How are you paying for
your life insurance coverage?
For most people, the answer to this question is either from current income or savings. If
you have a net worth over $5 million, you likely have a need for more coverage than most
people, and you may have the option to finance your premiums from a third party lender.
Why would I choose to finance premiums?

Step 1: Funding Period

Think back to the last time you bought real estate, a
business, or other significant asset: Did you finance the
purchase, or pay for it upfront? You may benefit from
financing premiums for similar reasons that you would
choose to finance any large purchase.
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• You may not want to liquidate illiquid, profitable or
otherwise meaningful assets to make premium payments.

Step 2: After Funding

• Your current cash flow may be already committed to
other expenses.
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• Financing can provide gift-tax leverage, as loans made
to your Irrevocable Life Insurance Trust to pay premiums
are not subject to gift tax.
• Financing may allow for the purchase of a large life
insurance policy at a lower out of pocket cost when
compared to paying premiums directly.

Step 3: Loan Repayment
Assignment of
policy released
Loans repaid

Policy Loan is
taken or death benefit is
paid out1

Products issued by:

National Life Insurance Company® | Life Insurance Company of the Southwest®
TC96445(0717)3

Cat No 103504(0817)

In addition to the potential benefits, there are also
significant risks associated with premium financing that
need to be considered before implementing the strategy.
Risks associated with premium finance include:
• Interest rate risk – Increases in the interest rate on loans
used to finance the premium payments may lead to
higher interest costs than anticipated and may require
additional collateral to be posted.
• Policy crediting rate risk – The amount of interest credited
to the policy will vary, and if the amount credited is less
than projected, that may require additional collateral
to be posted, or delay the repayment of the loan from
policy values.

• Collateral call risk – Should the value of collateral
posted fall below that required by the lender, there
may be additional collateral that needs to be posted.
Additionally, should the loan default, any supplemental
collateral that has been posted to secure the loan
could be called to repay the loan in addition to the
cash value of the policy.
Understanding these risks and monitoring the policy
performance and interest rate environment may help
you mitigate these issues and act quickly to address any
changes needed to your program.

Next Steps
Using premium finance to pay for part or all of the premiums on a permanent
life insurance policy may be an appropriate funding solution for high net worth
individuals and businesses. A complete review of your situation – which includes
understanding what you want to accomplish, the types of assets you have, your risk
tolerance and cash flow availability – is a critical next step in moving forward with a
premium finance program.
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