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Insights & Ideas 

Gifting a Life Insurance Policy to Multiple Owners  
 
Clients hesitant to establish an irrevocable life insurance trust (ILIT) may want to explore 
alternative approaches to removing a sizable life insurance policy from their estate. One idea 
that can arise is gifting the policy to family members instead of establishing the ILIT. But if the 
client wants to involve more than one donee, e.g., a parent wanting to transfer ownership 
equally to multiple children to avoid making a single, large gift, there are consequences they 
should be made aware of.  

Pitfalls of Joint Gift Recipients 

A client may think they can reduce or avoid gift tax when transferring a policy to multiple 
owners by leveraging the annual gift tax exclusion ($17,000 in 2023) and potentially gift 
splitting with a spouse ($34,000). However, it’s important to understand the gift tax rules to 
explain to clients why this may be undesirable. 

Put simply, the annual gift tax exclusion can be claimed only for transfers of a present interest 
in property. This means that the donee must have the right to control and enjoy the property 
immediately after the gift. If a donee’s control and enjoyment is contingent on the agreement 
of the other donees, the annual gift tax exclusion may not be available. This is where the issue 
arises.  

A jointly owned life insurance policy requires the consent of every owner to exercise rights in 
the policy. Because each individual donee does not have an unrestricted right to the policy, the 
transfer may not qualify for the annual gift tax exclusion. As a result, the transfer may instead 
be a reportable taxable gift. If the donor client has enough federal lifetime gift tax exemption 
remaining to cover the transfer, this would not result in gift tax; if they don’t, a tax of up to 40% 
of the gift’s value may be due. 

The Case for an ILIT 

Although clients may be hesitant to establish an ILIT, in this scenario an ILIT can help a client 
achieve their goals:  

1. Removing the policy from the owner’s estate,  
2. Taking advantage of the annual gift tax exclusion, and 
3. Ensuring that multiple beneficiaries will receive the policy proceeds.  

Unlike gifting a life insurance policy to multiple beneficiaries, transferring a life insurance policy 
to an ILIT can qualify as a present interest gift to each of them when the trust includes 
Crummey withdrawal rights.* With these rights, the trust beneficiaries are given the ability to 
withdrawal their pro rata share of the gift (the policy cash value or trust property of equivalent 
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value) during a specified time period. This gives the beneficiaries an immediate right to enjoy 
the trust contributions, qualifying the transfer for the annual gift tax exclusion. 

Summary & Support for Your Next Case 

When the goal is to remove the policy from the owner’s estate, minimize transfer taxes, and 
ensure that multiple beneficiaries will receive the policy proceeds, an irrevocable life insurance 
trust is often a better solution than direct ownership by multiple individuals. 

Prudential’s Advanced Planning team is here to support you and help you close your next case. 
For questions regarding ILITs, trust planning or any advanced concept or strategy, please 
contact Prudential’s Advanced Planning team at 800-800-2738, option 4. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Crummey v. Commissioner of Internal Revenue, 397 F. 2d 82 (9th Cir. 1968) 

This Advanced Planning Insights and Ideas bulletin was published August 2023. 

This material is being provided for informational or educational purposes only and does not take into account the investment 
objectives or financial situation of any clients or prospective clients. The information is not intended as investment advice and is 
not a recommendation about managing or investing a client’s retirement savings. Clients seeking information regarding their 
particular investment needs should contact a financial professional. 

We do not provide tax, accounting, or legal advice. Clients should consult their own independent advisors as to any tax, 
accounting, or legal statements made herein. 

Life insurance is issued by Pruco Life Insurance Company except in New York, where it is issued by Pruco Life Insurance 
Company of New Jersey. Variable universal life insurance is offered through Pruco Securities, LLC (member SIPC). All are 
Prudential Financial companies located in Newark, NJ. 
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