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Conversation starters
How to approach clients about life insurance premium financing
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High net worth clients need innovative ways to protect, build, and transfer wealth. A premium financing strategy may be useful to high net worth individuals who don't want to liquidate 
assets and could benefit from leveraging life insurance for legacy and business planning.

Who are these clients? What are they concerned about?
• High net worth individuals, corporations, trusts and partnerships in need of substantial 

life insurance coverage
• Business owners and individuals with assets tied up in their enterprise or  

profitable investments 
• Individuals who make maximum retirement contributions

• Estate planning
• Finding tax-efficient ways to protect, build and transfer wealth
• Employing business capital for existing or future use 
• Having to liquidate assets to pay premiums
• Being able to supplement a future retirement income shortfall
• Want to avoid liquidating assets tied up in their business or profitable investments 
• Facing capital gains tax triggered by selling off assets to pay premiums

Client need 1. Open the discussion with these questions 2. Review how they could benefit from commercial premium financing
Keep profitable 
assets productive

• Are you accustomed to borrowing , or do you like the idea of 
leveraging assets?

• Premium financing enables you to leverage your current assets to obtain the amount of coverage you need. 
• By paying interest instead of premiums, your out-of-pocket costs could be significantly less than  

a traditionally purchased life insurance policy. 

Minimizing tax 
exposure and 
gaining tax 
advantages

• Would you have to sell assets to buy the amount of life insurance 
you need?

• Would you be exposed to capital gains taxes if you sold assets to 
pay premiums?

• Premium financing can help you use more of your annual gifting exclusions and preserve your  
lifetime exemption.

• You can leverage annual gift tax exclusions or lifetime exemption by transferring assets out  
of the estate.

• You could potentially access tax-advantaged income in retirement.

Retaining capital 
for a business or 
estate liquidity

• Do you have liquid assets to pay premiums?
• Is your capital tied up in business investments?
• Would you miss out on significant returns if you liquidated 

investments to purchase life insurance?

• Many successful individuals, like you, earn double-digit returns on their investments. Premium 
financing can allow you to keep your money working in those high-returning assets.

• Premium financing gives you cost-efficiency by freeing up cash flow for other purposes.
• As a business owner, you can rely on premium financing to help you fund key person, buy-sell,  

and other business-planning strategies. 

Achieve greater 
internal rate  
of return on  
your policy

• Have you considered ways to maximize the return on a life 
insurance policy?

• With premium financing, your outlay is reduced in the early years and you experience an increasing  
long-term internal rate of return on your policy. 

• The internal rate of return on the death benefit is typically much more attractive with  
premium financing.

Start a conversation based on your client’s needs

LIFE SOLUTIONS



Lincoln Financial Group (LFG) does not recommend, endorse, sponsor or otherwise offer Premium Financing. LFG does not have an agreement with 
any Premium Financing organization, is not a party to the loan agreement, and does not receive any form of compensation from any financing 
arrangement. There are risks associated with commercial Premium Financing, including but not limited to interest rate risk, additional collateral 
requirements, additional loan renewal requirements, and risk the lender could become insolvent. In addition, if the client fails to repay the loan 
based on the terms, the loan could default and the insurance contract could lapse.

Affiliates include broker-dealer/distributor Lincoln Financial Distributors, Inc., Radnor, PA, and insurance company affiliates The Lincoln National Life 
Insurance Company, Fort Wayne, IN, and Lincoln Life & Annuity Company of New York, Syracuse, NY.
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Use these resources to help with your premium financing cases

Premium financing 
case study

Leverage assets to protect 
and create wealth
A strategy for commercial premium financing

High-net-worth individuals and business owners need innovative ways to protect, build 
and transfer wealth. A premium financing strategy may be useful when you want to 
leverage life insurance for legacy and business planning, but don’t want to liquidate 
assets tied up in a business or in other profitable investments.

Meet Jeff
Age 55, healthy nonsmoker, he and his wife, Amy, have two children. 

Jeff owns and runs a dairy farm with 250 cows. He is working to expand both his land 
and his herd. While Jeff’s assets are tied up in running the farm and acquiring additional 
land and cattle, he knows he needs to protect his family if something should happen to 
him. He also wants to protect the business he has built, so it’s there for his children to 
take over in the future.

Estate liquidity

Jeff needs death benefit protection  
to provide his heirs with sufficient 
funds to help protect their inheritance 
and pay taxes.

Free up capital
Jeff wants to use his liquid assets 
to invest in land, equipment and 
cattle to grow his business and 
increase profits.

His goals

The commercial premium financing strategy
Jeff’s financial professional recommends an indexed universal life (IUL) insurance policy. 
To avoid liquidating assets, the financial professional suggests that Jeff borrow from 
a commercial lender to purchase the policy. Jeff also adds a rider to the policy that is 
designed to create high cash surrender value in the early policy years. This gives him 
supplemental collateral to obtain the loan. 

Lincoln WealthAccumulate® 2 IUL (2020) is an innovative Indexed UL built for clients who 
want death benefit protection plus growth opportunities through indexed accounts and 
access to cash value for today’s and tomorrow’s needs.1 It provides the flexibility to allocate 
to and move between five indexed accounts linked to the percentage change in the S&P 500® 
or Fidelity AIM® Dividend Index, that attempt to provide a balance between return potential 
and downside protection.2

Jeff is able to secure financing and create a substantial legacy for his family. He manages 
out-of-pocket costs and maintains control over his other assets and business investments.

1 Loans and withdrawals reduce policy value and death benefit, may cause the policy to lapse and may have tax implications.
2 Policy charges remain in effect and could reduce your policy value.
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Life Solutions

Turnkey  
opportunities flier

Premium finance
Leveraging assets to finance a life insurance policy

How premium finance works

Client borrows funds from a third-party 
lender to pay life insurance premiums.

Lender makes premium payments 
to Lincoln.

Client pays interest on the loan to the 
lender. Generally, interest must be paid 
as incurred. Accrual of interest is subject 
to lender approval and Lincoln guidelines.

Client will be required to post collateral. 
A high early cash value rider on the policy 
can be used toward collateral.

Lender is repaid with policy distributions, 
other assets or both. Distributions can be 
taken through policy loans and/or withdrawals.*

At death, the benefit transfers to the 
beneficiary or lender if loan is not repaid.

Things to consider
 � Rising interest rates on the loan may increase out-of-pocket costs

 � Interest rate crediting fluctuations can mean the policy underperforms and 
policy cash values may not accumulate as illustrated

 � Lower policy values could cause a delay in a loan repayment from the policy

 � Lower cash values could also result in additional collateral requirements

 � If the policy is or becomes a Modified Endowment Contract (MEC), 
there are potential tax consequences

Get all the answers and 
resources you need in 
the premium finance 
submission guide:

www.LFG.com/
premiumfinance 

What are they concerned about?
 � Finding tax-efficient ways to protect, build and transfer wealth

 � Employing business capital for existing or future use

 � Being able to supplement a future retirement income shortfall

 � Having to liquidate assets tied up in their business or 
profitable investments

 � Facing capital gains tax triggered by selling off assets 
to pay premiums

What clients are a good fit? 
 � High-net-worth individuals, corporations, trusts 

and partnerships in need of substantial life 
insurance coverage

 � Business owners and individuals with assets tied 
up in their enterprise or profitable investments

 � Highly compensated individuals who have 
maxed retirement contributions

*Distributions are taken through loans and withdrawals, which reduce a policy’s cash surrender value and death benefit and may cause the policy to lapse. Loans 
are not considered income and are tax-free. Withdrawals and surrenders are tax-free up to the cost basis, provided the policy is not a modified endowment 
contract (MEC).
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Premium finance guidelines
Premium financing offers high-net-worth individuals, who don’t want to liquidate assets tied up in a business or other 
profitable investments, the opportunity to leverage life insurance for legacy and business planning. These underwriting 
guidelines apply to most premium financing arrangements made with traditional commercial banks and their affiliates.

General guidelines for premium finance

Products available All fixed permanent products

Issue age limits 70

Minimum net worth  
and annual income

Ages Net worth Annual income

30-50 $2.5M and up $250,000 and up

Over 50 $5M and up $250,000 and up

Underwriter discretion to use an “either/or”  
test based on net worth or annual income

Annual income or liquid net worth must support 
the minimum annualized premium; generally, the 
minimum premium should not exceed 40% of 
annual income.

Minimum face amount $2,000,000

U.S. citizenship 
required

No – See the following section: Premium finance guidelines for foreign national clients.

U.S. ownership 
required

Yes

Interest payments  � Generally, interest must be paid as incurred, annually or more frequently.
 � An insured exhibiting net worth of $10 million or greater may accrue, accumulate or defer interest for 

up to 10 years.

Early cash  
value rider

The following riders are available on certain products:

 � Lincoln Enhanced ValueSM Rider (LEVR)
 � Surrender Value Enhancement Endorsement (SVEE)

Full recourse required Yes – For policies owned by U.S. LLC or in a U.S. trust, Lincoln will accept loan arrangements that are fully 
secured and collateralized without the insured’s personal guaranty.

Maximum loan 
spread requirement

Not to exceed LIBOR +3.5% or Prime +2.5%

Use of MEC MEC cases will be evaluated on an individual basis if the producer provides complete details regarding 
the need for the MEC situation. If accepted, the client will need to sign a disclosure/disclaimer letter 
provided by Lincoln.

Minimum loan duration 3 years – Shorter durations may be considered for an insured exhibiting new worth of $10 million  
or greater.

Table Reduction 
Program

Table Reduction Program is available for premium financing on insureds up to age 60.

3485235
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Support after the sale 
Post-issue policy 
management

IUL support after the sale
Post-issue policy management

We provide three tools to help you with your client reviews 
by making policy management easier

Automated in-force illustrations
These are generated shortly after the policy anniversary and are available in the book of 
business tool on the Lincoln planner website. They include:

 � Current policy values  � Future policy changes
 � As-is illustration assumptions  � Premiums paid

Policy change reminders*
These reminders will be sent to you and your client for the following illustrated changes:

 � Premium changes  � Specified amount increases or decreases
 � Death benefit option changes  � Loans, withdrawals and repayments

At policy issue, we send a welcome letter to inform you and your client that we’re tracking 
changes, identifying what is being tracked and when a notification will be sent. Prior to a 
planned change, we’ll send you a reminder 75 days before the anniversary. Your client will 
receive a reminder 60 days prior to the anniversary.

Enhanced IUL annual statements
Our IUL annual statements make it easier to view, understand and manage a Lincoln IUL 
policy. On a single page, your clients can see the value of their death benefit, the policy 
value and what the policy earned in the last year.

Other highlights include

 � A visual representation of the indexed account performance since issue and for each 
of the past five years

 � A “Did you know?” explanation of index crediting specific to the first year of the policy

 � Reminder of the power of at least a 0% guaranteed floor

 � Separate segment maturity notices to show how much index crediting the policy 
received for the last year

 � Future policy change reminders to help your clients meet their goals

 � Easy-to-understand explanations of key calculations

*Policyowners can opt-out of this program.
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Things to consider
Premium financing will not work for everyone. To qualify for coverage with premium financing, your client should consider 
the following:

Collateral Premium affordability Loan rate Policy management

• Fluctuations in policy crediting 
can cause additional collateral 
requirements on the loan

• If additional collateral is 
required, client may consider 
liquidating assets and could 
trigger a taxable event

• Clients can mitigate the use of 
personal assets as collateral 
with high early cash value riders

• The proposed insured must 
exhibit the capacity to pay the 
minimum annual level premium 
(nonfinanced premium)

• Premium amounts must fall 
within reasonable income  
and net equity ratios

• Based on policy performance, 
additional premiums may be 
required to keep policy in-force 

• Changes in lender loan rates 
could impact out-of-pocket costs

• Requalification of loan could be 
required by the lender and loan 
rates could reset

• If policy does not perform as 
originally illustrated, additional 
collateral could be required 

• Automated in-force illustrations
• Policy change reminders 

provided
• Enhanced IUL annual 

statements

Underwriting 
guidelines

https://fulfillment.lfg.com/servepdf.aspx?sku=LIF-PF-FLI001
https://fulfillment.lfg.com/servepdf.aspx?sku=LIF-PF-FLI001
https://fulfillment.lfg.com/servepdf.aspx?sku=LIF-PREM-FLI004
https://fulfillment.lfg.com/servepdf.aspx?sku=LIF-PREM-FLI004
https://fulfillment.lfg.com/servepdf.aspx?sku=LIF-PFUW-FLI003
https://fulfillment.lfg.com/servepdf.aspx?sku=IUL-PIPM-FLI001
https://fulfillment.lfg.com/servepdf.aspx?sku=IUL-PIPM-FLI001
https://fulfillment.lfg.com/servepdf.aspx?sku=LIF-PFUW-FLI003

