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This paper discusses proposed legislation that would impact current life insurance and estate planning practices 
incorporating trusts taxed as grantor trusts for Federal income tax purposes. We expect that the legislation as proposed is 

Introduction

are raising concerns over the future of planning with 

1 Unless otherwise indicated, all mentions of the Code or “IRC” are  
references to the Internal Revenue Code of 1986.

UNDER THE CURRENT PROPOSAL
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legal and life insurance professionals review the trust 

determine whether the trust is indeed a grantor trust.

An experienced insurance professional should be 
consulted to review any trust-owned life insurance 
policies to determine if additional premium is required.

amount reduction will eliminate the need for future

4

life insurance policies without the need for gifts made

future premiums and an investment return generated

a grantor trust for income tax purposes while allowing the 

estate at death for transfer tax purposes.

How the Tax Proposals Will Affect 
ILITs Treated as Grantor Trusts

Treatment of Existing ILITs
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2 As drafted, the effective date for this proposal will be the date of 
enactment of the statute.
3 IRC Section 677(a).
4 This assumes the proposed insureds are insurable.
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Contact HORAN at 800.544.8306 if you have 
questions about the proposed legislative changes. 
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situations where premiums are still required after the

grantor trusts will have a provision permitting the trustee

status.

using the power.

on the life of the grantor or the spouse. The trust should

of trust income towards life insurance premium on the
life of the grantor or their spouse.

insurance on the life of someone other than the grantor

Even if the recent tax proposals are passed, ILITs will 
remain a valid trust design and option for planners.

Go-Forward Strategy: Avoid Grantor 
Trust Status On New ILITs

To Be Determined...
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5 It is worth noting that the law around IRC 677(a)(3) 
has been evolving since enactment in 1954. The 
Service and courts may still have more to say.


