Here’s The Ultimate In Self-Reliance

You’ve probably heard the phrase, “Be Your Own Bank”, chances are however that you haven’t heard it used in this context:

A Premium Financing Alternative called The Self-Financed Premium Strategy

Life insurance is a vital part of many high-net-worth individual’s financial picture.  Some of these high-net-worth individuals even choose to leverage their purchase of life insurance by using premium-financing techniques.  Others choose not to borrow from third-party lenders to finance a life insurance purchase.  The reasons are many:  they’re uncomfortable leveraging funds from a third party; they’re reluctant to turn over financial data to a bank; they want to avoid debt/or have certain assets that do not qualify 

for collateral purposes.

Understanding The Self-Financed Premium Strategy

With the self-financed premium strategy, the client acts as grantor, lender, and insured.  He or she lends funds to a trust to purchase a life insurance policy.  The trust, through its own investment income and, when necessary, gifts from the grantor, then makes annual interest payments on the loan to the client/lender.  

An important consideration is that the trust must substantiate that it has adequate economic substance of its own.  Consequently, the trust should have its own funds to demonstrate that it has the ability to pay interest to the grantor.  Commentators have speculated that “seeding” the trust with an acceptable percentage of the loan may serve to demonstrate a trust’s financial independence.  They have also opined that an acceptable initial gift to the trust may be 10% to 20% of the loan.

Structuring The Trust

As with all planning strategies utilizing trusts, the structure of a trust has tax consequences.  Clients wishing to pursue the Self-Financed Premium Strategy may want to consider creating an “intentionally defective grantor trust.”   This helps ensure that the property in the trust does not fall back into the estate, while the income earned by the trust will not be taxed to the trust but to the grantor.   

 Case Study

Consider a married couple age 70 who need 10M of Second-To-Die to help pay estate taxes.  This couple consults with their advisors and decides to set-up a “defective grantor trust” to take advantage of the 

Self-Financed Premium Strategy.  In addition to the trust they carefully draft loan documents that detail the terms and conditions along with the repayment requirements.  The premium for their policy is $186K, which our couple will loan to the trust each year to pay for the insurance premium while making additional gifts as necessary to ensure the trust has sufficient funds to continue to make loan interest payments.   

Many of your successful clients have accumulated their wealth due in no small part to their entrepreneurial, self-reliant spirit.  This kind of client may react very favorably to a technique that allows them to maintain their privacy and independence.  To further discuss how this or other advanced planning techniques could help grow your practice please contact us at:

The Selario Agency, Inc.

800-331-7113

hstern@selarioagency.com     
