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Taking Full Advantage of the Generation-Skipping Transfer Tax 
TD Ameritrade lnstitutiona/'s Advisors Private Wealth Trust solution would like to introduce some thought-provoking third-party 

content from National Advisors Trust Company.* 

The idea of taking advantage of a tax might sound odd, as does the thought of "skipping" anyone-let alone one's children-in an 

estate plan. However, it is possible to use the exclusions and exemption from the tax strategically to further one's estate planning 

objectives. And, while it may seem counterintuitive, you don't have to skip a generation to "generation skip." 

Let's start with a brief review of how generation skipping works before addressing effective, acceptable strategies. 

What is the Generation-Skipping Transfer Tax (GSTT)? 

GSTI is a transfer tax, similar to the gift tax and estate tax. It's a tax on the value of assets transferring during life (gift) or at death 

(estate) and in the case of GSTT, moving down two or more generations from the transferor without being taxed to the middle 

generation(s). This will provide both problems and opportunities. Also, most estate plans that involve trusts can accidentally skip 

a generation, so the planner, executor, and trustee should be well versed in GSTI to provide its benefits to their plans even when 

no skip is anticipated. The GSTI, generally, affects plans that became irrevocable after 10/22/1986. 

How does GSTT work? 

GSTI is a second transfer tax imposed after the gift or estate tax on transfers that are not taxed in each generation. First, the 

relationship of the transferor to the recipient has to be determined. The recipient may be a "non-skip person" or a "skip person." 

When assets transfer to a skip person, then the tax is imposed. There are detailed rules, but generally, a skip person is a 

family member two or more generations below the transferor. If they are not close family members, their relative generation 

is determined by the age difference from the transferor. An age difference of 37 % years younger or more makes them a "skip 

person." Trusts are "skip persons" when all of their beneficiaries are skip persons. The tax is imposed immediately when assets 

are gifted or left at death directly to a skip person, or when they are later distributed from a trust to a skip person, or when the trust 

has only skip person beneficiaries. 

How to Avoid the GSTT 
There are basically three ways to avoid the tax: 

1. The annual exclusion

2. Paying tuition and medical expenses

3. Using the GSTI exemption

The first two are exclusions, meaning not subject to the tax at all. The third is a protection from the tax. 
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