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Working with Dynasty Trusts 

Life Insurance 

Leave a legacy that can benefit multiple generations in a tax-efficient 
manner, while leveraging wealth to a greater extent. 

 
Family matriarchs and patriarchs may desire to pass assets down for many 

years to come. A “dynasty trust” is an irrevocable trust that uses some or all of 
the grantor’s federal generation skipping transfer tax (GST tax) exemption to 

protect against erosion from certain transfer taxes. 
  

How it Works: 
 

• The GST tax was enacted to close a perceived loophole in the transfer tax system, whereby 
property could transfer from one generation, past the next generation, and onto successive 
generations, without tax consequences.  

• The GST tax is a flat tax imposed on transfers that “skip” at least one generation, currently at 40%. 
• Each individual has an exemption from the GST tax, which may be used during lifetime or at death. 

The 2018 exemption amount is $11,200,000 per person. 
• Trust proceeds are only subject to estate taxes when the trust expires. Some states allow trusts to 

continue indefinitely, or in perpetuity. Others limit trust duration to a number of years. In those 
circumstances, the trust would terminate according to state law and assets would be taxed then. 
 

Adding Leverage: 
 

• The key to effective use of the GST tax exemption is to allocate what’s available to assets that offer 
maximum leverage potential, such as life insurance. 

• The grantor can work with legal counsel to establish an irrevocable trust that benefits multiple 
generations and permits life insurance ownership. 

• Grantor(s) will allocate GST tax exemption to lifetime gifts to the trust on federal gift tax returns.1 
• Trustee purchases life insurance and death proceeds flow into trust. 
• Proceeds are paid to trust beneficiaries over time, and if the GST exemption allocated to the trust 

is sufficient to cover all of the lifetime gifts made by the Dynasty Trust, the entire death benefit 
received and any other assets held, should be GST tax-exempt. 
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