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Executive Summary 
For families whose wealth is concentrated in a closely held operating business, 
diversification becomes particularly important once the company generates more capital 
than it can prudently reinvest. At that point, surplus earnings can remain in the business, 
accumulate in a taxable investment account, or move into a separately governed pool of 
long-term family capital. 
 
Private Placement Life Insurance (PPLI) can serve as a “family bank” for this phase of 
wealth creation. It is not a replacement for working capital, bank credit, or treasury 
management. Rather, it can separate strategic capital from operating volatility, impose 
investment-policy discipline, reduce income-tax drag during the compounding period, and 
preserve access to capital during the insured’s lifetime. 
 
When properly designed and administered, policyowners generally may access policy 
value through withdrawals and policy loans. Subject to policy terms, basis, adequate 
funding, and applicable tax rules, those withdrawals and loans are generally received 
income tax free. This gives the family flexibility to use the PPLI policy as a long-term capital 
reservoir: money can be taken out when a qualified opportunity arises and, when liquidity 
permits, put back into the policy rather than permanently depleting the reservoir.  
 
In certain jurisdictions, PPLI may also support creditor-protection objectives. Those 
protections are jurisdiction-specific and fact-dependent. 
 
A well-designed structure can help a family separate surplus capital from operating assets, 
institutionalize investment governance, improve after-tax compounding, allow for tax-free 
access, and preserve optionality for strategic opportunities. 
 
The Balance Sheet Problem: Excess Cash Flow and Excess Capital Are 
Not the Same 
Retaining capital in an operating business is rational during periods when capital may be 
needed as a backstop for short-term liquidity needs and/or when reinvestment 
opportunities are plentiful. The dynamics may evolve as the company’s balance sheet 
grows, short-term liquidity crunches become less prevalent, and net cash flow well 



exceeds reinvestment opportunities. This is when diversifying the family’s assets in a tax-
efficient manner, while preserving flexibility, becomes paramount. 
 
Families often default to one of two imperfect choices: 

• Build a taxable investment account personally or through a family investment 
entity. The account may be allocated across liquid and illiquid investments while 
being sensitive to duration risk in case there is a need for liquidity. This portfolio is 
often psychologically and operationally adjacent to the operating business. Capital 
may be redeployed opportunistically while interest, dividends, realized gains, 
turnover, and state and local taxes create ongoing drag. 

• Leave capital inside the operating entity. This capital may also be allocated 
across a variety of liquid and illiquid investments but can create some unintended 
tax outcomes depending on the structure of the operating business. Retained 
earnings that are held within the business are generally exposed to creditors of the 
operating business, increasing the risk of business litigation and reducing the 
diversifying effect that the investment portfolio provides. The approach also blurs 
the distinction between core operating capital and family balance sheet capital. 

 
A third option is a long-term capital reservoir that is:  

• legally distinct from the operating business 
• governed by an investment policy statement (IPS), and 
• accessible when business investment opportunities emerge 

 
This is the central purpose of the family bank framework: disciplined separation between 
operating liquidity and strategic capital. 
 
PPLI: A Tax Tool and a Risk-Compartmentalization Tool 
PPLI is often discussed primarily as a tax-efficiency strategy. For business-owning families, 
its value can also include separating long-term capital from operating risk. The hidden risk 
in a concentrated family balance sheet is often not market volatility alone, but the 
correlation between the operating business and the assets intended to diversify it. 
 
If surplus capital sits inside the enterprise or in a taxable account treated as a business 
backstop, it can create a meaningful tax liability for the business and may also cause 
management to take more risk than is appropriate. It exposes the family’s capital to 
increased liability risks and reduces the diversifying effect of a thoughtfully allocated 
investment portfolio. A properly implemented PPLI structure can create useful friction 
while reducing overall tax liability. It makes long-term capital less susceptible to casual 
redeployment and eliminates income taxes on investment earnings, while retaining a 
deliberate access mechanism. 



 
A PPLI policy is an insurance contract that can be owned individually, or by a trust, LLC, or 
partnership. The policy values can be allocated and reallocated among a robust group of 
approved investment options (700+) at the discretion of the policyowner. The gains within 
PPLI accrue without current income taxation, proceeds are paid out income tax free at the 
passing of the insured, and, if properly structured, they can be accessed income tax free 
during the insured’s lifetime (subject to the liquidity terms of the underlying managers).  
 
Generally, the PPLI contract is owned in a family entity that is separate and distinct from 
the business, and thus not subject to the credit risk of the business. That separation 
enables the family to achieve asset diversification in a tax-efficient manner, while still 
retaining the flexibility to access the capital to support the preservation or growth of the 
business.  
 
IPS Discipline: Using PPLI to Institutionalize Investment Governance 
Business owners may be highly skilled at assessing operating risk without having an equally 
formal process for portfolio governance. Common problems include home bias, treating all 
liquid assets as available for business needs, changing allocations based on the business 
cycle, and selecting managers through relationships rather than defined roles and 
benchmarks. 
 
A credible IPS should specify objectives, risk limits, eligible investments and managers, 
rebalancing rules, review procedures, and the distinction between strategic and tactical 
capital. PPLI requirements relating to investor control, diversification, and permitted 
investments can reinforce that discipline through: 

• Clearly stated objectives: if an objective is to provide a stable source of income for 
active owners transitioning from their active involvement and passing their business 
ownership, then stating this purpose for the excess capital creates appropriate 
tension between capital preservation and strategic deployment of capital in the 
business.  

• Structural governance: formalized investment selection, monitoring, and 
documentation. 

• Operational separation: different reporting, access points, custodians, and 
stakeholders, potentially including a trustee. 

• Mandate-based investing: approved strategies and insurance-dedicated funds that 
support clearer style boxes and diversification. 

 
The objective is not to restrict family freedom. It is to prevent the operating business from 
becoming the default risk committee for every other pool of capital. 
 



Tax-Free Access During the Insured’s Lifetime 
PPLI can reduce tax drag while capital compounds for a wide array of investment 
strategies, including long-only equity, credit, hedge funds, private equity, and active trading 
strategies. While tax efficiency, diversification, and segregation of assets are valuable, the 
family bank concept depends equally on the ability to access the capital efficiently.  
 
During the insured’s lifetime, a policyowner can generally access policy value through two 
primary mechanisms: withdrawals and policy loans. Withdrawals may be income tax free 
to the extent of the owner’s basis, subject to policy design and applicable tax rules. Policy 
loans are generally not treated as taxable income while the policy remains in force and 
properly structured, although interest accrues and the loan reduces available policy value 
and insurance benefit. Distributions from a modified endowment contract, or a policy that 
lapses or is surrendered with outstanding loans, can receive materially different tax 
treatment. This is where working with an experienced PPLI broker with a robust back-office 
infrastructure becomes paramount.  
 
This access creates a valuable timing benefit. The family may take money out tax-free when 
a business opportunity or other strategic need arises, then later replenish the policy by 
contributing additional capital when cash flow permits. That gives policyowners more time 
and flexibility to use the capital without treating every withdrawal as a permanent depletion 
of the family bank. Replenishment must remain consistent with policy funding limits, 
underwriting, ownership, gift and estate planning, and tax advice. 
 
The policy should not be treated as an operating cash account. Liquidity sleeves, loan 
capacity, rebalancing rules, and a defined redeployment protocol should be incorporated 
from the beginning so the family is not forced to liquidate illiquid investments at an 
unfavorable time. 
 
Creditor Protection Concepts 
Creditor protection is highly jurisdiction-specific and should be evaluated with legal 
counsel. Moving assets out of the operating entity and into a distinct ownership structure 
may reduce exposure to operating-entity liabilities, but it does not make the assets 
immune. Some jurisdictions provide statutory or case-law protections for life insurance 
cash values or benefits, subject to caps, beneficiary requirements, distinctions between 
cash value and insurance benefit, and creditor carve-outs. Cross-border cases may raise 
additional conflict-of-law issues. 
 
Trust ownership may align the policy with estate-planning objectives and governance. Its 
effect depends on trust situs, governing law, distribution provisions, spendthrift provisions, 



and the control rights of the grantor and beneficiaries. Any asset-protection component 
must be designed deliberately and evaluated before a creditor issue arises. 
 
A Practical Blueprint for Business-Owner Families 
The first step is a treasury and capital-needs analysis, not product selection: 

• What is the business’s true working-capital requirement? 
• What is the 12- to 36-month reinvestment pipeline? 
• What reserve is required for downside scenarios? 
• What capital can be treated as strategic family surplus rather than operating 

contingency? 
 
Only after this tranche is identified should the family consider long-term architecture. 
Otherwise, it risks using a permanent-capital structure to solve a short-term liquidity 
problem. 
 
Next, define two pools: 
 

 Operating Liquidity Pool Strategic Surplus Pool 
Purpose Payroll, capex, taxes, inventory, 

covenant support 
Long-term compounding, 
diversification, generational 
balance sheet strength 

Characteristics High liquidity, low volatility, low 
duration risk 

Longer horizon, IPS-governed, 
diversified, less reactive 

Tools Cash management, bank lines, 
conservative fixed income, 
hedging where appropriate 

Institutional portfolio 
management, potentially through 
PPLI depending on fit 

Access Available for ordinary business 
needs 

Access through defined 
withdrawals, policy loans, and 
redeployment rules; replenish 
when appropriate 

 
The family bank belongs in the strategic surplus pool. The IPS should state when capital 
may be redeployed, who approves it, what underwriting is required, how the transaction is 
structured, and whether the capital must later be replenished. 
 
Implementation Considerations 
PPLI is most relevant for families with durable cash flow, meaningful investable assets, 
long time horizons, and a desire for institutional governance. It must comply with insurance 
and tax rules governing permissible assets, investor control, diversification, policy funding, 
and administration. It is not a retail brokerage account with an insurance label. 
 



Costs may include insurance charges, fund and manager expenses, administration, 
compliance, legal, and trust-related fees. The structure is justified only when tax-drag 
reduction, governance, and risk segregation collectively outweigh those costs. Families 
should coordinate with an experienced PPLI broker, tax counsel, legal counsel, and their 
investment advisor before implementation. 
 
Case Study: A Mature Operating Company with Persistent Surplus 
Consider a family whose manufacturing business generates $12 million of annual EBITDA 
with stable margins. The company has completed a major expansion cycle, maintenance 
capex is predictable, and retained earnings exceed near-term reinvestment needs. 
 
Historically, the family held surplus in a taxable account and periodically moved capital 
back into the business for acquisitions. The portfolio became de facto working capital, its 
allocation shifted with business sentiment, tax drag reduced compounding, and “liquid 
wealth” remained psychologically tied to the operating company. 
 
A PPLI structure could establish a strategic surplus reservoir governed by an IPS, a defined 
manager lineup, operational separation from treasury, and a formal redeployment 
protocol. If a qualified opportunity arises, the family may access policy value during the 
insured’s lifetime through a withdrawal or policy loan, subject to the policy’s terms and 
applicable tax rules. If the opportunity is funded from the policy, later surplus cash flow 
may be used to replenish it. The policy remains a long-term balance sheet engine, not the 
company’s cash account. 
 
PPLI and Balance Sheet Engineering 
For business-owning families, the question is not simply whether excess capital should be 
invested. It is whether that capital should remain exposed to operating risk and be subject 
to annual tax liability, and whether the family has a disciplined mechanism to access it 
when opportunity arises. 
 
When properly designed, implemented, and administered, PPLI can reinforce IPS 
discipline, separate strategic capital from operating volatility, improve net compounding by 
reducing tax drag, and support asset-planning objectives in the applicable jurisdiction. It 
can also provide a longer window for tax-efficient access: money may be withdrawn or 
borrowed during the insured’s lifetime and, when circumstances permit, put back into the 
policy rather than permanently spent down. 
 
The families most likely to benefit are those that have outgrown the reinvestment capacity 
of the operating company and are ready to manage the family balance sheet as a multi-



pool institution. PPLI is best viewed not as a generic tax product, but as a balance sheet 
architecture strategy that aligns governance, flexibility, and long-term wealth preservation. 
 
For more information on PPLI, please reach out to Winged Keel Group. 
 
Mark Richards (mrichards@wingedkeel.com) is a Principal of Winged Keel Group based in 
Denver. Zach Specht (zspecht@wingedkeel.com) is a managing director with Winged Keel 
Group based in Dallas. Winged Keel is the premier national platform for the structuring, 
implementation, and administration of high-end life insurance solutions, and a proud 
sponsor of Family Enterprise USA. 
 
This material is intended for informational purposes only, should not be construed as legal 
or tax advice, and is not intended to replace the advice of a qualified attorney or tax advisor. 
The information in this presentation is for educational purposes only and is not intended as 
a solicitation. Private Placement Life Insurance (PPLI) is an unregistered securities product 
and is not subject to the same regulatory requirements as registered products. As such, 
PPLI should only be presented to accredited investors or qualified purchasers as described 
by the Securities Act of 1933. A PPLI Policy combines the protection and tax advantages of 
life insurance with the investment potential of a comprehensive selection of variable 
investment options. The insurance component provides death benefit coverage and the 
variable component gives you the flexibility to potentially increase the policy’s cash value 
and loan value. 
 
Securities Offered Through M Holdings Securities, Inc., a Registered Broker/Dealer, 
Member FINRA/SIPC. Winged Keel Group is independently owned and operated. 
#08052026-5817046 
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