WHY YOU NEED AN
IRA/401K TRUST
Individual
Retirement Accounts
(“IRAs”) and 401Ks were not originally
designed to be wealth transfer vehicles.
In 2007 the IRS issued final regulations
governing the calculation of required minimum distributions (“RMD”) from inherited IRAs and 401Ks. These regulations
dramatically change the way that we now
plan IRA and 401K beneficiaries from tax,
financial, and estate planning viewpoints.
The key aspect of these regulations is
that they permit a non-spouse beneficiary
to “stretch out” the taxable required minimum distributions over his or her actuarial lifetime. The ability to compound IRA
and 401K investments, tax deferred, over
a much longer period of time can make
IRAs and 401Ks efficient ways to pass
wealth from one generation to the next. A
$200,000 IRA, inherited by a 40-year-old,
could be worth $1 million or more over
his and his children’s lifetimes! In other
words, obtaining maximum income tax
stretch out may now be a prime planning
objective.

Something to Consider:
Although income tax stretch out can be
obtained by naming individuals as beneficiaries instead of a qualified trust, naming
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individuals as beneficiaries exposes your
estate to a host of problems:
Problem 1. The IRA/401K can become
community property and end up in the
hands of the beneficiary’s spouse in a divorce or death;
Problem 2. Lawsuits and creditors could
seize the IRA/401K;
Problem 3. The beneficiary may decide
to take out more than the required minimum distributions as a result of ignorance,
bad advice, or the self-interest of others.
This would result in much earlier taxation and the loss of years of tax-deferred
compounding, negating the benefit of the
IRA/401K;
Problem 4. You do not control who will
eventually inherit the IRA/401K assets after the primary beneficiary;
Problem 5. The beneficiary may have poor
money management skills, be a spendthrift, be too young or too disabled to manage money;
Problem 6. A beneficiary receiving government benefits could lose those benefits;

Problem 8. Even if none of the above occurs, what could represent a substantial
sum when the beneficiary dies may then be
subject to estate taxes when it gets passed
to future generations.
All of these problems can be avoided by
naming a qualified trust as beneficiary instead of an individual.
Unfortunately, under IRS regulations, a
trust named as a beneficiary must jump
through a number of hoops in order for
the IRA/401K to obtain maximum stretch
out over the lifetime of the beneficiaries.
A typical Living Trust designed to handle
non-tax deferred assets cannot meet all of
these requirements. Therefore, a separate
trust, an IRA or Retirement Plan Trust, is
instead established as the IRA/401K beneficiary.
At the Greening Law Firm, P.C. our IRA
Trusts are specially designed to not only
meet IRS requirements for a qualified
“Designated Beneficiary Trust” in order
to obtain maximum stretch out over the
successor beneficiaries’ lifetimes, but also
can provide protection against all of the

eight problems recited above that may
occur when an individual is named
beneficiary.

Problem 7. The primary beneficiary may
not survive you and the successor beneficiary may need different distribution rules;
and

Remember,
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Planning Adds Predictability!
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Action Plan
You will want to consider visiting with
us about implementing an IRA/401K with
a specially designed trust as a beneficiary
if you fit any of these conditions:
• You have a substantial IRA or 401K;
• Your IRA or 401K names an individual
or individuals as beneficiary;
• Your IRA or 401K names a trust as
beneficiary but that trust is not an IRA or
Retirement Plan Trust;
• You want your beneficiaries to have
asset protection from predators, creditors,
divorce, and estate taxes;
• You prefer to designate minor beneficiaries if your primary beneficiaries do not
survive you; or
• You are interested in maximizing your
bequeathal’s capacity to make a large and
enduring impact on the lives of your beneficiaries.

www.GreeningLawFirm.com
Practice Limited to Estate Planning,
Estate Administration, Probate, and Elder Law
The hiring of an attorney is an important decision. The items discussed in this brochure
are of a general nature and not intended to provide legal advice. Please consult a qualified
estate planning/elder law attorney to determine the best options for your personal
circumstances.
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