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The BOLI Tax Trap 
Through acquisitions, a reduction in BOLI portfolio yields, and a 
changing population of employees, banks are challenged with 
managing legacy bank-owned life insurance (BOLI) portfolios. 
It is common to see all or a portion of a bank’s BOLI holdings 
performing below acceptable levels. There is also disinterested 
third party risk that needs to be addressed (i.e. carriers no longer 
in the BOLI market are either raising costs, lowering credit rates 
or both).  
 
Banks are often caught in what we call the “BOLI Tax Trap” – this 
is where all or a portion of the BOLI portfolio is delivering below 
market net returns, but the age of the portfolio creates three 
significant problems: 

1. Tax Penalty & Embedded Taxable Gain 
A charge to earnings problem due to the embedded tax gain 
(ordinary income and MEC tax penalty) upon surrender.  

2. Insureds are no longer employed 
Potential tax-free exchange options to a new BOLI product 
are limited or impossible.  

3. Transfer for value BOLI exposure from M&A 
A BOLI policy that is transferred for any kind of material 
consideration may become partially or fully taxable when 
the death benefit is paid, effectively eliminating the tax 
favored benefits of the structure.

BOLI Rescue Premise 
The Bank’s ability to generate returns will outperform an insurance company’s general account. 

1. The Bank’s long-term ROI will outperform an insurance company’s general account. 
2. Over the next 10+ years, BOLI net yields are expected to decline. 
3. BOLI Rescue will provide quicker liquidity than waiting for insureds to die. 
4. Legacy BOLI death proceeds will have little impact on Bank earnings. 
5. BOLI Rescue will free up capital due to the lower risk weighting as compared to Legacy BOLI. 

BOLI Rescue 
Overview

BOLI Rescue Benefits 
•  Increase net yield 
•  Annual liquidity 
•  No need for an insurable interest 
•  Minimize and smooth the tax cost 

of a policy surrender  over 10 to 
50+ years 

•  Taxation of the BOLI portfolio 
 Reduce the impact of 

ordinary income taxes 
 Eliminate the MEC tax 

penalty 
 Use BOLI basis to reduce 

the year-to-year tax impact

Link to our disclosures: https://www.bolirescue.com/disclosure
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BOLI Rescue Overview

BOLI Tax Trap vs. The BOLI Rescue Opportunity

Note:  BOLI Rescue will free up approximately $6.5 million 
in capital due to the structure’s lower risk weight (35%) as 
compared to legacy BOLI’s risk weight (100%). Tax rate 
assumes 21% Federal Tax and 5% State Tax.

The BOLI Rescue Opportunity

Cumulative P&L Impact
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$9M
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Surrender BOLI Today
Booked Cash

Gain Taxes Due MEC Tax Penalty Earnings ImpactSurrender Value
$100,000,000 $20,000,000 ($5,200,000) ($2,000,000) ($7,200,000)

Financial Assumptions
Corporate Information

Tax Rate 26.00%
Gross Cost of Funds 1.00%
Leverage Ratio 10 
Gross Earnings Rate 4.00%

Existing Bank Owned Life Insurance
Cash Surrender Value $100,000,000
Policy Basis $80,000,000
Net Earnings Rate 1.00%
Risk Weighting 100.00%

BOLI Rescue
Gross Earnings Rate 3.00%
Admin Charge 1.00%
Distribution Years 10 
Risk Weighting 35.00%
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