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In the 1900s, a handful of industrialists and entrepreneurs had 
amassed tremendous fortunes. John D. Rockefeller had made 
his name in oil, Henry Ford in automobiles, Andrew Carnegie 
in steel. Their estates, in today's dollars, would rival those of 
Bill Gates and Warren Buffett.  

The reason many of us know their names today is the lasting 
legacy their wealth was able to create. The legacy has 
continued for so long in part because they knew that when 
they died, their estates would be heavily taxed when passing 
to children, and would shrink even more when going to 
grandchildren and they sought an alternative. They turned to 
trusts, specifically those designed to provide substantial 
assets to future generations, with little or no estate taxes. The result was the "Dynasty Trust." Such 
trusts provide that the benefits of income and principal are available to a specific generation, but the 
legal title to the assets does not vest in that generation, it is retained in trust. 

The dynasty trust, like any trust, has a trustee. The trustee can use trust income or principal for the 
benefit of the beneficiaries pursuant to the directions of the grantor. 

In Rockefeller’s day, dynasty trusts were substantially limited in duration due to a rule brought from 
England. The “rule against perpetuities” prohibited a trust from continuing for greater than 21 years after 
the death of the last person alive when the trust was created (this is a gross simplification, but will 
suffice for this illustration). This rule has been modified or repealed in most states. Thus, long after the 
death of the original grantor, a dynasty trust can distribute income andprincipal to his family. 

Exempt Trusts 

Dynasty trusts provide substantial benefits. In 1986, Congress (recognizing Uncle Sam was losing 
billions in estate taxes) attempted to thwart these transfers by creating the "generation-skipping transfer 
tax" (GSTT). This tax imposes a tax on both outright gifts and transfers in trust to or for the benefit of 
unrelated persons who are more than 37.5 years younger than the donor or to related persons more 
than one generation younger than the donor, such as grandchildren. 

The GSTT is applied to dynasty trust by assuming the trust's beneficiaries own the assets in the dynasty 
trust outright. If the trust property is not subject to estate tax at the child's death, a generation-skipping 
tax (which is the same rate as the estate tax) will be imposed when the child dies. 
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However, Congress did include a significant exemption in the law. Every person has a GSTT exemption 
of about $5 million that can be captured in a dynasty trust, which will be free of estate taxes in perpetuity 
(there are limits in some states and the federal government has at times proposed a 90 year limit on the 
tax-free nature). 

The estate tax savings can be enormous. Considering estate tax rates have been as high as 55 percent 
in recent years, and that tax is applied to each generation, a generation skipping trust can save up to 73 
percent of an estate through three generations. Contact MCF Private Trust to discuss whether a dynasty 
trust is right for your financial plan. 

IMPORTANT DISCLOSURE INFORMATION 

Trust services provided by MCF Private Trust, a Trust Representative Office of National Advisors Trust Company, a federally 
chartered, advisor owned, and independent trust company. All investment services are provided by MCF Advisors, LLC, an SEC 
registered investment adviser. Registration as an investment advisor does not, by itself, imply or denote any level of skill or 
training. MCF may only transact business in those states in which it is registered, or qualifies for an exemption or exclusion 
from registration requirements. 
 
This publication contains general information only and should not be construed by any consumer and/or prospective client as 
MCF Private Trust a solicitation to effect, or attempt to effect transactions in securities, rendering accounting, financial, 
investment, legal, tax or other professional advice or services. For more information regarding individual or corporate trustees 
please consult with a legal professional.  A copy of MCF’s current written disclosure statement discussing our advisory services 
and fees is available here online. 

http://mcfadvisors.com/disclaimer

