
Private premium financing offers your clients both leverage and 
a way to transfer large premium amounts without incurring gift 
tax — making it a popular way to fund life insurance premiums.

The Mechanics  
What is private premium financing?

Simply put, it’s a technique that allows you to fund large 
amounts of cash into trusts without using the federal gift tax 
exemption or paying gift taxes. Private premium financing is 
accomplished using an “interest only” balloon note on which 
only interest is paid until the entire principal is due.

Three steps

1  The insured loans the premiums to the ILIT through  
a balloon note. 

2  The ILIT pays the premiums for the policy during the insured’s 
lifetime.

3  Upon the insured’s death, the policy’s death benefit is used  
to pay off the balloon note to the insured’s estate and to fund 
the trust.
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Important disclosures. Please read.
Lincoln Financial Distributors, Inc. presents the “Private Premium Financing: An Advanced Premium Funding 
Technique” sales concept package in order to provide introductory information in regard to the subject matter 
covered. Neither Lincoln Financial Distributors nor its representatives offer legal or tax advice. The views 
expressed are intended to be accurate and authoritative in regard to the subject matter covered. Lincoln 
Financial Distributors, its affiliates, and their representatives are not engaged in rendering legal, accounting, or 
other professional advice. If these services are required, an appropriate professional should be retained. Lincoln 
Financial Distributors makes no representation as to suitability for individual clients. Any opinions expressed in 
these materials do not necessarily reflect the opinion of any organization other than Lincoln Financial Distributors.

Any comments about tax treatment simply reflect an understanding of current interpretations of the federal 
tax laws as they relate to the planning technique. No coverage is given to state tax laws, which must also be 
considered. Tax laws are also subject to change in the future. Clients and prospects should consult their own legal 
and tax advisors to determine that the recommended approach is appropriate for their circumstances. 

Advisors should consult with their company regarding their participation in this concept.

This material was prepared to support the promotion and marketing of a  
life insurance product. Lincoln Financial Group® affiliates, their distributors, 
and their respective employees, representatives and/or insurance agents do 
not provide tax, accounting, or legal advice. Any tax statements contained 
herein were not intended or written to be used, and cannot be used for the 
purpose of avoiding U.S. federal, state, or local tax penalties. Please consult 
your own independent advisor as to any tax, accounting, or legal statements 
made herein.
For agent or broker use only. Not for use with the public.

The Market 
Who benefits from private premium financing?
High net-worth clients with the following needs:

• Want to “save” the $1-million federal gift tax exemption for another use
• Already used their $1-million federal gift tax exemption
• Wish to fund an ILIT with significant premium dollars and pay no gift tax
• Want to create a dynasty trust
• Want the asset protection features of a trust
• Seek leverage through the purchase of life insurance

The Multiple Advantages 
Why use private premium financing?

Minimal or no gift tax Your clients may preserve wealth by using life 
insurance to minimize or avoid gift taxes. 
Beneficiaries receive loan repayment There is no third-party lender to 
repay; therefore, your clients’ heirs will receive the life insurance policy as well 
as the loan balance they paid, after deducting the estate tax.
Simple administration Unlike conventional loans, there are no third-party 
loan costs, collateral requirements, or loan call risks. All control is vested with 
the “friendly” trustee of the ILIT.
Tax-free transaction The loan interest income is not subject to income tax 
under IRS Rev. Rul. 85-13 if the ILIT is a grantor trust for income tax purposes.
For more information on the benefits of private premium financing 
for your high net-worth clients, contact your Lincoln Financial 
Distributors® representative.
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May go down in value
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Not guaranteed by any bank or savings association


