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Generation-Skipping Transfer Tax
Estate owners can often reduce death taxes by skipping a
generation of heirs; e.g., bypass their children or give the
children only a right to income for their lifetime with the
remainder passing to their grandchildren.
Under prior law, when a child died under such an
arrangement, the assets were not subject to federal estate
tax and therefore a generation of death taxes was skipped.
In order to reduce the loss of this tax in larger estates, Congress enacted the generationskipping transfer tax in 1976. This very complex law was repealed in 1986 but was replaced
with a similar law set forth in IRC Secs. 2601-2663.

Two Common Types of Transfers
●

●

Generation-sharing transfers: The transferor (e.g., grandparent) typically places
assets in a trust which pays income to his or her child for life and then the remainder
passes to grandchildren after the child is deceased.
Direct generation skip: The transferor bypasses his or her children and gives the asset
either directly to the grandchildren or a trust for their benefit.

Exempt Transfer
Each transferor has a $11,180,0001 exemption which can be allocated between gifts made
during his or her lifetime and transfers made at time of death.

Rate of Tax
Generation-skipping transfers, which exceed the exemptions shown above, will be subject to
the maximum estate tax rate of 40%. This tax is in addition to the federal estate and gift tax,
and is reported on IRS Forms 706GS(D), 706GS(T) or 709. See Treas. Reg. 26.2662-1.

1

2018 value. This amount is subject to adjustment for inflation in future years.
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Generation-Skipping Transfer Tax
Reducing the Impact of the Generation-Skipping Transfer Tax
●

●

Consider making full use of the annual gift tax exclusion of $15,0001 to any number of
donees, e.g., children, grandchildren, in-laws, etc.
Encourage children or grandchildren (or trusts for their benefit) to purchase and own
large life insurance policies on the parent or grandparent. At death, the insurance
proceeds would not generally be subject to federal estate tax or the generationskipping transfer tax.

Note: In order to keep the assets of an irrevocable life insurance trust from being subject to the generationskipping transfer tax, care must be taken to see that transfers (after 3/31/88) to the trust by the insured
qualify for the annual gift tax exclusion and that the insured correctly allocates part of his or her
$11,180,000 exemption to each transfer.

The generation-skipping transfer tax is a very complex area of the law. Documents must be
carefully drafted to avoid this tax in larger estates. For more information, examine IRS Forms
706 GS(D), (D-1) and (T) and their instructions.

1 2018 value. This amount is subject to adjustment for inflation in future years.
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Effects of Skipping a Generation
The long-term effect of skipping a generation of estate taxes can be very substantial. Each
estate owner has a $11,180,0001 exemption from the generation-skipping transfer tax (GSTT).
The chart below compares three possible plans for removing $11,180,000 from your estate.
Plan A: A gift of $11,180,000 to your child.
Plan B: A gift of $11,180,000 to your grandchild.
Plan C: A gift of $11,180,000 to your grandchild who pays $150,000 per year for 10 years (a
total of $1,500,000) for an insurance policy on your life in the amount of $11,180,000.2
The remaining $9,680,000 the grandchild (or a trust) retains and invests.

Comparison of Three Plans
Plan A

Plan B

Plan C

Current gift to child3
Current gift to grandchild3

$11,180,000
0

$0
11,180,000

$0
11,180,000

Additional amount in child’s estate
Growth for 20 years at 5%
Additional estate tax at child’s death
(assumes 40% tax bracket)
Amount passing to grandchild

11,180,000
29,663,868
11,865,547

0
0
0

0
0
0

17,798,321

0

0

Additional amount in grandchild’s estate
Transferred at child’s death
Invested at 5% for 20 years

17,798,321
47,224,244

Gift to grandchild now
Non-insurance portion
Growth at 5% for 40 years

0
0

11,180,000
78,707,074

9,680,000
68,147,091

Portion used to purchase life insurance
Insurance face amount
Growth at 5% for 30 years4

0
0
0

0
0
0

1,500,000
11,180,000
48,319,316

47,224,244
18,889,698

78,707,074
31,482,830

116,466,406
46,586,563

$28,334,547

$47,224,244

$69,879,844

Total amount at grandchild’s death
Federal estate tax (at 40%)
Net to great grandchildren

Note: Assumes child or grandchild is in 40% bracket before gifts.
1

2018 value. This amount is subject to adjustment for inflation in future years.
The insurance that can be purchased will vary greatly depending on age, health, etc. (Assumes 60-year old male.)
3 A federal gift tax will be due at the time of the gift on any amount in excess of the current (2018) applicable exclusion
amount of $11,180,000.
4 Assumes the insured dies 10 years after the gift.
2
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Important Notice
This report is intended for educational and informational purposes only and to serve as a
basis for further discussion with your other professional advisors. Although great effort has
been taken to provide accurate numbers and explanations, the information in this report
should not be relied upon for preparing tax returns or making investment decisions.
Assumed rates of return are not in any way to be taken as guaranteed projections of actual
returns from any investment opportunity. The actual application of some of these
concepts may be the proper responsibility of your attorney.
Please note, this is neither an offer to sell any security or an offer to purchase any security.
Nothing in this report is intended as legal or specific financial or investment advice or
intended to address the objectives or needs of specific individuals. If you require legal or
specific financial or investment assistance please consult your own attorney, financial
planner or Trustee for legal or financial advice. Furthermore, any historical performance data
contained herein represents past performance and does not guarantee future results. This
report may also contain forward-looking statements based on current expectations,
estimates and projections based on beliefs and assumptions of the presenter. Current and
future performance may be different than the performance data presented or may differ
materially from what is expressed or forecasted.
Neither we nor any third parties provide any warranty or guarantee as to the accuracy,
timeliness, performance, completeness or suitability of the information and materials found
or offered in this report for any particular purpose. You acknowledge that such information
and materials may contain inaccuracies or errors and we hereby disclaim liability for any such
purported inaccuracies or errors to the fullest extent permitted by law.
Motorhome and Money Tour, LLC has made the information in this report available for
educational and informational purposes only. The information provided is not to be
construed as financial, investment, tax, or legal advice. Motorhome and Money Tour, LLC is
neither a law firm nor a CPA firm. Tax rules noted in this report are for general information,
and the application of such depends on the situation of the particular taxpayer. You should
not act upon this information without first seeking professional counsel from your own tax or
legal advisor to determine the consequences of a proposed transaction.
Your use of any information or materials in this report is entirely at your own risk, for which
we shall not be liable. It shall be your own responsibility to ensure that any products, services
or information accessed through this report meet your specific requirements, and Motorhome
and Money Tour, LLC makes no guarantee as to the information’s usefulness or applicability
to your particular circumstances.

The information that follows is intended to serve as a basis for further discussion with your
financial, legal, tax and/or accounting advisors. It is not a substitute for competent advice
from these advisors. The actual application of some of these concepts may be the practice of
law and is the proper responsibility of your attorney. The application of other concepts may
require the guidance of a tax or accounting advisor. The company or companies listed below
are not authorized to practice law or to provide legal, tax, or accounting advice.
Although great effort has been taken to provide accurate data and explanations, and while
the sources are deemed reliable, the information that follows should not be relied upon for
preparing tax returns or making investment decisions. This information has neither been
audited by nor verified by the company, or companies, listed below and is therefore not
guaranteed by them as to its accuracy.
If a numerical analysis is shown, the results are neither guarantees nor projections, and
actual results may differ significantly. Any assumptions as to interest rates, rates of
return, inflation, or other values are hypothetical and for illustrative purposes only.
Rates of return shown are not indicative of any particular investment, and will vary over
time. Any reference to past performance is not indicative of future results and should
not be taken as a guaranteed projection of actual returns from any recommended
investment.
You understand and hereby agree that the Motorhome and Money Tour, LLC does not
recommend any security, financial product or instrument, nor does any mention of such
item in this report constitute a recommendation to buy, sell, or hold that or any other
security, financial product or investment discussed herein. You further understand and
hereby agree that the Motorhome and Money Tour, LLC does not offer or provide any
investment advice or opinion regarding the nature, potential, value, suitability or profitability
of any particular security, portfolio of securities, transaction, note or real estate investment
strategy or other matter. You hereby agree that any investment decisions you make will be
based solely on your evaluation of your financial circumstances, investment objectives, risk
tolerance, financial condition, and liquidity needs. Motorhome and Money Tour, LLC shall not
be responsible or liable for the accuracy, usefulness or availability of any information
transmitted via this report, and shall not be responsible or liable for any trading or
investment decisions made based on such information.
Neither Motorhome and Money Tour, LLC nor its partners, affiliates or subsidiaries shall be
obligated to purchase any asset based on the information contained in this report. Nothing in
this report shall be construed as an offer to buy or a solicitation to sell any type of asset.
By using this report, you understand and agree that you are not engaging Ryan Parson or
Motorhome and Money Tour, LLC as financial planners or investment advisors or to perform
any financial planning or investment advisory services.

Disclosure Notice
The information that follows is intended to serve as a basis for further discussion with your
financial, legal, tax and/or accounting advisors. It is not a substitute for competent advice
from these advisors. The actual application of some of these concepts may be the proper
responsibility of your attorney. The application of other concepts may require the guidance of
a tax or accounting advisor. The company or companies listed below are not authorized to
practice law or to provide legal, tax, or accounting advice.
Although great effort has been taken to provide accurate data and explanations, and while
the sources are deemed reliable, the information that follows should not be relied upon for
preparing tax returns or making investment decisions. This information has neither been
audited by nor verified by the company, or companies, listed below and is therefore not
guaranteed by them as to its accuracy.
If a numerical analysis is shown, the results are neither guarantees nor projections, and
actual results may differ significantly. Any assumptions as to interest rates, rates of
return, inflation, or other values are hypothetical and for illustrative purposes only.
Rates of return shown are not indicative of any particular investment, and will vary over
time. Any reference to past performance is not indicative of future results and should
not be taken as a guaranteed projection of actual returns from any recommended
investment.
Please note, our presenters may be subject to some bias or conflicts of interest, based on their
real world experience. The Motorhome and Money Tour, LLC experts didn’t become experts in
this field by accident – our experts invest in this space as well. By virtue of pursuing the
investment strategies that Motorhome and Money Tour, LLC is sharing with the members of the
Mile Marker Club, certain conflicts of interest may arise from time to time. In particular, Ryan
Parson is the Chairman/Chief Investment Officer at Heritage Capital USA, Inc. and Director of
Investor Relations at Colonial Capital Management. Both Heritage Capital USA, Inc. and Colonial
Capital Management are investment firms that connect accredited investors with private
lending and real estate investment opportunities. His activity in this space helps inform his
presentations, but may also create certain conflicts of interest.

