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IMPORTANT INFORMATION

This information is provided by American General Life Insurance Company (AGL) and The
United States Life Insurance Company in the City of New York (US Life), members of American
International Group, Inc. (AIG).
The information contained in this document is general in nature and intended for educational
purposes only and is not a comprehensive analysis of the topic presented. The information may
be subject to change and should be veriﬁed for accuracy and reliability (e.g., federal income tax
statutes, rulings, etc. that may have changed since publication) and may be subject to differing
legal interpretations. While the publisher has been diligent in attempting to provide accurate
information, the accuracy of the information cannot be guaranteed. No representation or
warranty, express or implied, is made by AGL, US Life and its afﬁliates as to the completeness
of the information in this document. AGL and US Life shall not be liable for any loss or damage
caused by the use of, or reliance on, the tax, accounting, legal, investment or ﬁnancial items
contained in this material.
The Company, its ﬁnancial professionals and other representatives are not authorized to give legal,
tax or accounting advice. For advice concerning your situation, consult your professional attorney,
tax advisor or accountant.
To ensure compliance with requirements imposed by U.S. Treasury Regulations, we inform you that
any tax advice contained in this document (including any attachments) is not intended or written to
be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue
Code or (ii) promoting, marketing or recommending to another party any transaction or matter
addressed herein.
©2019. All rights reserved.
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The Rationale…
 Transferring wealth to the next generation can be difﬁcult. Finding a way to leave signiﬁcant wealth to

future family members can be even more difﬁcult. One solution is a dynasty trust.
 The repeal of state laws that limit how long a trust can last makes the dynasty trust possible. Many states

have changed their laws to permit a trust that lasts for centuries (or even forever).
 Careful asset management and selective distribution rules ensure that wealth in the dynasty trust will last.
 The grantor who creates the trust ultimately controls how wealth will be distributed to beneﬁciaries over

time.

Creating The Trust…
 A dynasty trust is an irrevocable trust. While the grantor may not change the terms of the trust after its

creation, a properly appointed “trust protector” may be granted the authority to make changes.
 The laws of the state where the trust is formed govern the trust’s formation, administration, duration and

termination.
 The purpose of a dynasty trust is to transfer wealth, conservatively manage investments and preserve

capital over a long amount of time.
 The selective distribution rules limit a beneﬁciary’s access to trust assets and provide control over trust

distributions. These spendthrift provisions also protect assets from creditors (including former spouses).
 Each class of beneﬁciaries is outlined in the trust document and can include family members yet to be

born.
 Choosing a trustee is important. At least one trustee must reside in the state where the trust is located,

and one trustee should be a corporate entity for the sake of continuity (due to the long-term nature of
the trust).

July 29, 2019

American General Life Insurance Company is a member of American International Group, Inc. (AIG).

Page 3 of 6

www.aig.com/AdvancedSales

AdvancedSales

ESTATE PLANNING
DYNASTY TRUST

Funding The Trust...
 Grantors often fund dynasty trusts with life insurance or assets expected to appreciate.
 The idea is to transfer assets with low value with the expectation that the value of the assets in the trust will

increase over time.

Tax Implications...
 The grantor can fund a dynasty trust over time using the gift tax annual exclusion ($15,000 in 2018).

Gifts must be of a present interest to qualify for the exclusion. The grantor can satisfy the present interest
requirement by granting each beneﬁciary a Crummey power over the gift.
 The value of assets gifted to the trust above the annual exclusion will be considered a taxable gift, to

which the grantor can apply the applicable exclusion amount ($11.18 million in 2018).
 Because the trust is irrevocable, it will not generally be subject to estate tax.
 Because the beneﬁciaries only have an income interest, trust assets will not be included in any

beneﬁciary’s estate, so the trust avoids subsequent estate tax.
 The generation-skipping transfer tax applies because the life of a dynasty trust extends across several

generations. Those taxable gifts can be covered using an allocation of the generation-skipping transfer
tax lifetime exemption ($11.18 million in 2018).

In Summary...
The dynasty trust allows the grantor to:
 Preserve and protect wealth
 Provide ﬁnancial support for family members and future generations
 Avoid federal estate tax over many generations.
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Summary
WHAT IS A DYNASTY TRUST?
A dynasty trust is a tool for conserving family wealth through successive generations by minimizing the
effect of federal transfer taxes. Many states changed their laws to permit a trust to last for centuries (or even
forever). Careful asset management and selective distribution rules can ensure that assets in the dynasty
trust will last through the years. The grantor who creates the trust controls how wealth will be distributed to
beneﬁciaries over time.

HOW DOES IT WORK?
A dynasty trust is an irrevocable trust. Its terms, which cannot be changed after trust creation, must conform
to state laws concerning trust formation, administration, duration and termination. Selective distribution rules
limit a beneﬁciary’s access to trust assets and provide control over distributions. Spendthrift provisions protect
assets from creditors (including former spouses). The class of beneﬁciaries outlined in the trust document
includes family members yet to be born.
At least one trustee must be located in the state where the trust is located. Due to the long-term nature of the
dynasty trust, one trustee should be a corporate entity for the sake of continuity.

HOW IS IT FUNDED?
Grantors often fund dynasty trusts with life insurance or with assets expected to appreciate. The idea is to
transfer assets with low value with the expectation that the value of the assets inside the trust will increase
over time.

HOW IS IT TAXED?
The grantor can fund the dynasty trust over time using the gift tax annual exclusion. The value of assets gifted
to the trust above the annual exclusion will be considered a taxable gift for which the grantor can apply the
applicable exclusion amount ($11.18 million in 2018).
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The assets in an irrevocable trust are generally not subject to estate tax at the grantor’s death. Also, because
the beneﬁciaries only have an income interest, trust assets will not be included in any beneﬁciary’s estate, so
the trust avoids subsequent estate tax.
The generation-skipping transfer tax applies because the dynasty trust extends across more than one
generation. Those taxable gifts can be covered using an allocation of the generation-skipping transfer tax
lifetime exemption ($11.18 million in 2018).
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