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ABSTRACT

Premium financing for high-net-worth clients
frequently fails, sparking a steady rise in liti-
gation due to systemic flaws rather than poli-
cy performance. Disputes typically stem from
volatile loan mechanics, including short-term
maturities, variable interest rates, and un-
expected collateral calls that restrict client
liquidity. Furthermore, optimistic policy illus-
trations and unrealistic lifelong exit strategies
create false expectations. Legal claims usu-
ally target how advisors framed these trans-
actions, focusing on minimized risks and se-
lective explanations. To mitigate liability and
protect clients, brokers must adopt conserva-
tive assumptions, communicate transparently,
and ensure structures are grounded in realistic

loan and market conditions.
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Premium financing has long been positioned as
a sophisticated planning technique for certain high
net worth clients, but it is frequently misused in ways
that cause significant harm. Litigation over failed
premium finance transactions has increased steadily,
and the cases share strikingly similar fact patterns.
Understanding why these transactions collapse offers
important lessons for brokers and advisors who want
to protect clients and themselves.

Litigation outcomes typically depend on how the
transaction was explained, documented, and execut-
ed over time.

The Collapse Often Starts with an
Inappropriate Loan, Not the Policy

In disputes, policy performance is often blamed
first, but litigation shows that loan mechanics are usu-
ally the initial pressure point. Premium finance loans
are typically short-term, commonly 5 years, while pol-
icy premium schedules extend much longer. Interest
rates are usually variable. Loans are recourse obliga-
tions, frequently backed by personal guarantees.

When rates rise or loan terms mature, borrow-
ers face repayment or refinancing decisions that were
not fully anticipated. Illustrations may show loans
remaining outstanding for decades, but refinancing
lenders do not offer those terms. When maturity ar-
rives, the transaction reaches a breaking point long
before policy performance can matter.
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The lesson for brokers is straightforward. If the
loan cannot stand on its own terms, the structure is
already unstable. Specialized premium finance loans
are often the wrong solution.

Interest Rate Sensitivity Is Often
Underestimated

Many transactions are illustrated during low-rate
environments and assume minimal change over time.
Litigation reveals how quickly those assumptions
unravel. As rates rise, loan servicing costs increase,
collateral requirements grow, and accrued interest ac-
celerates the borrower’s exposure.

In some cases, clients are told that interest can
accrue without immediate impact. In practice,
principal balances increase substantially each
year while capitalized interest further increases
the loan balance and magnifies future collateral calls.
That combination makes premium finance loans
particularly susceptible to interest rate increases.
Borrowers may tolerate increases in early years of
the plan but quickly reach a point where carrying
costs exceed their comfort or capacity.

Brokers should assume that interest rates will
change and should ensure clients understand how
sensitive the structure is to even modest increases.
Specialized premium finance loans may not be the
right solution.

Collateral Calls Are the Moment of Truth

Few events drive disputes more consistently
than collateral calls. Clients are often told collateral
is a one-time requirement or that pledged assets remain
effectively accessible. Litigation shows otherwise.

As loan balances grow and policy values lag,
lenders demand additional collateral. Collateral is
typically cash or marketable securities and is con-
trolled by the lender. Clients cannot use it for other
needs, even though it remains their asset. Annual,
or even more frequent, collateral calls are a common
feature of these loans. Since the client loses access to
the funds, the client is effectively having to pay the

premium even if it is nominally pledged as collateral.

Repeated collateral calls force clients to confront
the true cost of maintaining the transaction. Many
deals collapse at this stage, when clients refuse or are
unable to post additional assets to meet collateral calls.

The broker takeaway is that collateral should never
be treated as a technical detail. It is a central feature of
the transaction and must be explained as such.

Policy lllustrations Create Unrealistic
Expectations

Indexed universal life and variable universal life
policies appear frequently in disputed transactions.
These policies allow illustrations showing early cash
value growth, which can make premium financing
appear self-sustaining.

Litigation often exposes the gap between illus-
trated assumptions and actual policy behavior. Cred-
iting rates are not guaranteed. Cost of insurance
increases over time. Cash value that initially grows
may later be consumed to keep the policy in force.

When policy performance underdelivers, cli-
ents feel misled, even if disclaimers were technical-
ly provided. Courts look closely at how illustrations
were used, what assumptions were emphasized, and
whether clients were guided to rely on projections
rather than mechanics.

The Exit Strategy is Often lllusory

One of the most damaging assumptions in pre-
mium finance transactions is the belief that the loan
will be repaid at death. Litigation consistently shows
that death is not a viable exit strategy.

Loans mature years before death. Interest and
collateral obligations accumulate during the insured’s
lifetime. Maintaining the structure until death would
require sustained payments that many clients were
never prepared to make.

When clients fall into distress long before the
predicted life of the policy, either through loan matu-
rity or collateral exhaustion rather than death, trust
erodes quickly.

JOURNAL OF FINANCIAL SERVICE PROFESSIONALS | JULY 2026

2



EDITOR'’S VIEW

What Litigation Teaches About
Broker Risk

From a litigation perspective, disputes often fo-
cus on how the transaction was framed rather than
on the technical legality of the documents. Claims
frequently involve alleged misrepresentations about
risk, collateral, personal liability, and longevity. Dis-
closure documents do not always insulate advisors
when courts find that urgency, complexity, or selec-
tive explanations undermined informed consent.

Importantly, some cases do not involve mali-
cious intent. They involve optimistic assumptions,
incomplete explanations, and reliance on materials
prepared by others.

The most consistent lesson from litigation is that
the structure must be grounded in reality and highly
likely to work as presented. When the plan cannot or
is unlikely to function and the risks are not clearly
explained, exposure follows.

A More Durable Approach

Premium financing can sometimes play a role in
appropriate circumstances. But durability depends
on conservative assumptions, transparent communi-
cation, and alignment between the client’s liquidity,
risk tolerance, and the realities of the loan.

Litigation shows that transactions collapse when
complexity is minimized rather than managed. Bro-
kers who learn from these cases are better positioned
to serve clients thoughtfully and to avoid becoming
part of the dispute when a structure fails. ®

This material is for educational purposes only. Pre-
mium financing is a strategy that uses borrowed funds
from a third-party lender to pay life insurance premiums.
This approach involves significant risks, including interest
rate changes, loan renewal or repayment risk, collateral
requirements, and the possibility that policy performance

may not meet expectations. If loan obligations are not

met, additional collateral may be required, the policy may
lapse, and adverse tax consequences may occur. Premium
[financing is complex, may not be suitable for all individu-
als, and there is no guarantee the strategy will achieve its
intended objectives.
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