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DIY Life Insurance Funding with Premium 
Financing

After recognizing the benefits of life insurance to your overall financial health, the next step is 
figuring out the most efficient way to pay for a policy.  While the obvious option may be paying from 
cash on-hand, this can be problematic where you have liquidity challenges and your funds are 
committed elsewhere or you simply need your money for living expenses.  Moreover, if you are 
paying your policy premium annually, this will be a reoccurring dilemma.  The solution may be 
premium loan financing.

When seeking moderate-to-large sums of life insurance, affluent individuals are increasingly asking 
about premium financed life insurance in order to acquire the amount of insurance they need while 
limiting their out-of-pocket costs.  This financing permits clients to maintain flexibility in their cash 
flow and to keep capital deployed in higher yielding assets without having to liquidate those assets 
to pay for the policy.  
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The Arrangement

Financing premiums is a way for qualified borrowers to use third-party financing to pay for 
sizeable life insurance premiums with minimal initial and on-going cash flow.  Clients can benefit 
from potential arbitrage between the growth in cash value in the insurance policy versus the 
interest due on the loan each year.  Here is how it works.  

A one-time or a series of loans are typically obtained from either a bank with which a client has an 
established relationship or from a lender which has a focus in financing life insurance 
premiums.  Lenders generally loan the entire premium maount utilizing the policy cash value as 
collateral, and usually credit, the cash value between 90% and 100% as the first form of 
collateral.  In some situations, loans are made where the policy is pledged as the only 
collateral.  Loan rates range from one-month to 12-month LIBOR plus 100 to 250 basis points with 
relationship banks more apt to offer more favorable loan terms and interest rates.

The loan is usually paid back from the policy’s cash value at a point in the future – generally after 
ten or more years – or paid back at death from the policy’s proceeds.   The loan could also be paid 
back at the surrender of the policy or with other assets.  In the meantime, the client’s capital 
remains positioned elsewhere, earning a rate likely far higher than that of the life insurance policy.
  



Qualifying
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Obtaining financing for life insurance premiums is not for everyone and, like any transaction 
involving a lender, you must qualify.  At minimum, you should expect to have a net worth of at least 
$3 million and an annual income of more than $500,000.  

Such minimums usually apply where the client intends to purchase a smaller amount of insurance 
and to use the policy to accumulate cash value growth to supplement future income rather than 
purchasing a large policy for estate tax liabilities or to position within a portfolio as a contingent 
asset class.  In the latter scenario, a client should be prepared to demonstrate a net worth in 
excess of $5 million and an annual income of more than $1 million to qualify for premium 
financing.

Life insurance companies will have additional requirements to meet before these carriers will 
permit their policies to be sold under a premium finance arrangement.  These requirements are 
intended to increase the likelihood financed policies will remain in-force and not fail in the first few 
years.  Such conditions are in addition to the standard insurability justifications, which include 
proving an insurance need and demonstrating a level of wealth where a policy’s proceeds will not 
‘enrich’ the policyholder.

Many life insurers will ask applicants to show proof that the first premium can be paid from cash 
on hand.  In other words, in order to obtain a loan for the first premium, an applicant will need to 
show evidence of having the same amount of the loan in a liquid position.  Next, particularly in 
situations where more premium is paid to lessen the number of years of premium payments, life 
insurers might require an applicant to prove they have the liquidity to make premium payments 
annually should lending be unavailable.



For example, without financing, the annual premium payment for a policy is $500,000 for the life of 
the insured.  A financing arrangement might require just ten annual premium payments, but of a 
higher amount of $1,500,000 to obtain the same result as the annual payment schedule.  In this 
scenario, a lender might require the applicant to prove they have $1,500,000 – the amount of the 
first loan - in cash, as well as having, through savings or income not needed for living expenses, 
$500,000 in cash each year in case a loan cannot be obtained to pay the premium.
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Risks

There are several risks to consider before moving forward 
with a premium financing transaction and these risks 
generally fall into three categories:

Personal Risks are largely related to someone’s net worth, 
liquidity and posted collateral.  If, for example, net worth fell 
or the collateral was insufficient or moved so it was 
improperly held, it may be difficult to obtain future premium 
loans or the outstanding loan could be called.

Lending Risks are almost always associated with the 
interest rates for loans but may also come from changes to 
other terms.  For instance, a change in loan duration or in 
repayment terms can make a premium loan less desirable.

Policy Risks involve changes to the performance of the life 
insurance policy.  While a policy can perform better than 
predicted, it can also fail to meet expectations with regards 
to its crediting rate or dividend payments.  

Service and Review

Perhaps the most effective action you can take to mitigate the impact of these risks is to engage a 
professional financial advisor who reviews your policy, your personal situation and your financing 
structure every six months.  Adjustments can then be made to keep your plan on track and lessen 
the impact of external events.

Do not worry if you already purchased a life insurance policy and did not consider a lending 
arrangement.  An often-overlooked opportunity for premium financing is with policies already in 
place.  As loan interest rates have fallen dramatically over the last several years, it may make 



sense to re-evaluate your existing life insurance payment strategy. You could end up not having to 
make annual premium payments to your policy and, instead, make lower cost interest payments to 
a lender for financing.
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Ownership

Life insurance policies purchased through premium financing often have sizable death benefits 
and attention should be given to how these policies are owned.  If the deceased insured owned the 
policy on the date of death, the whole amount of the death benefit is included in the estate and 
subject to estate tax.  Although there is currently a generous estate tax exemption of $11,850,00 
per person (2020), this is scheduled to sunset at the end of 2025 to just over $5,000,000.  In 
addition, Congress and the President could act to change these amounts at any time.

Most purchasers of large life insurance 
policies will purchase them outside of their 
estates where the policy is held by an 
irrevocable life insurance trust (“ILIT”).  The 
ILIT is both the owner and the beneficiary of 
the policy and receives the death benefit 
income tax-free at the death of the insured in 
order to distribute to trust beneficiaries.

If the intent of the policy is as a contingent 
asset class, consideration should be given to 
how the policy’s death benefit will fit with 
other portfolio assets and how the entire 
portfolio can be accessed during lifetime or 
efficiently transferred at death to heirs.

Premium financing can be a powerful tool to 
help purchase life insurance while saving 
money by protecting liquidity that is best 
deployed elsewhere.  The strategy is 
complex, and any plan design should take 
into account your risk tolerance and access 
to capital.
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About LionsGate Advisors

For LionsGate Advisors, WHY we do things is just as important as WHAT we do. Our team is united 
through our Vision, Mission and Core Values and these ideals permeate our culture. We are thrilled 
to share them with you to give you a glimpse into our heart at LionsGate Advisors.

OUR WHY - We find purpose in working for something larger than ourselves. We view each day as 
an opportunity to engage in marketplace ministry and to work towards creating positive impact 
within the communities we are privileged to serve.

OUR VISION  - To empower generations to live abundantly.

OUR MISSION  - We exist to equip and empower you to make sound decisions that lead to long-
term financial health, confidence in retirement and a lasting legacy even in the midst of an 
uncertain world.


