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BOLI - The“Zero Coupon
Perpetual Bond”

BOLI is a bond — a“zero coupon perpetual bond.” What's fascinating about this bond is that neither ABC Insurance Company nor
XYZ Insurance Company, the issuer, sets the price for the bond. It's really the federal government, as tax code (IRC 7702) sets the
parameters for the price. And market interest rates have no influence on the price. Further, the price will never vary until a change
in the tax code occurs. Yes, the price is fixed!

But, if a buyer can’t negotiate the price, what can the buyer do?
+ The buyer can choose the issuer of the bond, and
+ The buyer can choose how the bond’s market value will be determined

A typical zero coupon bond has a book value accrual based on the underlying interest rate for the bond and a market value upon
pre-maturity redemption determined by prevailing market interest rates. The BOLI “zero coupon bond” has a book value, which is
in essence the fair market value, defined by the BOLI issuer: the insurance company.

This is where the buyer makes a decision on the selection of which issuer will affect the fair market value accrual for the bond to
make sure the bond meets its eventual maturity value. That's the first objective.

The second objective is understand how the issuer of the bond is investing the purchase price to meet the first objective. Could
the second objective possibly improve the maturity value? Yes. Could it lower the maturity value? No. But if the insurance
company’s investments underperform the bond could disappear (lapse).

As the buyer assesses the fair market accrual of the bond, what should the buyer consider? First, understand there’s a mismatch
between the parameters that determine the price and the parameters that set the fair market accrual — meaning the insurance
costs and the interest rate. The price is set by using insurance costs defined in the tax code, a 4% interest rate, and no expenses.
The fair market value accrual is set by the issuer’s current insurance costs, expenses and interest rates, which float with the
performance of the issuer’s investment portfolio. Hence, the disparity between the two sets of parameters could contribute
positively or negatively to successfully achieving the eventual maturity value. Is this a mismatch?
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A typical “zero coupon bond,” under book value, accrues at the same rate as applied to determine the purchase price. Its fair
market value may not be determined until an early redemption is sought. Yet the buyer of the BOLI bond is holding the BOLI at
fair market value as this is the value the issuer will redeem the bond for, determined under different parameters than those for
determining the price. Essentially, the federal government sets the book value price for BOLI, but the insurance company sets the
fair market value! Wow!

Furthermore, the buyer’s assessment of the BOLI bond should be similar to that for any other bond. And that would be to measure
the return from purchase based on the price paid for the bond over the expected holding period. With that said, the return of the

BOLI “zero coupon perpetual bond”is measured based on the purchase price to the expectancy of the eventual maturity value.

The return on this bond is not necessarily that for the fair market value (cash value) as the fair market value is a subset of the
eventual maturity value. The chart below provides a clear demonstration of this.

Consider Scenarios A and B where at age 80 the IRR on the maturity value (death benefit) is 3.96% (TEY of 5.28% at 25% MTR), yet
the IRR on the fair market value (cash value) at age 80 differs. In Scenario C, the IRR on the maturity value has increased to 4.62%
(TEY of 6.16% at 25% MTR), commensurate with the increase in the IRR on the fair market value (cash value).

SCENARIO A SCENARIO B SCENARIO C
$500,000

$1,605,000

Purchase Premium $500,000

Initial Death Benefit $1,605,000

Cash Value at Age 80 $781,500 $1,091,600
IRR Through Age 80 1.50%
DeathiBenehtat $1,605,000 $1,605,000
Age 80 ! ! ‘ ‘

Total Profit $1,105,000 $1,105,000

IRR Through Age 80 3.96% 3.96%
TEY at 25% MTR 5.28% 5.28%

INCREASE OF

30%!
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Now, it may be important to recognize a higher, earlier return on the fair market value. Why? By doing so, the increase in fair
market value is accretive earlier to earnings, and that increase may be more important for financial purposes. Yet, this may not
influence any improvement in the IRR on the maturity value, rather a recognition timing difference.

Additional features of the BOLI“zero coupon perpetual bond” are:
« This bond is often purchased with as much as a 65% discount, without undue credit risk.
« The maturity value is essentially guaranteed by the issuer, insurance company, without essentially any default risk.

« This is all tax-free per the Internal Revenue Code!

Contact us today at executivebenefits@nfp.com for a review of how this “zero coupon perpetual bond” can
benefit your organization.



About NFP

NFP is a leading insurance broker and consultant that provides
employee benefits, specialized property and casualty, retirement,
and individual private client solutions through our licensed
subsidiaries and affiliates. Our expertise is matched by our
commitment to each client’s goals and is enhanced by our
investments in innovative technologies in the insurance brokerage
and consulting space.

NFP has more than 5,600 employees and global capabilities. Our
expansive reach gives us access to highly rated insurers, vendors
and financial institutions in the industry, while our locally based
employees tailor each solution to meet our clients’ needs. We've
become one of the largest insurance brokerage, consulting and
wealth management firms by building enduring relationships with
our clients and helping them realize their goals.

For more information, visit NFP.com.

Insurance products:

1) are not a deposit or other obligation of or guaranteed by, any bank or bank affiliate; 2) are not insured by the FDIC or any other federal government agency, or by any bank
or bank affiliate; and 3) may be subject to investment risk, including possible loss of value.

All guarantees are subject to the claims-paying ability of the issuing insurance company.

Insurance services provided through NFP Executive Benefits, LLC (NFP EB), a subsidiary of NFP Corp. (NFP). Doing business in California as NFP Executive Benefits & Insurance
Agency, LLC. (License #OH86767). Securities may be offered through Kestra Investment Services, LLC, member FINRA/SIPC. Kestra Investment Services, LLC is not affiliated
with NFP or NFP EB.

*Split-dollar insurance is not an insurance policy; it's a method of paying for insurance coverage. A split-dollar plan is an arrangement between two parties that involves
“splitting” certain specified components of the policy. These arrangements are subject to Split Dollar Final Regulations that apply for purposes of federal income, employment
and gift taxes. The final regulations provide that the tax treatment of split-dollar life insurance arrangements will be determined under one of two sets of rules, depending on
who owns the policy.

This material was created to provide accurate and reliable information on the subjects covered but should not be regarded as a complete analysis of these subjects. It is not
intended to provide specific legal, tax, or other professional advice. The services of an appropriate professional should be sought regarding your individual situation.
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