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What’s the
best thing to
do when you
receive a large
inheritance?
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rillions of dollars are now changing
hands as older parents transfer
their significant wealth to baby
boomer children. Ideally, that older
generation’s estate planning has
protected assets and ensured a
smooth handover.

Now, however, as a beneficiary, it is
your responsibility to ensure this familial
wealth is maintained. The decisions you
make following an inheritance will di-
rectly impact how that wealth is pre-
served for you and future generations.
Here are five issues to consider to ensure
the desired outcome:

1. DON’T MAKE IMMEDIATE CHANGES.
Fight the urge to make immediate
large purchases with the funds. Rash
decisions can be costly and difficult
to remedy.

Also realize that receiving an inheri-
tance can be an emotional time, likely
linked to the loss of a close loved one.
Give yourself time to process the change
and create a strategy before making any
big spending decisions.

2. SEEK PROFESSIONAL ADVICE.

A large inheritance changes your overall
wealth picture, affecting your household
budget, investment tactics, tax implications
and risk-management needs. Find an advi-
sor who has the credentials and expertise
in serving these needs, to help map the
appropriate strategies for your new wealth
level. This should include coordination
across your team of professionals: your
CPA, attorney, insurance specialist and, of
course, your wealth-management advisor.

essential to ensure you are maximizing both
your current and long-term trajectory. This is
particularly true when the bulk of an inheri-
tance is in retirement accounts from a non-
spouse. In this case, you will be required
to take minimum withdrawals from the ac-
counts that are taxable as ordinary income.
This could cause unintended tax conse-
quences, especially if you are still working
and earning wages; those consequences,
however, can be mitigated by using other
income-deferral strategies.
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The decisions you make following an inheritance
will directly impact how that wealth is preserved
for you and future generations.

3. PROPERLY TITLE ASSETS.

Be wary of consolidating inherited assets
into existing accounts merely for the sake of
simplicity. Draining a trust or commingling
inherited funds into jointly titled accounts
can cause the funds to lose their separate
property character. This would give a spouse
(and his or her beneficiaries) potential claim
to a portion of those assets in the event of
death or divorce, negating the protection
mechanisms your predecessors worked
hard to create.

4. CONSIDER TAXES.

Taxation concerns don’t cease once the es-
tate has been settled. Revisiting your per-

sonal tax outlook after an inheritance is
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Conversely, beneficiaries already in retire-
ment may benefit from realizing more than
the minimum of the inherited monies now,
either through withdrawals or Roth conver-
sions. This could smooth out their tax bills
down the road when their own minimum dis-
tributions begin. All in all, carefully planned
timing of how and when your income is real-
ized can lead to significant tax savings; so
any plan you already have needs to be re-
vised to include your inherited funds.

5. PLAN YOUR OWN LEGACY.

Reevaluation of your own legacy is crucial.
This includes such actions as updating es-
tate-planning documents to incorporate the
newly inherited assets. You also should re-
assess your wealth-transfer goals and strat-
egies to ensure the most appropriate tools
are utilized for your new wealth level. Mech-
anisms that were appropriate prior to the
inheritance might no longer be your best
option, depending on your goals and out-
look. This is particularly important when
an inheritance puts you near the lifetime
estate-tax exclusion, as tax-efficient strate-
gies such as lifetime gifting can be a power-
ful way to transfer wealth tax-free.

Once your plans are established, com-
municating them to heirs is critical, to
ensure your efforts are not in vain. Your
wealth manager can help educate future
heirs on the skills necessary to manage
their future wealth to ensure the family
wealth is preserved across generations. @
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