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1 It should be noted that Crown Global sells only PPLI policies and does not 
sell traditional retail policies like the other two carriers.

The life insurance carriers who participated in this 
market study are the following: 

• Pruco Life Insurance Company (“Prudential”) 

• Zurich American Life Insurance Company (“Zurich”) 

• Crown Global Insurance Company of America  
(“Crown Global”)1  

INTRODUCTION
The use of private placement variable 

universal life insurance (“PPLI”) to 

provide tax-efficient death benefit 

protection and cash value accumulation 

potential using unique underlying 

investment options within an 

institutionally priced policy has grown 

since its initial application in the 1990s.

Today, adoption of PPLI as a planning 

tool is accelerating as a result of the 

combination of possible tax law changes 

and an enhancement to the formula used 

to test for the statutory definition of life 

insurance and the growing application of 

customized policy investments.  

The goal of this market report is to assist 

advisors and prospective policy owners 

in understanding the current PPLI oppor-

tunities and applications as it pertains 

to them and their clients.  Specifically, it 

examines the life insurance companies, 

investment vehicles and emerging strat-

egies in the U.S. (domestic) PPLI market.   

These carriers are representative of the PPL industry’s cur-
rent and emerging product and distribution framework. 
The statistics and data referenced throughout this report 
are based on information provided by the above carriers.
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The majority of PPLI is issued from Delaware, South Dakota and Alaska admitted carriers.  These states are considered 
favorable trust jurisdictions for policy ownership and offer a low life insurance premium tax which is important for the 
performance of an institutionally priced product such as PPLI.  

Other states may be chosen for policy issuance or ownership based upon a variety of client needs, including asset protec-
tion, established trusts and other personal planning considerations, policy investment requirements and convenience.

Effective January 1, 2021, Wyoming enacted legislation referencing the desire for the state to attract PPLI business and 
reducing its premium tax from 0.75% to 0.075%.5 
 
Individuals from most states where a policy is not available may be able to acquire a policy in an approved state by arrang-
ing for a trust for the benefit of the insured or his or her family sited in such state to be the owner and beneficiary thereby 
allowing the solicitation and issuance to occur accordingly.  Entities such as a Limited Liability Company (LLC) owned by 
the insured or by a trust for the benefit of the insured’s family could also be considered for policy ownership.  May not be 
applicable in all states or circumstances.

PREMIUM TAXES FOR MOST POPULAR STATES FOR PPLI POLICY ISSUANCE

The premium tax is 
assessed by the state of 
issue to the carrier which, 
for a PPLI policy, passes 
that expense through to 
the policy owner in the 
form of a premium load. 

 Below are the premium tax rates for the more popular states for issuing PPLI policies.6

ALASKA7 DELAWARE8 SOUTH DAKOTA9 WYOMING10

0.10% 
on 

Excess

2.7% Up 
to $100K

0% 
on 

Excess

2% Up 
to $100K

0.08% 
on  

Excess

2.5% Up 
to $100K

0.075% 
on 

Excess

0.75% Up 
to $100K

2 Prudential Financial’s retention reduced from $20 million during the COVID-19 pandemic.
3 Prudential Financial’s AUA includes COLI & BOLI institutional private placement sales.
4 Zurich’s AUA includes COLI & BOLI institutional private placement sales.
5 Website, Governor of Wyoming, referenced on 11/7/2021

6 Each state shown may impose a retaliatory tax rate on the first
$100,000 of premium based on the carrier’s domiciliary state rate.
7 Website, Alaska Legislature, referenced on 11/7/2021
8 Website, Delaware Code On-Line, referenced on 11/7/2021
9 Website, South Dakota Legislature, referenced on 11/7/2021
10 Website, Wyoming Legislature, referenced on 11/7/2021

CARRIER PPLI PARAMETERS AND STATISTICS
Below is a summary of general parameters and statistics as of September 30, 2021 for the carriers who participated in this report. 

Carrier
Financial 
Strength 
Ratings

Admitted 
States for 

Issue

Face Amount Capacity PPLI Assets 
Under 

Administra-
tion (AUA)

Choice of 
Underlying 
Investment 
Structure

Internal 
Retention

Auto-Bind 
Reinsurance

Facultative 
Reinsurance

Prudential A.M. Best A+
Moody’s Aa3
S&P AA-
Fitch AA-

All except
FL and NY

$10 million2 $65 million $120 million $28 billion3 Insurance  
Dedicated 
Funds and 
Separately  
Managed 
Accounts

Zurich A.M. Best A+
Moody’s A3
S&P A

All except
CA, MT, ND 

and NY

$20 million $65 million $85 million $14 billion4 Insurance 
Dedicated 
Funds Only

Crown Global A.M. Best A- DE, SD and
TX Only

$50,000 None $70 million $4 billion Insurance Ded-
icated Funds 
and Separately 
Managed 
Accounts

https://governor.wyo.gov/media/news-releases/2020-news-releases/2020-bills-signed-into-law
http://www.akleg.gov/basis/get_documents.asp?session=29&docid=66659
http://delcode.delaware.gov/title18/c007/index.html
https://sdlegislature.gov/Statutes/Codified_Laws/2038660
https://wyoleg.gov/Legislation/2020/SF0071
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PPLI STRUCTURE
FIGURE 1. (For illustrative purposes only)

11 PPLI carriers typically hold enough value upfront in the money market fund within the separate account to support the deductions for the anticipated policy 
charges over 12-month periods thereby necessitating a distribution from the SMA or IDF to cover policy charges only once per policy year.  If a policy loan is made to 
the owner, a distribution from the SMA or IDF may be required to transfer enough value to the fixed account within the separate account to secure the loan.

A policy is issued to the owner from the insur-
ance carrier after underwriting approval of the 
insured and acceptance by the owner, who then 
remits premiums to the carrier.  Premium pay-
ments can be in the form of cash only (interests of 
property or securities in kind are not permitted). 

Owner selects an SMA or IDF in which the cash value 
will be invested and managed by a desired Invest-
ment Manager.  The cash value is held in a separate 
account, segregated from the carrier’s general ac-
count assets, dedicated exclusively to the owner’s 
PPLI policy, and not subject to the reach of the 
carrier’s general creditors (see Policy Separate Ac-
count Helps Mitigate Carrier Insolvency Risk below). 

The separate account invests the existing cash value 
and new premium amounts into the SMA or IDF.

Cash is disbursed from the SMA or IDF to the sepa-
rate account as needed where it may be held in a 
money market fund for payment of upcoming cost 
of insurance (COI) charges, disbursed to the policy 
owner if a withdrawal is elected or invested in a fixed 
account to be held as collateral if a policy loan has 
been advanced by the carrier to the policy owner.11  

Owner has the choice to receive distributions from the 
separate account cash value in the form of withdrawals 
and policy loans which, if properly structured, can be in-
come tax free (see Tax Attributes of a PPLI Policy below). 

Upon the insured’s death, the carrier will pay the death 
benefit proceeds, reduced by any prior withdrawals 
and outstanding policy loans, to the beneficiary desig-
nated by the owner which, if properly structured, can 
be income tax free (see Tax Attributes of a PPLI Policy).

1
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• Annual income on the policy (excess of the cash 
surrender value increase plus the cost of life in-
surance protection over the premiums paid for 
the taxable year) is not taxable to the owner if the 
policy meets the definition of life insurance.12 

• Cash value can be distributed to, and without rec-
ognition of taxable income by, the policy owner if in 
the form of withdrawals up to cost basis and/or pol-
icy loans, the policy is held in force to the insured’s 
death, and never becomes a Modified Endowment 
Contract (MEC).13

• Death benefit proceeds received by reason of the 
insured’s death are not includible in the recipient’s 
gross income if the policy has not been previously 
transferred for valuable consideration or involved in 
a transaction that was treated as a reportable policy 
sale.14

TAX ATTRIBUTES OF A PPLI POLICY

POLICY SEPARATE ACCOUNT HELPS MITIGATE CARRIER INSOLVENCY RISK

While strong financial strength ratings are generally 
important when purchasing general account life in-
surance policies, they may be less so when it comes to 
PPLI carriers.  Financial strength ratings are important 
for determining the claims-paying ability of the issuing 
company; the carrier’s ability to pay the death benefit 
to the beneficiary upon the insured’s death or, for those 
policies whose supporting assets are held in the carrier’s 
general account and subject to the general claims of the 
company’s creditors, to provide cash value to the owner 
upon surrender.  Financial strength ratings are relevant 
too for PPLI policies as it pertains to the death benefit in 
excess of the cash value because this liability is a general 
obligation of the issuing company.

However, the structure of PPLI helps mitigate the risk 
of a financial loss by a policy’s owner due to a carrier’s 
insolvency as it pertains to the cash value because the 
assets constituting the policy’s cash value are held legally 
separate or segregated from the general account and ob-
ligations of the carrier.  Further, these policy assets may 
be held in custody away from the carrier at a custodian 
chosen by either the policy owner or the policy’s invest-
ment manager.  The carrier may only access the separate 
or segregated account to withdraw the cost of insurance 
and any fees agreed to in the policy contract.15   Popular 
custodians include Pershing, Charles Schwab, National 
Financial Services, BNY Mellon and Fidelity.

Functionally, the carrier is instructed by the policy 
owner or investment manager to open a custodian ac-
count at either the custodian where the client’s cash is 
held or another.  This newly opened custodian account 
is separate or segregated from the carrier’s general 
accounts.  The policy’s owner or investment manager 
orders a transfer of funds to the newly opened custodi-
an account from the existing one owned by the client.   

Simultaneously, the carrier issues a PPLI policy whose 
underlying cash value is linked to the value of the sepa-
rate or segregated account.  Either the policy’s owner in-
structs the carrier to invest the custodian account funds 
into one or more insurance dedicated funds or the pol-
icy’s investment manager instructs the carrier to invest 
funds into a separately managed account.

Under current law, if properly structured, PPLI policies are treated like a traditional policy for tax purposes: 

15  IRC §817(c).  A “separate account” is a separate set of financial statements held by a life insurance company, maintained to report assets and liabilities for partic-
ular products that are separated from the carrier’s general account.  Detailed statutory financial statement data and disclosures regarding the products and assets 
captured in a separate account can be found in SSAP  
No. 56—Separate Accounts.

The structure of PPLI helps mitigates the risk of a  
financial loss by a policy’s owner due to an carrier’s 
insolvency as it pertains to the cash value because 
the assets constituting the policy’s cash value are 
held legally separate or segregated from the gener-
al account and obligations of the carrier. 

12  IRC § 7702.
13  IRC §§ 72, 7702A.
14  IRC § 101, Treas. Reg. § 1.101-1.
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PERMISSABLE PPLI POLICY INVESTMENTS, DIVERSIFICATION REQUIREMENT 
AND PROHIBITION AGAINST INVESTOR CONTROL

PPLI policies offer investment options either in the form 
of insurance dedicated funds (“IDFs”) or a separately 
managed account (“SMA”).  Registered investment advi-
sors (“RIAs”) and fund managers engage fund adminis-
trators, such as industry leaders SALI Fund Services and 
Spearhead, LLC, to form IDFs and SMAs in order to attract 
PPLI policy investment.

Historically, until the last decade, IDFs were almost ex-
clusively utilized as PPLI policy investments.  SMAs have 
emerged in popularity as RIAs have come to recognize 
the tax benefits of PPLI and seek to deploy customized 
portfolio strategies within policies.

Insurance Dedicated Funds (IDFs)

• An IDF is a private fund formed as an LLC that is 
only open to subscriptions from life insurance 
companies on behalf of their issued private place-
ment policies. 

• The number and asset value of an IDF’s investment 
positions must meet the Diversification Test for 
variable contracts. 

• Fund managers are permitted to create an 
IDF-equivalent of a taxable strategy they offer sep-
arately, as long as the investment decisions of the 
IDF are made by the advisor of such IDF in their 
sole and absolute discretion. 

IDFs are private investment funds open to subscription to insurance carriers only, for further allocation to PPVA and 
PPLI policy accounts.  IDFs are stand-alone funds and must be separate legal entities from the life insurance carrier and 
its general account investments. 

Structurally, IDFs have a number of important characteristics: 

• In general, the carrier will select and approve IDFs 
to be available for subscription on behalf of the 
policy.

• The policy owner determines the specific allocation 
of the policy’s underlying investments by selecting 
among a platform of carrier-approved IDFs or other 
options.

• In all cases, policyowners may not direct or con-
trol the investment activity of an IDF held in their 
policy, directly or indirectly (see “Investor Control 
Doctrine” below).

FIGURE 2. 

IDFs are stand-alone funds and must be separate legal entities from the life insurance carrier and its general account investments.

INSURANCE 
CARRIER

SEPARATE 
ACCOUNT

IDF  
(SEPARATE ENTITY)

Position 1

Position 2

Position 3

Position 4

Position 5
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IDF Market Size16

IDF Cost

The cost to establish an IDF varies depending on whether a fund utilizes internal or external legal support in developing 
the legal structure.  The industry norm is to engage a cost-effective, third-party administrator to establish the IDF in 
which case external legal and other set-up fees can be as low as $36,000.17 

On-going administration fees for access to the  
vendor’s platform are based on an IDF’s assets 
under management (“AUM”) and are commonly in 
this range (shown in figure 3):

IDF costs do not include sub-advisor fees nor agent compensation.  These additional fees are also deducted from a  
PPLI policy’s cash value.

FIGURE 3. 

AUM:18
• < $49,999,999: 0.15% per year;

• $50,000,000 to $149,999,999: 0.10% per year;

• > $150,000,000: 0.05% per year; 
 
subject to a minimum fee of $2,500 per month.

Insurance Dedicated Funds (IDFs) continued

AUA AS OF DECEMBER 31, 2011

$118.1 Million
5.7%

Individuals

$2.0 Billion
94.3%

Institutions

AUA AS OF SEPTEMBER 30, 2021

$9.5 Billion
60.2%%

$6.3 Billion 
39.8%

16 IDF market size estimates provided by SALI Fund Services on 11/13/2021 based upon the firm’s estimated market size.
17 IDF establishment information provided by SALI Fund Services on 11/13/2021.
18 Ongoing IDF cost data provided by Spearhead, LLC on 11/5/2021.
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Separately Managed Accounts (SMAs)

An SMA allows an independent investment advisor to access a broad range of investments for the policy account, 
including marketable securities, structured notes, ETFs, hedge funds, private equity and other alternative investment 
strategies.  Structurally, a SMA in a PPLI transaction is similar to a SMA an investor would purchase within their in-
vestment portfolio.  However, when used in PPLI, the underlying beneficial owner (UBO) of a SMA is the life insurance 
carrier and not the individual investor.  The carrier holds a SMA in a corresponding PPLI policy’s separate or segregated 
account where the policy’s cash value is linked to the value of the SMA.  Another difference in a SMA used in a PPLI 
transaction may be the selection of a SMA’s individual investments.  Due to the tax benefits of a PPLI, a SMA comprised 
of highly tax-inefficient investments is commonly held under a policy.

SMAs are subject to the same diversification requirements and prohibition on investor control as IDFs.  

FIGURE 4. 

SMA Market Size19

SMA Cost

On-going administration fees fare based on an 
SMA’s AUM and are commonly in this range (shown 
in figure 5):

Pricing is generally “program-based” – based on a sub-advisor’s total assets across all policies.  SMA costs do not include 
investment management or sub-advisor fees nor agent compensation.  These fees are also deducted from a PPLI 
policy’s cash value.

FIGURE 5. 

AUM:20
• < $49,999,999: 0.10% per year;

• $50,000,000 to $149,999,999: 0.08% per year;

• > $150,000,000: 0.06% per year; 
 
subject to a minimum fee of $2,500 per month.

AUA AS OF SEPTEMBER 30,2021

$2.1 Billion

Individuals

19 SMA market size estimate extrapolated from data provided by Spearhead, LLC on 11/5/2021 and SALI Fund Services on 11/13/2021 and based on the estima-
tions of the individual firm’s market share.  Institutional clients, with few exceptions, generally select IDFs as the underlying PPLI investments and not SMAs.
20 SMA cost data provided by Spearhead, LLC on 11/5/21.  Spearhead will charge the Sub-Advisor a one-time retainer of $5,000 upon engagement to draft the 
SMA’s legal documentation, complete Sub-Advisor due diligence and background checks, and to onboard the SMA Sub-Advisor onto the appropriate insurance 
carrier investment platform(s).  This fee is credited back to the Sub-Advisor against Spearhead’s monthly administration fee.  Fees of other administrators, such as 
SALI Fund Services, may be comparable to and differ from that which is shown here.

INSURANCE 
CARRIER

SEPARATE 
ACCOUNT

SMA
(CARRIER IS THE UBO)

Investment 1

Investment 2

Investment 3

Investment 4

Investment 5
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PPLI must adhere to the regulations regarding both the 
minimum number of investments held in each policy’s 
separate or segregated account as well as maximum 
asset values for such investments.21  Specifically, the 
diversification requires that no more than 55% of the 
value of the total assets of the account is represented 
by any one investment, with increasing thresholds for 
additional investments: no more than 70% of the value 
for two investments; no more than 80% of the value for 
three investments; and, no more than 90% of the value 
for four investments. 22 

Where a ‘look through’ for diversification exists for an 
IDF so that a PPLI policy can own a single IDF which, 
internally, holds sufficient positions to meet the diver-
sification test, a SMA does not, and must satisfy the 
diversification test by holding at least five different 
individual investments which meet the asset value 
thresholds.

Investment Diversification Requirement

Prohibition Against Investor Control — The “Investor Control Doctrine”

There are specific rules regarding real estate invest-
ments which permit a longer ‘ramp-up’ period in 
which to meet diversification and also provide for a 
“wind-down” period when diversification is no longer 
required.  This allows an IDF or SMA to better match 
the life cycle of a real estate investment where cash 
is spent more slowly on the building phase and then 
cash becomes a larger portion of the portfolio as real 
estate is sold.

Breach of the diversification requirement results in the 
PPLI policy not being considered life insurance under 
IRC § 7702(a). 23  The income on the policy then is treat-
ed as ordinary income received by or accrued to the 
policy owner in accordance with IRC § 7702(g).  Once 
a policy fails diversification testing, it cannot be cured.

revenue rulings dating back to the 1970s and culmi-
nating in the U.S. Tax Court case Webber v. Commis-
sioner.24   In Webber, the Tax Court highlighted three 
principles in determining whether a policyholder rath-
er than the carrier is the owner of investment assets:  
(1) who has the power to select investment assets by 
directing the purchase, sale, and exchange of partic-
ular securities; (2) who has the power to vote the se-
curities or exercise rights pertaining to the securities; 
and, (3) who has the power to extract money from the 
account by a withdrawal or by other means.

As an example, a policyowner may request a specific 
IDF or SMA, but a policy’s owner, insured or benefi-
ciaries may not play a role in the selection of the IDF’s 
investment positions nor the SMA’s individual invest-
ments.  Similarly, a policyowner may request a particu-
lar RIA and asset custodian, but the ultimate selection 
and ongoing retention of the RIA and custodian is fully 
discretionary for the carrier. 

A breach of this investor control doctrine will result in 
the separate account assets being treated as owned by 
the policy owner for tax purposes, requiring the policy 
owner to include in gross income all interest, dividends 
and other income earned by the separate account as-
sets and, thus, defeating a key advantage of the policy.

21 Treasury Regulation §1.817-5 Diversification requirements for variable 
annuity, endowment, and life insurance contracts.
22 Treasury Regulation §1.817-5(b)(1)
23 Treasury Regulation §1.817-5(a)(1)

24 The Investor Control Doctrine for variable investment accounts was estab-
lished with a series of revenue rulings dating back to 1977 - Rev. Rul. 77-85, 
1977-1 C.B. 12, Rev. Rul. 80-274, 1980-2 C.B. 27, Rev. Rul. 81-225, 1981-2 C.B. 
13, Rev. Rul. 82-54, 1982-1 C.B. Investor Control Doctrine safe harbors for 
both variable annuity and variable life investment accounts are articulated 
in Rev. Rul. 2003-91, 2003-2 C.B. 237.  The Tax Court clarified in Webber v. 
Commissioner (T.C., No. 14336-11, 144 T.C. No. 17, 6/30/15).

The assets in the segregated investment account un-
derlying a PPLI policy must be considered to be owned 
by the carrier and not the policyowner.  To achieve 
this result, the policyowner must surrender all control 
over the investment decisions regarding the separate 
or segregated investment account assets.  While the 
policyowner may select the investment manager that 
manages the separate or segregated investment ac-
count assets, all underlying investment decisions must 
be made solely by the investment manager once the 
investment manager has been selected.  

That is, there can be no arrangement, plan, contract, 
or agreement between policy owner and insurance 
carrier nor between the policy owner and investment 
manager regarding the availability of a particular un-
derlying investment option, the investment strategy of 
any underlying investment option, or the assets to be 
held by a particular investment option.  A policy owner 
cannot even communicate with the investment man-
ager, directly or indirectly, regarding any underlying 
investment decisions.  Furthermore, the policy owner 
can hold no legal, equitable, direct, or indirect interest 
in any of the assets held by the separate account.

This is often referred to as the “investor control doc-
trine” and its evolution is derived from a number of 

https://www.law.cornell.edu/definitions/index.php?https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=d7accd882af0c92fba5d0407a8454cb6&term_occur=999&term_src=Title:26:Chapter:I:Subchapter:A:Part:1:Subjgrp:26:1.817-5-5
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IRC SECTION 7702 CHANGES

The Consolidated Appropriations Act of 2021 (“The 
Act”) was signed into law on December 27, 2020 and 
included a revision to IRC § 7702 that could have sub-
stantial (positive) impact for the life insurance industry, 
especially Whole Life policies.  

For policies issued after December 31, 2020, this revision 
amends the interest rate under IRC §§ 7702 and 7702A 
used by life insurance carriers for determining the max-
imum amount of premium that can be paid into a policy 
and meet the definition of life insurance (DOLI) under 
the Cash Value Accumulation Test (CVAT) or Guideline 
Premium Test (GPT), and that determines classification 
as a Modified Endowment Contract (MEC).  The details of 
§ 7702 and the changes thereto are beyond the scope of 
this report but here is a quick overview.  

Given the historic low interest rates in recent years and 
the effect on carrier investment yield, the high prescribed 
static interest rates under § 7702 (4% for the CVAT and 
MEC test and 6% for the GPT which had not been updat-
ed since the 1980s when interest rates were much higher 
than today) were causing challenges for carriers to offer 
policies that the passed the § 7702 tests and were both 
profitable to the carrier and affordable to the consumer.  

This challenge was beginning to threaten the future avail-
ability of life insurance policies to help meet consumers’ 
life insurance needs.  The change amended the statute to 
include a formulaic rate, which for policies issued in 2021 
reduce the rates from 4% to 2% for the CVAT and MEC 
test and from 6% to 4% for the GPT, and the minimum 
required rate can now float below the original prescribed 
static rates when more reflective of the current environ-
ment.  This now lower rate effectively allows a higher 
amount of premium to be paid into a policy without vio-
lating the § 7702 tests.  The result is that carriers will now 
have more pricing flexibility to continue to make policies 
available that are both profitable and affordable.

A side effect of this new lower interest rate is that policies 
issued after December 31, 2020, can receive larger premi-
ums for the same face amount without violating the DOLI 
or MEC tests which can increase the cash value accumula-
tion potential – an intuitive benefit for PPLI policies which 
are designed to build cash value.  

PPLI carriers quickly updated their products to reflect 
these changes. For example, here is the impact of the 
§ 7702 changes, before vs. after the Act, for a maxi-
mum-funded PPLI policy for a 50-year-old female in a 
standard nonsmoker risk class with a $50 million face 
amount:

FIGURE 6. (For illustrative purposes only. Contact Lion Street for complete illustrations.)

Prudential Zurich Crown Global

Before 
($MM)

After 
($MM)

Change Before 
($MM)

After 
($MM)

Change Before 
($MM)

After 
($MM)

Change

7-Pay Annual Premium Limit $2.31 $3.96 +71.4% $2.10 $3.77 +79.5% $2.11 $3.77 +78.7%

Guideline Annual Premium 
Limit under GPT with Death 
Benefit Option A

$0.78 $1.07 +37.2% $0.74 $1.05 +41.9% $0.75 $1.05 +40.0%

Guideline Annual Premium 
Limit under GPT with Death 
Benefit Option B

$1.88 $2.87 +52.7% $1.94 $3.02 +55.7% $1.88 $2.90 +52.7%

Guideline Single Premium 
Limit under GPT

$8.73 $14.86 +70.2% $8.45 $15.24 +80.4% $8.65 $15.46 +78.7%

Net Single Premium Limit 
under CVAT

$14.81 $26.78 +80.8% N/A N/A N/A $13.13 $24.74 +88.4%
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DEATH BENEFIT OPTION SWITCH METHODOLOGY AND IMPACT ON § 7702A TESTING 

The full impact of the changes to §§ 7702 and 7702A on 
cash value accumulation potential can be affected by the 
timing of, and the manner in which, the carrier permits 
a death benefit option switch from Increasing (Option B) 
to Level (Option A) and subsequent reduction in the face 
amount.  When the maximum non-MEC premiums are 
paid into a PPLI policy, a death benefit switch from B to 
A, followed by a reduction in the face amount, permits 
the policy to continually maintain the lowest required 
amount of death benefit relative to the premiums paid 
and cash value for the purposes of DOLI testing, thus 
maximizing the long-term cash value accumulation po-
tential.

PPLI carriers have different methodologies regarding 
how soon the face reduction can occur as it pertains 
to § 7702A (MEC) testing.  The 7-pay premium limit for 
MEC testing (MEC premium limit) is determined at the 
time the policy is issued.   If there is a reduction in face 
amount within the first 7 policy years, the 7-pay premi-
um limit test is generally applied retroactively as if the 
contract had originally been issued at the reduced face 
amount level, which could cause retroactive MEC sta-
tus if the premiums paid had been based on the higher 
amount – that is, the premiums previously paid could 
exceed the adjusted, retroactive 7-pay premium limit.  If 
a policy becomes a MEC, it will always remain a MEC and 
any actual or deemed distributions from its cash value 
during the insured’s lifetime can become taxable to the 
policy owner to the extent of gain.  A material change in 
benefits under the policy not previously reflected for § 
7702A testing purposes treats the policy as a new policy 
entered into on the date the material change takes effect 
and results in a new 7-pay premium limit testing period 
thereafter.   

It could therefore be interpreted from this flush word-
ing of § 7702A that when a material change to the policy  
occurs that was not reflected in any previous 7-pay pre-
mium limit testing period, and a subsequent face amount 
reduction is made, then the policy could retain its non-
MEC status as long as any new premiums paid after the 
material change do not exceed the new 7-pay premium 
limit based on the new lower face amount during the 
next 7-pay testing period, even if the material change 
and subsequent face amount reduction occur within the 
first 7 years of the actual issue date.  

However, if allowed by the carrier, it may be advisable 
to separate the two events (material change and face re-
duction) by at least 12 months to minimize potential step 
transaction or substance-over-form challenges if it were 
scrutinized by the Internal Revenue Service (IRS).

Both Prudential Financial and Zurich treat a death benefit 
option switch as a material change with a new effective 
issue date thereby allowing a face amount reduction 
thereafter without causing MEC status even within 7 
years from when the policy was actually issued.  Specifi-
cally, these carriers will allow an increasing-to-level death 
benefit option change in the year that the last premium 
payment is made with the reduction in face amount is 
occurring the following year.  If, for example, a non-MEC 
PPLI policy was funded with a 2-pay design, the death 
benefit switch could occur in the second year followed 
by a face amount reduction in the third year.  The policy 
could retain its non-MEC status since it could be treated 
as if newly issued in the second year with the reduction 
occurring and no additional premiums being paid there-
after, thus avoiding exceeding the new 7-pay premium 
limit beginning in year two.

The general consensus in the life insurance industry is 
that treating a material change followed by a face amount 
reduction within 7 years from when the policy was ac-
tually issued is a liberal interpretation of §§ 7702(A)(b) 
and 7702(A)(c); albeit, an unchallenged one.  A primary 
constructive issue could be whether the deemed new 
contract issue date from a material change and resulting 
new 7-pay premium limit testing period nullifies the orig-
inal 7-pay testing period beginning when the policy was 
actually issued.  There is currently no specific statutory, 
regulatory, sub-regulatory or court case authority or prec-
edent available for guidance on this matter.  If it were ever 
brought to the test, it is uncertain what the outcome and 
ultimate tax treatment would be.  Taxpayers should rely 
on guidance from their tax and legal professionals and 
life insurance carriers.

Accordingly, Crown Global does not take the same po-
sition as Prudential and Zurich and will only allow a re-
duction in the face amount after the initial 7-pay test is 
satisfied, in actual policy year 8 or after, regardless of 
whether a material change from a death benefit option 
switch, or otherwise, occurred previously.  

25 IRC § 7702A(c)(1)(A).
26 IRC § 7702A(c)(2)(A).
27 IRC § 7702A(c)(3)(A). The new 7-pay premium limit is adjusted to take into consideration the 
contract’s existing cash surrender value as of the date of the change. IRC § 7702A(c)(3)(A)(ii).
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investments who sought an insurance version of fo-
cused investment strategy an existing popular fund. 

As the trend to make PPLI policy investments via SMAs 
increases, fund administration firms are adapting.  
Disregarding the size and scale of their respective plat-
forms, SALI Fund Services indicated that roughly 10% of 
their policy accounts established in 2021 consisted of 
SMAs and Spearhead, LLC, indicated their SMA percent-
age to be roughly 50% of policy accounts.28  SALI Fund 
Services began offering SMAs in 2021 and Spearhead, 
LLC, began offering them in 2015.

Crown Global has offered policyowners the option of 
SMAs since the carrier’s inception in 1998.  Today, half 
of all policies issued by Crown Global use a SMA.29   The 
other carriers have taken notice as Prudential Finan-
cial began offering SMAs in 2021 and, as of the date of 
publishing of this report, Zurich is reportedly exploring 
adding SMA investment capabilities.30, 31 

 

Conversely, older insured family members may be able 
to pay more premium into a policy but encounter higher 
insurance costs.  Policies are designed to be held until 
the death of the insured so that the underlying invest-
ments are passed as a part of a policy’s income tax-free 
death benefit.  The more family members involved, the 
more predictable the timing of death benefit payouts 
and the creation of liquidity for future generations.

PPLI EMERGING STRATEGIES

The Use of SMAs

HNW Family Policy Aggregation

SMAs allow an independent investment advisor to cus-
tomize a portfolio on a discretionary basis by accessing 
a broad range of investments for the policy’s account 
value, including marketable securities, structured 
notes, ETFs, hedge funds, private equity and other al-
ternative investment strategies.  

Registered Investment Advisors (RIAs) are the primary 
catalyst driving an increase in the use of SMAs as a PPLI 
policy’s underlying investment option due to the abili-
ty to offer a managed-money solution to their clients 
on a tax-deferred or tax-free chassis which can help 
increase their assets under management.  SMAs have 
also been gaining popularity with policy owners as the 
underlying PPLI investment option primarily due to the 
greater investment flexibility they can offer as com-
pared to IDFs and ability to select (keep) their current 
investment advisor as the underlying manager.  

Traditionally, IDFs made up the bulk of PPLI policy in-
vestments as early industry sales were driven by hedge 
fund investors and those seeking other alternative  

Family office investment teams and RIAs are incorpo-
rating the use of multiple PPLI policies for generational 
wealth planning.  Similar to how an executive benefit 
program spreads premium funding over all of the plan 
participants, taking into account age, gender and in-
surability, families are utilizing PPLI policies to allocate 
wealth earmarked for generational wealth transfer.

For example, a family with 24 members and $500 mil-
lion to allocate to a PPLI strategy will ‘spreadsheet’ how 
to best deploy the funds among policies on the lives of 
various family members. Younger insured family mem-
bers will generally have lower insurance costs but may 
face death benefit capacity restrictions.  

28 According to Form ADV filings, SALI Fund Services has $15.9BB of total AUM as of 1/7/22 and Spearhead has $1.3BB of total AUM as of 11/4/21.
29 Perry A. Lerner and Thomas Berry.  “Crown Global Life Insurance Company of America Interview.” 11/5/21. 
30 Douglas Peterson and Kurt Heinen.  “Prudential Financial Interview.” 11/4/2021. 
31 Robert L. Beauchamp. “Zurich American Life Insurance Company Interview.” 11/2/2021
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reinsurance to the PPLI policy owns the retail policy.  
Premium payments for the retail policy are paid from 
the separate account of the PPLI policy just as money 
would be paid from the separate account for traditional 
reinsurance.  Essentially, the face amount of the PPLI 
policy is linked to that of the retail policy, and it is pos-
sible the premiums required under the latter may be 
treated as the “reasonable charges” of the former for § 
7702 testing.

Stranger-Owned Life Insurance (“STOLI”) and insurable 
interest questions have been raised by some carriers 
to a greater degree than others. Income tax issues 
have also been raised regarding whether the PPLI pol-
icy under such arrangements would be respected as a 
legitimate life insurance policy, possibly leaving some 
synthetic reinsurance programs susceptible to IRS chal-
lenge.  Structured correctly, where all parties have an 
insurable interest and the ownership of both the retail 
and PPLI policies are not for the benefit of a third party, 
synthetic reinsurance could become more common-
place if more carriers establish programs.  At present, 
Prudential Financial and Zurich do not have programs 
while Crown Global’s synthetic reinsurance program 
permits only new, and not in-force, retail policies.  How-
ever, as of the date of this report, the tax treatment of 
such arrangements is untested which may create un-
certainty if they were to be challenged by the IRS.

Synthetic reinsurance is the use of the death benefit 
from new or in-force general account policies to pro-
vide reinsurance for new PPLI policies in the form of 
assigned or otherwise linked death benefit.  A form of 
alternative risk transfer, synthetic reinsurance address-
es a growing problem in the PPLI marketplace – the 
tightening of the reinsurance market and the resulting 
difficulty PPLI carriers are encountering in obtaining 
sufficient sums of face amount capacity at a reason-
able cost to meet the PPLI needs of HNW clients.

Synthetic reinsurance programs can be used with or 
without traditional reinsurance and vary in their de-
signs.  The most basic model involves simply assigning 
the death benefit of a whole life or other guaranteed 
death benefit retail policy to an ownership entity which 
serves as a reinsurer and applies the assigned death 
benefit to satisfy IRC § 7702 testing of a PPLI policy.  It 
is important to note that to satisfy the DOLI tests under 
§ 7702, there generally must be reasonable mortality 
charges the carrier actually expects to impose as con-
sideration for its assuming the risk of the insured’s 
death.32  Without such charges stated in the contract, 
a synthetic reinsurance structure using an assigned 
death benefit from a separate policy could fail § 7702 
testing.33 

Another model uses a similarly formed reinsurance 
entity to immediately apply for and own a new retail 
policy at issue.  Here, there is no need to assign the 
death benefit since the reinsurance entity providing 

32 Proposed Treasury Regulations, FI-069-89 July 03, 1991.  Proposed Treas. Reg. § 1.7702-1(b)(1).
33 Reasonable mortality charges cannot exceed the lesser of the applicable mortality charges specified in the prevailing commissioners’ 
standard tables in effect at the time the contract is issued  or the mortality charges specified in the contract at issuance.

Synthetic Reinsurance
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While PPLI is a great life insurance strategy for many high-net-worth (HNW) individuals, it isn’t the right strategy for all.  
PPLI is generally most appropriate for HNW individuals who:

1. Are an accredited investor or qualified purchaser34;

2. Are adequately insurable;

3. Have access to at least $5 million in cash to allocate to premium commitments over five years or less;

4. Desire to accumulate cash value tax deferred with the option of accessing it income tax free;

5. Desire to leave an income tax-free legacy to their beneficiaries; and

6. Desire a specific SMA or IDF investment strategy for crediting interest to the cash value and/or want to avoid any 
surrender charges in the early years.

To be a broker or agent for a PPLI policy, one must be able to sell variable products which requires having a state life and 
health insurance license and being a FINRA registered representative with a Series 6 or 7.

Yes. PPLI, for such practical application purposes, is the same as a traditional retail policy.  It can be owned by individuals, 
corporate or partnership entities, or trusts.  If owned by an irrevocable trust, it can be funded through gifts, split dollar 
loans and/or commonly-used estate freeze techniques and, if structured properly, the death benefit proceeds can be 
removed from the insured’s gross estate for federal estate tax purposes assuming he or she does not possess incidents of 
ownership over the policy.35

If maximizing death benefit protection with as little premium outlay as possible is the primary goal, then a traditional 
retail policy may be more efficient due to:  1) the broader selection of policy types available designed specifically to meet 
this need; 2) with pricing designed to minimize long-term premium outlay; and 3) the availability of additional features 
that address certain policy owner concerns, such as a no-lapse guarantee option or accelerated death benefit rider for 
long-term care.

If cash value accumulation potential is the primary goal and the policy owner is an ideal candidate described above, there 
are generally two additional goals, one or both of which may be present, which may indicate that PPLI is more ideal.  
These two goals are a desire for:

1. Selecting amount customized SMA and/or IDF investment options not available in a traditional policy; and/or

2. Having the highest early liquidity possible with no surrender charges.

Without one of these goals, a traditional retail policy may be better in terms of long-term performance potential due to 
the fact that the charges deducted from the cash value to cover the cost of the heaped agent commissions payable in 
the first policy year are fixed and applicable in just the early policy years (typically years 1-10). Whereas, the asset-based 

FREQUENTLY ASKED QUESTIONS
Who is an ideal candidate for a PPLI policy?

Who can be a broker or agent for a PPLI policy?

Can a PPLI policy be owned and funded in similar ways as a traditional retail policy?

When may a PPLI policy be more ideal than a traditional retail policy? 

34 Private placement products offered by U.S. carriers to U.S. persons are subject to SEC regulations.  Each purchaser generally must be a ”qualified purchaser” under 
§ 2(a)(51) of the Investment Company Act of 1940, 15 USC § 80a-2(a)(51), and/or an “accredited investor” under § 501(a) of Regulation D of the 1933 Act, 17 CFR § 
230.501(a).  A “qualified purchaser” is an individual or a family-owned business that owns $5 million or more in investments.  An “accredited investor” is anyone who 
meets one of the below criteria: Individuals who have an income greater than $200,000 in each of the past two years or whose joint income with a spouse is greater 
than $300,000 for those years, and a reasonable expectation of the same income level in the current year.
35 IRC § 2042 and Treas. Reg. 20.2042-1.

Continues next page...
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agent commission charges of a PPLI policy, although much smaller in percentage than the heaped commission of a retail 
policy, are deducted every year for the life of the policy and grow with the cash value.  This comparison is analogous to an 
A-share vs. C-share mutual fund.36

Below is a hypothetical example, for illustrative purposes only, showing this comparison.  Note, the comparative results 
for individual situations will vary depending on actual policy selection for both, insured’s age and underwriting class, and 
the specific asset-based compensation percentage for the PPLI policy agreed to between the agent and policy owner.

Hypothetical and for illustrative purposes only.  Contact Lion Street for complete illustrations.  Assumptions:  Male, age 50, preferred nonsmoker, Prudential 
PruLife Private Placement VUL vs. PruLife Custom Premier II, $1 million annual premium for five years, minimum non-MEC face amount, death benefit 
option B switch to A in year 6, reduce face amount to corridor at earliest point, 7% rate of return net of SMA or IDF advisor fees, non-guaranteed policy 
charges. For the Private Placement VUL, a 1% premium-based compensation charge and 0.40% annual asset-based compensation charge applies, DE 
issue state and premium tax.

Life insurance enjoys unique income tax attributes not available to high-net-worth investors with traditional investable 
assets.  As described above, these attributes generally are tax-deferred cash value growth potential, income tax-free 
access to cash value (if done properly) and death benefit proceeds payable income tax free to the beneficiary.  Done 
properly, both PPLI and traditional retail policies can be highly effective as a means of accumulating wealth long term and 
provide valuable death benefit protection throughout.

A simple “measuring stick” to use to compare the economic value of life insurance to alternatively investing the premium 
amounts in a taxable portfolio is the internal rate of return (IRR) on cash value.  The IRR is the after-tax rate of return that 
would otherwise need to be earned annually on average by any given year in a taxable investment to yield the same result 
as the life insurance.  Below is a grid showing the IRR on the cash value and from the years shown above for both types of 
policies using the same assumptions:

Moreover, the IRR, which is net of all policy charges deducted from the cash value, can be subtracted from the net 
rate of return assumed on the underlying investments to calculate an annualized policy expense ratio.  This additional 
measurement can be helpful in comparing the value of the cost of life insurance to that of the taxes on a taxable portfolio.  
If is assumed the investment advisory fees and net rate of return are comparable in either option, for the taxable portfolio 
to yield more value long term than the life insurance it would have to average a tax cost ratio less than that of the 
annualized policy expense ratio by any given year. 

Why would one buy a PPLI or traditional policy vs. investing the premium amounts in a taxable portfolio?

Projected Cash Surrender Value at 7% Net Rate of Return

Year 1 Year 10 Year 20 Year 30 Year 40
Private Placement VUL $1,027,623 $7,862,757 $14,447,130 $26,785,583 $49,055,306

Traditional VUL37 $678,193 $7,511,939 $15,070,374 $30,108,604 $59,175,861

Private Placement VUL Difference $349,430 $350,818 -$623,244 -$3,323,021 -$10,120,555

Projected IRR on Cash Surrender Value at 7% Net Rate of Return

By Year 1 By Year 10 By Year 20 By Year 30 By Year 40
Private Placement VUL 2.76% 5.78% 6.05% 6.16% 6.18%

Traditional VUL38 -32.18% 5.19% 6.30% 6.61% 6.71%

36 An A-share mutual fund pays one larger-percentage commission to the investment broker upfront, typically around 5%, and has just one higher corresponding load assessed against the 
investor’s account value.  A C-share mutual fund pays an annual asset-based commission to the investment advisor, typically around 1%, and has a corresponding ongoing load assessed.  An 
A-share will show less value being invested upfront than a C-share due to the higher initial load, but, all else equal and disregarding any rebalancing transaction costs, will typically have better 
long-term performance due to the ongoing loads being much less than a C-share.
37 At 0% gross return and maximum charges, the projected cash surrender values are $502,534 (year 1), $3,369,369 (year 10), $2,466,013 (year 20), $292,401 (year 30) and $0 (year 40).
38 At 0% gross return and maximum charges, the projected IRR on cash surrender value is -49.75% (year 1), -4.84% (year 10), -3.86% (year 20), -9.68% (year 30) and -100% (year 40).
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Taxable Portfolio Tax Cost Ratio (Net Rate of Return Times Average Tax Rate):

By Year 1 By Year 10 By Year 20 By Year 30 By Year 40
15% Average Tax Rate 1.05% 1.05% 1.05% 1.05% 1.05%

25% Average Tax Rate 1.75% 1.75% 1.75% 1.75% 1.75%

35% Average Tax Rate 2.45% 2.45% 2.45% 2.45% 2.45%

This is due to what many refer to as the “trade off of taxes for policy charges” – by purchasing life insurance one generally 
does not pay taxes on the income produced in the cash value or death benefit proceeds but, instead, pays policy charges 
to support the death benefit protection.  Whereas, a taxable portfolio may not incur policy charges but would generally 
be subject to income taxes.  Below is a grid showing this annualized policy expense ratio for both types of policies as well 
as an average tax cost projection for a taxable portfolio at various average tax rates.  Structured properly, the effect of 
the charges of a life insurance policy can be less than that of the taxes of a taxable portfolio long term, thus potentially 
yielding more value to the owner:

Hypothetical and for illustrative purposes only.  Contact Lion Street for complete illustrations.  Assumptions:  Same as those above under the prior 
question for the life insurance options. 

No.  Even if a PPLI carrier would accept appreciated assets as premium payments, the general principles of Federal tax 
law would treat such a disposition of appreciated assets in satisfaction of the premium obligation as though the assets 
were first sold for cash which was then applied to the policy as premium.  Gain would therefore be recognized for income 
tax purposes equal to the excess of the amount realized (premium amount satisfied) over the taxpayer’s adjusted cost 
basis.40  Such a transaction could also breach the investor control doctrine described above.

No.  Such investment within a PPLI policy would breach the investor control doctrine described above regardless of the 
form in which such scheme, or an equivalent thereof, is promoted.  If it is suggested that a policy owner or insured sell 
or otherwise transfer a privately held business interest to the PPLI carrier, in exchange for an installment obligation or 
otherwise, the income tax issues described under the preceding question could apply in addition to investor control.  
Although individual taxpayers should always seek and rely on independent tax and legal counsel, it generally may be 
advisable to avoid such aggressive schemes.

Can appreciated assets held by the policy owner or insured be transferred to the carrier in kind 
as PPLI premium payments or be placed into a PPLI policy as the underlying investments?

Can privately held business interests of the policy owner or insured, or in which such individual holds a 
managerial role, be placed into a PPLI policy or otherwise selected as an underlying investment?

Projected Annualized Policy Expense Ratio (Net Rate of Return Minus IRR):

By Year 1 By Year 10 By Year 20 By Year 30 By Year 40
Private Placement VUL 4.24% 1.22% 0.95% 0.84% 0.82%

Traditional VUL39 39.18% 1.81% 0.70% 0.39% 0.29%

39 At 0% gross return and maximum charges, the projected APER is 56.75% (year 1), 11.84% (year 10), 10.86% (year 20), 16.68% (year 30) and 107% (year 40).
40 IRC §§ 61(a)(3), 1001; Treas. Reg. §§ 1.1001-1, -2.
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PPLI CARRIER LEADERSHIP PERSPECTIVES

Where will the growth come from for the PPLI industry?

Douglas Peterson:  Two areas – SMA usage and institutional applications.  As more carriers, like Prudential, adopt the 
ability to integrate separately managed accounts for policy investment, the doors open to new distribution opportunities.  
RIAs and wirehouses can more easily include their strategies so their clients are more likely to consider PPLI for their 
planning needs.

The other growing segment is the institutional applications of private placement.  This includes the use of both life 
and annuity policies to create tax-efficiency for tax exempt organizations, foreign investment into the U.S. and other 
institutional applications.  These sales typically see premiums which start at $20 million and often exceed $100 million.

Robert L. Beauchamp:  We are seeing growth at this moment due to the changes to §7702.  These changes have had a 
powerful impact by allowing more premium into policies for no additional insurance costs.  Clients who previously weren’t 
ready to jump in with both feet now see how compelling the math is and are applying.
I also expect growth to come from high quality managers whose clients are almost always being threatened with higher 
taxation.  These managers are under pressure to find tax efficient solutions and PPLI is catching their attention.

Perry A. Lerner:  We see continued strong growth in the high-net-worth space.  PPLI is now a credible alternative to a 
family office where a single policy can serve as a vehicle to bring together one or more managers and a broad and diverse 
array of investments.

As more high-net-worth clients are attracted to PPLI this means, as a carrier, we need to continue to offer an elevated 
level of flexibility so that our clients can design and implement the solutions they need.  Historically, the industry has tried 
to serve high net worth individuals through cookie cutter solutions chosen from an existing platform.  That is not giving 
the client what they want or need.

What are your companies’ strengths with regards to the PPLI marketplace?

Peterson:  The strengths of the overall organization at Prudential are well-known:  A 140-year history in the life insurance 
industry, a strong brand and ratings, and a significant death benefit capacity.  Specific to our PPLI distribution, we are 
fortunate to have a long-serving operations team.  As private placement can be a bit complex, this team’s experience 
makes it easy for brokers to work with us.

This ease of business reputation also extends to our underwriting and new business process.  Our ability to accept 
informal applications to help a broker validate a client opportunity before having to start the formal underwriting process 
is an industry-leading practice.

THE LEADERS

• Douglas Peterson,  
Divisional Vice President, 
Prudential Financial 

• Robert L. Beauchamp,  
Head of Private Wealth Group,  
Zurich American Life 
Insurance Company 

• Perry A. Lerner,  
Chairman & CEO,  
Crown Global Insurance Group
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Beauchamp:  2022 marks Zurich’s 150th anniversary and this speaks to our longevity and commitment to clients.  
Zurich American is, itself, highly rated and offers competitive death benefit capacity.  Where we stand out in the private 
placement space is with our ability to automatically bind reinsurers and our administrative platform.

First, when a policy requires more death benefit than our $20 million retention, our underwriter can bind a reinsurer 
to providing up to another $45 million in death benefit risk.  While this is common with retail life insurance, most PPLI 
insurance companies either have to obtain the permission of reinsurers to commit them or one of the reinsurers actually 
handles all of the underwriting, taking it away from the carrier.

Then, Zurich has a made a significant financial investment in our division’s technology.  Our administrative platform has 
data feeds to better provide policy information to our distribution partners.  This ability to instantly interact with our 
partners sets us apart from most everyone else in the PPLI industry.

Lerner:  When it comes to the private placement market, Crown Global has four strengths.  First, this is all we do.   For 
over two decades, we have been solely focused on private placement and this is where all of our expertise and experience 
is concentrated.

Second, we are completely open architecture.  By this, I mean we welcome a broad range of managers and strategies to 
our platform.  We are not a public company and do not have fund companies as investors, so we have absolutely no other 
financial connection to the managers we on-board.

Third, I can state with certainty that our team brings the most experience in developing high premium cases.  This speaks 
volumes of our flexibility in understanding the issues facing our clients and how to solve these problems using private 
placement.

Finally, we are extremely efficient in our ability to on-board managers and investments.  Our diligence process is 
streamlined and absent of bureaucracy.  Our goal is to be able to add the client’s choice of manager and that manager’s 
strategies.

CONCLUSION
Increasingly, financial professionals are recognizing the benefits to their high-net-

worth clients that a life insurance chassis can provide when combined with highly 

tax-inefficient investments.  The acceleration of the use of PPLI to provide tax-efficient 

death benefit protection and cash value accumulation potential is supported by 

flexibility in policy design and investment options, stable and well-regulated carriers 

and the recent ability to increase per policy premium at no additional cost.  When 

combined with the growing use of SMAs, the greater adoption by RIAs and family offices 

and the potential to leverage retail policies for synthetic reinsurance, PPLI has emerged 

as a powerful tool for wealth transfer and accumulation planning.
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Lion Street:

Lion Street is a leading financial services company based in Austin, Texas. Lion Street provides our elite national network 
of Firms and financial professionals access to the financial products, intellectual capital, and specialized resources they 
need to meet the sophisticated needs of high-net-worth and corporate clients. To learn more about Lion Street, please visit  
www.lionstreet.com or connect with us on LinkedIn. 

Life Insurance Strategies Group:

Since our inception, Life Insurance Strategies Group has focused solely on the individual high net worth life insurance mar-
ket.  We help our clients navigate the complex world of life insurance for high-net-worth individuals.  From individuals and 
advisors investigating life insurance solutions, to producers seeking to enhance their business, to U.S. and non-U.S. insurance 
carriers looking to expand into new markets, we partner with our clients to ensure they achieve their goals.

With decades of domestic and international life insurance industry experience, we possess a unique combination of dis-
tribution leadership, technical knowledge and market awareness to help our clients make better decisions, convert those 
decisions to actions and deliver the sustainable success they desire.  We do not sell life insurance products.  This allows us 
to offer unbiased, pragmatic advice.
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It is possible to lose money by investing in securities. Eligible policyowners must be able to bear the economic risk of investment in a 
policy; have adequate net worth, means, and contingencies to sustain a complete loss of investment; and have no need for liquidity in 
this investment. Policyowners should be aware of the additional risks involved with investing in exempt funds. Private Placement Life 
Insurance (PPLI) is an exempt fund and as such are not registered under the securities laws and are not subject to the same regulatory 
requirements as registered funds. Among other activities, exempt funds may engage in potentially riskier investment practices, charge 
higher fees, and impose liquidity restrictions on policyowners’ assets. Liquidity restrictions vary among exempt funds and can impose 
significant delays in accessing policy values and benefits. Policy values are not shielded from fluctuation during such delays. Investors 
should be aware that hedge funds often engage in leverage, short-selling, arbitrage, hedging, derivatives, and other speculative invest-
ment practices that may increase investment loss. Hedge funds can be highly illiquid, are not required to provide periodic pricing or 
valuation information to investors, and often charge high fees that can erode performance. Additionally, they may involve complex tax 
structures and delays in distributing tax information. While hedge funds may appear similar to mutual funds, they are not subject to 
the same regulatory requirements as mutual funds.

Guarantees are based on the claims-paying ability of the issuing insurance company and do not apply to the underlying investment 
options. Life insurance policies contain exclusions, limitations, reductions of benefits, and terms for keeping them in force. A financial 
professional can provide you with costs, complete details, and a private offering memorandum. You should consider the investment 
objectives, risks, and charges and expenses carefully before investing in the policy, and/or underlying exempt portfolios and invest-
ment options. Your financial professional can provide you with copies of the applicable product private offering memorandum, exempt 
portfolio private offering memorandum, underlying investment option prospectus, and, if available, underlying investment option 
summary prospectus, which contain this information as well as other important information. Private Placement Variable Life Insur-
ance is a long-term investment and is not suitable for all investors. The policy’s value will fluctuate based upon the performance of the 
underlying funds. It is possible to lose principal. This material is being provided for informational or educational purposes only and 
does not consider the investment objectives or financial situation of any client or prospective clients. The information is not intended 
as investment advice and is not a recommendation.  

Modified Endowment Contract (MEC)
If premiums paid on such a policy are in excess of the limits established by Congress, then the policy is classified as a Modified Endow-
ment Contract (MEC). If there is a gain in the contract, the portion of the gain included in any distribution, including policy loans, will be 
reported as taxable income. If a distribution occurs prior to the policy owner attaining 59 ½, the taxable portion of the distribution may 
also be subject to a 10% tax penalty.  If the policy is owned by a non-natural person, such as a trust or company that are not disregard-
ed entities, the 10% penalty may apply all years.

Variable life insurance is sold by prospectus. Please consider the investment objectives, risks, charges, expenses, and your need for 
death-benefit coverage carefully before investing. The prospectus, which contains this and other information about the variable 
life policy and the underlying investment options, can be obtained from your financial professional. Be sure to read the prospectus 
carefully before deciding whether to invest.

The investment return and principal value of the variable life policy are not guaranteed. Variable life sub-accounts fluctuate with chang-
es in market conditions. The principal may be worth more or less than the original amount invested when the policy is surrendered.

Securities offered through Lion Street Financial, LLC, Member FINRA & SIPC.  Lion Street Financial does not offer legal or tax advice. 
Please consult the appropriate professional regarding your individual circumstance.

DISCLOSURES


