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Wealth Transfer

Private Split Dollar

Wealth transfer strategies help ensure that your estate will be distributed the way that you
choose. To support that goal, many people use a survivorship life insurance policy owned by
an irrevocable trust to assure that their estate is passed on to the next generation without

reduction for estate taxes.

A private split dollar strategy allows you to maximize the use of available gift tax annual
exclusions. Gifts to the irrevocable trust are measured by the amount of economic benefit (a
term insurance cost), instead of the full policy premium. With survivorship life insurance

policies, this cost is very low when compared with the entire policy premium.
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How it works

1. Sponsors (husband & wife) enter into private split dollar agreement with the irrevocable
life insurance trust (ILIT). ILIT purchases a survivorship life insurance policy with a limited
payment period — usually ten years. Sponsors pay the premium for the life insurance
policy owned by the ILIT (ILIT is beneficiary).

2. ILIT collaterally assigns certain policy values to the sponsors.
3. Sponsors gift economic benefit cost to ILIT using a gifting procedure called “Crummey.”

4. ILIT reimburses sponsors for economic benefit costs.



All financing plans, such as private split dollar, must have an effective strategy for termination
other than death. Once the policy’s limited payment period ends, termination of the private
split dollar arrangement by gift is an attractive option. If cash value is less than $2M*, then

no out-of-pocket gift tax will be due when gift occurs.
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1. Split dollar agreement is terminated at the end of the limited payment period.

2. Restrictive collateral assignment is released. Sponsors forgive the amount owed under the split
dollar agreement (the policy cash value).

3. This forgiveness creates a taxable gift by both sponsors to the ILIT.

Tap into the expertise of the Principal Financial Group® (The Principal®) and start planning your
legacy.

*Cash values over $2M will be subject to gift tax.

FOR MORE INFORMATION

Contact your local financial professional.
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Principal Life Insurance Company, Des Moines, lowa 50392-0002, www.principal.com

While this communication may be used to promote or market a transaction or an idea that is discussed in the publication, it is
intended to provide general information about the subject matter covered and is provided with the understanding that The
Principal is not rendering legal, accounting, or tax advice. It is not a marketed opinion and may not be used to avoid penalties
under the Internal Revenue Code. You should consult with appropriate counsel or other advisors on all matters pertaining to legal,
tax, or accounting obligations and requirements.

Insurance issued by Principal Life Insurance Company. Principal Life is a member of the
Principal Financial Group®, Des Moines, IA 50392.
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