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this particular study and learn why banks 
have been purchasing BOLIs since the 
1980s, and how this practice has significant-
ly increased since the 2008 financial crisis.  

First quarter 2016 numBers are just 
now closing, but analysts everywhere are still 
analyzing 2015 year-end results across all 
sectors of the global economy. The numbers 
don’t look too good.  In fact they are down-
right anemic. However, there is one area 
that is remarkably robust. Bank owned life 
insurance (BOLI) assets and new purchases 
reached a new high of $156.2 billion in 2015, 
compared to  $149.6 billion in 2014.1   Over 
90% of this 4.4% increase in BOLI assets on 
the books held by commercial banks, savings 
banks and savings associations are in perma-
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a number of banking institu-
tions own life insurance with 
aggregate cash surrender 
value in excess of 25% of 

Tier I capital.

nent cash value life insurance 
policies. For those unfamiliar 
with this terminology, that’s 
the kind of life insurance pol-
icy that covers you for the en-
tirety of your life.

According to a Wall Street 
Journal article2, banks of ev-
ery size will receive a com-
bined estimated $400 billion 
in death benefits over the 
coming decades, prompting 
this author to say that “if per-
manent cash value life insurance is such a terri-
ble investment the way the TV and radio gurus 
tell us, then why are banks buying so much of 
it?”  Indeed, a number of banking institu-
tions own life insurance with aggregate cash 
surrender value in excess of 25% of Tier I 
capital.

In this article I intend to explain this phe-
nomenon in terms that hopefully everyone 
should be able to understand.  There is much 
we can all discover from looking deeper into 

But this article should be especially infor-
mative for those who have recently devel-
oped a growing interest in Nelson Nash’s 
Infinite Banking Concept (IBC). 

“If permanent cash value 
life insurance is such a ter-
rible investment the way the 
TV and radio gurus tell us, 

then why are banks buying so 
much of it?”
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I should point out from 
the start that there are sig-
nificant differences in how 
Nash sees permanent cash 
value life insurance and 
the way banks evaluate 
it.  The perspectives dif-
fer drastically simply be-
cause their end purpose is 
not the same. Long time 
readers of the LMR and 
Authorized IBC Practitio-
ners should be able to spot 
these differences right 
away.  

For the benefit of new-
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there are significant 
differences in how Nash sees 

permanent cash value life 
insurance and the way banks 

evaluate it.

tually paid out, usually at retirement, these 
earnings accrue on the bank’s balance sheet 
as liabilities.  When they are eventually paid 
out they are sent to the employee over a set 
number of years (10 or 15 years), or in some 
cases until his or her death—a form of life-
time benefit after retirement age.  

Obviously these agreements represent sub-
stantial costs to the bank.  Since BOLI is a 
life insurance policy on these key employ-
ees whereby the bank is both the owner and 
(in most cases) also the beneficiary of the 
death benefit, the employee’s death produces 
attractive tax-free mortality yields for the 

comers, I will make sure to point those dif-
ferences out as we progress further into this 
analysis.  But I also want to make clear that 
there are some new weighty aspects in this 
study that even I didn’t know before I began.  
If you will stay with me as I unpack each el-
ement of BOLI we will all learn something 
fresh about permanent cash value life insur-
ance.

BACKGROUND

Banks, like so many other large enterpris-
es, often enter into deferred compensation 
agreements with selected “key” employees as 
part of executive retention programs. These 
programs are nonqualified retirement plans, 
which contain “excess earnings” for employ-
ees that can become available to them after 
a certain vested period. Until they are ac-
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BOLI Plan is all about the income tax free 
death benefit. This emphasis on the death benefit 
of BOLI explains many of the special precau-
tions outlined in this article that banks must 
take in order for their BOLI Plan to achieve its 
end results.)

THE MAIN ADVANTAGES OF 
BOLI4

• BOLI Is A Tax Favored Asset with re-
turns that typically exceed after-tax 
returns of more traditional bank in-
vestments such as Muni-Funds, Mort-
gage-Backed Securities, and 5 & 10 Year 
Treasuries by 150 to 300 basis. Due to 
our low interest rate environment, BOLI 
has increased in attractiveness.

• Cash Values Grow Tax-Deferred (Tax-
Free if held until death)

• Death Benefits Are Tax Free

• Ability To Efficiently Generate Gains 
to offset costs associated with long-term 
employee benefit programs

• Products Institutionally Priced and 
designed specifically for financial buyers 
with an insurable interest with their em-
ployees

• Immediately Accretive To Earnings

• Risks That Are Well Within Standard 
Business Risks in the bank’s investment 
portfolio

• No Surrender Charges

bank that offset these deferred compensa-
tion costs. Legally, there is no direct right of 
offset to these deferred compensation liabili-
ties. Consequently, an investment in BOLI 
is reported as an asset on the books of the 
bank separately from the deferred compen-
sation liability.

Although banks frequently own term life 
insurance on individuals, this usually occurs 
with bank customers (not employees) who 
take out loans from the bank; in these typi-
cal cases the term policy acts as an extra layer 
of collateral against the loan.  However, most 
BOLI is on bank employees primarily and is 
of the permanent cash value variety.  

Once we recognize the purpose of this 
strategy we can see why BOLI is ideally 
suited for the banking industry simply be-
cause it employs so many individuals.  The 
banking industry has approximately 1.5 mil-
lion employees according to 2014 statistics3 
of which approximately 500,000 are man-
agement level executives who fall into the 
category of “key” employees. 

(It is important to note that hundreds of other 
large employers, such as Walmart, Walt Disney, 
Dow Chemical and Proctor & Gamble just to 
name a few, utilize this same life insurance in-
vestment strategy, however, instead of BOLI it 
is referred to as COLI—Corporate Owned Life 
Insurance.)

(Notice also the emphasis placed by the banks 
on the death benefit of BOLI. Nash’s IBC strat-
egy emphasizes just the opposite— the cash 
values—and for completely different uses.  The 

Bank Owned Life Insurance Is On The Rise
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If a banking institution surrenders a MEC, 
it will incur tax liability on the increase in 
the policy’s cash surrender value from earn-
ings on the policy since its inception and may 
incur an additional tax penalty for early sur-
render. (This is the main reason an IBC Policy 
is a specially designed contract that avoids this 
MEC classification.  For an in-depth discus-
sion on the Modified Endowment Contract 
vs. the IBC design SEE: LMR August 2014 
“The Modified Endowment Contract AKA The 
MEC.”)

Since most BOLI are MECs it is con-
sidered a long-term illiquid asset from the 
standpoint of bank regulating agencies.  Note 
that this is not due to its lack of liquidity 
since it can easily be surrendered for its cash 
value at any time without surrender charges, 
but mostly because surrenders (even borrow-
ing against its cash values) defeats the BOLI 
Plan all together.  Surrenders cause the poli-
cy’s gains to become taxable and incur a 10% 
IRS penalty similar to surrendering an IRA, 
401-K, 403-B, or any qualified plan before 

• Diversifies Investment Portfolio

• Ability To Immediately Increase ROE 
(Return on Equity) and ROA (Return 
On Assets)

THE MAIN DISADVANTAGES 
OF BOLI

Most BOLI is a single premium payment 
life insurance policy.  (The Nelson Nash crowd 
will instantly recognize this as major disad-
vantage even before I even state what it is.)  
This means that most BOLI are Modified 
Endowment Contracts (MEC).  A BOLI 
product qualifying as a Modified Endow-
ment Contract (MEC) for tax purposes has 
particular liquidity disadvantages.  
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Most BOLI is a single 
premium payment life 

insurance policy. 

age 59½.  

Furthermore, from the bank’s 
perspective, this illiquidity issue 
spills over into a second major 
concern for bank regulators. This 
has to do with the credit quality 
of the BOLI insurance carrier.  
Although most life insurance 
companies in the marketplace are 
of the highest credit ratings, it is 
true that over an extended period 
of time this creditworthiness is 
subject to change.  The concern 
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for regulating agencies is that their banks 
must hold these policies on their employees 
for decades before they can collect the tax-
free death benefits to complete the strategy.

THE MOTIVATION TO ACQUIRE 
BOLI IS STRONG

According to Executive Benefits Network5 
a leading provider of BOLI product states 
that even concerns about changes in the tax 
treatment of bank owned life insurance are 
minimal since tax benefits have been suc-
cessfully challenged over the years.  If the 
tax treatment is changed, existing plans tend 
to be grandfathered.  However, if existing 
policies are not grandfathered, they may be 
surrendered for their cash surrender values.  
Obviously, the comfort level of banks to-
wards BOLI is being demonstrated in the 
amounts being held on their balance sheets 
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Since most BOLI are MECs 
it is considered a long-
term illiquid asset from 
the standpoint of bank 
regulating agencies.

Finally there is the issue of the 
competitiveness of the credit-
ing interest rate to the market.  
Some life insurance products are 
more interest rate competitive 
than others, however, obtaining 
a higher crediting rate can also 
expose the bank to greater risk. 

(When you think about it, these 
are all concerns an average life in-
surance policy owner might have.  
For a more in-depth analysis of 
these types of responsibilities SEE: 
LMR October 2014, “Why Eval-
uating Life Insurer Financial 
Strength Is Important.”)

Regardless of these disadvantages banks 
have stepped up heavily in their purchases 
of BOLI.  There seems to be common sense 
recognition that the liquidity concern and 
the credit quality issue, under dire circum-
stances, can be rectified. The bank can either 
surrender the policy (and pay the tax), or it 
can execute an IRC Section 1035 exchange 
of the policy to another carrier.  The 1035 
exchange is similar to a tax-free IRA roll-
over. What is mostly required to provide the 
right comfort level for these concerns is due 
diligence and frequent mtonitoring.



24 L M R  M A R C H  2 0 1 6

positions specifically for banks.    These in-
creased capital requirement needs became 
apparent during the recent financial crisis 

irrespective of this and all the other concerns.

Still, the bank regulating agencies, such 
as the the Federal Reserve, the FDIC, and 
the Office of the Controller of the Curren-
cy (OCC) are concerned that over the past 
several years, especially after the 2008 finan-
cial crisis, a growing number of banking in-
stitutions have aggressively increased their 
holdings of BOLI.  As mentioned in the 
introduction, a number of banking institu-
tions own life insurance with aggregate cash 
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and were embodied into law in 2010.  The 
rules implemented in the United States were 
the Basel III regulatory capital reforms and 
certain key rulings in the Dodd-Frank Wall 
Street Reform and Consumer Protection Act. 

a number of banking institu-
tions own life insurance with 
aggregate cash surrender 
value in excess of 25% of 

Tier I capital.

Obviously, the comfort level 
of banks towards BOLI is 
being demonstrated in the 

amounts being held on their 
balance sheets irrespective 
of this and all the other 

concerns.

surrender value in excess of 
25% of Tier I capital, which is 
the guideline limit for BOLI 
investments as a whole. They 
also limit the amounts to be 
no more than 15% of Tier I 
capital to be held with one in-
dividual carrier. 

Banks, like everyone else, 
are chasing yields in a low in-
terest rate environment and 
BOLI presents itself as an 
ideal method for solving that 
issue.  But regulators are extra concerned 
and frustrated “because bank institutions 
normally fund BOLI purchases through the 
sale of liquid assets (e.g., marketable securi-
ties).”6

IT’S ALL ABOUT THE DODD-
FRANK ACT

On July 2, 2013 the Federal Reserve Board 
approved the final rule on strong capital 
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The final rule minimizes the increased cap-
ital requirement burden on smaller banks, 
but it establishes a more stringent framework 
requirement for banks with assets in excess 
of $50 billion. In Chairman Bernanke’s own 
words, “The framework requires banking or-
ganizations to hold more and higher quality 

II Separate Account:  The carrier segre-
gates the asset holdings from the general ac-
count and well-known fund managers man-
age the portfolio where the plan returns are 
subject to more direct market fluctuations. 
The policy owner, however, bears the risk of 
default on the assets in the separate account.

III Hybrid Account: This is a combination 
of separate account assets with both current 
and guaranteed crediting rate of a general ac-
count product. Separate and hybrid products 
are not subject to creditors of the insurance 
carrier and can be viewed as a level of pro-
tection to the bank. Although, the bank does 
bear the risk of default on the assets as well 
as interest rate risk related to these products, 
SVP wrap contracts with a qualified fund 
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The security of choice of 
most banking regulators is 
the “contingent convertible 

bond (cocos)”—a debt 
instrument that flips to 
equity at the moment of a 

bank crisis.

capital, which acts as a financial 
cushion to absorb losses, while 
reducing the incentive for firms 
to take excessive risks.”7    

Consistent with the Inter-
national Basel III framework, 
quality capital actually means 
capital that is raised by issu-
ing common equity instead of 
issuing bonds, which are debt 
instruments.  The security of 
choice of most banking regula-
tors is the “contingent convertible 
bond (cocos)”—a debt instrument that flips to 
equity at the moment of a bank crisis. 

Yet it appears that banks here in the U.S. 
have opted for significant portions of their 
Tier I capital to be loaded up in the form of 
BOLI in one of the three products currently 
offered to banks.

I General Account:  This is the oldest and 
most common product in the market today. 
The bank’s single premium payment becomes 
part of the general account of the insurance 
carrier. The product has a current crediting 
rate that can be changed by the carrier, but 
contains a guaranteed minimum-crediting 
rate that it cannot fall below.
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manager, can be used to secure and smooth 
out overtrading discrepancies. Alternatively, 
the presence of an SVP wrap further com-
plicates the calculation of risk-based capital 
for separate account BOLI.

To better understand the significance and 
differences between an insurance company’s 
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invested assets (table 2). Mortgages function similarly 
to fi xed-income securities (such as bonds); and as such, 
mortgages are also sensitive to the interest rate environ-
ment. The rest of the life insurance industry’s aggre-
gate investment portfolio is made up of equities, real 
estate, policy loans, cash and short-term investments, 
derivatives, and other investments.34 Together, these 
assets represent just 15.3 percent of the industry’s general-
account investment holdings.

As mentioned previously, regulators have created 
a system that reduces the incentive for life insurers to 
hold excessively risky assets in their general-account 
portfolios. While asset–liability matching mitigates 
interest rate risk, life insurers are still subject to credit 
risk on their asset portfolios (that is, the risk that assets 
may lose value over time). To mitigate the impact of 
credit risk on the fi nancial solvency of life insurers, 
state insurance regulators have imposed what are known 
as risk-based capital (RBC) requirements. RBC require-
ments establish a minimum acceptable level of capital 
that a life insurer is required to hold. The level is a 
function of the quality of a company’s asset holdings, 

along with interest rate risk, insurance/underwriting 
risk, general business risk, and affi liated asset risks.35 
The level is set such that a company would be able to 
pay its insurance liabilities during highly unlikely and 
adverse outcomes.36 Insurance companies that do not 
maintain adequate levels of risk-based capital may be 
subject to additional regulatory scrutiny or even man-
datory seizure by the state insurance commissioner. 
To measure asset quality, the National Association of 
Insurance Commissioners (NAIC) has developed a 
methodology that categorizes most assets held by life 
insurers into six classes. A breakdown of the six classes 
for bonds—which represent the life insurance industry’s 
largest asset holdings—is depicted in fi gure 3. Class 1 
bonds—which correspond to securities rated AAA, 
AA, and A—have the least credit risk and therefore 
require insurers to hold a very small amount of risk-
based capital (0.4 percent of book value).37 On the 
opposite end of the spectrum, class 6 bonds are defi ned 
as being in or near default and require insurers to hold 
large amounts of risk-based capital (30 percent of book 
value).38 The RBC system instituted by state insurance 

     TABLE 2

Life insurance industry’s aggregate assets, 2012

  General-account (GA) assets Separate-account (SA) assets

   Percentage   Percentage
  Billions of GA Weighted average Billions of SA
  of dollars investments maturity (years) of dollars investments

Bonds 2,545.4 74.8 10.2  292.3 14.5
  Treasury and federal  177.8  5.2 11.9 — —
    government bonds 
  State and municipal bonds  125.8  3.7 14.3 —  —
  Foreign government bonds  75.8  2.2 13.4 — — 
  Agency mortgage-backed  229.6  6.7 10.0 — —
    securities  
  Nonagency mortgage-  237.5  7.0 6.8 — —
    backed securities  
  Asset-backed securities  170.9  5.0 9.1 — —
  Corporate bonds  1,504.4  44.2 10.1 — —
  Affiliated bonds  23.6  0.7 5.9 — — 
Equities  77.4  2.3 —  1,620.1  80.4
Mortgages  335.3  9.9 —  8.5  0.4
Real estate  21.3  0.6 —  7.6  0.4
Policy loans  127.5  3.7 —  0.5  0.0
Cash and short-term  106.4  3.1 —  18.1  0.9
  investments  
Derivatives  41.6  1.2 —  0.7  0.0
Other investments  149.2  4.4 —  67.5  3.4
Total investments  3,404.1  100.0 —  2,015.3  100.0
Total assets  3,590.0   — —  2,053.2  —

Notes: All values are for year-end 2012. Agency refers to a U.S. government-sponsored agency, such as the Federal National Mortgage Association 
(Fannie Mae) and Federal Home Loan Mortgage Corporation (Freddie Mac). Policy loans are loans originated to policyholders that are financed by 
cash that has accrued in their policies. The percentages of various bond classes in the general account do not total to the overall percentage 
of bonds because of rounding. Total assets also comprise reinsurance recoverables, premiums due, and other receivables (not listed).
Source: Authors’ calculations based on data from SNL Financial. 

SOURCE: Chicago Federal Reserve

general account and its assets to those of the 
separate account study Table 2.8 This is a com-
posite of the entire life insurance industry 
aggregate assets as of 2012.  Notice the size 
in asset distribution and in particular how 
much is invested in equities in the separate 
account compared to the general account.
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Table 5. Total BOLI Assets (in billions) Held by Banks in 2015 
Banks by Asset Size GALI SALI HALI TOTAL 

Over $10 billion $
40.48

$
67.73

$
10.90

$
119.11

$1 billion - $10 billion $
14.40 $ 3.62 $ 3.38 $ 21.40 

$500 million - $1 billion $ 4.63 $ 0.33 $ 1.05 $ 6.01 
$300 million - $500 million $ 3.20 $ 0.09 $ 0.64 $ 3,93 
$100 million - $300 million $ 3.98 $ 0.13 $ 0.75 $ 4.86 
Under $100 million $ 0.76 $ 0.04 $ 0.07 $ 0.87 

Total BOLI assets $
67.45

$
71.95

$
16.78

$
156.18

Percentage growth since 2014 8.0% 1.0% 5.8% 4.4% 
Source:  Equias Alliance / Michael White BOLI Holdings 
Report—2016 Edition

 

 

Table 6. Number of Banks Reporting BOLI Assets in 2015 
Banks by Asset Size GALI SALI HALI TOTAL 
Over $10 billion 75 65 49 78 of 107 (73%) 
$1 billion - $10 billion 477 156 263 491 of 595 (83%) 
$500 million - $1 billion 476 75 224 498 of 673 (74%) 
$300 million - $500 million 566 50 212 588 of 809 (73%) 
$100 million - $300 million 1,357 91 438 1,425 of 2,310 (62%) 
Under $100 million 626 43 94 659 of 1,688 (39%) 
All banks 3,577 480 1,280 3,739 of 6,182 (60%) 
Percentage change since 2014 -0.3% -11.1% 0.5% -1.7% 

The total number of commercial banks and savings associations in the U.S. is 

6,182.  Of this number 3,739 banks or 60.5% reported holding BOLI assets in 

2105 increasing their BOLI holdings by 4.4% from $149.57 billion in 2014 to 

$156.18 billion in 2015. (SEE:  Table 1 & 4) 
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Table 5 shows that separate account BOLI 
assets (SALI) were most heavily concen-
trated among the largest banks with assets 
in excess of $10 billion.  They also accounted 
for the largest dollar increase ($4.2 billion) 
in BOLI in 2015. Alternatively, the type of 
BOLI assets most widely held by banks in 

2015 was general account (GALI) policies. 
(SEE: Tables 5 & 6)9— 96% of the 3,577 
of the 3,739 banks reporting BOLI assets 
had $67.45 billion in general account life 
insurance assets, representing 43.2% of total 
BOLI assets in 2015.
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their BOLI holdings by 4.4% from $149.57 
billion in 2014 to $156.18 billion in 2015. 
(SEE:  Tables 1 & 4)

The total number of commercial banks and 
savings associations in the U.S. is 6,182.  Of 
this number 3,739 banks or 60.5% report-
ed holding BOLI assets in 2105 increasing 
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$114.92
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$6.01
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CONCLUSION

The U.S. has been in a low interest rate en-
vironment since 2008.  It was supposed to 
have achieved objectives that to this point 
have not materialized. In reality many ana-
lysts believe irreparable harm has been done 
across nearly all sectors of the economy.  
Some industries have obviously been affect-
ed more drastically than others. 

In this article the spotlight has been placed 

the 2008 financial crisis) to see if there were 
any negative correlations. 

What the report revealed was that stock 

the 78-page report compared 
life insurance company stock 
prices to bond prices for pe-
riods 2002-2012 (this period 
includes the 2008 financial 
crisis) to see if there were 
any negative correlations.

At the end of 2014, life in-
surance companies held $5.7 
trillion in financial assets 
compared to $15.5 trillion 

in assets held by banks.

prices fell on only the largest (in terms of 
total assets) stock life insurers. “For the small 
life insurance firms, which are not that small 
because they have publicly traded stock—

on two very important sectors 
of the U.S. economy—banks 
and insurance companies. At 
the end of 2014, life insur-
ance companies held $5.7 
trillion in financial assets 
compared to $15.5 trillion 
in assets held by banks. But 
our central focus was about 
a rather unusual investment 
transaction between the 
two giant industries—bank 
owned life insurance.

Since life insurers generally invest mostly 
in fixed income securities, such as corporate 
bonds and U.S. Treasuries, there is a wide-
spread belief that the current low interest 
rates are bad for life insurance firms.  In a 
study done by the Federal Reserve of Chi-
cago in 2012 to specifically analyze this 
particular concern (The Sensitivity of Life 
Insurance Firms To Interest Rate Changes, By 
Berends, McMenamin, Thanases, Pletis, and 
Rosen) the 78-page report compared life in-
surance company stock prices to bond prices 
for periods 2002-2012 (this period includes 
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Banks obviously give their 
vote of confidence to 

permanent cash value life 
insurance.

there was essentially no correlation between 
their stock prices and bond returns.” (Let me 
also remind our readers that in contrast, Nelson 
Nash’s IBC stresses the use of a mutual carrier 
as opposed to stock life insurers to implement its 

to follow the regulatory capital reforms of 
the Dodd-Frank Act, the investment num-
bers placed by banks into insurance compa-
nies speak for themselves. Banks obviously 
give their vote of confidence to permanent 
cash value life insurance.

strategy.)

Conversely, this year 
(2016) began with a global 
tumultuous stock market 
drop, but it was especially 
disastrous for shares in 
bank stocks, not insurance 
companies. In the U.S., 
financial stocks are still 
down 19%. What corre-
lations can we draw from 
this?

This article has attempted to uncover the 
phenomenon of why commercial banks and 
savings associations en masse have chosen to 
load up their Tier I capital with bank owned 
life insurance policies.  Whether it is simply 
“yield-chasing” or merely the banks’ attempt 


