ira accumulation trust sample language
secure act

ira accumulation trust sample language secure act is a critical consideration
for individuals seeking to optimize their retirement planning and estate
management in light of recent legislative changes. The SECURE Act, enacted in
late 2019, brought significant modifications to retirement savings rules,
including those impacting beneficiaries of inherited IRAs and the structure
of retirement trusts. Understanding how to properly draft an IRA Accumulation
Trust, especially with sample language aligned with the SECURE Act, is
paramount for safeguarding assets and ensuring compliance. This comprehensive
guide delves into the nuances of IRA Accumulation Trusts, their purpose, the
impact of the SECURE Act, and provides insights into essential sample
language that can be incorporated into trust documents. We will explore the
benefits of such trusts, the key provisions of the SECURE Act affecting them,
and the specific clauses that are vital for their effective operation.

Table of Contents

Understanding IRA Accumulation Trusts

The SECURE Act's Impact on Inherited IRAs

Key Provisions for IRA Accumulation Trusts Post-SECURE Act
Essential Sample Language for IRA Accumulation Trusts
Benefits of Using an IRA Accumulation Trust

Common Pitfalls to Avoid

Frequently Asked Questions

Understanding IRA Accumulation Trusts

An IRA Accumulation Trust is an irrevocable trust established to hold an
individual's IRA assets after their death. Its primary purpose is to manage
and distribute these assets according to the grantor's wishes, often to
benefit specific beneficiaries, such as minor children or individuals with
special needs, while also providing a layer of creditor protection and
control over distributions. Unlike outright inheritance, which can expose IRA
assets to various risks, a properly structured accumulation trust allows for
more sophisticated estate planning strategies.

The concept behind an IRA Accumulation Trust 1is to ensure that the inherited
IRA funds are managed responsibly and for the long-term benefit of the
intended beneficiaries. This can involve delaying distributions until
beneficiaries reach a certain age, providing for specific life events, or
protecting the assets from beneficiaries' creditors or poor financial
management. The trust acts as a fiduciary, responsible for making investment
decisions and adhering to the terms outlined by the grantor.

Historically, these trusts were often established with the goal of allowing
beneficiaries to stretch required minimum distributions (RMDs) over their
lifetime, thereby deferring taxes on the inherited IRA for an extended
period. However, the landscape of inherited IRA distribution rules has been
significantly altered by recent legislation, necessitating an updated
approach to trust drafting.



The SECURE Act's Impact on Inherited IRAs

The Setting Every Community Up for Retirement Enhancement (SECURE) Act,
enacted in December 2019, introduced sweeping changes to retirement planning,
particularly concerning inherited IRAs. One of the most significant impacts
was the elimination of the "stretch IRA" for most non-spouse beneficiaries.
Prior to the SECURE Act, eligible beneficiaries could typically take
distributions from an inherited IRA over their own life expectancy, allowing
for considerable tax deferral.

Under the SECURE Act, most non-spouse beneficiaries are now required to
distribute the entire balance of an inherited IRA within 10 years of the
original owner's death. This 10-year rule significantly alters the tax
implications and planning strategies for inherited IRAs. The previous ability
to stretch distributions over a lifetime is largely gone, meaning
beneficiaries will likely face higher income tax burdens in the years
following the inheritance if the funds are not strategically managed.

There are, however, a few exceptions to the 10-year rule. Eligible designated
beneficiaries (EDBs) can still take distributions over their lifetime. These
include a surviving spouse, a minor child of the account owner (until they
reach the age of majority), a disabled individual, or a chronically ill
individual. For these EDBs, the SECURE Act's impact is less drastic, but
careful trust planning is still essential to manage the inherited assets
effectively.

Eligible Designated Beneficiary Rules

The SECURE Act redefines who qualifies as an eligible designated beneficiary
(EDB) for the purpose of life expectancy distributions. Understanding these
categories is crucial when drafting an IRA Accumulation Trust, as it dictates
the potential distribution strategies available.

e Surviving Spouse: A surviving spouse generally has the most flexibility,
often able to treat the inherited IRA as their own or roll it over.

e Minor Child of the Account Owner: While the child is a minor,
distributions can be stretched. However, once the child reaches the age
of majority (typically 18 or 21, depending on state law or the trust
document), the 10-year rule generally applies to the remaining balance.

e Disabled Individual: An individual who meets the Social Security
Administration's definition of disability.

e Chronically Ill Individual: An individual who meets the definition under
Internal Revenue Code Section 7702B(c) (2) (A), as certified by a licensed
healthcare professional.

For beneficiaries who do not fall into these EDB categories, the 10-year
distribution mandate is the default. This makes the role of the IRA
Accumulation Trust even more critical in providing a framework for managing
these assets within the specified timeframe.



Key Provisions for IRA Accumulation Trusts
Post-SECURE Act

Given the 10-year distribution rule, IRA Accumulation Trusts must be drafted
with specific provisions to accommodate these new requirements while still
achieving the grantor's estate planning goals. The focus shifts from
extending distributions over a lifetime to managing the acceleration of
distributions and ensuring tax efficiency within the mandated 10-year period.

One of the primary considerations is how the trust will handle the RMDs
during the 10-year period. The trustee must ensure that all required
distributions are taken annually, as mandated by the IRS for EDBs and during
the 10-year period for other beneficiaries. Failure to do so can result in
significant penalties.

Furthermore, the trust document must clearly define the trustee's powers and
responsibilities. This includes investment authority, the ability to make
discretionary distributions for the beneficiary's benefit (e.g., for
education, healthcare, or support), and how the remaining balance will be
distributed at the end of the 10-year period.

Trustee Responsibilities and Powers

The trustee plays a pivotal role in the successful administration of an IRA
Accumulation Trust. Their responsibilities are extensive and require a
thorough understanding of both trust law and retirement account regulations.

e Fiduciary Duty: The trustee has a legal obligation to act in the best
interests of the beneficiaries. This includes prudent investment
management and adherence to the terms of the trust.

e Compliance with SECURE Act: The trustee must be knowledgeable about the
10-year distribution rule and ensure all RMDs are taken within the
specified timeframe.

e Distribution Management: The trustee decides when and how much to
distribute to beneficiaries, balancing their needs with the grantor's
intentions and tax implications.

e Record Keeping: Meticulous records of all transactions, distributions,
and tax-related information must be maintained.

e Tax Reporting: The trustee is responsible for ensuring proper tax
filings for the trust and its beneficiaries.

The trust document should grant the trustee sufficient powers to effectively
manage the assets. This might include powers to sell trust assets, hire
professional advisors (such as tax attorneys or financial planners), and make
reasonable compensation for their services.



Distribution Flexibility within the 10-Year Rule

While the SECURE Act imposes a 10-year timeframe, the trust document can
still provide a degree of flexibility in how the funds are distributed to the
beneficiaries during that period. This is where carefully crafted sample
language becomes invaluable.

The grantor can specify whether distributions should be mandatory on an
annual basis to meet RMD requirements, or if the trustee has discretion to
make distributions as needed for the beneficiary's support, education,
health, or other specified purposes. The trust can also dictate how the
remaining balance is to be distributed at the end of the 10 years, whether in
a lump sum, staggered distributions, or continuing to be held in trust for a
longer period if the beneficiary qualifies as an EDB.

Essential Sample Language for IRA Accumulation
Trusts

Crafting the right language for an IRA Accumulation Trust is crucial for its
effectiveness. The following sample language provides a framework for key
provisions, which should always be reviewed and customized by a qualified
legal professional to suit individual circumstances and state laws.

Designation of Trustee and Successor Trustees

This section clearly identifies the individual or entity appointed to manage
the trust and outlines the process for appointing successor trustees should
the primary trustee be unable or unwilling to serve.

Sample Clause: "I hereby appoint [Trustee Name] as the initial Trustee of
this IRA Accumulation Trust. If [Trustee Name] is unable or unwilling to
serve, or ceases to serve for any reason, I appoint [Successor Trustee Name]
as successor Trustee. If [Successor Trustee Name] is also unable or unwilling
to serve, or ceases to serve, then I appoint [Second Successor Trustee Name]
as successor Trustee. Any Trustee hereunder may resign by giving written
notice to the beneficiaries. Any Trustee may be removed by a majority vote of
the adult beneficiaries, provided such beneficiaries are acting in their own
best interests. A corporate trustee may be appointed at any time by the
acting Trustee or by the beneficiaries."

Trustee's Powers Regarding Retirement Accounts

This is a critical section that grants the trustee specific authority to
manage the IRA, including taking distributions, making rollovers, and
investing the funds in accordance with the trust's objectives and legal
requirements.

Sample Clause: "The Trustee shall have full power and authority, in the



Trustee's sole discretion, to take any and all actions deemed necessary or
appropriate in connection with the inherited Individual Retirement Account (s)
(hereinafter 'IRA') and any other retirement accounts of the Grantor,
including, but not limited to, the power to: (a) receive any and all
distributions from the IRA; (b) determine the identity of the designated
beneficiary of the IRA for purposes of the SECURE Act and applicable Treasury
Regulations; (c) make annual required minimum distributions (RMDs) from the
IRA as required by law or deemed prudent by the Trustee; (d) invest and
reinvest the assets of the IRA in any lawful investment vehicles, including
but not limited to, mutual funds, stocks, bonds, and other securities; (e)
retain the IRA assets in their original form, or to convert them to other
types of retirement accounts as permitted by law; (f) consult with financial
advisors, tax professionals, and legal counsel regarding the management and
distribution of IRA assets; and (g) take all other actions necessary to
administer and distribute the IRA assets in accordance with the terms of this
Trust Agreement and the applicable provisions of the Internal Revenue Code
and Treasury Regulations."

Distribution Prowvisions

This section outlines how and when the trust assets will be distributed to
the beneficiaries, taking into account the SECURE Act's 10-year rule.

Sample Clause (for non-EDB beneficiaries): "The Trustee shall distribute to
the Beneficiary [or Beneficiaries] all net income and principal of the Trust
at such times and in such amounts as the Trustee, in the Trustee's sole
discretion, deems advisable for the Beneficiary's health, education,
maintenance, and support, provided that the entire balance of the Trust shall
be distributed to the Beneficiary [or Beneficiaries] no later than the
expiration of the ten (10) year period following the Grantor's death, in
accordance with the SECURE Act, as amended."

Sample Clause (for EDB beneficiaries, e.g., minor child): "The Trustee shall
distribute to the Beneficiary [or Beneficiaries] net income and principal
from the Trust as the Trustee, in the Trustee's discretion, deems necessary
for the Beneficiary's support, education, health, and welfare. Any remaining
balance in the Trust shall continue to be administered and distributed in
accordance with the terms of this Trust Agreement, taking into account the
Beneficiary's status as an Eligible Designated Beneficiary under the SECURE
Act, until the Trust is fully distributed or terminated by its terms."

Spendthrift Provision

A spendthrift clause protects the trust assets from the beneficiaries'
creditors and prevents beneficiaries from assigning their interest in the
trust.

Sample Clause: "No beneficiary of this Trust shall have any power to
anticipate, alienate, or assign any interest in the trust income or
principal, nor shall any such interest be subject to the claims of creditors,
[[or to attachment, garnishment, execution, or any other process of law]] nor
shall it be subject to the debts, liabilities, or obligations of any
beneficiary."



Benefits of Using an IRA Accumulation Trust

Implementing an IRA Accumulation Trust offers several significant advantages
for estate planning, especially in the post-SECURE Act environment. These
benefits extend beyond simple asset distribution and contribute to a more
robust financial legacy.

e Asset Protection: The trust can shield inherited IRA assets from
creditors, lawsuits, and potential financial mismanagement by
beneficiaries.

e Control Over Distributions: The grantor can dictate the terms of
distribution, including age restrictions, purpose of distributions
(education, healthcare), and how the remaining balance is handled.

e Protection for Minors and Special Needs Beneficiaries: For beneficiaries
who are minors or have special needs, the trust provides a structured
way to manage funds, ensuring their long-term financial security without
jeopardizing government benefits.

e Tax Optimization: While the SECURE Act has altered distribution rules, a
well-structured trust can still help manage tax liabilities by carefully
planning RMDs and the timing of distributions.

e Avoidance of Probate: Assets held in a trust typically bypass the
probate process, allowing for faster and more private distribution to
beneficiaries.

e Unified Estate Plan: An IRA Accumulation Trust can be integrated into a
broader estate plan, ensuring that retirement assets are handled in
concert with other assets.

The structured approach provided by an accumulation trust allows for a more
predictable and secure financial future for beneficiaries, especially when
navigating complex tax laws and distribution requirements.

Common Pitfalls to Avoid

Despite the benefits, there are potential pitfalls to be aware of when
establishing and administering an IRA Accumulation Trust. Careful planning
and professional guidance are essential to circumvent these issues.

e Improper Drafting: A poorly drafted trust document can lead to
unintended consequences, disputes among beneficiaries, or failure to
comply with tax laws, potentially disqualifying the trust as a valid
conduit for inherited IRAs.

e Failure to Name a Trust as Beneficiary: It is crucial to correctly name
the trust as the beneficiary of the IRA. Incorrect titling can lead to
the IRA being treated as an inherited IRA by a non-designated
beneficiary, triggering the 10-year rule for the trust itself.



e Trustee Incompetence or Negligence: The trustee must be capable of
managing the trust and fulfilling their fiduciary duties. Incompetent or
negligent trustees can lead to financial losses or legal liabilities.

e Tgnoring SECURE Act Provisions: Failing to understand and adhere to the
SECURE Act's distribution rules can result in penalties, including
immediate taxation of the entire inherited amount and excise taxes.

e Lack of Clarity on Distributions: Ambiguous language regarding
distribution standards can lead to disputes or the trustee making
distributions that do not align with the grantor's wishes.

e Not Updating Beneficiary Designations: After establishing a trust, it is
vital to ensure that the IRA beneficiary designation form is updated to
reflect the trust as the beneficiary.

Seeking advice from experienced estate planning attorneys and financial
advisors is paramount to avoid these common mistakes and ensure the trust
functions as intended.

Frequently Asked Questions

Q: What is an IRA Accumulation Trust and why is it
relevant after the SECURE Act?

A: An IRA Accumulation Trust is an irrevocable trust designed to hold
inherited IRA assets. It is relevant after the SECURE Act because the Act
significantly changed the rules for inherited IRAs, particularly by
eliminating the "stretch IRA"™ for most beneficiaries. An accumulation trust
can help manage distributions within the new 10-year timeframe and provide
benefits like asset protection and control over how funds are used.

Q: How does the SECURE Act affect the distribution of
inherited IRAs held in an accumulation trust?

A: The SECURE Act generally requires non-spouse beneficiaries to distribute
the entire balance of an inherited IRA within 10 years of the original
owner's death. If an accumulation trust is named as the beneficiary, it must
ensure these distributions are made within this 10-year period. However, the
trust can still specify how and when these distributions are made to the
trust's beneficiaries during that time.

Q: Can an IRA Accumulation Trust still allow
beneficiaries to "stretch" distributions?

A: The ability for beneficiaries to "stretch" IRA distributions over their
lifetime is largely eliminated by the SECURE Act, except for eligible
designated beneficiaries (EDBs) such as surviving spouses, minor children
(until they reach majority), disabled individuals, and chronically ill
individuals. If the trust's beneficiary is not an EDB, then the 10-year rule



applies to the trust. If the beneficiary is an EDB, the trust can be
structured to allow for lifetime distributions as long as the trust meets
specific IRS requirements for conduit trusts or accumulation trusts
benefiting EDBs.

Q: What are the key elements of sample language for
an IRA Accumulation Trust post—-SECURE Act?

A: Key elements include clear designation of the trustee, broad powers for
the trustee to manage retirement accounts, specific distribution provisions
that acknowledge the 10-year rule (or EDB exceptions), a spendthrift clause
for asset protection, and language that ensures the trust is named correctly
as the beneficiary of the IRA.

Q: Who should be the trustee of an IRA Accumulation
Trust?

A: The trustee should be a responsible and trustworthy individual or entity
with a good understanding of financial matters and trust administration. This
could be a family member, a trusted friend, or a professional trustee (such
as a bank or trust company). It is crucial that the trustee is capable of
handling the fiduciary responsibilities and understanding complex tax laws
related to inherited IRAs.

Q: What are the tax implications of using an IRA
Accumulation Trust?

A: The tax implications depend on how the trust is structured and how
distributions are handled. Generally, if the trust is designed to pass
through RMDs to beneficiaries, it's treated as a "conduit trust" and taxed at
the beneficiary's rate. If the trust retains earnings, it may be subject to
compressed trust tax brackets, which can be less favorable. The trustee must
ensure all required distributions are made to avoid penalties and to manage
the tax burden effectively.

Q: What happens if an IRA Accumulation Trust is not
drafted correctly according to SECURE Act rules?

A: If an IRA Accumulation Trust is not drafted correctly, it may fail to
qualify for the intended benefits. The IRS might treat the trust as a non-
eligible designated beneficiary, meaning the entire IRA balance would be
subject to the 10-year distribution rule, potentially leading to higher taxes
and loss of distribution flexibility. It's essential to have the trust
reviewed and drafted by an experienced estate planning attorney.

Q: Can an IRA Accumulation Trust provide asset
protection for beneficiaries?

A: Yes, a primary benefit of an IRA Accumulation Trust is asset protection.
The trust structure can shield inherited IRA assets from the beneficiaries'’
creditors, lawsuits, divorcing spouses, and their own poor financial
decisions, provided the trust contains appropriate spendthrift provisions and



is properly administered.
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