to help manage their risk, 
the additional complication of reinsurance is not within 
the scope of this article. 

Interest Rate Risk
Interest rate risk is the risk to earnings and capital arising from 
movements in interest rates. Interest rate risk for BOLI is pri-
marily a function of the maturities of the assets in the carrier’s 
investment portfolio. In addition, the crediting rate methodol-
ogy used for a given product will affect future earnings.

Banks should address the portfolio characteristics of the 
chosen carriers in conjunction with its fi nancial analysis 
of each company and evaluation of the different products 
available. Carrier cash value projections as well as crediting 
rate histories also should be reviewed. The insurers’ cash-
value projections, at multiple interest-rate scenarios, should 
be evaluated. In addition, the crediting-rate methodology of 

Continued on page 13
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——— PHOTO GALLERY ———

CBA Membership 

Appreciation Tailgate

More than 300 Kansas bankers, their friends 
and families attended the CBA Membership 
Appreciation Tailgate on Oct. 8 at K-State.

THANKS AGAIN TO OUR SPONSORS:
ICBA
ICBA Securities
BankOnIT
Bank Financial Services Group
Varney & Associates, CPA’s LLC
SHAZAM, Inc.
Bankers’ Bank of Kansas, N.A.
FHLBank Topeka
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        V i s i t  t h e   
         I C B A C a r e e r  C e n t e r  

 
Looking for that perfect fit? The ICBA Career Center is community bank’s 
resource for online employment connections. 
 

For Employers: This easy-to-use resource is designed to help you 
recruit the most qualified professionals in the industry. 
 

For Job Seekers: Whether you’re looking for a new job, or ready to take 
the next step in your career, we’ll help you find the opportunity that’s right 
for you. 
 

To find a job or fill a position, visit www.cbak.com 

FIND EXACTLY WHAT YOU’RE LOOKING FOR. 

Visit the ICBA Career Center today. 
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each product should also be reviewed, as well as the invest-
ment earnings pattern of each insurance company. 

Compliance/Legal Risk
Compliance/legal risk is the risk to earnings and capital arising 
from violations of, or nonconformance with, laws, rulings, 
regulations, prescribed practices or ethical standards. Failure to 
comply with applicable rules could result in fi nes or penalties 
imposed by regulatory authorities or loss of tax benefi ts. 

Examples of areas (but not a complete list) to be evalu-
ated include the following: state insurable interest laws; the 
Employee Retirement Income Security Act of 1974 (ERISA); 
Federal Reserve Regulation O and W (12 CFR 215 and 223 
respectively); the Interagency Guidelines for Establishing 
Safety and Soundness; the requirements set for under the 
legal authority section of the statement; and federal regula-
tions applicable to BOLI. Other risk areas involve undue 
“control” of separate account assets and potential Federal 
Reserve Regulation W violations. These items only apply for 
a Private Placement Separate Account product purchase.

Banks should address compliance/legal risk by analyz-
ing each of the applicable regulations relevant to their 
transaction. In addition, the bank should seek the advice 
of counsel on these and other legal, accounting and regula-
tory areas.

Price Risk
Price risk is the risk to earnings and capital arising from 
changes in the value of portfolios of fi nancial instruments. 
Owners of general account products are permitted to use 
an approach that is essentially based on cost plus accrued 
earnings. By limiting its purchase to general account and 
hybrid/general account products, which function in the 
same manner as general account products, banks can largely 
eliminate price risk due to this accounting treatment.

Tax and Legislative Risk
Tax and legislative risks stem from the long-standing 
favorable tax treatment that life insurance receives. This 
favorable treatment is part of consistent policy efforts to 
encourage the private sector to save and invest in fi nan-
cial security programs for individuals. Individual fi nancial 
security helps to decrease the need for and burden upon 

Continued from page 9

BOLI RISK MANAGEMENT public welfare programs. This favorable tax treatment of 
life insurance is benefi cial to banks in their efforts to help 
offset and recover the costs of employee benefi ts. 

This favorable public-policy approach to insurance not-
withstanding, the possibility exists that legislators could 
— at some point in the future — change this long-standing 
policy and alter the tax treatment of insurance through leg-
islation. A tax code change that would either tax the inside 
buildup of life insurance cash values or make future BOLI 
cash fl ows subject to income tax would have a negative 
impact upon the economics of BOLI holdings. 

Historically, however, most tax law changes have been 
applied prospectively, grandfathering previously existing 
fi nancial arrangements. No known legislation is pend-
ing, nor is there any information of any current intent to 
propose legislation that would negatively impact the tax 
treatment of insurance.

Conclusion
High credit quality and security, favorable tax treatment, the 
ability to give a benefi t to bank offi cers to help attract and 
retain top talent, and favorable yield profi les have prompted 
many bankers to review what they know and fi nd out what’s 
new in the BOLI market. BOLI products are designed to 
benefi t executives and shareholders alike. As with everything 
else a bank does, risk management plays a critical role in the 
success of any strategy. Being educated on how to manage the 
various risks of BOLI can help bank leaders to capitalize on 
the benefi ts of this common banking practice. •

• ABOUT THE AUTHOR • • • • • • • • • • • • • • • • •

Richard K. Bratten has worked in the executive benefits and bank-owned 

life insurance markets for over a decade. As an actuary and a CFA 

charterholder, Bratten is uniquely positioned to educate institutions on the 

many decisions inherent in the bank-owned life insurance market. Bratten 

is a partner of Bank Financial Services Group, which works exclusively with 

community banks and bankers on creating and managing supplemental 

benefit plans and bank-specific financing of supplemental benefit plan costs 

as well as overall employee benefit expenses. Bratten can be reached at 

303-482-18449, or by email at rbratten@bfsgroup.com. To learn more, 

visit www.bfsgroup.com to view a brief video about the BFS Group.
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Regulators evaluate consumer loans for “disparate pric-
ing.” Community banks offer these loans as a service 
under CRA. Perhaps the bank breaks even, but there is no 
profi t after the net cost of small-dollar loans. Now bankers’ 
good-faith lending practices may be a “pattern or practice” 
of discriminatory loan pricing. 

The consequences of such a determination are extraor-
dinary. Specifi cally, regulators consider a referral to the 
Department of Justice as mandatory whenever “the agency 
has reason to believe that one or more creditors has engaged 
in a pattern or practice” in violation of the Equal Credit 
Opportunity Act (ECOA). Even if not required, referral is 

always discretionary for possible ECOA violations. Such 
a referral results in “less than satisfactory” CRA and com-
pliance ratings. Additionally, the DOJ seeks restitution and 
also damages based, in part, on the creditor’s net worth. 
Of course, the legal and consulting fees associated with 
responding to subpoenas and document production, even 
if a bank capitulates (because the money involved does not 
justify the cost) is high. 

The FDIC and the Federal Reserve, in particular, 
have been focusing on these issues. We have heard that 
the comptroller is now making fair lending a point of 
emphasis for compliance examinations. We currently 

Ben Bernanke and Sheila Bair have expressed concerns with the 

cost of regulation. Perhaps the pendulum is about to swing toward 

moderation in banking regulation. Regulators can start with the fair 

lending laws.

BY PETER G. WEINSTOCK

A REGULATORY
 FIELD DAY FOR 

LOAN SHARKS
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have nine clients fi ghting actual or potential referrals 
to the DOJ. The regulators review HMDA data for 
disparities in loan pricing and approval/denial rates. 
They review the bank’s procedures for both secured and 
unsecured consumer loans. They also seek to compare 
average interest rates charged between different classes, 
such as gender and ethnicity. Statistically signifi cant 
disparities lead to DOJ referrals.

Interagency procedures are not uniform regarding the 
standard for “statistical signifi cance.” The standard is 
unclear to non-mathematicians. Bank regulators have 
handed these issues over to statisticians to perform regres-
sion analyses. If a statistically signifi cant disparity is 
alleged, then bankers are notifi ed of potential violations 
of law and possible DOJ referral. Unfortunately, the 
courts have recognized that evidence of disparate impact 
can support a claim for lending discrimination under the 
ECOA, even absent intent. Thus, the regulators’ position 
is that they do not need to have overt, or even comparative, 
evidence of disparate treatment.

If matters advance that far, there is a battle of the experts. 
The bank’s statistician then develops its regression analy-
sis. Recently, the Federal Reserve indicated it does not 
even need to show specifi c customers who have suffered 
discrimination. The regression model becomes the sole 
test of discrimination; other issues, such as fi le reviews to 
show a comparison in rates and terms charged to different 
borrowers, are effectively moot. Bankers should consider 
developing internal mechanisms to provide loan-pricing 
uniformity, including:

• Creating a loan pricing matrix without discretion;
• Providing that deviations from the matrix are explained 

through legitimate (permissible) factors;
• Developing internal evaluation procedures, including, 

unfortunately, periodic internal regression analysis; and
• Providing that bank pricing policies are transparent 

and uniform.
Examiners, though, are currently looking at data previ-

ously developed, which predates when corrective actions 
can take hold. Bankers experiencing such an examina-
tion must be proactive from the moment the institution 
is fl agged as a HMDA outlier. Senior people need to 
be involved. Oftentimes, community banking core-pro-
cessing systems are not designed to provide fair lend-
ing review data (they were designed for loan-operation 
purposes). It is important to understand why the regula-
tors are asking particular questions. Giving off-the-cuff 

answers to questions that then become memorialized is 
a good way to get in to trouble. It is permissible to have 
counsel at the interview stage of the process. Oftentimes, 
this is where a serious and robust response can avoid the 
process running awry. 

Any letter requesting detailed information regarding 
such matters is signifi cant. A targeted information request 
indicates a regulatory belief that some evidence of dis-
criminatory pricing or underwriting exists. This is the 
critical moment in the regulatory inquiry. The bank needs 
to vigorously respond to minimize the likelihood that the 
inquiry progresses. At each step along the process of an 
inquiry turning into a potential enforcement action, the 
costs of defense increase and the likelihood of success 
diminishes. It is my experience that too many bankers trust 
that the regulators will “get it right.” Regulators increas-
ingly are making DOJ referrals. Recently, one of the bank 
regulators acknowledged that DOJ’s model was fl awed 
once the data was presented correctly.

Dodd-Frank authorizes the U.S. Treasury to provide 
incentives for banks to make small-dollar loans. The 
FDIC’s recent pilot program on such loans demonstrates 
that when a pricing matrix is introduced, banks increase 
what they charge. Are customers truly benefi ting from this 
new approach to fair lending enforcement?

It is also important to realize that these issues go well 
beyond HMDA data. It also includes unsecured vehicle 
loans. The referrals to the DOJ, however, are not just lim-
ited to disparate pricing. We are addressing allegations of 
“steering” and RESPA violations. We even have one claim 
of reverse discrimination against a minority bank. It is 
important to understand the new compliance environment 
and potential consequences of allegations of misconduct.

The effect of the current approach to examination will 
be that banks stop offering certain consumer loan products 
or increase what they charge. The entire banking system 
loses if the cost of compliance forces regulated lenders to 
send their customers to the payday lender down the street 
or, worse yet, to the back-alley loan shark. What makes 
this even scarier is that Dodd-Frank requires bankers to 
obtain HMDA-like data for their small business loans to 
“aid enforcement of fair lending laws.” •

• ABOUT THE AUTHOR • • • • • • • • • • • • • • • • •

Peter Weinstock is practice group leader of the financial institutions 

section of Hunton & Williams LLP. Contact Weinstock at 214-468-3395 

or pweinstock@hunton.com. 
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First, I fi gure that ICBA is pretty much 
considered a big pain in the neck by several 
other fi nancial trade groups in Washington. 
I mean, the gall of thousands of community 
banks to band together and speak out force-
fully for their rightful place in the fi nancial 
services sector! Who do these banty roosters 
think they are?

Of course, it is perfectly acceptable for 
the 100 largest fi nancial fi rms to create their 
own association — the Financial Services 
Roundtable — or for the mortgage bankers 
to form the Mortgage Bankers Association, 
or the consumer bankers to organize through 
the Consumer Bankers Association. And, of 
course, the 10 or so largest fi nancial banks 
and investment fi rms in America have their 
own robust individual lobbying offi ces hum-
ming with staff in Washington to represent 
only themselves. But shame on the commu-
nity banks for disrupting industry “unity” 
(whatever that is) by banding together through 
ICBA to speak out with their own voice on 
issues critical to their franchises. 

T he dizzying view looking out or down 

from a skyscraper on Wall Street; in 

Charlotte, N.C.; or San Francisco is 

much different from the view from a modest 

building on Main Street, USA. So let’s talk 

about the view from down here on Main Street.

BY CAMDEN 
R. FINE

FINE POINTS

THE VIEW FROM DOWN HERE

Camden R. Fine is 

president and CEO of ICBA.

• ABOUT THE AUTHOR •

ICBA does not question the right of any 
other segment in the fi nancial industry to form 
an advocacy group, yet our existence is ques-
tioned all the time. For some reason, ICBA 
alone threatens “industry unity,” but no other 
fi nancial trade group does. Why is that?

For example, as the Wall Street Journal men-
tioned in a recent article, Bank of America was 
an early endorser of the Consumer Financial 
Protection Bureau, but other trade groups did 
not brand Bank of America as “divisive” and 
hurting the industry. Yet when ICBA fought hard 
for community bank exemptions from CFPB 
oversight and for assessment premium parity, 
we were excoriated by other fi nancial trades as 
damaging industry unity (and, unlike Bank of 
America, we never did endorse the CFPB).

As for ICBA-advocated regulatory carve-
outs and exemptions for community banks, 
these are modest compared to more than three 
decades of the government’s favored polices 
and treatment for the nation’s very largest 
fi nancial fi rms, starting with Continental 
Illinois in the mid-1980s.

Community banks only want to have the 
opportunity to compete equally on the fi nan-
cial playing fi eld and mitigate the enormous 
advantages in funding, regulatory costs, 
examinations and capital access that the 
nation’s largest banks have enjoyed courtesy 
of government policies for more than three 
decades, as numerous academic and Federal 
Reserve studies have shown and as the recent 
fi nancial crisis bitterly proved. 

Community bankers joined together 
because they just want recognition of the 
view they see outside their window on Main 
Street. They want recognition of the view 
from down here. •
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Visit us online
cbak.com
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Upcoming Education

December
13 The New Business Account 
Interview: Meeting Regulator & 
Bank Requirements
TELE/WEB SEMINAR

14 Your Social Media 
Communication Policy: 
Strategies to Protect Your Bank
TELE/WEB SEMINAR

January
4 Managing the New Appraisal 
Guidelines for Residential Property
TELE/WEB SEMINAR

5 Regulation E Legal Update:  How 
to Properly Handle ATM & Debit 
Card Claims 
TELE/WEB SEMINAR

10 Required Compliance for Real-
Estate-Secured Commercial Loans
TELE/WEB SEMINAR

12 Banking Out of Recession
TELE/WEB SEMINAR

18 Roadmap for Reporting 
to the Board
TELE/WEB SEMINAR

19 Capital Stress & Capital 
Contingency:  Their Role in 
Capital Planning
TELE/WEB SEMINAR

24 IRA/HSA Review & Update 
2011 Tax Year
TELE/WEB SEMINAR

For more information about these seminars, 
contact the CBA office at 800-258-4589 or 
info@cbak.com. Or visit www.cbak.com, and 
click on the Education & Training tab to view 
seminars by category or by calendar date.

26 Understanding Borrowers’ Tax 
Returns, Part 1:  Basics, Itemized 
Deductions, Interest & Dividend 
Income & Sole Proprietorships
TELE/WEB SEMINAR

31 SBA Eligibility Hot Topics
TELE/WEB SEMINAR

Happy holidays and 
all the best for the new year! 

May 2012 be full of love, health 
and happiness.

Sincerely,

Shawn, Nikki , Yvonna, Juanita, Erin & Tammy
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LONG LIVE THE LINE OF DEFENSE.
During these changing times in the financial markets, you need protection from risk and  

help meeting new regulatory requirements. You need to understand your IRR and how it 

affects your performance. And you need a partner with the experience and technology  

to provide you with analysis and reporting so you can control and mitigate those risks.  

And that’s exactly what we do. 

Providing comprehensive Asset/Liability Management Analysis and Reporting

Cindy Creger  |  800.962.6701  |  www.boscinc.com



SHAZAM® myPic Studio™ allows your cardholders to create a personalized debit card featuring any 
photo they choose — of loved ones, friends, a pet, or a favorite vacation spot. Whatever means the 

most to your cardholder will be displayed on their debit card, making it the favorite card in their wallet.

Personalized debit cards build loyalty and usage, while increasing acquisition and retention. 
Now your cardholders can build a debit card that’s all about them. Let them make it their own and 

watch your usage and loyalty grow.

Visit us at www.shazam.net or call (800) 537-5427.
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