
Special Tax Withholding on Certain 
Generation-Skipping Transfers

The U.S. imposes a Generation Skipping Transfer Tax (GSTT) on transfers by a decedent to “skip persons” of 
property included in the deceased’s estate. The purpose of the GSTT is to reduce the avoidance of estate tax 
by transferring property to grandchildren to “skip” the estate tax in their parents’ estates. 

Insurance professionals should be aware of this withholding tax obligation and advise 
clients accordingly. 

In some limited number of cases the IRS imposes an obligation on insurance companies to withhold the GSTT 
when paying death proceeds that total $250,000 or more to one or more skip persons. If the payment is less  
than the $250,000, the executor rather than the insurance company has the GSTT withholding responsibility. 
It is Transamerica’s responsibility as a company to determine whether to withhold the GSTT and, in some 
cases, may need to obtain information from the estate, trustee or beneficiary before releasing funds that we 
may need to withhold. Whether the GSTT applies in any given case can be a complicated matter. 

Who is a “Skip Person”? 

 An individual related to the deceased who is two or more generations below the deceased, e.g.,
grandchild, great grandchild, etc.

 If the individual is unrelated to the deceased, a person 37½ or more years younger than
the deceased.

 A trust, but only if all named trust beneficiaries are skip persons. For example, a trust whose beneficiaries
are a child and grandchildren is not a “skip person.”

Amounts subject to GSTT Withholding 

 Payment of $250,000 or more in benefits from all policies issued by a single statutory company to one or
more “skip persons.” Both the policies and beneficiaries are aggregated for this purpose.

 Policies issued by different statutory companies are not aggregated, i.e., Transamerica Premier Life
Insurance Company, Transamerica Life Insurance Company and Stonebridge Life Insurance Company

 Benefits include amounts payable from life, annuity, accidental death and monthly survivor benefits.

The GSTT Exemption 

There is a lifetime GSTT exemption equal to the estate tax exemption ($5,430,000 in 2015). The GSTT 
exemption can be used for lifetime gifts to “skip persons” or for transfers at death. The deceased or the 
executor of his estate may allocate the exemption to various assets, including life insurance policies, to 
eliminate the tax withholding. The executor will generally clarify the GSTT and exemption situation for the 
insurer. The generation skipping transfer tax rate is 40%. 
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