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A Compelling Opportunity
for Tax-Efficient Growth

PRIVATE CREDIT IN INSURANCE-DEDICATED PORTFOLIOS

BY RICHARD D. JACOBSON

SOME INVESTMENT STRATEGIES combine
particularly well with certain investment
vehicles. Our analysis shows that private
credit may be the optimal asset for inclusion
in tax-efficientinsurance-oriented vehicles.

The Growth of Insurance-
Dedicated Funds

Taxable investors and their advisors know
it’s what you keep, not what you make, that
matters. In some cases, tax-smart investing
can deliver a degree of alpha to client portfo-
lios that can dwarfthe benefits accruing from
more traditional areas of financial advice.
One example is the use of tax-advantaged
insurance-dedicated fund (IDF) exposure for

certain high-net-worth client portfolios. IDF
investments—structured as private place-
ment life insurance or private placement
variable annuities—can help clients defer or
eliminate income taxes on investment gains.
These insurance vehicles also may provide
an effective way to achieve tax-efficient mul-
tigenerational wealth transfer.

The growth in the number of insurance-
dedicated funds over the past 10 years has
been impressive (see figure 1). The chief
industry source on the topic, SALI Fund
Management, indicates the number of IDFs
in market has grown from 62 to 216 over
the past 10 years. Assets invested in an IDF
structure have grown 10X over the same

FIGURE 1 IDFs Evolve: Rising Allocations and a Shift to Private Markets
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period, from just under $4 billion (in 2015)
to more than $40 billion (year-end 2025).!
Much of the recent growth has been driven
by institutional allocators, especially
insurance companies.

At the same time, asset allocation for
policy-holders over this period has shifted
away from public markets toward private
market strategies. Exposure to private market
investments in IDF vehicles grew to 67 per-
centin 2025 from 26 percent in 2015, along-
side a concomitant drop in public. Investors
appear to have increasingly recognized the
value of tax-deferred compounding thatless-
liquid (and potentially higher-returning) pri-
vate strategies can offer.?

IDF Allocation Shift: Public vs. Private Markets
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Optimizing the IDF Allocation
Advisors can help their clients make the most
of the IDF opportunity by identifying specific
investments that are particularly advanta-
geous to shield from taxation. In our experi-
ence, the tax advantages of IDF exposure are
greatest for assets with consistently strong
returns thatalso are subject to high marginal
taxrates.

We use a five-part framework to gauge
asset suitability, looking at elements ranging
from tax inefficiency to tax waste, to deter-
mine which asset may be best suited to an
IDF vehicle. We find that private credit, and
specifically directlending, is among the most
attractive assets to include in a new IDF—
or add to an existing one. The IDF can help
transform an otherwise yield-centric lend-
ing strategy into a tax-efficient growth engine
for clients.

Winning the (Tax) Drag Race

Tax dragis areality for mostindividual inves-
tors, but there’s arelatively clear framework
forunderstanding and managingit. Marginal
tax rates generally are highest—potentially
exceeding 40 percent at the federal level—for

assets with returns derived primarily from
interest income (such as leveraged loans or
direct lending) or short-term capital gains
from trading (a characteristic of certain equity
and hedge funds).

Nextin order of tax-inefficiency are assets
whose returns are derived primarily from
long-term capital gains and qualified divi-
dends. These typically benefit from more-
favorable tax treatment. Several examples
include passive long-only equity portfolios
and private market investments such as ven-
ture capital and private equity.

And, of course, some assets have built-in
tax advantages, such as municipal bonds,
that generally do not belongin a tax-efficient
structure (see figure 2).

Illiquidity

The holding period for IDFs, which can extend
to decades to maximize the tax-deferral ben-
efit or facilitate multigenerational transfer,
should favor longer-duration assets. This
would encourage greater use of alternative or
private market investments with less under-
lyingliquidity and, in turn, anilliquidity pre-
mium as part of the return profile.

FIGURE2 It's a Drag: Tax Inefficiency in Context
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Premium Returns

Advisors know that portfolios with higher
returns and less volatility—and thus more
consistent compounding—will build greater
wealth for their clients over time. Looking
at projected returns and risk across asset
classes, several strategies stand out.

Private equity is appealing intuitively
thanks to its projected return potential
(10.5 percent), but it has about three times the
volatility of direct lending (with a standard
deviation of ~20 percent versus ~7 percent).
Mean-while, hedge funds may be attractive
from arisk perspective, but they are projected
to return only about two-thirds as much as
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FIGURE3 Great Taste and Less Filling? Premium Returns and Lower Volatility
10-Year Expected Asset Class Return and Risk
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FIGURE 4 Waste Not: Measuring the Relative Erosion of Returns Due to Taxes
Illustrative Investment Return after 10 Years of $10-Million Invested
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directlending over the next 10 years (6.0 per-
centversus 9.2 percent), as shown in figure 3.

Return Consistency and
Early Return of Capital

Direct lending strategies tend to deliver
steady and highly consistent returns in the
form of quarterly distributions, which can
drive better compounding. It’s also worth
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noting that the absence of regular returns
early in thelife of an IDF to cover the vehicle’s
costs could threaten its tax-shielding charac-
ter. Private equity typically involves a delayed
harvest period on investments and a slower
and chunkier return of capital. Directlending
offers quicker and more reliable returnsin the
form of quarterly interestincome on privately

negotiated loans.
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(the “Cliffwater Report”), page 4, Exhibit 2. 10-year expected asset class
return and risk. For illustrative purposes only. Golub Capital makes no
representations or warranties about the accuracy or appropriateness
of third-party data sources used in this analysis. All third-party data
sources are the property of their respective owners and such owners,
have not endorsed the contents of this article.
Note: Private debt or private credit may refer to a number of non-pub-
lic credit strategies, from distressed debt to mezzanine finance to direct
lending. In this article, as in most discussions, private credit is synony-
mous with direct lending.

Source: Golub Capital internal analysis and the Cliffwater Report. For
illustrative purposes only. The analysis uses projected 10-year returns
for private equity, direct lending, and hedge funds, based on a compos-
ite of third-party forecasts shown in the Cliffwater Report. The analysis
calculates forward gross and net returns on each asset over 10 years,
applying estimated tax rates for each asset based on return composi-
tion and trading. Private equity is taxed annually at long-term capital
gains tax rate; hedge funds and direct lending are taxed annually at
highest federal income tax rate (short-term capital gains tax rate in the
case of hedge funds; interest income tax rate in the case of direct lend-
ing). Gross of tax is compounded at the gross-of-tax return rate, and net
of tax is compounded at net-of-tax return rate ((1-tax rate) x gross-of-
tax return). Tax waste is the amount of gross-of-tax returns eroded by
taxes over the 10-year period.

Tax Waste

Assets with high returns and high tax rates
generally experience the most tax waste in
terms of actual dollars lost to taxes. Looking
atprojected net-of-tax investment gains over
the next 10 years, we see that directlending
outside an IDF suffers two-thirds more tax
waste over this projected 10-year period in
absolute dollar terms ($7.1 million versus
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FIGURE5 Fit for Purpose: A Framework for Optimal Asset Allocation in IDFs
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Source: Golub Capital internal analysis. For illustrative purposes only.

$4.3 million), relative to hedge funds, and
one-third more relative to private equity (see
figure 4).

Location, Location: Optimizing
for Tax-Efficient Growth
Combining the five elements of our frame-
work, direct lending investments appear to
be the optimal asset to shelter (see figure 5).
Freed of taxes with a longer period of consis-
tent compounding of interest income, direct
lending can achieve net-of-tax wealth out-
comes on par with higher returning pri-
vate market growth strategies—and with
lower volatility.

From Asset Location
to Asset Allocation

Although directlending may be the best single
assetto hold in an IDF, clients still may prefer a
more diversified portfolio. They might look to
combine the two most tax-inefficient private
strategies (hedge funds and directlending)ina
single fund orinclude other asset classes, such
as private equity, in a more broadly diversified
portfolio. Using our framework for IDF alloca-
tions, advisors can guide clients to consider an
asset mix that offers the right blend of tax ben-
efits, reduced risk and projected wealth.

Richard D. Jacobson joined Golub Capitalin 2014 and
isamanaging directorinthe business development

IUmiquidity

Premium Return
(esp. early)

group. Heisresponsible for managing existing and
new client relationships across all investment
offerings for the firm. He earned an MBA from the
Columbia Business Schooland a JD from American
University's Washington College of Law. Contact him
atrjacobson@golubcapital.com.

ENDNOTES

1. Source: SALI Fund Management, as of
March 31, 2026.

2. SALI data: "Private markets"” includes private
equity, private real estate, private credit/direct
lending, secondaries, and diversified private
markets.

Important Disclaimer

In this document, the terms “Golub Capital” and “Firm” (and,
in responses to questions that ask about the management
company, general partner or variants thereof, the terms
“Management Company"” and “General Partner") refer, col-
lectively, to the activities and operations of Golub Capital
LLC, GC Advisors LLC ("GC Advisors"), GC OPAL Advisors LLC
("GC OPAL Advisors") and their respective affiliates or asso-
ciated investment funds. A number of investment advisers,
such as GC Investment Management LLC ("GC Investment
Management"), Golub Capital Liquid Credit Advisors, LLC
(Management Series) and OPAL BSL LLC (Management
Series) (collectively, the “Relying Advisers") are registered
in reliance upon GC OPAL Advisors' registration. The terms
“Investment Manager” or the "Advisers” may refer to GC
Advisors, GC OPAL Advisors (collectively the “Registered
Advisers") or any of the Relying Advisers. For additional
information about the Registered Advisers and the Relying
Advisers, please refer to each of the Registered Advisers'
Form ADV Part 1 and 2A on file with the SEC. Certain refer-
ences to Golub Capital relating to its investment manage-
ment business may include activities other than the activities
of the Advisers, or may include the activities of other Golub
Capital affiliates in addition to the activities of the Advisers.
This document may summarize certain terms of a potential
investment for informational purposes only. In the case of
conflict between this document and the organizational doc-
uments of any investment, the organizational documents
shall govern
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Information is current as of the stated date and may change
materially in the future. Golub Capital undertakes no duty to
update any information herein. Golub Capital makes no rep-
resentation or warranty, express or implied, as to the accu-
racy or completeness of the information herein.

Views expressed represent Golub Capital's current internal
viewpoints and are based on Golub Capital's views of the
current market environment, which is subject to change.
Certain information contained in these materials discusses
general market activity, industry or sector trends, or other
broad-based economic, market or political conditions and
should not be construed as investment advice. There can be
noassurance thatany of the views or trends described herein
will continue or will not reverse. Past events and trends do
not imply, predict or guarantee, and are not necessarily
indicative of, future events or results. For more information,
please visit golubcapital.com.

Past performance does not guarantee future results.

Allinformation about the Firm contained in this document is
presented as of July 2025, unless otherwise specified.

“Cliffwater,""Cliffwater Direct Lending Index,"and “CDLI" are
trademarks of Cliffwater LLC. The Cliffwater Direct Lending
Indexes (the “Cliffwater Indexes") and all information on the
performance or characteristics thereof (“Cliffwater Index
Data") are owned exclusively by Cliffwater LLC, and are
referenced herein under license. Neither Cliffwater nor any
of its affiliates sponsor or endorse, or are affiliated with or
otherwise connected to, Golub Capital, or any of its products
orservices. All Cliffwater Index Data is provided for informa-
tional purposes only, on an “as available” basis, without any
warranty of any kind, whether express or implied. Cliffwater
andits affiliates do not accept any liability whatsoever for any
errors or omissions in the Cliffwater Indexes or Cliffwater
Index Data, or arising from any use of the Cliffwater Indexes
or Cliffwater Index Data, and no third party may rely on any
Cliffwater Indexes or Cliffwater Index Data referenced in
this report. No further distribution of Cliffwater Index Data is
permitted without the express written consent of Cliffwater.
Any reference to or use of the Cliffwater Index or Cliffwater
Index Data is subject to the further notices and disclaimers
set forth from time to time on Cliffwater's website at https://
www.cliffwaterdirectlendingindex.com/ disclosures. This
document is intended for institutional and other qualifying
investors only. Do not copy or distribute
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