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486b TRUSTS
By Thomas D. Begley, Jr., Esquire

Section 468(b) of the Internal Revenue Code' authorizes the establishment of
Designated Settlement Funds or Qualified Settlement Funds. These funds are usually collectively
referred to as Qualified Settlement Funds (QSFs). The purpose of these funds is to permit a
defendant in certain types of litigation to deposit funds into a trust and to receive a full and
complete release of liability. The defendant is entitled to a current income tax deduction for the
amount paid into the fund at the time the funds are deposited into the trust. This is an exception to
the general rule under which the tax deduction is not permitted until the funds are actually disbursed
to the plaintiff, which is normally the time in which the plaintiff has received the “economic
benefit” of the settlement.

These QSFs arose out of class action lawsuits. They can be very useful in personal injury
actions and other types of cases where there are multiple plaintiffs. Many of these cases also have
multiple defendants. The QSF is usually established prior to trial. The parties agree on a maximum
amount for a settlement. The defendant pays that amount into the QSF and the parties can then take
their time in allocating the settlement among themselves and in dealing with various liens, such as
Medicaid, Medicare, and third party subrogation. The QSF could also be established after a jury
award, as long as there is an appeal pending.

Advantages of 468(b) trusts include the following:

. Defendant Removed from Litigation. Defendants want to be out of the case.
By utilizing a QSF a defendant can pay and go. The defendant pays the
funds into the QSF and the parties later allocate the settlement between
themselves, determine how much should be lump sum and how much to
structure, determine whether a special needs trust is required, and wait while
a guardian is appointed for an incompetent plaintiff, if required.

. Defendant Removed from Allocation of Settlement. Where 468(b) trusts are
used, the defendant leaves to the plaintiff the issue of allocating the
settlement among injured parties.

1LR.C. §468(b).



. Plaintiff’s Attorney’s Fees and Costs. When a 468(b) trust is used, the
plaintiff’s counsel can be paid fees immediately from the QSF and litigation
expenses can also be paid.

. Income to Plaintiff. The plaintiff will immediately begin to receive income
from the settlement held by the 468(b) trust. Without the trust, the defendant
would be holding the money and the plaintiff would not be receiving the
benefit of the income.

. Deduction to Defendant. Defendants and their insurers are able to obtain
immediate tax deductions, rather than waiting for “economic performance” to
occur.

. Negotiations. Time is no longer a factor in negotiations with Medicare,

Medicaid, and third party insurers. Addition time is available to negotiate
and satisfy those liens.
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Announcements

Begley & Bookbinder is please to announce that we have added our Preferred
Client Program Video to our website. To view please visit our website at
www.begleylawyer.com.

Speakers

If you are interested in having an Elder & Disabilities Law Attorney from Begley &
Bookbinder speak at an event, please contact Colleen Caruso at (856) 787-4237.

Begley & Bookbinder

Begley & Bookbinder, P.C. is an Elder & Disability Law Firm with offices in
Moorestown, Stone Harbor and Lawrenceville, New Jersey and Oxford Valley,
Pennsylvania and can be contacted at 800-533-7227. The firm services southern and
central New Jersey and eastern Pennsylvania.

The Firm provides services in connection with protecting assets from nursing home
costs, Medicaid applications, Estate Planning and Estate Administration, Special Needs



Planning and Guardianships. If you have a legal problem in one of these areas of law,
contact Begley & Bookbinder at 800-533-7227.

Begley & Bookbinder has prepared Special Reports concerning;:

» Planning for Long Term Care

X/

» Estate Planning for Parents with Children with Disabilities

X/

» Understanding Estate Planning

» Estate Administration

» Blended Families

» Bloodline Trusts

> Vacation Area Homes - Tax and Management Issue
» Special Needs Trusts

» Utilizing Special Needs Trusts in Matrimonial Cases.

» Using Special Needs Trust to Protect Public Benefits

X/

> Resolving Your Nursing Home Medicaid Application Challenge

X/

o Domestic Partners

X/

o Providing for Your Pet
» Providing for Your Grandchildren
o Charitable Giving

< Planning for Your Business

Please contact Begley & Bookbinder at 800-533-7227 or visit our website at
www.begleylawyer.com to obtain a Special Report.

Our web site contains a library of firm newsletters, articles, on-line forms for
Medicaid, Estate Planning and Guardianship, as well as our upcoming speaking
engagements, our products, and other relevant information.

If you have any comments, e-mail us at ccaruso@begleylawyer.com

Distribution of this Newsletter

Begley & Bookbinder encourages you to share this newsletter with anyone who is
interested in the issues contained within the newsletter. This newsletter may be copied or
distributed but with appropriate citation to Begley & Bookbinder, P.C. If you are
interested in being added to our e-newsletter mailing list, please e-mail us at
ccaruso@begleylawyer.com or by telephone at 800-533-7227.

This newsletter is not intended as a substitute for legal counsel. While every precaution has been
taken to make this newsletter accurate, we assume no responsibility for errors or omissions, or for
damages resulting from the use of the information in this newsletter. Good legal advice includes a
review of all of the facts of your situation.
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