What Is Generation-Skipping Transfer (GST) Planning?
The Generation-Skipping Transfer Tax is a federal tax designed to prevent wealthy families from avoiding estate taxation at each generation by transferring wealth directly to grandchildren (or beyond).
· The GST tax applies when a gift or inheritance skips a generation (e.g., grandparent to grandchild).
· It’s a flat 40% tax, in addition to estate/gift taxes — unless properly planned.

💵 GST Exemption Basics
Every individual gets a GST exemption that matches the lifetime gift and estate tax exemption
(≈ $13.6 million in 2024, subject to sunset in 2026 to about $6–7M unless Congress acts).
You can allocate this exemption to a trust so that:
✅ Assets can pass tax-free to grandchildren and beyond
✅ Future appreciation also remains outside all estates
✅ The trust can skip multiple generations without estate taxes ever being applied again
This is what makes GST Trusts dynasty-building tools.

🔁 How SLATs & Bypass Trusts Can Incorporate GST Planning
🧩 SLAT + GST Example:
· Spouse A creates a SLAT for Spouse B and includes descendants as remainder beneficiaries
· Spouse A allocates GST exemption to the trust at the time of the gift
· The trust is now GST-exempt — so when Spouse B dies, and assets pass to children or grandchildren, there's no estate or GST tax
Bonus: The trust can stay in place for multiple generations, shielding assets from taxation and creditors.

🧩 Bypass Trust + GST Example:
· On the first spouse’s death, their estate funds a Bypass Trust up to their estate tax exemption
· If the trust is drafted for the benefit of children, grandchildren, or multiple generations, the executor can allocate the deceased spouse’s GST exemption to that trust
· This makes the Bypass Trust GST-exempt
· Future distributions to grandchildren (or trusts for their benefit) are free of estate and GST tax

⚖️ Key Tax Considerations
	Tax Rule
	Implication

	GST Tax Rate
	Flat 40% if the exemption is exceeded or not applied

	GST Exemption Portability
	NOT portable between spouses — use it or lose it at death

	GST Allocation
	Must be done correctly and timely on gift or estate tax returns (Form 709 or 706)

	Grandchild’s Parent Must Be Deceased?
	No — skipping a generation for tax purposes is about the relationship, not whether the parent is alive



🧰 Drafting Techniques
· Clearly state that the trust is intended to be GST-exempt
· Use automatic allocation rules or elect allocation on Form 709 (gift tax return)
· Limit powers of appointment to prevent trust assets from being pulled back into the child’s estate
· Consider a per stirpes or per capita at each generation distribution model for clarity

💎 Benefits of GST Trusts ("Dynasty Trusts")
✅ Assets grow outside of all estates for generations
✅ No additional estate taxes as the wealth moves down
✅ Offers creditor protection, divorce protection, and beneficiary discipline
✅ Great for special needs or spendthrift heirs via discretionary trust design
✅ Allows inclusion of spousal or charitable interests without compromising structure

⚠️ Risks & Watch-Outs
	Risk
	How to Avoid

	Missed GST Allocation
	File timely and accurate Form 709 or 706

	Poor trust design
	Work with experienced drafters to avoid inclusion issues

	Over-complication
	Don't let perfect be the enemy of good — clarity wins

	Trust lasts too long
	Make sure it complies with state law (Rule Against Perpetuities or Dynasty Statutes)



📊 Strategy Summary: How to Layer It All Together
	Tool
	Function
	GST Opportunity

	SLAT
	Lifetime asset removal + spousal access
	Allocate GST exemption to remainder

	Bypass Trust
	Locks in estate exemption at first death
	Allocate GST if used for grandkids or dynasty

	Standalone GST Trust
	Multigenerational wealth vehicle
	Fully allocate GST exemption

	Charitable Lead Trust + GST Trust
	Reduces estate and funds legacy trust
	Layered planning for max tax impact



🧩 Illustrative Example:
Client gifts $10M into SLATs (husband and wife create for each other).
$5M of each gift is GST-exempt, remainder goes to grandchildren over 30 years.
Assets appreciate to $30M by the time their children pass.
No estate or GST tax ever paid on $30M — it remains protected in trust for great-grandchildren.

🎯 Teaching Takeaways for Your Attendees
· "The GST exemption is use it or lose it — and it’s going down in 2026."
· "You can combine lifetime gifting (SLATs) with death-time planning (Bypass Trusts) to lock in both estate and GST savings."
· "GST Trusts let your clients leave multi-generational legacies that are protected and tax-free."
