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Reason Six. In periods of low interest rates, banks have cheap access
to money through their central bank, the Federal Reserve System. They can
borrow at bargain basement rates with the Fed, invest it in life insurance, and
not only gain all of the above benefits, but also make money on the spread.

Reason Seven. Investing in permanent life insurance, particularly
when banks make mammoth purchases, offers banks professional money
management options. Purchasing life insurance based upon the investment
return of the general account of a life insurance company is the safest and
most prudent course of action [or consumers. However, through their
purchasing clout and financial sophistication, banks can negotiate more pass-
through income to their bottom line.

Reason Eight. Life insurance companies lend money out to third
parties in a similar manner to banks. However, unlike banks that inflate their
money supply to the public through fractional reserve banking: life insurance
companies do not have this ability. This makes the life insurance company
inherently stronger than a bank, as it has less exposure than an overleveraged
bank.

Uncovering the Amount of Life Insurance that Banks Own

Finding out how much each bank holds in bank-owned life insurance
was not an easy task initially. Newspaper accounts conflicted with data
compiled by the Federal Deposit Insurance Corporation. Proxy statements
filed with the SEC were difficult to decipher. Sources within the life insurance
industry did not want to discuss the topic with the author. It was a couple of
years of trial and error. The author felt like the Detective Colombo out of the
1970s television series. An analyst from the FDIC did divulge that although
banks may own BOLI, they do not always account for it properly. The author
agrees wholeheartedly.

Not until August 2006, did the author obtain information in regards to
BOLI owned by JPMorgan Chase, Citibank, Wells Fargo, Bank of New York,
Sun Trust, and F1A Card Services (the old MBNA credit card company now
owned by Bank of America). Therefore, even though a bank may own cash
value life insurance, it does not necessarily show up on the official report of
the Federal Deposit Insurance Corporation.

Most often life insurance swrender cash surrender values are
classified as “other assets™ on a banks balance sheet. Getting banks to
pinpoint the types of policies they own, the death benefits they will ultimately
receive is difficult, as they call it “immaterial.” Specifics of actual policies do
not have to be reported or disclosed. The term “immaterial” means that the
content of the information is essentially not meaningful or material enough to
affect an investor’s decision as 10 whether or not they should invest in the
bank’s stock. However, according to this author’s research, it is safe to say
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