PREMIUM FINANCING OBJECTIONS
AND HOW TO OVERCOME THEM
1. What if interest rates rise?
We all know interest rates are cyclical. However, we are in an environment for unusually low borrowing
rates. 1-year LIBOR rate back in 2009 was under 1%. Today it is around 2.75%. What we look to if the
forward-looking LIBOR curve as an indication to where interest rates are likely to go. Today that yield
curve is flat for the next 10 years. So what is the realistic likelihood of a marked interest rate increase in
the next 10 plus years?

2. What if the policy doesn’t perform?
We are at the end of a 10-year bull run so we know a correction is coming, we just don’t know when. Using
a tool such as a back-casting tool you can illustrate every 10, 15, 20 and 25 year rolling periods to see how
the policy would have performed back to January 1975. Most carriers are around 6% annual growth rate
at the 100th percentile number for a 25 year period.

3. I don’t want to have a personal guarantee.
All loans are secured 100% by the policy cash surrender value and liquid collateral. Most banks also require a personal guarantee. For clients concerned about putting up a personal guarantee, they can waive
it in some cases depending on the client’s financials.

4. I don’t want to post collateral.
Collateral is no different than most bank loans. A home loan you post the home as collateral. For a
commercial building it is that same building. For a car loan it is the car itself. In premium financing it is
the same. The policy is posted as collateral and any shortfall is made up by liquid collateral. In the case
of investments, you can still buy, sell, trade, take dividends and interest. You just can’t invade principal
without the bank’s permission.

5. This sounds to good to be true.
It is simply leverage. It’s no different if a person bought a house for $1,000,000 cash. The property goes
up 10% they have a $100,000 increase in value. Now take that same $1,000,000 and buy 10 houses putting
$100,000 down on each house and borrowing $900,000 on each. Now the houses go up the same 10% the
gross value increase is $1,000,000 and if borrowing was at 5%, the net increase would be $550,000. That
is simply leverage and arbitrage.

6. How come I have never heard about this?		
This is a very unique strategy that is used exclusively with high net worth clients. Also, there are very few
experts that work with the insurance carriers to place these cases. Most life insurance companies have
client approved marketing material about premium financing.
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