Tying the Knot ... Again?
Use a QTIP Trust in Your Estate Plan
Family life is a lot more complicated than it was 30 or so years ago. Second marriages are common, but can be difficult when financial conflicts arise between a new spouse and children from an earlier marriage.  Careful planning can avoid hurt feelings and reduce family conflicts.  A qualified terminable interest property (QTIP) trust may be a key tool in this planning.

A Trust(ed) Measure

A marital trust can provide cash flow to your surviving spouse during his or her lifetime and defer estate tax until your spouse dies. A QTIP trust is often used because it:

o
Allows you to control how assets will ultimately be distributed; 

o
Provides lifetime security for the surviving spouse; and 

o
Protects your children from disinheritance by the surviving spouse.  

The QTIP trust does have problems.  For instance, conflicts can arise over investment decisions that affect how much income the trust will generate.  It may be prudent to provide that the surviving spouse receive the greater of a fixed percentage of trust assets or all the income.  This will reduce tension regarding investment decisions.  

A Neutral Party

For a couple in a second marriage, selecting the trustee of a QTIP trust is one of the most important aspects.  The surviving spouse is designated as the life beneficiary and the children from your prior marriage will be remainder beneficiaries.  The trustee you choose must balance the needs of your surviving spouse and the children.  In many instances, a corporate trustee is the best choice because it provides neutrality. 

A Contingency Plan

If your spouse is much younger than you, your children will likely not receive their inheritance from a QTIP trust for many years.  In that case, it may be appropriate to provide for the distribution of part of the estate to the children at your death and place only part of the estate in the QTIP trust for the surviving spouse.  Life insurance can also augment the estate’s value and provide liquidity to meet such needs.  To that end, pay special attention to beneficiary designations on insurance policies, retirement plans, IRAs and annuity contracts.  Although many states treat an ex-spouse as predeceasing you and legally prevent him or her from taking under your will or trust, most laws do not address the consequences of failing to remove an ex-spouse as an insurance or retirement plan beneficiary.  In a second marriage, you should consider designating your revocable trust or “estate” as beneficiary of your life insurance and retirement plans.  

A Plausible Option

With proper planning, you can meet the needs of your children from a prior marriage and of your new spouse.  A QTIP trust might be the answer.  If you would like to learn more, feel free to give us a call.
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