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Case Study: 
 

The family, comprised of a successful entrepreneur, his wife and two young children knew 
there was a need for proper planning.  The client was focused on building his business and had 
been put off by the significant liquid contribution necessary to acquire the amount needed.  He 
had a small term policy, but was severely underinsured leaving both his family and his business 
vulnerable.  GB Financial was brought in to provide a solution.  GB Financial analyzed his current 
insurance and discussed the various options for providing the death benefit needed through 
multiple strategies. 
 

A well-versed investor, the client realized the opportunity cost gained by financing the 
majority of the premiums, leaving cash flow intact for his business.  Educating and working 
together with the client’s current estate planning team, GB Financial put together a diversified 
financed life insurance structure, implemented it, and has managed it for a decade. 

 
Client Specifications: 

• Age 55 
• Estate $42million  
• Asset mix 80% illiquid (business), 20% liquid. 
• Liquidity need at death $9.5million 
• Standard Health Underwriting Class  

 
When designing a premium-financing scenario, it is important to have a good 

understanding of the client’s needs, asset mix and the overall estate plan. The initial design is then 
created by structuring a life insurance policy that meets the client’s objectives. Careful 
consideration is also given to designing the specific lending structure so that the result allows for 
the most balanced relationship between the policy and the loan.  

 
The proposal that is then prepared for the client’s review should run the transaction through 

multiple interest rate environments to illustrate the impact of changing rates. In addition, the client 
should be shown various contributions scenarios e.g. interest paid for five years or the payment 
of a premium to deleverage the structure. These various scenarios are a helpful tool for the client 
to understand the correlation between a small financial commitment and the long term viability of 
the transaction as well as the ability of the transaction to weather uncertain interest rate 
environments.  
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The following definitions of terms refer to the chart on the following page which shows the 
transaction as explained under the current cost of borrowing.  
 
Premium Paid By Client:  The amount of premium paid out of pocket by the client. 
 
Premium Borrowed: The amount of premium borrowed annually by the Irrevocable Life 
Insurance Trust on behalf of the insured.  This is paid to the insurance carrier each year for the 
number of years noted in the Economic Benefit Analysis. 
 
Rate of Borrowing: Current cost of borrowing for specific year. 
 
Interest Paid by Client: The amount of interest paid out of pocket by the client. 
 
Interest Borrowed: The amount of interest borrowed annually by the Irrevocable Life Insurance 
Trust on behalf of the insured.   
 
Cumulative Loan: Full amount borrowed by the Irrevocable Life Insurance Trust plus 
interest/fees since the inception of the policy. 
 
Policy Collateral Value:  The policy collateral value is the net equity of the policy.  This is an end 
of year value calculated annually at the beginning of each calendar year allowing us to show 
you the how much cash is in the policy after yearly costs are taken out.  This value is always 
shown with no performance being factored in for the upcoming year.  
 
Collateral Required From Client: This is the difference between the cumulative loan and the 
policy collateral value.  It is an amount the client needs to post above the policy itself. When 
this number is zero, the cost of paying back the loan is less than the net equity of the policy, 
and the policy is the sole collateral required. 
 
Benefit (net of loan): This is the net amount of benefit after the loan has been paid off from the 
death benefit.  GBFGPreservationÒ is structured around what economic benefit is right for 
each client’s needs. 
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The above Economic Benefit Analysis depicts how the transaction will perform based on today’s 
conditions and the assumption that all premiums and interest are accrued and the client is purely 
posting collateral.  
 
The net-economic benefit, which is the death benefit minus the cost of acquisition (in this case 
repayment of the loan) is the far right column and demonstrates a steady long-term growth. The 
collateral to be posted in addition to the policy are the amounts shown in the column, “Collateral 
required from client.” These are cumulative numbers on an annual end-of-year basis. It is what 
the client has “at risk”.   
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Below is a risk analysis comparison of varying interest rates and their impact on the amount of 
collateral needed. In addition it shows the impact of paying 5 or 10 years of interest. 
 

 
 

 
Many clients address the collateral and benefit piece in their own way. Some will post collateral 
and prefer not to contribute to the transaction at all, leaving their confidence in interest rates and 
crediting rates. Others may wish to pay some of the interest or even some of the premium. If they 
do this they will see a reduction in the amount of collateral posted and in some cases a more 
stable and better long-term benefit. One of the critical components is having the flexibility in the 
lending package so those decisions can be made on an annual basis and not upfront.  
 


