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LAWS AND ESTATES

Streamlining the
ILIT Process

Use this strategy to avoid delays when setting up an ILIT.

David E. Appel, CLU, ChFC

I rrevocable life insurance trusts (ILITs)
sometimes appear burdensome to im-
plement for the client and the advisor.
Still, when you have a client with a sizable
estate who needs a significant amount of
life insurance, you can inadvertently cre-
ate or compound an estate-tax problem
by not properly structuring the owner-
ship of the life insurance policy, and an
ILIT is the answer. But settingup an ILIT
takes time, and so does underwriting a
policy.

When your client’s estate is so large
that the purchase of additional life in-
surance could create an estate tax, you
should contact his legal or tax advisor
to see if the client already has a trust or
other legal arrangement that could own
the new life insurance. If he does not, you
have a special opportunity to not only
provide coverage for your client, but to
also demonstrate that your service goes
well beyond the marketing of a product.

Once you determine how much insur-
ance your client needs, it is fairly simple
to get the underwriting started. But if you
ignore the ownership and beneficiary is-
sues as they relate to larger policies, you
could be doing an injustice to your client.
It is hard enough to get a client to com-
mit to buying new life insurance, but to
complicate things with ownership and
trust issues can be distracting and a road-
block to getting the client the protection
he needs.

You'll need to get your client to a com-
petent attorney who specializes in estate
planning or taxes and can set up the trust
that will own the insurance. Irrevocable
means the client needs to be sure that de-
cisions about the trust powers and lan-
guage are thought through because once
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they are finalized, they are almost im-
possible to change. The choice of a trust-
ee is a crucial issue, as is the decision of
how the proceeds of the trust will be dis-
tributed to the beneficiaries. These are
decisions that can prolong the process.

Funding an ILIT

To properly fund an ILIT, the trustee
must apply for the insurance after the
date the trust is established. If you wait
for the client and his attorney to establish

WHILE THE
UNDERWRITING
PROCESS IS
UNDER WAY, THE
DRAFTING OF THE
TRUST CAN BE
COMPLETED.

the trust, which could take months, and
then begin the six-to-eight-week pro-
cess of getting an application approved,
it could be four to six months before the
insurance is finally in place. This is a de-
lay that should be of concern to you and
your client.

Speed up the process

But it does not have to be that way. Your
client can start the trust process with his
attorney, and you can begin the applica-
tion process.

This is how I do it. I have my client
sign the application as the insured and
leave all the owner and applicant signa-
tures blank. The client can sign and date

the HIPAA
and HIV forms
and submit to the insurer a

copy of the application, leaving the own-
ership and beneficiary sections blank. In
the cover letter to the insurer, | explain
that a trust is being drafted, and once
it is established 1 will get the complete
signed and dated original application
form to the insurer.

Thisway, the client can have his exam-
ination, you can order the attending phy-
sician’s statements, and the underwriting
process can begin without a signed or
dated application. And while the under-
writing process is under way, the drafting
of the trust can be completed. | also find
that trust documents are often completed
more quickly when the attorney knows
that the underwriting approval is only a
few days away.

Once the trust is properly signed and
dated by the grantor (usually the insured)
and the trustee, | have the trustee sign
and date the original life insurance appli-
cation after filling in the ownership and
beneficiary designations. Since the un-
derwriting process has been completed,
I can usually have the new trust-owned
life insurance issued and placed within a
week.

It's the best of both worlds—you get
your client to properly structure his life
insurance within an ILIT, and the entire
transaction is completed in a timely man-
ner, with no unreasonable delays.
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6600 or at david@goldwasser.org.



