











September 30, 2008
RE: QFT (Qualified Funeral Trust)
Dear Provider,
We at Abbit Management strive to make available to you options for your Prepaid Master Trust that will help you create a positive business plan.  One of those options is the “Trust Pays the Tax” more commonly known as the QFT “Qualified Funeral Trust”.  We are concerned that not all practitioners know all the terms and conditions of the QFT and how they may impact you.  So, we want to offer you some insights and highlights of the QFT.  
A “pre-need funeral trust” is an arrangement whereby a purchaser enters into a pre-paid contract with a seller/provider for selected merchandise or services.  Upon the death of the contract beneficiary, the seller/provider agrees to provide the selected merchandise and/or services.  When you, the contract seller/provider enter into such a contract with a purchaser, and you deposit the money in a trust with Abbit Management Corp., you have several choices when it comes to selecting a trust for your deposit.  There are both technical and practical implications when you choose the QFT trust.  First, we’ll discuss the technical side.  


The Taxpayer Relief Act of 1997 (Act), among other things, created the provisions for a QFT (Qualified Funeral Trust).  Section 685 of the Act allows the trustees of pre-need funeral trusts to elect the QFT status.  The trustee is liable for the tax on the income of the trust.  The amount of this tax is determined by the income tax rate schedule applied to trusts and estates.  The trustee is also required to file a State and Federal trust return on behalf of the QFT. 

The IRS determines, on an annual basis, a contribution limit for the QFT, and the total for all contracts for a designated beneficiary may not exceed this limit.  A 1998 amendment to the Act allows the Trust to retain its QFT status after death as long as distributions take place within 60 days of the grantor’s death.


Practically speaking, most seller/providers select the QFT designation to eliminate the issuance of a Form-1099 to the client.  Even though the selection of the QFT will accomplish this, please understand the other technicalities of this trust:

(a) Pursuant to the Taxpayer Relief Act of 1997, once a QFT election is made, this decision cannot be revoked (changed) without the consent of the IRS.  In other words, once the money is in a QFT, you cannot change your mind and transfer the money into a non-QFT trust.

(b) The Act established a contribution limit (cap) for this trust, which is changed the first of January each year.  Currently, the cap for 2008 is $9,000.  If you have a contract which exceeds this amount, and your desire is to  work around the 1099 issue, you might want to select a different trust.

(c) When a QFT election is made, the tax that is owed is paid out of the income of the trust.  For example, if an account were to earn $100.00 on an annual basis, the account (trust) will owe State and Federal taxes of approximately $19.00 per year.  The $19.00 tax reduces the $100.00 to $81.00.  Depending on how you choose to view this, either you or the family has just paid $19.00 to the IRS.  Based on this, it just might be worth having the family receive a 1099 instead of you absorbing the tax.

Thank you for allowing us to share with you this detailed information concerning the QFT.

Respectfully Yours,
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James M. Van Dyke, President





Randall J. Koetje, Vice-President
