Recently, a new client reported that her only assets were a small checking account, her car, a $250,000 investment account, and a $20,000 life insurance policy.  She had sold her home several years before and now lived in an apartment.  Her current Will made clear what she was telling me in my office: at her death, she wanted all of her assets to be distributed equally among her five children.  I doubted this would happen.

Why?  Because she had one of her sons as both sole beneficiary of the life insurance policy and joint owner on her investment account.  “But, he’s my Executor in my Will – he’ll have to divide it up among my other children, right?”  my client asked. “No,” I told her, explaining that, upon her death, her son would automatically inherit both assets directly, regardless of her Will, with no obligation (and, possibly, no ability) to share any of the funds with his siblings.  She was alarmed.  I explained further that, during her life, the investment account was also at risk to her son’s creditors, divorce, or bankruptcy.  Now she panicked.

Few people understand the consequences of joint ownership or specific beneficiary designations.  These directions take priority over the provisions of any Will.  Having a joint owner or designated beneficiary on an account does allow the asset to avoid the probate court process, but needs to be consistent with the owner’s desires and the best interests of the beneficiaries.

Account titles and beneficiary designations should be reviewed carefully in the following situations:

1) Divorce or death, where the former spouse may have been named beneficiary of life insurance or IRAs.

2) Individuals with minor children or grandchildren, who should not be named direct beneficiaries of any assets until they are adults.

3) Adult beneficiaries who should not inherit assets directly (because of disability, institutionalization, divorce, or other concerns).

4) Parents who wish to ensure specific shares among their children.

What did my client do?  She immediately re-titled her investment account to remove her son as joint owner, and completed a change of beneficiary form for the life insurance, designating all five children as equal beneficiaries.  She is comforted to know that none of her assets is at risk to any of her children’s creditors during her life and that, upon her death, her children will receive equal shares.

