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				INTRODUCTION

				What Comes After a Trillion?1

				
					“If Willy Sutton were alive today, he wouldn’t be very interested in banks—because that’s not where the money is. To be specific, Willy would find about $4.5 trillion in total deposits at U.S. depository institutions, according to the Federal Reserve. But far greater assets are accumulating in retirement plans, where Americans now hold an estimated $11 trillion of wealth. For frame of reference, that’s about $2 trillion more than the total market value of all publicly traded U.S. stocks.”

					—Judy Diamond, Journal of Financial Service Professionals, July 2003

				

			

			
				The Perfect Storm

				This book is based on one simple, but powerful, premise: The longer your IRA is sheltered from taxes, the more it will grow in accumulated wealth. The key to sustaining that shelter and achieving such growth is to milk the tax laws for all they are worth!

				IRA exposure to taxation is unavoidable. The tax rules generally require that sheltered retirement money begin to leave its nest when the owner turns 70½ or dies, whichever comes first. It is when IRAs are exposed to taxes during a period of transition, such as inheritance, that they become vulnerable to the most complex tax rules known (or unknown) to man.

				Since exposing IRAs (including Roth IRAs) to taxation at inheritance time cannot be avoided, it is critical for IRA owners to plan for that eventuality. It is equally important that those who will be inheriting IRAs know what to do when the time arrives. If not, the consequences could be disastrous.

				On the flip side, it is also when IRAs are in transition during inheritance that the opportunity presents itself to parlay them into a fortune! I call this combination of risk and opportunity the “perfect storm,” because either way the result can be a potential windfall. The question is: For whom—you, your family, or Uncle Sam?

				Uncle Sam really doesn’t have to do anything to cash in—except hope that you make a mistake setting up your IRA so that the opportunity for your beneficiaries to keep it growing will be lost. Of course, even if you make no mistakes, the government still gets a second bite at the apple when your beneficiaries actually inherit—if they expose the IRA to taxes, they will sacrifice the option for continued growth. On top of all this, the taxman gets a third swipe at your IRA—because even if you make no mistakes and your beneficiaries do everything as instructed, a slipup on the part of your financial advisor, or the financial institution (bank, broker, mutual fund company) holding your IRA, can kill the chance to grow the account into a fortune by making the IRS your biggest beneficiary. Slipups of this magnitude by financial advisors and financial institutions are not only quite common, but widespread.

				These are the land mines that must be successfully sidestepped so as not to trigger an explosion of taxation that costs you and your family the opportunity to parlay your retirement nest egg, no matter how small, into an obscene amount of cash over time.

				IRAs in Transition

				Over the next decade, the greatest transfer of wealth in American history will take place—to the tune of approximately $11 trillion in current retirement savings! By the year 2013, most of the surviving members of the World War II generation (approximately 40 million aging Americans) will have passed into history, and that generation’s accumulated life savings in IRAs and other retirement accounts will have passed to their children, the baby boomers (approximately 77.6 million Americans, according to the U.S. Census Bureau). Meanwhile, the number of baby boomers now retiring will swell to record numbers, all of them faced not only with managing the transition of their parents’ IRAs to themselves, but also with setting up their own IRAs for transition to their children.

				It is critical that you, your heirs, and the financial advisor handling your affairs start preparing for the perfect storm now. Whether you are married, single, or an unmarried domestic partner, this seismic event presents a chance to build a lifetime supply of tax-deferred, in some cases even tax-free, wealth for you and your family. Or risk losing that chance—perhaps for a generation.

				No Weak Links

				If you read my earlier book The Retirement Savings Time Bomb…and How to Defuse It, you’ve got a leg up, because you already know the moves necessary to keep your nest egg from being gobbled up by the confiscatory taxes levied on retirement accounts when you start taking money out to live on.

				Now you are ready for the slam dunk—to parlay what you’ve protected into a fortune. So there are no weak links in the chain, several key elements must be addressed to achieve this slam dunk:

				
						What you can do now to parlay your IRA into a windfall during your lifetime.

						What you must do now to ensure that your beneficiary—spouse, domestic partner, or child—has all the options available for growing your IRA into an even greater fortune after you’re gone.

						What your beneficiary (or beneficiaries) must do at the time of inheritance to be able to take full advantage of these options.

						How to pick a financial advisor who is an IRA expert to help you and your beneficiaries make all the right decisions.

				

				How to Use This Book

				Sidestepping just one or two land mines won’t do. You need to hurdle all of them. That’s why this book is divided into three parts, each devoted to what you must do to avoid that particular land mine. Under our current tax laws, an IRA can be turned into a windfall that will take care of you and your family for generations. This book shows you how.

				My strategy for sidestepping all three land mines has evolved from more than 20 years of experience as a CPA consulting with clients on estate and tax planning, preparing tax returns, as well as being a keynote speaker, teacher, and coach to consumers and professional financial advisors. It shows you and/or your heirs how to:

				
						Convert your traditional IRA (or other plan) to a Roth IRA now, and achieve unlimited tax-free income when you retire.

						Name a beneficiary who can make the most of your retirement savings after you’re gone.

						Pass more assets on to loved ones and other beneficiaries.

						Keep retirement assets in the family for decades, even generations, with minimal or no taxes.

						Expand your knowledge of passing on and inheriting retirement accounts—the largest single asset most people have—and make better, more cost-efficient use of financial advisors.

						Take advantage of the latest tax laws and inherited IRA rule changes.

						Integrate your IRA with your overall estate plan to create the ideal estate plan for you and your family.

						Avoid obscure tax traps if you inherit an IRA or other retirement account.

						Protect your retirement account from creditors, divorce, bankruptcy, lawsuits, or other problems that could expose it to loss.

						Keep track of key beneficiary and other vital instruction material.

						Keep track of key IRA deadlines (missing them could be devastating).

						Use a Roth IRA to build a tax-free fortune for your family.

						See that beneficiaries do not miss out on special tax benefits, deductions, and tax elections they may not know about (because their financial advisors don’t know about them either).

						Evaluate whether an IRA trust is right for you and your family.

						Use IRA trusts to protect and grow savings for your family.

						Take advantage of the separate account rules governing IRAs when there are several beneficiaries, so that each one can independently parlay his or her share into a fortune.

						Set up your retirement account so that it allows your beneficiaries the greatest flexibility in seizing advantage of every possible post-death option available.

						And much more.

				

				Assets for a Lifetime

				This is a comprehensive, winning strategy for taking advantage of existing tax laws to parlay your IRA or other retirement account assets into a potentially tax-free fortune. No matter how large or small the account, no matter whether you are married, single, or among the millions of today’s unmarried domestic partners, this goal is attainable.

				If you have worked long and hard all your life to build a nest egg

			

		

	
		
			1 By the way, it’s a “quadrillion,” but even Bill Gates hasn’t gotten there yet.

		

	
		
			2 Bill’s wife, Jennifer, a litigation attorney, asked me to run the numbers and see how much Bill and his siblings might eventually have been able to withdraw from the inherited $270,000 IRA had they known to take maximum advantage of the option for growing that money over each of their lives. Even at a modest rate of interest, the figure came to just over $2 million! As an addendum to this story, Bill and his siblings are suing the financial institution for that amount for giving them such bad advice. But I wouldn’t hold my breath.

		

	
		
			3 I’ll bet not, and if I’m right (which I am), this chapter will prove it and open the door for your family to accumulate more in your IRA than you left them.

		

	
		
			4 Under the old federal system (pre-EGTRRA), states would receive the state death tax credit individuals could claim on their federal estate tax return. EGTRRA removed that revenue from the states by eliminating the state tax credit in 2005. So as not to be “disinherited” from their share of the federal estate tax pie, many states have broken from the federal system to escape the new rules so they can collect on their own.

		

	
		
			5 You can also do this on a computer, but it works just as well if you write your inventory down the old-fashioned way and keep it where you and your family can find it. (If you do store it on your computer, make sure to let someone know how to access the document you created.) You can also use a computer spreadsheet, like Excel, to list all your accounts and property and their values. The benefit to using a spreadsheet program is that you can update it with new account values, and all the totals update automatically. It’s a great way to keep track of your estate. There are programs you can buy in the store that are set up for this. Whatever works best for you is fine.

		

	
		
			6 You’ll notice that $250,000 in life insurance is included in the estate total of their inventory. That’s because it is owned by John, so the proceeds will remain in the estate for his wife, Mary, to inherit, but this estate may be small enough that even when Mary dies, there will probably be no estate tax (though there could be state estate tax—in which case it may pay to remove the life insurance from the estate).

		

	
		
			7 Beginning in 2002, Congress granted the IRS authority to waive the 60-day rule and give people more time to complete a rollover if you can show your intent to do the rollover on time but were unable due to a clear mistake made by you, your advisor, or financial institution, or if you had health problems that kept you from completing the rollover on time. IRS Revenue Procedure 2003-16 provides guidance in this area. In most cases you’ll have to apply to the IRS for a private letter ruling to be granted relief. Then you’ll also have to go through the time and expense of the ruling process, which can take anywhere from six to nine months. If the IRS rules favorably, you are able to redeposit the funds—in other words, complete the rollover even though it is well beyond 60 days.

		

	
		
			8 Trust beneficiaries could be designated beneficiaries if the trust qualifies under certain IRA rules (see Chapter Seven).

		

	
		
			9 As in all examples shown throughout this book, I am assuming an average 8 percent compounding, which is a quite realistic return over any long-term period.

		

	
		
			10 Whom do you trust? Even if you set up a trust to carry out your instructions after you are gone, you will have to trust somebody to make sure this gets done. That somebody is your trustee, and can be a person or a thing (a financial institution, such as a bank or trust company). Most people who set up a trust to exercise post-death control over their IRA name their spouse as trustee, or perhaps a child (the responsible one), other family member, or friend or professional advisor with whom they feel comfortable to carry out the terms of the trust. Remember, though, if the trustee you name is not a family member, he, she, or it will probably receive a fee to act as your trustee.

		

	
		
			11 Execute a statement in writing that you do not want all or some part of the inherited IRA (see Chapter Three). The disclaimer treats you as if you had died before the IRA owner and now it passes to the next beneficiary in line—either the contingent beneficiary or another primary beneficiary (if there are multiple primary beneficiaries), who must either take possession or disclaim.

		

	
		
			12 For the benefit of

		

	
		
			13 A Roth IRA beneficiary tacks on the time the deceased Roth IRA owner held the account. The five years do not restart with the beneficiary. For example, if the Roth IRA owner dies after holding the account for three years, the beneficiary needs to hold the account for only an additional two years to meet the five-year holding provision.

		

	
		
			14 Non-deductible IRA contributions began in 1987, so do not bother checking returns for prior years. It was not until 2002 that after-tax money in a company plan could be rolled over to an IRA, so you don’t have to look too far back in the deceased IRA owner’s returns to find that information either.

		

	
		
			15 If you inherit a company plan that has after-tax money, you do not have to go through this percentage calculation. You can withdraw the after-tax plan money directly from the plan tax-free, but it is likely that the plan will force a lump sum distribution anyway, so you still won’t be able to withdraw only the after-tax funds first and pay no tax. You’ll have to withdraw the entire plan balance, but you’ll only pay tax on the pre-tax funds.

		

	
		
			16 A yearly payment of money

		

	
		
			17 Roth IRA Regulations Section 1.408 A-5, A-6 (c)
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