
Funding life insurance with loans from 
a third-party lender

Like many successful individuals, you have a need for life insurance to 

protect your loved ones, and have enough assets to afford it. However, 

your assets may be tied up in illiquid investments, such as real estate or 

a business, or you may be invested in a highly appreciating stock that 

you don’t want to sell at this time. How can you secure life insurance 

coverage without selling illiquid or high-performing assets? Premium 

Financing may be the answer.
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What is premium financing?
Premium Financing is a way for you to borrow money from a third-party commercial lender to pay the 
premiums on a life insurance policy, which is usually held in an Irrevocable Life Insurance Trust (ILIT).1

A premium financed life insurance policy is most often used by individuals with one or more of the 
following attributes:

•  Have illiquid assets that do not produce enough income to pay the required premium directly

•  Have assets that are generating a higher return than the interest cost associated with borrowing
the premiums

•  Want to reduce their gift tax exposure by limiting gifts to the interest costs on the loan versus the
premiums due on the policy

•  Expect to have a future liquidity event, but need short-term liquidity to pay premiums

How it works
You (or your ILIT) will apply for a John Hancock universal life insurance product. You will also need to 
submit a Premium Financing application to the lender. The lender will establish the terms of the note, 
including the loan interest rate and payment schedule. Generally your ILIT will then pay loan interest each 
year on the outstanding loan at the rate set by the lender. During the life of the loan, the life insurance 
policy cash value and your external funds will be used as collateral for the loan (if there is any shortfall 
between the policy value and the loan amount). Typically, you will guarantee the loan and post collateral 
even if the ILIT is the policy owner.
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When the note is due to be repaid, the ILIT (and you, as the personal guarantor) will be responsible for 
paying off the debt. It may be paid off prior to death, or if you die with an outstanding loan, the life 
insurance proceeds are paid to your ILIT, net of the loan repayment.

LENDER INSURED

BENEFICIARIES

Insured secures loan with collateral

ILIT pays loan interest and 
principal (at death or earlier)

Insured makes gift 
of loan interest

ILIT pays premiums 
& receives death  
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Beneficiaries receive ILIT  
proceeds after loan has been 
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Key benefits
•  Premium Financing may allow the funding of a large life insurance need at a low interest cost

without affecting your current cash flow

•  You may be able to borrow cash from a lender without liquidating taxable investments that
are earning a higher rate of return than the loan interest cost

•  You may be able to acquire life insurance coverage without giving up use of assets

•  Financing through a third-party lender may help to reduce your gift tax exposure because
loans made to your ILIT will not be subject to gift tax

TRUST

ILIT
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Not a Deposit Not Insured by Any Government Agency

Contact your financial advisor to see if premium financing 
and life insurance can work for you.

1. Trusts should be drafted by an attorney familiar with such matters in order to take into account income and estate tax laws (including the generation-skipping transfer tax). 
Failure to do so could result in adverse tax treatment of trust proceeds.
This material summarizes a specific transaction and the solutions presented are not appropriate for everyone.
This material does not constitute tax, legal, investment or accounting advice and is not intended for use by a taxpayer for the purposes of avoiding any IRS penalty. Comments 
on taxation are based on tax law current as of the time we produced the material. All information and materials provided by John Hancock are to support the marketing and 
sale of our products and services, and are not intended to be impartial advice or recommendations. John Hancock and its representatives will receive compensation from such 
sales or services. Anyone interested in these transactions or topics may want to seek advice based on his or her particular circumstances from independent advisors. 
Insurance products are issued by John Hancock Life Insurance Company (U.S.A.) (not licensed in 
New York), Boston, MA 02210 and John Hancock Life Insurance Company of New York, Valhalla, 

NY 10595. INSURANCE PRODUCTS:
© 2018 John Hancock. All rights reserved. Not FDIC Insured Not Bank Guaranteed May Lose Value 
MLINY070618022 
Not for Use in VA

Important considerations
•  The loan interest rate may fluctuate over the term of the loan and may end up higher than

originally illustrated – for this reason, loan interest should be paid each year to control the growth
of the loan

•  Interest paid on loans used to acquire life insurance is not deductible for income tax purposes

•  Collateral requirements are set by the lender; to the extent the outstanding loan balance exceeds
the policy’s cash surrender value, you likely will be required to post additional collateral, which
may be larger than what was originally discussed or illustrated at the time you entered into the
transaction

•  Many premium financing designs rely on policy cash values or the death benefit to repay the
lender; however, you should also consider alternative ways to pay off the loan, especially if you
want to ensure adequate death benefit protection for your family

•  For trust owned policies, any payments you make towards interest or loan principal will be
considered gifts and may be subject to gift taxes

•  The lender will likely require an annual financial re-certification before they make the next
scheduled premium loan. A change in your financial circumstances may lead a lender to deny
making additional loans or demand repayment earlier than expected

Because premium financing involves a third-party lender who sets the terms and conditions of the 
loan, such as the loan interest, loan repayment, and collateral requirements, you and your legal 
counsel should carefully review the loan documents before entering into any loan transaction. 


