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 generation-
skipping 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 This very complex law was repealed in 1986 but was replaced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 $13,990,000! 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 tax.

12025 value. Per the One Big Beautiful Bill Act of 2025, the applicable exclusion for tax years beginning in 2026 is
$15,000,000.
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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 $19,000* 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 generation-
skipping transfer tax.

. Inorder to keep the assets of an irrevocable life insurance trust from being subject to
the generation-skipping transfer tax, care must be taken to see that transfers to the
trust by the insured qualify for the annual gift tax exclusion and that the insured
correctly allocates part of his or her $13,990,000 exemption to each transfer.

Seek Professional Guidance

The generation-skipping transfer tax is a very complex area of the law. Documents must be
very carefully drafted to avoid this tax in larger estates. The advice and guidance of trained,
experienced legal and tax professionals is strongly recommended.

1 2025 value. This amount is subject to adjustment for inflation in future years.
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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 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.
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