
 

 

  

ESTATE PLANNING 

Trustee Liability Exposure: 
Trust-Owned Life Insurance Requires Continual Oversight 

CASE STUDY 

NEEDS 

An elderly couple faced an unexpected 
$75,000 bill for interest due on a premium 
financing loan for their $1 million life insurance 
policy. Additional funding for the policy was 
necessary because it had been placed in an 
irrevocable trust 30 years prior, and eventually 
depleted its cash value such that it could no 
longer cover the premiums due. Although the 
trust had been recommended by their existing 
advisor, their son, acting as trustee, questioned 
its suitability and asked Choreo to evaluate his 
parents’ estate plan. 
 

CHALLENGES 

1. The couple had diligently maintained 
premium payments on their trust-
owned life insurance for 30 years, never 
expecting a sudden balloon payment in 
order to keep the policy active.  

2. The policy itself told a story of gradual 
decline, as the low-interest rate 
environment from 2010 to 2020 had 
significantly impacted the policy's 
performance while more recent rate 
increases had caused premium 
financing costs to spike dramatically.  

3. While initially created to provide estate 
tax benefits, the irrevocable trust 
structure now posed challenges due to 
its inherent inflexibility. Additionally, its 
complexity was confusing, creating 
questions about the couple’s future and 
their ability to leave a legacy to heirs. 

 

 

SOLUTIONS 
In its review, the Choreo team evaluated the 
trust's grantor status and options for 
potential restructuring considering any 
responsibilities and personal exposure the 
trustee might have.  

1. First, the Choreo team addressed the 
confusion surrounding the policy and its 
implications. Specifically, the couple 
wanted to know: 
• Would surrendering the policy trigger 

a tax liability for the trust? 
• What would happen if the couple 

allowed the policy to lapse or if the 
trust were unable to pay any tax 
obligations?  

• What personal liability might their 
son, the trustee, face, and were there 
any options to minimize the family’s 
financial exposure? 

2. Through the team’s analysis and cross-
disciplinary collaboration, Choreo 
advisors charted a path forward. They 
determined any tax implications from 
policy changes would flow to the 
grantors rather than to the trust itself, 
immediately alleviating one of the 
family’s primary concerns. This also 
opened the door to more flexible 
planning options. 

3. The team then identified several options 
to restructure the policy while preserving 
key benefits. Options included: 
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THE BOTTOM LINE 

Estate planning is never a one-time exercise. 
It requires ongoing attention from engaged 
experts, particularly when the plan involves 
trust-owned life insurance.  

Choreo advisors educated the family about 
cash-value life insurance policy 
management with performance reviews, 
professional oversight from financial, legal 
and tax advisors, and trust administration 
with written procedures for policy evaluation 
and decision-making. Moving forward, the 
family will be better able to address 
potential estate issues proactively, rather 
than experiencing surprises impacting their 
cashflow, wealth and legacy. 

   

 SOLUTIONS (continued) 

• The couple could continue paying the 
$75,000 in annual interest on the 
premium financing loan, maintaining 
the amount of death benefit as long as 
the couple accepted the ongoing 
burden on their cash flow. 

• Alternatively, the couple could 
surrender the policy immediately and 
address any tax consequences, 
eliminating future payment obligations 
and related cashflow challenges. 

• The couple could explore 1035 
exchange options, allowing for 
restructuring the death benefit and 
opportunity for a premium 
optimization strategy. 

4. The Choreo team then developed a 
framework that allowed family members 
to evaluate the presented options based 
on both immediate financial impact and 
long-term estate planning goals. The 
resulting analysis determined the son’s 
personal liability exposure as trustee was 
minimal, addressing the family’s 
concerns about personal risk. 

The information provided in this report is for illustrative purposes only, to demonstrate the comprehensive, solutions-oriented approach 
to financial planning that Choreo, LLC provides to advisory clients. There is no guarantee that the results, outcome or savings described 
herein will be achieved by any particular client. No assurance can be given that the planning strategies summarized herein will achieve 
their objectives, achieve desired tax efficiencies or avoid significant losses. The information and opinions contained in this report are for 
background purposes only, do not purport to be full or complete, do not constitute investment advice and may not be relied on. The 
experience described herein does not represent all recommendations made to clients nor does it represent the experience of all clients. 
The reader should not assume that a particular recommendation was or will be profitable or favorable. Choreo, LLC is an investment 
adviser registered with the U.S. Securities and Exchange Commission (SEC). Registration as an investment adviser does not imply a 
certain level of skill or training of the adviser or its representatives. This document contains general information, may be based on 
authorities that are subject to change, and is not a substitute for professional advice or services. This document does not constitute audit, 
tax, consulting, business, financial, investment, insurance, legal or other professional advice, and you should consult a qualified 
professional advisor before taking any action based on the information herein. Information has been obtained from a variety of sources 
believed to be reliable though not independently verified. Choreo, LLC its affiliates and related entities are not responsible for any loss 
resulting from or relating to reliance on this document by any person. This communication is being sent to individuals who have 
subscribed to receive it or who we believe would have an interest in the topics discussed. The sole purpose of this document is to inform, 
and it is not intended to be an offer or solicitation to purchase or sell any security, or investment or service. Investments mentioned in 
this document may not be suitable for investors. Before making any investment, each investor should carefully consider the risks 
associated with the investment and make a determination based on the investor’s own particular circumstances, that the investment is 
consistent with the investor’s investment objectives. ©2025 Choreo LLC. All Rights Reserved.  
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