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ILIT: A TRUSTEE’S RESPONSIBILITIES AND LIFE INSURANCE 
 

Dear Grantor and Trustee: Before signing your name on the dotted line, it’s important to make sure the “right” fiduciary 
has been selected for the Trust.  The responsibilities of a trustee are many and should be considered in the trustee 
selection.  Additionally, the trustee’s responsibilities commonly last for at least one generation and often beyond for two 
or three generations. Possible trustees could include a family member, unrelated individual or corporate trustee (bank or 
trust company).   
 

A trustee’s responsibilities include but are not limited to:  

 Investment and management of trust assets. 
 Administrative responsibilities which include the filing of accountings and tax returns and sending of Crummey 

notices. 

 Ability to be responsive to beneficiaries while also complying with the trust terms and wishes of the Grantor. 

It is important for a trustee to understand the provisions of the trust document and that he or she will be held to the 
“prudent man standard.”  If a trustee intentionally or negligently fails to perform any duty as a fiduciary for the 
beneficiaries, the trustee may be personally liable for damages. 

Life Insurance as a Trust Asset 

Since many irrevocable trusts hold life insurance as one of its assets (or only asset), the trustee should be aware of 
additional responsibilities he or she will have with regard to the policy or policies.  Most trustees would understand the 
basic responsibilities such as acquiring or applying for the policy; payment of insurance premiums; and, collecting the 
insurance proceeds upon an insured’s death.  In addition, Crummey notices may need to be sent to beneficiaries, if so 
required by the trust provisions.    

It is also important to regularly review all insurance policies to ensure that they are performing as desired.  This is 
especially important for non-term or permanent life insurance policies, especially universal and variable life type 
policies.  Due to the up and down stock market and the decline in interest rates in recent years, many policies are not 
performing per the assumptions (high rates of return) that were illustrated when the policies were acquired.  Due to the 
fact that policies may not be earning the returns needed to cover the costs as illustrated, the policies may be 
underfunded and no longer providing the expected death benefit.     

Is Your Policy in Trouble? 

The Trustee should request an annual in-force illustration and also check on the current rating of the insurance carrier.  
If, after a policy is reviewed or analyzed, it is found to not be performing as desired or if the insurance carrier has been 
downgraded or even failed, there are several options that could be considered:  
 Continue paying current premium (“stay the course”):  This option would basically anticipate that interest rates 

would increase and the policy’s performance of the carrier’s rating would improve.  
 Pay higher premiums for the existing policy:  The Grantor may need to contribute increased amounts to pay higher 

insurance premiums and ensure the policy will perform as needed and maintain the death benefit.   
 Reduce face amount:  If policy has a substantial cash value, the face amount could be reduced to the point where 

minimal contributions of future funds would be needed to maintain the reduced policy death benefit. 
 Convert to a different type of policy:  For example, a variable policy that has not been performing well could be 

switched to a guaranteed universal policy. 
 Purchase a new policy:  This may be appropriate if a superior insurance carrier or higher death benefit is desired.  A 

positive change in a health status may also make this a choice.  Be sure that any new policy meets all requirements 
under the current tax code. 

If you have any questions regarding the above, please give us a call.  As always, it is 
important to consult with a financial and legal advisor before taking any specific action. 

This publication is designed to present information on business, tax and estate  planning matters in general  
terms and is not intended to be used as a basis for specific action without obtaining professional advice. 


