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FROM
AUSTIN BRYAN

Summertime heat is here! We hope
you enjoy this Directions to give
some insight to 401(K)’s, GRATs
and other exciting financial
acronyms! Thank you for trusting
Smith Capital to help you navigate
these issues and plan for tomorrow.

DIRECTIONS FOR LIFE

A generous person will prosper;
whoever refreshes others will be
refreshed.

Proverbs 11:25

You're about to receive a
distribution from your 401(k) plan,
and you're considering a rollover
to a traditional IRA. While these
transactions are normally
straightforward and trouble free,

there are some pitfalls you'll want to avoid.

1. Consider the pros and cons of a rollover.
The first mistake some people make is failing to
consider the pros and cons of a rollover to an
IRA in the first place. You can leave your
money in the 401(k) plan if your balance is over
$5,000. And if you're changing jobs, you may
also be able to roll your distribution over to your
new employer's 401(k) plan.

• Though IRAs typically offer significantly more
investment opportunities and withdrawal
flexibility, your 401(k) plan may offer
investments that can't be replicated in an IRA
(or can't be replicated at an equivalent cost).

• 401(k) plans offer virtually unlimited
protection from your creditors under federal
law (assuming the plan is covered by ERISA;
solo 401(k)s are not), whereas federal law
protects your IRAs from creditors only if you
declare bankruptcy. Any IRA creditor
protection outside of bankruptcy depends on
your particular state's law.

• 401(k) plans may allow employee loans.
• And most 401(k) plans don't provide an

annuity payout option, while some IRAs do.

2. Not every distribution can be rolled over
to an IRA. For example, required minimum
distributions can't be rolled over. Neither can
hardship withdrawals or certain periodic
payments. Do so and you may have an excess
contribution to deal with.

3. Use direct rollovers and avoid 60-day
rollovers. While it may be tempting to give
yourself a free 60-day loan, it's generally a
mistake to use 60-day rollovers rather than
direct (trustee to trustee) rollovers. If the plan
sends the money to you, it's required to
withhold 20% of the taxable amount. If you later
want to roll the entire amount of the original
distribution over to an IRA, you'll need to use
other sources to make up the 20% the plan
withheld. In addition, there's no need to taunt

the rollover gods by risking inadvertent violation
of the 60-day limit.

4. Remember the 10% penalty tax. Taxable
distributions you receive from a 401(k) plan
before age 59½ are normally subject to a 10%
early distribution penalty, but a special rule lets
you avoid the tax if you receive your distribution
as a result of leaving your job during or after the
year you turn age 55 (age 50 for qualified public
safety employees). But this special rule doesn't
carry over to IRAs. If you roll your distribution
over to an IRA, you'll need to wait until age 59½
before you can withdraw those dollars from the
IRA without the 10% penalty (unless another
exception applies). So if you think you may
need to use the funds before age 59½, a
rollover to an IRA could be a costly mistake.

5. Learn about net unrealized appreciation
(NUA). If your 401(k) plan distribution includes
employer stock that's appreciated over the
years, rolling that stock over into an IRA could
be a serious mistake. Normally, distributions
from 401(k) plans are subject to ordinary
income taxes. But a special rule applies when
you receive a distribution of employer stock
from your plan: You pay ordinary income tax
only on the cost of the stock at the time it was
purchased for you by the plan. Any appreciation
in the stock generally receives more favorable
long-term capital gains treatment, regardless of
how long you've owned the stock. (Any
additional appreciation after the stock is
distributed to you is either long-term or
short-term capital gains, depending on your
holding period.) These special NUA rules don't
apply if you roll the stock over to an IRA.

6. And if you're rolling over Roth 401(k)
dollars to a Roth IRA... If your Roth 401(k)
distribution isn't qualified (tax-free) because you
haven't yet satisfied the five-year holding
period, be aware that when you roll those
dollars into your Roth IRA, they'll now be
subject to the Roth IRA's five-year holding
period, no matter how long those dollars were
in the 401(k) plan. So, for example, if you
establish your first Roth IRA to accept your
rollover, you'll have to wait five more years until
your distribution from the Roth IRA will be
qualified and tax-free.
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Finding and Claiming Forgotten Funds
As a child, you may have dreamed about
finding buried treasure, but you probably
realized at an early age that it was unlikely you
would discover a chest full of pirate booty.
However, the possibility that you have
unclaimed funds or other assets waiting for you
is not a fantasy.

According to the National Association of
Unclaimed Property Administrators (NAUPA),
$41.7 billion is waiting to be returned by state
unclaimed property programs. So how do you
find what is owed to you, even if it's not a
fortune?

State unclaimed property programs
Every state has an unclaimed property program
that requires companies and financial
institutions to turn account assets over to the
state if they have lost contact with the rightful
owner for one year or longer (such as when the
account has been inactive). It then becomes
the state's responsibility to locate the owner.
State-held property generally can be claimed in
perpetuity by original owners and heirs.

For state programs, unclaimed property might
include the following:

• Financial accounts
• Stocks
• Uncashed dividend or payroll checks
• Utility deposits
• Insurance payments and policies
• Trust distributions
• Mineral royalty payments
• Contents of safe-deposit boxes

To see whether you have unclaimed assets,
you may have to search your state's database
and the databases of states where you formerly
lived or worked. It's possible that funds or
assets are still waiting for you even if you
moved away years ago. Fortunately, most
states participate in a national database that
you can search for free at MissingMoney.com.

Finding "lost" life insurance policies might take
some legwork. Life insurance companies that
can't locate a beneficiary must generally turn
over benefits from an individual policy to state
unclaimed property programs, but might not do
so if the company does not know that the policy
owner has passed away. If you believe that a
family member owned life insurance but can't
find the physical policy, you may need to look
for evidence of it by searching personal records
and files (assuming you have the authority to
do so) or by contacting the policy owner's
insurance agent, attorney, or other financial
professionals.

Federal unclaimed property programs
The federal government also tracks unclaimed
property, including:

• Tax refunds
• Pension funds
• Funds from failed banks and credit unions
• Funds owed investors from U.S. SEC

enforcement cases
• Refunds from FHA-insured mortgages
• Unredeemed savings bonds that are no

longer earning interest

Unlike states, the federal government does not
have a central website for finding unclaimed
money or assets, so you'll need to check a
number of sources, including one of the biggest
sources of unclaimed funds--the IRS--at irs.gov.
To find out more about other federal programs
that may hold unclaimed property, visit the
NAUPA website, unclaimed.org.

Submitting a claim
To claim property, follow the instructions given,
which will vary by the type of asset and where
the property is held. You'll need to verify
ownership, typically by providing information
about yourself (such as your Social Security
number and proof of address), and submit a
claim form either online or by mail.

What if the listed property owner is deceased?
A claim may be made by a survivor and will be
payable according to state or federal law. For
life insurance, you may need the full name and
Social Security number of the deceased
individual, a copy of the death certificate, and in
some cases proof that you were the named
beneficiary.

Be careful
Private companies may be paid to locate
rightful owners and/or offer to help rightful
owners obtain property for a fee, but legitimate
companies will ask you to pay only after you
receive your property. State laws limit fees
companies charge, so check with your state
before you sign any agreement. However, in
most cases you should be able to find the same
property for free by checking state or federal
databases. Carefully check out anyone who
contacts you, because some scammers will
claim to have property or represent that they
are from a government agency in order to
obtain other information about you or your
finances. For more information about protecting
yourself, visit the Federal Trade Commission's
consumer information site, consumer.ftc.gov.

Do you have a tax refund
waiting for you?

Each year, millions of dollars in
tax refunds go unclaimed. In
March 2016, the IRS
announced that it was holding
$950 million in unclaimed
refunds as a result of taxpayers
failing to file a federal income
tax return for 2012. (Source:
IR-2016-38, March 10, 2016)

You may have missed out on a
potential tax refund because
you earned income and had
taxes withheld but weren't
required to file a tax return, or if
you were eligible for refundable
tax credits (where the amount
of the credit you qualify for
exceeds the amount of tax you
owe). Even if you did file a tax
return, your refund may have
been undeliverable if your
address was incorrect.

For more information on finding
and claiming missing federal
income tax refunds, visit
irs.gov.
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Step-Up GRATs and QPRTs
A traditional grantor retained annuity trust
(GRAT) or a traditional qualified personal
residence trust (QPRT) can be used to obtain a
valuation discount for federal gift tax purposes
while removing the trust property from your
estate for federal estate tax purposes (if you
survive the trust term). By modifying a few trust
provisions, a step-up GRAT or QPRT can be
used instead to obtain a stepped-up income tax
basis for appreciated property, regardless of
whether you or your spouse dies first. If you are
considering a GRAT or a QPRT, you should
consult an estate planning attorney.

What is income tax basis?
Income tax basis is the base figure used to
determine whether capital gain or loss is
recognized on the sale of property for income
tax purposes. Initially, basis is typically equal to
the amount you paid for property, but
adjustments may be made. If the property is
sold for more than its adjusted basis, there is a
gain. If the property is sold for less than its
adjusted basis, there is a loss.

What is a stepped-up basis for inherited
property?
When your heirs receive property from you at
your death, they generally receive an initial
basis in property equal to its fair market value
(FMV). The FMV is established on the date of
your death, or sometimes on an alternate
valuation date six months after your death. This
is often referred to as a "stepped-up basis"
because basis is typically stepped up to FMV.
However, basis can also be "stepped down" to
FMV.

There is no step-up (or step-down) in basis for
income in respect of a decedent (IRD). IRD is
certain income that was not properly includable
in taxable income for the year of the decedent's
death or in a prior year. In other words, it is
income that has not yet been taxed. Examples
of IRD include installment payments and
retirement accounts.

A step-up in basis is not available if you give
appreciated property to anyone within one year
of that person's death and the property then
passes to you (or your spouse).

Both spouses' shares of community property
qualify for a step-up (or step-down) in basis
upon the death of the first spouse to die.

So how can you and your spouse be fairly
certain of a step-up in basis for appreciated
property (excluding IRD, which cannot be
stepped up), regardless of who dies first?
Except for community property, whether there
is a step-up in basis when the first spouse dies
generally depends on that spouse owning the

appreciated property at death. A couple of
step-up trusts may help provide for a step-up in
basis for appreciated property no matter which
of you dies first.

What is a traditional GRAT or QPRT?
In a traditional GRAT, you transfer property to
the trust and retain a right to a stream of
payments from the trust for a term of years.
After the trust term ends, the remaining trust
property passes to your beneficiaries (such as
your children). The gift of the remainder interest
is discounted (possibly to zero) because it will
be received in the future.

With a traditional QPRT, you transfer your
personal residence (it can be a vacation home
or a second residence) to the trust, while
retaining the right to live in the residence for a
term of years. After the trust term ends, the
personal residence passes to your beneficiaries
(such as your children). The gift of the
remainder interest is discounted because it will
be received in the future. If you wish to live in
the residence after the trust term ends, you
need to pay rent at fair market value.

How do you turn a traditional GRAT or
QPRT into a step-up GRAT or QPRT?
In order to turn a traditional GRAT or QPRT into
a step-up GRAT or QPRT, a few trust
provisions must be changed when the trust is
created. First, the trust should terminate upon
the earlier of the death of you or your spouse
(rather than at the end of a term of years).
Second, the trust should provide that when that
death occurs, the trust property would pass to
your spouse, or to your spouse's estate if your
spouse predeceases you (rather than to other
beneficiaries). Your spouse provides in a will
that the property in his or her estate passes
back to you if your spouse predeceases you.

The initial transfer of a remainder interest in the
trust to your spouse generally qualifies for the
marital deduction for gift tax purposes.

If you die first, all or a substantial portion of the
property in the step-up GRAT or QPRT will
generally be included in your estate and receive
a step-up in basis. If your spouse dies first, all
of the property in the step-up GRAT or QPRT
will be included in your spouse's estate and will
generally receive a step-up in basis. In either
case, the property passes to the surviving
spouse and should generally qualify for the
marital deduction and avoid estate tax.

Caution: If your spouse dies first and within
one year of your transfer to the trust, a step-up
in basis is not available because the property
passes back to you.

If you are married, a step-up
GRAT or QPRT can be used
to obtain a stepped-up
income tax basis for
appreciated property,
regardless of which spouse
dies first. A higher basis
can reduce or eliminate the
amount of gain recognized
for income tax purposes on
a subsequent sale of the
property.

Note: Appreciation and
gains are not guaranteed;
depreciation and losses are
possible. Payments from
trusts are not guaranteed.
There are fees and
expenses associated with
the creation of trusts.
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Past performance may not be indicative of future
results. Different types of investments involve varying
degrees of risk, and there can be no assurance that
future performance of any specific investment,
investment strategy, or product or any
non-investment related content made reference to
directly or indirectly in this newsletter (including
investments and/or strategies recommended or
undertaken by Smith Capital), will be profitable, equal
any corresponding indicated historical performance
level(s), be suitable for your portfolio or individual
situation, or prove successful. Due to various factors,
including changing market conditions and/or
applicable laws, the content may no longer be
reflective of current opinions or positions. You should
not assume that any discussion or information
contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice
from Smith Capital. If a reader has any questions
regarding the applicability of any specific issue
discussed above to his/her individual situation,
he/she is encouraged to consult with a professional
advisor of his/her choosing. Smith Capital is neither a
law firm nor a certified public accounting firm and no
portion of the newsletter content should be construed
as legal or accounting advice. If you are a Smith
Capital client, please remember to contact Smith
Capital, if there are any changes in your
personal/financial situation or investment objectives.
A copy of Smith Capital’s current written disclosure
statement is available upon request. Smith Capital is
an Investment Advisory Firm registered with the
SEC. Clients include pension and profit sharing
plans, endowments, trusts, and individuals. The
minimum portfolio size is $500,000.
Address inquiries to: Smith Capital 100 Morgan
Keegan Drive, Suite 410 Little Rock, AR 72202
Phone: 501-228-0040 Toll Free 800-866-2615
E-Mail: info@smithcap.com Website:
www.smithcap.com

My daughter is about to start college. What does she
need to know about opening her first checking
account?
Starting out on one's own in
college involves many
financial firsts. Opening a

checking account to manage money might be
just one of them.

As your daughter prepares to head off to
school, she should begin to shop around and
find a bank or credit union that offers the best
deal. Many banks (both local and national) and
credit unions offer accounts tailored specifically
to young adults.

Some things she should keep in mind when
shopping around include:

• Is there a monthly maintenance fee?
• Are there overdraft charges?
• Does the account pay interest?
• Does the account come with free checks?
• Is there an ATM on campus or close by?
• Are there penalties for using an

out-of-network ATM?

Many colleges and universities have begun to
partner with financial institutions to offer
accounts to their students. In fact, 40% of
college students attend schools with these
types of arrangements. (Source: U.S.
Government Accountability Office, College
Debit Cards, February 2014)

Some colleges may use official
communications, such as email, to market a
particular financial institution's products. Others
may allow a financial institution's staff on
campus to promote their products. A college or
university may even be paid when a student
opens a sponsored account.

It's important to note that these sponsored
accounts can come with high fees. As a result,
you'll want your daughter to be aware that just
because an account is sponsored by her
college or university doesn't necessarily mean
it's the best option, or even that she has to use
it.

Page 4 of 4

http://www.smithcap.com

