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Understanding the benefits of private placement 
life insurance enables wealth planners to gather 
and retain assets under management, 
writes Brendan Harper, BA Hons, PDip, ACIS, AFPS, TEP.

Published date: February 2021

Private wealth managers 
have long recognised the 
importance of retirement, 
tax and estate planning as 
a means of growing assets 
under management and 
retaining them for the long 
term. Getting to grips with 
wealth planning structures 
such as trusts and insurance 
arrangements opens doors 
to professional connections 
and enables private asset 
managers to expand 
their proposition beyond 
their core investment 
management services. 

Asset management services alone 
will not keep pace with changes that 
occur as a client’s wealth grows. With 
growing wealth comes increased 
complexity from a tax, legal and 
regulatory position, including:  

 › An increasing need to build estate 
and succession plans for controlled 
distribution and inter-generational 
wealth transfer

 › Increased exposure to higher taxes

 › A higher risk of non-compliance  (as 
a result of increased complexity)

 › The expanded family members may 
ultimately move to other jurisdictions

For those managing wealth, this 
creates challenges, including:

 › Discretionary investment activity can 
be curtailed by income and capital 
gains tax considerations

 › Directly held portfolios can hinder 
estate and succession planning

 › Increased complexity regarding tax 
reporting, and a higher risk of non-
compliance

 › Exposure to inheritance taxes 
and succession laws in multiple 
jurisdictions

 › Regulatory issues associated 
with servicing clients in different 
jurisdictions

Attracting and retaining assets under 
management therefore relies on using 
structures that are flexible enough to 
cope with these challenges, and the 
solution in many cases is an insurance 
based structure.

Commonly referred to as “private 
placement life insurance” (PPLI), 
high-end insurance is based on an 
open architecture structure, which is 
held separately from existing wealth 
manager-client relationships and 
investment mandates. The insurer can 
appoint the existing manager to operate 
the investments on a discretionary 
basis, accept premiums by way of in 
specie transfer of existing assets, and 
house them with the manager’s in 
house or external custodian.

PPLI costs are transparent and flexible, 
which can accommodate bespoke 
charging arrangements designed 
to fit into the wealth management 

partner’s own charging models, 
allowing the costs to be presented to 
the client in an easy-to-understand 
way with a clear explanation on 
how the structure adds value and 
enhances the customer outcome.

A D D E D  V A L U E

At the heart of insurance based 
planning is the transfer of legal and 
beneficial ownership of cash or 
assets, in the form of the insurance 
premium, to the insurer. In return, the 
individual, or policyholder, enters into 
a contract that binds the insurer to 
provide benefits that are determined 
by reference to the performance of 
the assets backing the policy. The 
contractual rights include the ability 
to surrender the policy at any time, 
take withdrawals, or ultimately the 
payment of death benefits. 

Other contractual rights may include 
the ability to appoint investment 
managers, to assign ownership to 
another individual or entity, appoint 
beneficiaries and to amend terms 
(with the agreement of the insurer) to 
accommodate changing circumstances. 

In other words, insurance 
structuring allows the client 
to divest legal and beneficial 
ownership of their assets 
without giving up control 
or being forced to involve 
third parties in key decisions 
concerning their wealth.
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A  M U LT I - J U R I S D I C T I O N A L 
S O L U T I O N

The change in ownership, whilst 
simple and subtle, fundamentally 
changes the individual’s relationship 
with their wealth, primarily from a 
tax and estate planning perspective. 
In many jurisdictions, insurance 
contracts are looked upon favourably, 
creating a legitimate wealth planning 
structure that often provides 
favourable tax treatment that is not 
available where assets are held 
directly, by nominees, or via trust and 
company structures.

In many jurisdictions, structuring 
investments in PPLI permits tax free 
inside build-up, creating a tax neutral 
environment where the client is in 
control of when to crystallise tax 
events. It also creates a portable 
structure that retains tax neutrality 
should beneficiaries move to other 
jurisdictions, including between 
common law and civil law territories. 
This also simplifies tax reporting 
obligations for the wealth manager, 
reducing complexity and the 
associated risk of non-compliance.

This means that the portfolio can 
be managed in a way that it is 
unconstrained by tax considerations. 
Tax free inside build-up is often 
complemented by a tax regime that 
provides tax efficient exit strategies 
in the form of tax rates that are 
substantially lower than usual income 
tax rates, or indeed no tax at all!

In terms of estate planning, an 
insurance contract facilitates a simple 
mechanism to nominate beneficiaries 
who will receive the benefits without 
the costs and delay associated with 
the probate process. The beneficiary 
nomination facility is recognised 

in many jurisdictions as creating a 
separate estate that legitimately 
circumvents local forced heirship 
laws, and mitigates the impact of 
inheritance taxes (for example, in 
France). When structured correctly, 
a nomination can also legally protect 
the assets from creditors in the 
event of bankruptcy (for example, in 
Singapore).

Where more sophisticated estate 
planning is necessary, insurance is 
compatible with trust structures and 
can often improve the tax position 
where trusts are the target of anti-
avoidance legislation.

Asset managers who have mastered 
the benefits of insurance structuring 
have been able to broaden their 
service offering in a way that 
harnesses new assets under 
management. The estate planning 
benefits of insurance provides a 
natural bridge between the asset 
manager and future generations, thus 
preserving assets under management.

In order to introduce PPLI 
successfully into your 
service proposition, it is 
important to partner with 
insurance carriers and 
advisers based in well 
regulated jurisdictions 
with experienced and well 
qualified technical support 
and value propositions that 
are designed to be flexible, 
portable and regulated in 
your clients’ current or future 
country of residence.
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