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IDFs Protect Tax-Free Growth and Tax-

Free Benefits of Offshore Private

Placement Insurance

BOULDER, COLORADO, USA, November

14, 2023 /EINPresswire.com/ --

Economic, social, and political

problems in the United States are

getting worse. They include ballooning

government debt, the moral and

economic toll of foreign wars, the

unsustainability of unfunded

entitlement programs, abandonment

of social and religious values, rising

crime rates, nonsensical woke

agendas, declines in the quality of

public education, and erosion of the US

manufacturing base. As a result, more

individuals and families are moving at

least some of their wealth offshore

using a unique financial and estate

planning structure, namely, an

international asset protection trust

(IAPT) coupled with private placement

life insurance (PPLI). The IAPT-PPLI

structure provides asset protection,

portfolio diversification, tax-free wealth

building and tax-free generational

wealth transfer. 

The international asset protection trust, IAPT, is established in a selected jurisdiction outside the

United States that provides a strong degree of protection against creditors and legal claims. By

placing assets into such a trust, individuals shield their wealth from potential social, economic

and legal uncertainties in their home country.
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Private placement life insurance, PPLI,

is a specialized form of life insurance

that offers investment options beyond

the traditional offerings of typical life

insurance policies. Offshore PPLI

policies can be tailored for moderately

wealthy individuals and families,

providing them with opportunities for

tax-efficient investment growth within

the policy. 

Properly structured and properly

managed, the IAPT-PPLI structure is

completely legal and US tax-law

compliant. To achieve tax-free growth and benefits of the structure, the PPLI must retain its

qualification as life insurance under “diversification” requirements of the U.S. Internal Revenue

Service, IRS.

So-called insurance dedicated funds, IDFs, are the linchpin for satisfying IRS diversification

requirements and preserving tax-free growth of the IAPT-PPLI structure. 

IDFs share similarities with traditional investment vehicles but are specifically earmarked for use

within a segregated account of a private placement life insurance (PPLI) policy. Properly planned

and used, an IDF satisfies IRS investment diversification requirements for life insurance policies

and preserves favorable tax treatment. 

One crucial aspect in understanding the dynamics of IDFs is the concept of the "investor control

doctrine." This doctrine is a set of guidelines established by the IRS to determine the level of

control a policyholder has over the assets within the segregated account of their PPLI policy. The

IRS is keen on ensuring that the policyholder does not exert excessive control over the

investments. Excessive control would change the nature of the policy from life insurance defined

in IRC § 7702 (which qualifies for tax benefits) to an investment policy subject to normal

taxation.

The investor control doctrine scrutinizes factors such as the policyholder's ability to make

investment decisions, the discretion to hire or fire investment managers, and the authority to

allocate assets among different investment options. It seeks to distinguish between genuine

insurance policies and arrangements that effectively function as investment accounts, subject to

different tax treatment.

To provide clarity and a safe harbor for investors, the IRS issued Revenue Ruling 2003-91 (RR

2003-91). This ruling outlines specific guidelines that, if followed, can offer assurance to investors
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that their actions will not trigger adverse tax consequences under the investor control doctrine.

RR 2003-91 provides a roadmap for structuring the relationship between the policyholder and

the investment manager to ensure compliance with IRS regulations.

The safe harbor outlined in RR 2003-91 emphasizes the importance of a third-party investment

manager. To maintain the tax-favored status of the life insurance policy, the ruling stipulates that

the investment manager must be independent, have full discretionary authority over investment

decisions, and not be subject to the policyholder's control.

Furthermore, RR 2003-91 places an emphasis on the arms-length nature of the relationship

between the policyholder and the investment manager. The policyholder should refrain from

giving specific investment instructions, allowing the investment manager the autonomy to make

decisions based on their expertise and market conditions.

In recent years, the utilization of IAPT-PPLI structures has become more popular and prevalent.

As a result, the number of IDFs in the PPLI marketplace and the diversity of their investment

portfolios have increased correspondingly. IDFs span various asset classes, providing

policyholders with a range of choices to align with their risk tolerance, financial goals, and

market outlook.

Securities-focused IDFs cater to those seeking exposure to stocks, bonds, and other financial

instruments. These funds may employ different investment strategies, accommodating various

investor preferences. Real-estate-focused IDFs tap into the potential appreciation and income

generation from real property investments, adding a tangible and often resilient asset class to

the portfolio.

Bonds, with their fixed income nature, play a stabilizing role within IDFs. Investors can choose

from a spectrum of bonds, including government bonds, corporate bonds, and municipal bonds,

to tailor their fixed-income allocation based on their risk appetite and income objectives.

Precious metals and commodities-focused IDFs introduce an element of alternative investments,

acting as potential hedges against inflation and economic uncertainties. These funds may

include exposure to gold, silver, oil, or other commodities, providing a unique dimension to the

overall portfolio of a PPLI policy’s segregated account.
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