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Leading Wealth Advisor

This article contains general information and/or particular securities that are not suitable for everyone and is subject to change.  The information 
contained herein should not be construed as personalized investment advice.  Hypothetical returns contained in this article are for illustrative 
purposes only and are not intended to represent actual or expected performance. Past performance is no guarantee of future results. There is 
no guarantee that the views and opinions expressed in this newsletter will come to pass. LLBH Private Wealth Management, LLC (LLBH) is 
an SEC- registered investment adviser located in Westport, Conn. Contact LLBH or refer to the Investment Adviser Public Disclosure website 
(www.adviserinfo.sec.gov).  For additional information about LLBH, including fees and services, send for our disclosure brochure as set forth 
on Form ADV from LLBH using the contact information herein.  Please read the disclosure brochure carefully before you invest or send money.

Investors have recently enjoyed 
historically low tax rates, but given 
the current fiscal environment, taxes 
may increase on income, dividends 
and capital gains. Most investors do 
not pay enough attention to after-tax 
returns. We expect that to change.

Private placement life insurance 
(PPLI) and variable annuity contracts 
(PPVA) can offer significant tax-free or 
tax-advantaged investment benefits. 
In their simplest form, they are stripped-
down, low-cost insurance contracts. 
For example, with the annuity, there is 
no guaranteed income option. With 
private placement life insurance, the 
death benefit is not as robust as you 
would find in a traditional policy. His-
torically, private placement contracts 
have been used as a tax-free or tax-
deferred way to invest in tax-inefficient 
asset classes such as hedge funds.

Hypothetical illustration of the
benefits of tax deferral. Let us assume 
a 50-year-old investor, in a combined 
35 percent tax bracket increasing to 
the proposed 43.6 percent in 2013 
(remaining constant), places $10 million 
in a private placement contract to be 
invested in a portfolio of managed 
accounts or hedge funds. The portfolio 
earns 8 percent per year net of fees 
and expenses. Over 20 years, the 
investments held inside the private 
placement contract would grow to an 
after-tax value of $27.5 million, versus a 

fully taxable portfolio held outside 
the private placement that would 
grow to just $19.8 million. 

Additional benefits. While the tax
benefits are appealing, there are other 
positive considerations, some of which 
are: there is no K-1 tax-filing require-
ment; insurance contracts may provide 
asset protection in certain states; PPLI 
contract holders receive an income-tax-
free death benefit, providing valuable 
estate planning options; the PPLI 
contract allows tax-free policy loans 
as long as the policy is not set up as 
a modified endowment contract; you 
may reallocate among a variety of 
investment options on a tax-free basis 
and withdraw from the contracts with-
out paying surrender charges; PPLI 
and PPVA contracts hold client assets 
in a separate account from the insur-
ance company general account; and 
the fee structure is lower than trad-
itional insurance contracts.

Considerations. There are restric-
tions associated with insurance con-
tracts. In the case of the annuity, 
distributions from the contract prior to 
age 59½ are subject to a 10 percent 
penalty in addition to ordinary income 
tax. The appreciation on the contract is 
distributed first so most of the early 
distributions are fully taxable. At the 
death of the annuitant, the benefi-
ciary of the contract must pay taxes, 
and the contract will not receive a 

step up in basis. 
In the case of the life insurance 

contract, death benefits and policy 
loans are tax-free as long as the pol-
icy remains in force. If the policy 
lapses for any reason, it could cause 
adverse tax results for the owner. 
Finally, as tax-inefficient assets such 
as hedge funds are the best vehicles 
to place in these contracts, investors 
should be aware of the liquidity and 
market risks associated with the 
underlying funds.

Generally speaking, the assets placed 
in private placement contracts should 
have a long-term time horizon with no 
immediate need for liquidity. 

To invest in a private placement 
variable annuity or private placement 
life insurance contract, you must be 
an accredited investor and qualified 
purchaser ($200,000 annual income 
and investable assets of $5 million). 
Investments must be diversified into 
multiple investments. Additionally, policy 
owners are prohibited from directly 
controlling the investments inside 
the policy. The owner may select an 
investment advisor to invest the assets 
in accordance with general investment 
guidelines set forth by the owner.  

P P V A  O R  P P L I ;
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“Most investors do not 
pay enough attention to 
after-tax returns.”         
∑

About LLBH Private Wealth Management
After 15 years teaching, Jim Pratt-Heaney joined EF Hutton in 1986. He became a vice president at Smith Barney 
before moving to Merrill Lynch in 1998. He is a Certified Investment Manager Analyst and leads LLBH’s asset 
management. Bill Lomas started with PaineWebber in 1981, spent 18 years as a senior vice president at 
Prudential Securities and Smith Barney and joined Merrill Lynch in 1998. Mr. Lomas, a Certified Financial Planner™ and 
Chartered Retirement Planning Counselor SM, leads LLBH’s holistic investment planning process. Kevin Burns, 
whose career began at PaineWebber in 1981, became a senior vice president at Oppenheimer & Co. and 
Smith Barney before joining Merrill Lynch in 2000. He leads LLBH’s new client asset acquisition and client 
service and contact operation. In 1986, Bill Loftus joined Merrill Lynch and then spent 10 years as a senior vice 
president at Smith Barney before returning to Merrill Lynch in 1998. He leads LLBH’s corporate executive 
advanced wealth planning, lending and alternative investments.

Left to right: Jim Pratt-Heaney, 
Bill Lomas, Kevin Burns, 
Bill Loftus

How to reach Bill Loftus
I look forward to discussing how I can help you reach your 
financial goals. I can be reached directly at 800.700.5524.
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About the Worth Leading Advisors
The Worth Leading Advisors admittance process is based on, but not limited to, the Advisor’s experience, education, fiduciary status, compliance record, wealth management services, methods
of compensation and scope of current business. In order to be considered for the Worth Leading Advisors Program, financial professionals must be willing to provide complete and full disclosure
to investors so that independent analysts from InvestorWatchdog.com can thoroughly screen and evaluate their credentials, ethics and business practices. Once admitted, Advisors pay a fee to
be included. Investors and potential investors are solely responsible for the decision to select particular Advisors. 

Kevin Burns

Bill Loftus

Bill Lomas, CFP®, CIMA®, CRPC®

Jim Pratt-Heaney, CIMA®

LLBH Private Wealth Management LLC
33 Riverside Avenue

5th Floor
Westport, CT 06880
Tel. 800.700.5524

Email: bloftus@llbhpwm.com
www.llbhpwm.com


