
50 WORDS OR LESS
An ILIT is an irrevocable trust that holds a life insurance 
policy that will provide estate liquidity and help with 
beneficiary needs. Because the proceeds are outside of 
the estate, they may be able to avoid the federal estate 
tax, leaving more money to help pay estate expenses or 
for beneficiaries to use.
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ESTATE PLANNING

Irrevocable Life Insurance Trust (ILIT) 

CONCEPT APPLIED:
Individually owned life insurance can face 
exposure to creditors during the owner’s life 
and possibly estate tax on the death benefits. 
Use of an ILIT can help keep the policy from 
creditors and the proceeds out of the estate.

HOW IT WORKS:
The ILIT holds and owns a new or existing 
life insurance policy on the life of the grantor 
and/or a spouse. If the grantor initially funds 
the ILIT with cash to pay premiums, any ILIT 
income earned will be taxed. More often, 
the ILIT is unfunded, and the grantor makes 
annual gifts to the trust to be used for 
premium payments. 

With Crummey powers, these gifts may 
qualify for the gift tax annual exclusion. 
Crummey powers are trust terms that grant 
beneficiaries the power to withdraw transfers 
from the trust. The trustee manages the trust 
assets on behalf of the beneficiaries when 
the insured person dies. The grantor may 
not serve as trustee of the ILIT, and may not 
have any incidents of ownership in the life 
insurance policy.  

WHY IS IT USEFUL?
The ILIT is a flexible planning tool that 
helps to shelter the policy proceeds from 
the estate tax and also from creditors. An 
ILIT does have set-up costs and continued 
funding obligations. Because an ILIT is 
irrevocable, the grantor should carefully 
consider the planning impact before trust 
creation.
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Copyright 2025, PGI Partners, Inc., 921 East 86th Street, Suite 100, Indianapolis, Indiana 46240. All rights reserved.

Sammons Financial® is the marketing name for Sammons® Financial Group, Inc.’s member companies, including Midland National® Life Insurance Company. Annuities and life insurance are issued by, 
and product guarantees are solely the responsibility of, Midland National® Life Insurance Company.

PGI Partners, Inc. is an independent third-party company and is not affiliated with Midland National® Life Insurance Company.

The term financial professional is not intended to imply engagement in an advisory business in which compensation is not related to sales. Financial professionals are independently contracted with 
Midland National and are insurance licensed that will be paid a commission on the sale of an insurance product.

Neither Midland National® Life Insurance Company nor its agents give legal or tax advice. Consumer are advised to consult with and rely on a qualified legal or tax advisor before entering into or 
paying additional premiums with respect to such arrangements.

While the primary use of life insurance is death benefit protection, you may also have other needs that can be met through life insurance. Please note that Midland National does not require their 
agents to use any of these sales concepts; they are resources that can be used at the agent’s discretion.
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