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How to Set Up Splzt Inhented IRAs for Chlldren

1 Spllt ‘my IRA evenly into two accounts so I can leave a
separate IRA to each of my two sons. But Vanguard, my IRA

custodian, sént me a letter stating that, as of mid-September,

I have to use the same beneficiaries for both IRAs. I called to

ask about it, and a customer-service supervisor said that if I
. send Vanguard a'letter, it will make an exception for me and
- honor my request to leave each IRA to a different son.

But what can I request so I have some kind of record that'
will protect my wishes? Will I get a confirmation, and will
they honor this—or am I credting more problems.for my
sons mstead of makmg things easier ﬁ'}r th&m? '
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" It takes a few stepé:
cific deadlmes—to set up an inherited IRA successfully. For
starters, you have to make sure you split the account by Dec.
31 of the year following the year of the original IRA owner’s
death. You also. have to retitle the account like.this: “John
Smith, IRA (deceased on May 21, 2007) F/B/O John Smith
Jr., beneficiary.” (F/B/O stands for “for the benefit of.”) The
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Internal Revenue Semce descnbes the rules in Pubhcatmn :
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A s number of parncularly forward -thinking parents
such as yourself, take the step of setting up separate IRAs so

- their children don’t have to worry about splitting up the ac-

counts once you're gone, and designating a different child on

~ each account’s beneficiary form. (Note that the beneficiary

form—not your will—dictates who gets your IRA.) “You’re do-
ing the kids a favor by not raking them go through all of this,”

" says Ed Slott, an IRA consultant in Rockville Centre, NY. “Many

beneficiaries and advisers don’t know how to do the split. If
they screw it up, the money’s taxable, and it can’t be fixed.”
As you have discovered, IRA custodians have a say in the
way beneficiary forms work. In this case, Vanguard Group
confirmed that it is encouraging IRA holders to adopt what

-+ it calls “plan level” beneficiaries, meaning you would name

the same beneficiaries for all of your IRAs of the same type.
“We believe this approach greatly simplifies matters for cli-
ents and ensures that the assets will pass according to the1r '
wishes,” says John Woerth, a Vanguard spokesman.

But Vanguard also says it will try to work with customers
who nieed more specialized beneficiary designations. Custom-
ers with special requests involving beneficiary designations ,

" should consult with Vanguard, as you have done, to try to

work them out, and then submit a letter detailing your in-
structions. “We will maintain the letter on ﬁle “and you

should as weil, Mr. Woerth says.

Some IRA custodians note the beneficiary. des1gnat10n on

.each account statement; also check once a year that the cus-

todian has your benefi¢iary form on file, Mr. Slott recam-
mends. IRA owners who leave a single IRA to more than one
beneficiary should “make sure you designate the percentage
each beneficiary should get,” he adds, Otherwise, some custo-
dians simply pay the first-listed beneﬂmary )

Send your question to encore@ws).com. Ask -Enéore/Focus on Retifement is a weekly column ansvyermg readers’ questions about retirement and
Dpersonal finance—from annuities and bonds, to trusts and inheritarlce issues. Please:include your full name and city and state.-
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