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* The title of this newsletter should in no way be construed that the strategies/information in these articles are guaranteed to be successful. The reader should discuss any financial strategies presented 
   in this newsletter with a licensed financial professional.                                     
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Making Financial 
Provisions for 

Special Needs

 Millions of Americans with disabilities 
and their families depend on Social Security, 
Medicaid and other government-sponsored 
programs for income, health care, food, and 
housing assistance. But eligibility for these 
benefits is means-based: if individuals report 
more than $2,000 in cash savings, retirement 
funds and other assets, eligibility is diminished 
or denied. This presents a financial Catch-22: 
Expenses may exceed what government 
programs will pay for, but personal financial 
assistance jeopardizes existing public benefits.
 Recognizing the financial burden of living 
with or caring for a disability, Congress passed 
the Achieving a Better Life Experience Act (the 
“ABLE Act”) in December 2014. This 
legislation amends portions of Section 529 of the 

Internal Revenue Code to create a new savings 
vehicle for disabled individuals and their families. 
But like other good ideas involving tax 
advantages, the benefits are constrained by 
several qualifications and limitations.
 Similar to regular 529 accounts for higher 
education, disabled individuals or family and 
friends can make one-time or ongoing deposits to a 
529 ABLE account to pay expenses associated with 
disability. Any growth or distribution from account 
values is tax-free, as long as the funds are used for 
“qualified disability expenses,” such as education, 
transportation, medical care, housing, employment 
training, financial management, etc. However, 
ABLE accounts also have some unique restrictions.

The beneficiary of the funds must have become 
disabled before age 26, and be entitled to 
Social Security disability benefits.

529 ABLE accounts are state specific; a 
beneficiary must use a plan offered by the 
state where he or she resides. Since the bill was 
passed in December, most states have not yet 
finalized legislation to authorize ABLE 
accounts. 
A 529 ABLE account balance cannot exceed 
$100,000. If it does, the beneficiary’s SSI 
benefits will be suspended. If an ABLE 
account has assets at a beneficiary's death, the 
state can seek reimbursement from the account 
for Medicaid benefits paid to the beneficiary.
Annual contributions to a 529 ABLE account 
are limited to the maximum annual gift tax 
exclusion, currently $14,000. Beneficiaries 
may have only one ABLE account.
Contributions to a 529 ABLE account are 
irrevocable gifts. If ABLE account funds are



>> CONTINUED

© COPYRIGHT 2015

This newsletter is prepared by an independent third party for distribution by your Representative(s).  Material discussed is meant for general illustration and/or informational purposes only 
and it is not to be construed as tax, legal or investment advice. Although the information has been gathered from sources believed reliable, please note that individual situations can vary, 
therefore the information should be relied upon when coordinated with individual professional advice. Links to other sites are for your convenience in locating related information and 
services. The Representative(s) does not maintain these other sites and has no control over the organizations that maintain the sites or the information, products or services these organizations 
provide. The Representative(s) expressly disclaims any responsibility for the content, the accuracy of the information or the quality of products or services provided by the organizations 
that maintain these sites.  The Representative(s) does not recommend or endorse these organizations or their products or services in any way. We have not reviewed or approved the above 
referenced publications nor recommend or endorse them in any way.

MAKING FINANCIAL PROVISIONS 
FOR SPECIAL NEEDS 

 withdrawn for non-qualified reasons, the amount 
is subject to income tax and a 10 percent penalty.

Before ABLE Accounts, There Were 
SNTs and Life Insurance 
 The 529 ABLE account is “official” 
governmental recognition of the financial 
challenges in caring for disabled children and 
young adults. But it’s not the only option. Special 
Needs Trusts (SNTs) have a long legal history, 
and were officially authorized by Congress in 1993.
 Per the National Special Needs Network 
(nsnn.com), a Special Needs Trust (sometimes 
called a Supplemental Needs Trust) is a 
specialized legal document that…
  …enables a person under a physical or 
mental disability, or an individual with a 
chronic or acquired illness, to have held in Trust 
for his or her benefit, an unlimited amount of 
assets (emphasis added). In a properly-drafted 
Supplemental Needs Trust, those assets are not 
considered countable assets for purposes of 
qualification for certain governmental benefits.
 Any earnings and distributions from assets 
placed in a trust for the benefit of the disabled 
individual (such as might come from an injury 
settlement) do not exclude a beneficiary from 
receiving government benefits. They are, 
however, still taxable as income, either to the 
trust or the beneficiary. And determining the 
tax can be complicated. A February 2010 
article in The Voice, the monthly newsletter of 
the Special Needs Alliance, notes that 

 The idea of a special needs trust is pretty 
straightforward, but the income tax rules that
apply may be anything but. Whether someone 
will have to pay income taxes – and who will 
have to pay them – depends on what the trust 
says, what comes out of the trust, but most 
importantly, what goes into the trust.
 Compared to 529 ABLE accounts, Special 
Needs Trusts can be established for 
beneficiaries of any age, and there are no 
contribution limits or restrictions on the 
accumulation amount. With these broad 
parameters, life insurance is often used as a 
funding vehicle in SNTs. Per attorney Ken 
Shulman in a July 2012 Voice article, 

 “(A) life insurance policy can provide 

the family with the comfort of knowing 

that even if there are financial setbacks 

in the future, there will be a source of 

assets for the SNT. Life insurance 

directed to an SNT can also provide 

flexibility to a family by providing 

adequately for the child with special 

needs while allowing the parents to direct 

retirement assets or business assets 

that may be inappropriate for an SNT to 

their other children. Life insurance is 

also a useful tool when parents want to 

leave a larger share for the special 

needs child and smaller shares for his 

or her siblings.”

Either/or or Both? 
 The initial reaction from tax experts is that 
529 ABLE accounts and Special Needs Trusts 
address different aspects of disability costs and 
care. In a February 5, 2015, article for 
Investment News, Darla Mercado concludes 
“The ABLE account will likely have money 
going into it and coming out on a regular basis, 
while the special-needs trust is more of a 
vehicle for long-term assets.”
 Establishing a Special Needs Trust is a 
serious undertaking. SNTs typically require 
legal and professional assistance to maximize 
the beneficiary’s eligibility for public 
assistance and efficiently manage taxation. It 
makes a difference who owns the assets when 
they are placed in the trust, who is named as 
beneficiary on life insurance, and how 
distributions are characterized (the list of 
“supplemental expenses” for an SNT is 
different than the “qualified expenses” for 529 
ABLE accounts).
 Many disabled individuals are dependent 
on their care-givers for their ongoing well-
being. SNTs, life insurance, and 529 ABLE 
accounts (when they become available in your 
state) can provide a framework for a lifetime 
of financial security for those whose ability to 
care for themselves has been made fragile. 
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professional regarding your individual situation.


