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Benefits
• Gift taxes may be eliminated or significantly reduced since the gift is only the loan interest and not the full

premium. 

• The heirs, in many cases, receive the loan repayment net of estate tax.

• No approval by a third party is needed and the trust does not have to post collateral to secure the loan. There is
also no risk of the loan being called by a third party lender. 

Considerations
• The client must have enough cash flow or liquid assets to pay the full premium or make a lump sum cash loan. 

• The loan repayment may be subject to estate tax if the client is the lender. 

• If an existing trust is the lender, it must pay income tax on the loan interest it receives from the ILIT.

How Does It Work? 
• The client creates an Irrevocable Life Insurance Trust (ILIT) which will apply for a life insurance policy on

his/her life, or the lives of both spouses.1

• The client enters into a loan agreement with the ILIT where he/she lends money to the trust to pay the
premium.2

• The ILIT will owe the client loan interest based on the current AFR, which may either be paid annually or
deferred and added to the total loan amount. The loan may be repaid from the policy proceeds at death, or
earlier from other sources, such as trust side funds.

1. The client creates an ILIT and makes loans to the ILIT.
The loans are not subject to gift taxes.

3. The ILIT purchases a life insurance policy on the life 
of the client(s) and pays the premium using the gifts.

5. The ILIT repays the client’s estate for the amount of
the outstanding loan.

4. At death, the ILIT receives the
death proceeds from John
Hancock free of estate and
income taxes.

2. The ILIT will pay the client loan interest annually at
the Applicable Federal Rate (AFR).

6. ILIT then distributes
the remaining
proceeds to the heirs
according to the
provisions of the trust,
free of estate and
income taxes. 
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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. 

2. The lender could also be a Family Limited Partnership (FLP), Limited Liability Company (LLC), or another existing trust. The loan can
be made annually or in an up-front lump sum to create a sinking fund (to cover future premium and interest payments) or to provide
the trust funds to purchase an income producing asset.

This material does not constitute tax, legal or accounting advice and neither John Hancock nor any of its agents, employees or registered
representatives are in the business of offering such advice. It was not intended or written for use and cannot be used by any taxpayer 
for the purpose of avoiding any IRS penalty. It was written to support the marketing of the transactions or topics it addresses. Anyone
interested in these transactions or topics should seek advice based on his or her particular circumstances from independent professional
advisors.

Insurance policies and/or associated riders and features may not be available in all states. 

For agent use only. This material may not be used with the public.

Insurance products are issued by John Hancock Life Insurance Company (U.S.A.), Boston, MA 02116 (not licensed in New York) and
John Hancock Life Insurance Company of New York, Valhalla, NY 10595.

© 2009 John Hancock. All rights reserved.
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