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Earlier this year, I did some estate planning for Larry and Sarah, a farming couple with four adult 
children. Larry has been quite successful in his farming operation, and in addition to owning a 
considerable amount of farmland, has been able to sock away a substantial sum of money in a 
SEP-IRA, an IRA specifically set up for self-employed folks like Larry.  
 
Similar to a traditional IRA, Larry’s SEP-IRA contributions are tax deductible, and the earnings 
accumulate tax free. When Larry retires, he plans on withdrawing money from his account and 
those withdrawals will be taxed at that time.  
 
All IRAs or defined contribution retirement plans, such as 401Ks, Keoghs, or profit sharing 
plans, share a common characteristic, that is, the person who owns the plan can designate a 
beneficiary to receive the remaining assets in the plan after the owner’s death.  
 
When asked who the beneficiary of his plan was, Larry, like many folks, had no idea; he had 
started the plan many years ago and had forgotten. As it turned out, his estate was the beneficiary 
of the plan; he had not designated an individual to be the beneficiary. 
 
Avoid estate beneficiaries 
There are several problems with an estate or trust being a beneficiary. First of all, if a person is 
the beneficiary rather than an estate or trust, the distribution rules for the IRA assets are much 
more flexible and usually allow for a longer distribution time, resulting in the opportunity to 
achieve longer tax free growth and a better income tax outcome. 
 
Second, without a person as the beneficiary, Larry’s IRA will need to be probated, and then pass 
to the heirs under terms of his will. By designating beneficiaries, he can avoid probate on the 
plan. 
 
For named beneficiaries, the distribution rules are based on the life expectancy of the 
beneficiaries. Keep in mind that Larry’s beneficiaries will be responsible for the income tax on 
the distributions.  Larry deferred the tax, and if he dies before he pays it, his heirs must pay it 
instead.  
 
If Larry designates a non-spouse beneficiary, the beneficiary is allowed to take the distributions 
over his or her lifetime. If Larry designates his wife Sarah as the beneficiary, she will generally 
be allowed to take distributions as if the IRA were hers.  
 
If there are multiple nonspouse beneficiaries, the life expectancy of the oldest beneficiary is used 
to calculate distributions. Of course, the beneficiaries can choose to take the distributions faster 
or all at once in a lump sum.  
 



However, if Larry’s estate is the beneficiary, and he is over 70.5 when he dies, the heirs will be 
allowed to spread distributions over a short term based on Larry’s age. If Larry is under 70.5 at 
death, the heirs must take all of the distributions within five years. 
 
Larry decided that he would designate his children as beneficiaries of his SEP-IRA, which 
allowed for another planning option. Larry divided his SEP-IRA into four separate IRAs, one for 
each child, allowing each of them to be able to spread the distributions and the income tax over 
their respective lifetimes.   
 
 
 
 
 
 


