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Tax Insurance:
Key Applications

Tax insurance helps to protect against known, identifiable tax risks, and uncertainties.

It is commonly used in three primary areas:

1. M&A Transactions

During mergers and acquisitions, buyers and sellers
may disagree about whether a tax risk exists or about
the potential financial exposure associated with that
risk. In other situations, both parties may agree that a
risk exists but disagree on the amount that should be
reserved or escrowed.

Rather than tying up significant capital in an escrow
account for several years, parties can often obtain a

tax insurance policy covering the identified risk.

For example, a $100 million tax exposure may be
insured through a policy costing approximately 3%—4%
of the coverage limit. Tax insurance can facilitate deal
completion, reduce indemnity negotiations, and provide
sellers with a cleaner exit.

2. Corporate Balance Sheet Risk
Mitigation

Tax insurance can also be used outside the context of
a transaction. Companies may have taken positions

on tax returns that they and their advisors believe are
supportable, but which could result in significant liability
if challenged successfully by a taxing authority.

By transferring the identified tax risk to the insurance
market, tax insurance can help reduce balance sheet
uncertainty, protect earnings, and provide greater
certainty regarding potential tax exposures.

3. Tax Credits

Tax insurance is frequently used to help protect tax
credits across a variety of industries, including research
and development (R&D) credits, historic rehabilitation
credits, and other specialized tax incentives.

One of the most active areas is renewable energy tax
credits, where insurance often supports transactions and
investments involving Investment Tax Credits (ITCs) and
Production Tax Credits (PTCs).

Common technologies include solar, wind, battery
storage, geothermal, and other qualifying energy
projects. Tax insurance can help investors, developers,
tax credit sellers/buyers, and lenders gain confidence in
the availability and validity of these credits, facilitating
project financing and transaction execution.

Tax insurance serves as a risk-transfer
tool that enables transactions, mitigates

balance sheet exposure, and supports
investments by providing protection
against identified tax uncertainties.
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