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CHOOSING YOU R IRA  B ENEFICIAR Y, IT'S MOR E 
THA N A NAM E  

What's in  a name?  

Well, if it's the nam e of your 
IRA beneficiary , it can be 
more than you think . 
Properly  naming IR A 
benef iciaries is one of the 
most im portant,  yet often 
overlooked, estate planning 
moves  a person can make. 
If you don't  choose a 
benef iciary , your probate 
judge will and your account 
may not be distributed as  
you had intended. If  a 
benef iciary  isn't  named, the 
IRA goes to the es tate and 
the dis tribution is based on 
your w ill or by  s tate law if 
you die without a will.  There 
are several reasons  why  your estate is the worst place 
for the IRA to end up. 

Estate as Ben eficiary  

If the IR A benefic iary is  your es tate, your account 
becomes subjec t to probate; the legal process  of 
adm inistrating and distribut ing one's es tate. As part  of  
the es tate, the IRA is subjected to the claims  of your 
creditors . Probate can be t ime consum ing and cost ly;  
delay ing and eroding the value of the asset for the f inal 
rec ipient.   

Addit ionally, with your estate as benef iciary , a valuable 
opportunity to stretch the IR A over a longer period of 
time is lost for your final rec ipients.   

Let 's go though the dis tribution rules if the es tate is the 
benef iciary  of the IR A. I f the owner dies  before starting 
their required m inimum distributions (RM D) at age 70 
1/2, the final rec ipient w ill need to w ithdraw  all assets 
from the IRA by the end of the fifth year follow ing the 
year of  the owner's death. If  the ow ner dies after 
start ing their RM D, the recipient mus t take withdrawals 
based on the deceased ow ner's  life expec tancy. 

Ind ividu al as Ben eficiary  

Now if your benef iciary is an individual,  they can 
stretch distribut ions over a potentially  longer period of 
time to maxim ize the account 's  tax -deferred growth.  

A spouse can roll over the balance to their own IR A 
account and delay  taking R MD  until they  turn 70 1/2. 
Non-spouse benef iciaries  sim ply take the RM D based 
on their own life expectancy. T he only except ion for a 
non -spouse benef iciary  is  if the deceased had already 
started taking R MD  and the benefic iary is older;  in that 
case the benef iciary  could use the deceased person's  

  

YOU TH  IS NO EXCUSE FOR  NOT  H AVING A  W ILL  

An August 2001 s tudy 
conducted by FindLaw.com  
found that six in 10 
Am erican adults did not 
have a will. Of all the age 
dem ographics surveyed, 
younger adults  w ere the 
leas t likely  to have one.  

Why is a will necessary and 
why should you have one 
even if  you are young? You 
need a w ill because death 
doesn’t discrim inate by  
age. A will is  a legal docum ent that explains:  

Where you want the remainder of  your es tate ’s 
assets to go after debts  and taxes  are paid  
Who w ill oversee the execution of the w ill.  
It also may include who w ill care for your minor 
children. However, you m ay use a docum ent 
called a declaration of guardianship to cover that 
contingency.  

Without a will, the laws of your hom e s tate will 
determine how  your property  is  distributed. Without it 
your children or other heirs may  not receive the assets 
you intended for them  to receive, the assets could be 
badly  m anaged, your children could be placed w ith a 
dif ferent guardian than you had wanted, or your estate 
could pay  more in taxes and legal fees than necessary. 

You can write your own w ill to save m oney. But keep in 
mind that an improperly drafted or w itnessed w ill m ay 
be rejected by the court as invalid, is open to being 
challenged by heirs,  or m ay lack  important information. 
State laws  vary  great ly , and your will mus t meet the 
requirem ents of your state. That ’s w hy it is a good idea 
to have an es tate planning attorney draft  the will.   

There are several important points  to keep in m ind 
when drafting a will:  

A will  d oesn ’t sup ersede named  
beneficiar ies for a Life insurance policy,  a 
ret irement account or property  held in joint 
tenancy  w ith right of  surv ivorship.   
A g uardian sh ou ld  be cho sen carefully.  The 
court will have to approve your select ion, but in 
most ins tances , the person you name will be 
approved. Make certain the guardian is willing 
and phys ically capable of caring for your 
children. Determ ine that they have the f inanc ial 
resources , or that you will leave them the 
resources  necessary  to pay for the care of your 
children. It  is a good idea to name a cont ingent 
guardian in the event the firs t person you 
selected has a change in health or f inancial 
circum stances.  
The gu ardiansh ip  end s wh en yo ur ch ildren  
tu rn  18 or  21. At that tim e they  gain control of 

 



 
 

life expectancy to determine RM D.  

Leav ing the IR A to an indiv idual can be part icularly 
pow erful when the benefic iary is m uch younger.  

For example, let's assume you nam e your 20 year -old 
grandson as your IR A benefic iary. Based on the IR S 
single life tables , your grandson would only need to 
withdraw  s light ly more than 1.7% of the account for the 
init ial dis tribution year, gradually inc reasing throughout 
his  lifetim e. T his is far superior to distributing the full 
account balance within five years. 

Name N ames  

If you have never named a benefic iary on your IR A 
account, you should designate one im mediately . Of 
course, there are disadvantages  to naming anyone as  
benef iciary . After the account holder dies , the 
benef iciary  can do w hatever he or she w ishes with the 
money. T his  m ay mean taking the full balance of the 
account in spite of the account holder's  plan for long -
term, tax -deferred growth. The money could also f ind 
its way  to the benefic iary 's c reditors , spouses , and ex -
spouses . This makes choosing your benef iciary an 
im portant estate planning strategy. 

any  assets you ’ve lef t them. I f you wish to 
prevent this,  you can establish a trus t effective 
at your death that w ill manage the assets unt il 
your children reach the age at which you feel 
they should assum e control.  
An executor o versees th e execution  o f the 
particulars o f th e wil l and ensures all debts 
and estate taxes  are paid,  so choose someone 
you can trus t.  I t is important to give the executor 
the pow er to carry  out any duties necessary to 
properly  execute your w ill, unless the state 
allow s for independent executorships . 
Otherwise, the executor mus t obtain the court ’s 
perm iss ion, w hich results  in needless delay and 
expense. Be sure to name a backup executor.   
A will  may b e u sed to  iden tify wh o is to 
receive perso nal p rop erty of sen timen tal 
value bu t li ttle mon etary value. You may  want 
to use a separate letter of instruction for this 
because it reduces the cost of  rewrit ing the will 
each t ime you dec ide to make changes .  
A will  sh ould take care to address p otential 
estate taxes , perhaps  by establishing trusts 
upon your death. A poorly drafted will 
es tablishing a trust to protec t some of your 
es tate from taxes  could, for example, result in 
im poverishing your spouse.  

 

 

FOUR  ESTA TE PLAN NING STRA TEGIES YOU SHOUL D CONSIDER  

Although you may  be aw are of the 2010 es tate tax  repeal, and the 
scheduled re -ins tatement in 2011, you may  not be aw are of other 
aspects of es tate planning s till in effect that are extremely important to 
consider.   

Create a wil l.  The will is one of the only  w ays  you have to ensure your 
assets are distributed to the people you deem worthy. Without a will,  
your s tate’s law s will determine the dis tribution of your assets for you. 

Create a l ivin g wil l,  medical power o f attorney, and  finan cial po wer of atto rn ey. A living will def ines which life-
saving medical procedures you want or don’t w ant in the event that you are incapacitated. Medical power of 
at torney  s tates  w hich person you want to make m edical dec isions on your behalf,  w hile a f inancial pow er of  
at torney  s tipulates  w ho will make financ ial decis ions, should you become unable to do so. 

Don ’t forget abou t th e ann ual g ift tax exclu sion . The bes t strategy to save estate taxes  is  to give (tax -free) up 
to $12,000 a year to each beneficiary  you choose. This amounts to $24,000 a year w ith your spouse, given joint ly 
to each of your children, grandchildren, or anyone else, without incurring a gif t tax .You can also m ake unlim ited gif t 
tax -free payments  for another person ’s tuition (tuition only,  not room, board, supplies or books) or unreim bursed 
medical bills , without it  counting towards  the payer’s lifetim e gift  exclus ion, as  long as  such payments are made 
direc tly  to the inst itut ion and not the recipient.  

Con sid er lifetime g ivin g. If you have suff icient funds  to live on, you should consider a lifet ime giv ing s trategy , 
rather than wait ing until your death to begin passing on your estate. This  s trategy  has  a few advantages : you can 
rem ove apprec iating assets,  such as  common stock , from your es tate. Also, if the gift  is taxable, the m oney you 
use to pay  the tax  is  also removed from  your estate, reducing future estate taxes . 

Designat ing where your assets go once you have passed is  a diff icult concept to consider, but it is ex trem ely 
im portant that you seize the opportunity to plan this  yourself,  rather than allowing others, including the governm ent,  
to dec ide for you. 
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