
Your Guide to The Family Bank: Learn 

to Successfully Foster Entrepreneurship       

By: Timothy M. Tallach, JD, CPA, Executive Managing Director 

 
 

 
Over the past decade, Pathstone has helped hundreds of wealthy families establish family offices, multi-generational family 
trusts, and other family business entities, prudently transitioning family wealth, while locking-in historically generous estate, gift, 
and generation-skipping transfer tax exemptions. While the potential for multi-generational tax savings and asset protection is 
tremendous, dynamic planning structures can also educate, equip and empower future generations to be engaged and productive 
stewards, contributing to the family wealth, not just consuming it. To further leverage successful planning to help develop the 
business acumen and entrepreneurial spirit of inheritors, many successful families are beginning to incorporate family banking 
practices into their estate planning structures and philosophy.  
 
A Family Bank can be any pool of family capital that extends loans to or invests capital with family members on terms not 
available to them commercially. It may loan money to family members or even provide co-investment opportunities. Family 
banks are usually formed from new or existing pass-through entities (family partnerships or LLCs) or dynastic irrevocable trusts 
that are further customized to serve a defined set of family goals and objectives such as:  
 

• Promoting engagement and participation in overall family wealth and investment planning 

• Deploying financial resources to specifically offer human and intellectual capital growth opportunities  

• Affording next-generation family members opportunities that the senior generation never had 

• Incentivizing entrepreneurial interest, behavior, or activities 

• Educating and serving as a forum for learning financial and business strategy, skills, responsibility, and accountability  

• Identifying collaboration opportunities for family members on new businesses or investment opportunities 
 
Family loans are generally made for either Investment opportunities with the potential to increase the family’s financial capital 
or Enhancement opportunities with the potential to increase the family’s human or intellectual capital. 
 
Investment-related activities require family borrowers to develop a business plan and submit a loan application, like those 
required by commercial lenders. The borrowers then participate in dialogue with the bank’s board and advisers over the 
feasibility of the project (think Shark Tank!). If granted, the borrower then provides the bank regular business reporting and 
updates and repays the loan as if working with a third-party lender.  
 
Enhancement related activities are more geared towards personal or professional development purposes and are underwritten 
based on indirect financial criteria like increased beneficiary independence or how the bank’s investment or loan might add to the 
family’s overall intellectual capital. While a formal loan application/contract and regular progress reporting are required, there 
may or may not be a repayment expectation. 
Whatever the ultimate purpose, well defined and established policies and procedures will provide borrowers and lenders an 
equitable/comfortable environment to enhance financial training, encourage responsible borrowing, and promote a successful 
financial or professional outcome.  
 
Such formalities might include:  
 

• A mission statement or other expression of family values 

• Well defined governance with an advisory board of family and non-family advisors  

• Standard loan application, processing, and administration procedures 

• Accommodative, yet well-defined loan provisions and expectations of repayment 
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Depending on the desired size and complexity, family banks can range from a simple segregated bank account with informal loan 
guidelines to a fully customized, multi-generational trust with the family banking governance structure, policies, and procedures 
as its singular focus. The structure will be determined by your intended purpose and duration. Note that structures intended to 
benefit multiple generations require special considerations including:  
 

• Federal Generation Skipping Transfer Taxes   

• Selection of jurisdiction with favorable statutes 
o Fiduciary statutes 
o State income tax 
o Rule against perpetuities 

  
Whether looking to leverage an existing entity or create a new one, working with your professional advisor team is highly 
recommended to ensure all tax, legal and fiduciary constraints and considerations are fully vetted and understood.   
 
Family banks are growing in popularity as one of many tools successful families can use to foster a culture of entrepreneurship 
and financial responsibility among children and grandchildren, promote personal or professional development, and potentially 
create new wealth for the family coffers. Should you wish to explore whether a family bank or other arrangement might further 
your family wealth goals, please speak with your Pathstone client service team.  
 
 
 
Acknowledgment: 
Much of the industry knowledge/terminology about family banks comes from the experience and writings of James E. Hughes, Jr., Esq., Family Wealth – 
Keeping It in the Family, Copyright 1999, who is the foremost expert on the topic. 
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As an Executive Managing Director in Pathstone’s Atlanta office, Tim focuses on the 
development, delivery, and continuous refinement of the firm’s holistic wealth advisory and 
family office solutions.  Leading a team of central professionals and collaborating 
throughout Pathstone’s national footprint, he is responsible for strengthening the advisor 
community through professional collaboration, leveraging best practices, and developing 
and supporting bespoke planning solutions to meet the diverse and unique needs of 
Pathstone client families. 
 
Tim brings over 24 years’ experience to this role, having worked exclusively with family 
offices, family businesses, and ultra-high net worth families on tax, financial, fiduciary, 
philanthropic, and estate planning matters. 

 
 
 
 
 
 
Disclosure 

 
This presentation and its content are for informational and educational purposes only and should not be used as the basis for 
any investment decision. The information contained herein is based on publicly available sources believed to be reliable but is 
not a representation, expressed or implied, as to its accuracy, completeness or correctness. No information available through 
this communication is intended or should be construed as any advice, recommendation or endorsement from us as to any legal, 
tax, investment or other matters, nor shall be considered a solicitation or offer to buy or sell any security, future, option or other 
financial instrument or to offer or provide any investment advice or service to any person in any jurisdiction.  Nothing 
contained in this communication constitutes investment advice or offers any opinion with respect to the suitability of any 
security, and this communication has no regard to the specific investment objectives, financial situation and particular needs of 
any specific recipient. Past performance is no guarantee of future results. Additional information and disclosure on Pathstone 
is available via our Form ADV, Part 2A, which is available upon request or at www.adviserinfo.sec.gov. 


