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C Y B E R  R I S K  & C Y B E R  I N S U R A N C E

Beyond the Collateral
L I Q U I D I T Y  P R OT E C T I O N  P R I N C I P L E 

For decades, the financial world has treated insurance like an unwanted utility bill—something you pay under duress, file 
in a drawer, and pray you never have to think about again. We buy policies to satisfy a mortgage requirement or check a 
regulatory box.

Insurance isn’t an administrative line item. Properly structured, it is a balance sheet defense engine. When integrated 
with credit, wealth management, and corporate strategy, risk transfer can become a tool for protecting capital, preserving 
liquidity, and maintaining client choice. Whether a client pursues traditional mortgage financing, securities-based lending, or 
another credit solution, insurance remains an important tool for protecting the assets, liquidity, and overall financial strategy 
behind the transaction.

Portfolios don’t collapse solely because the Fed raised rates or the market had a bad quarter. They can be disrupted by 
unhedged human events such as litigious ex-partners, runaway jet skis, unexpected tax bills, ransomware attacks, sudden 
estate liabilities, or the death or disability of a business owner.

The market can be perfectly healthy. The balance sheet can be perfectly sound. And a client can still find themselves needing 
millions of dollars in cash on a Tuesday afternoon.

Credit creates liquidity. Risk transfer protects the liquidity strategy. 

What if the biggest risk to a securities-based lending strategy isn’t actually the securities?

That sounds counterintuitive. Securities are the collateral. We spend endless hours debating market volatility, stress-testing 
loan-to-value ratios, and running Monte Carlo simulations to ensure a market drop doesn’t force a portfolio liquidation. While 
that matters, we may be staring so intently at one side of the balance sheet that we’re missing the other.

Markets aren’t the only things that trigger liquidity emergencies. People do. Families do. Lawsuits do. Estates do. Bad timing 
and terrible luck do.

A client can hold a flawless investment portfolio, maintain a conservative securities-based line of credit, and follow a pristine 
wealth plan right up until a non-market event demands millions in immediate cash. That is where insurance belongs in the 
conversation. 

T H I S  I N T R O D U C E S  T H E  L I Q U I D I T Y  P R O T E C T I O N  P R I N C I P L E:

If the primary goal of securities-based lending is to preserve a client’s control over when and how they liquidate assets, risk 
management must safeguard that control when life gets unpredictable.

Imagine a client with a $20 million liquid portfolio and a conservative $5 million SBLOC. The portfolio is well diversified, 
borrowing is prudent, and the wealth advisor sleeps soundly at night.



Then life happens. The client suddenly passes away, suffers a catastrophic disability, faces a massive personal liability judgment—
the quiet balance sheet assassin—or sees their core operating company suffer an unhedged operational loss. 

The market didn’t crash and the portfolio didn’t fail—a runaway jet ski or an unanticipated estate tax bill did.

If dedicated risk transfer mechanisms aren’t on standby, the client may be forced to tap the exact portfolio they borrowed 
against to protect. That can mean selling appreciating assets at the wrong time, disrupting long-term compounding, potentially 
accelerating capital gains, and abandoning the very strategy the SBLOC was designed to support.

Wealth management traditionally treats insurance as a defensive tax on ownership.  Protect the house! Protect the yacht! 
Protect the business!

For high-net-worth clients, appropriately structured insurance can be something more useful. It can be dedicated, contingent 
liquidity.

When an unexpected multimillion-dollar event occurs, which assets do you want to be forced to liquidate to pay for it? That 
question changes the conversation.

Life insurance can provide dedicated liquidity for defined estate, succession, or other planning needs. Personal liability and excess 
coverage can help protect accumulated wealth from catastrophic judgments. Disability coverage can address a different form of 
liquidity risk when a client’s ability to earn changes dramatically. Business risk transfer can help prevent an unexpected corporate 
event from becoming a personal balance sheet crisis. You should never have to sell your best assets because life had a bad day.
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