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Why Do I Need a Custodian For My Self-Directed IRA?

Often clients are referred to Preferred Trust Company by an investment company they are working with. They don’t always understand the 
role of a Custodian, but they clearly see the benefits of investing through their IRA. At Preferred Trust Company we know that education is 
empowering. We want our clients to understand how Preferred Trust Company operates and why a Custodian is necessary for a Self-Directed 
IRA.

The IRS defines an IRA account as: a trust or custodial account set up in the United 
States for the exclusive benefit of you or your beneficiaries. As with any trust, there 
must be a grantor, a trustee, a trust beneficiary and trust assets. A Self-Directed IRA 
(SD-IRA) is a Trust, where the IRA owner is the grantor, the Custodian is the trustee, 
the trust beneficiary is the person who will receive the benefit of the trust’s assets, 
and the trust assets are the cash and investments that the SD-IRA holds. In a SD-
IRA the grantor and the beneficiary are the same person.
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Once you place assets in the trust, they are no longer technically “yours”, they 
belong to the trust. That’s why assets within the SD-IRA are held in the name of 
the trust and vested as “Preferred Trust Company FBO account owner name”, not 
directly in the name of the account owner. The benefit to this arrangement is that 
since the assets are no longer “yours”, you don’t have to pay income tax on any 
money earned from the assets. These tax exemptions are a major reason that 
people establish a SD-IRA.
  
The SD-IRA assets are under the care of a trustee. The IRS definition requires 
that “The trustee or custodian must be a bank, a federally insured credit union, 
a savings and loan association, or an entity approved by the IRS to act as trustee or custodian.” There are generally three levels of licensing 
for SD-IRA service providers; Custodians, Administrators, and Facilitators, with different regulation requirements, some more stringent than 
others. Be sure you understand the differences between types of IRA services providers to determine which is best for you. (You can reference 
the Preferred Trust Company blog for detail on this subject.

Preferred Trust Company is a Custodian that is regulated by the IRS, DOL and the Nevada State  Financial Institutions Division. As the 
Custodian we have the authority to act legally on behalf of the SD-IRA. They can perform administrative tasks such as providing statements 
and tax records, and report to the IRS as required by law. We DO NOT direct investments or act as legal or financial advisors. As the account 

Continued on next page.
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http://blog.preferredtrustcompany.com/blog/why-it-is-important-to-know-the-difference-when-selecting-an-ira-service-provider


We are stringent in our review process to ensure that your SD-IRA is compliant. We alert you to any issues that may disqualify the account. 
For example: we review the buyer, seller, property manager, tenants, and any interested parties involved in a real estate transaction to ensure 
that they are not considered disqualified individuals according to the IRS. Account owners may not always understand why we are asking 
certain questions about the investments that they select, why we require investments to be vested with ownership to your IRA account, or 
why Preferred Trust Company must sign for the investments. 

Engaging in a prohibited transaction, even unintentionally, will cause your account to lose its qualified tax-protected IRA status. As a result, 
account owners will be liable for taxes, plus additional penalties that may apply. Penalties may include distribution of all assets, 10% penalty 
on the value of the account, and all income from the account becoming taxable. 

As Custodian for your SD-IRA, Preferred Trust Company ensures your account is safe, secure, and maintains it’s qualified retirement plan 
status. For more information on SD- IRA’s go to irs.gov.

Continued from previous page.

Since the IRS cannot actively monitor all IRA’s, it relies on licensed financial institutions to oversee the accounts and verify that they are 
following the IRS guidelines for SD-IRAs. This is the main role of a Trustee/Custodian. They are in place to facilitate transactions as directed by 
the account owner, making sure they are compliant with IRS rules and regulations.

• Prohibited Investment Types

• Self-Dealing

• Indirect Benefit Rules

• Disqualified Individuals

Preferred Trust Company reviews the transactions to ensure that 
they are not associated with one of the following circumstances:

owner you are in complete control over selecting and directing investments in your retirement account. A SD-IRA gives you more investment 
options and flexibility than many other retirement accounts. However, the IRS does prohibit certain transactions and investment types, and 
restricts the ways in which you can use your investments.

https://www.irs.gov/


RESOURCES: Digital Asset Investment Management (DAiM)

You may have a Self-Directed IRA but do you know all the alternative investment options 
available? Preferred Trust Company created a resource page on our website to assist account 
owners in becoming more knowledgable about alternative assets. The companies currently 
listed on the resources page are some options that our clients have engaged to help them 
diversify their investment portfolio. Our goal is to highlight  these companies in each newsletter.

While we do not recommend any investment we do want our clients to be educated on the type 
of investments that a Self-Directed IRA can facilitate. We strongly recommend that the investor 
seek professional advice from the appropriate legal, accounting and/or tax professionals of their 
choice prior to making an investment decision to ensure that they fit your retirement goals.

 RESOURCES

Each year around this time a few things happen. You have the option to contribute to your Roth, taxes come due, and everyone hopes 
for winter to end sooner than later. Here’s something that often gets overlooked, If you didn’t contribute in 2018 you can still do so up 
until April 15th, 2019. That means in 2019 you could contribute a total of $11,500 if under 50 ($5,500 for 2018 and $6,000 for 2019)  and 
$13,500 if over 50 ($6,500 for 2018 and $7,000 for 2019.) Here is another trick a lot of people miss. A Roth IRA conversion where you can 
take your regular 401(k) and roll it over to a Traditional IRA then convert it into a Roth. You will pay taxes on the money you convert. 
However, if you are in a low tax bracket the timing could be ideal. The Roth IRA conversion gives you a chance to have a larger amount 
of money work for you with tax-free distributions. Another perk, there is no annual required minimum distribution. Money invested 
can keep vesting well beyond 70.5. People are living a more active life for longer years and this vehicle can support that lifestyle. 
Properly managing your Roth means not leaving money on the table.
 
But what to invest in? So many choices stocks, ETFs, bonds, or alternative investments. A good way to start planning an investment is to 
understand your risk profile and needs before creating a diversified portfolio. If your risk tolerance allows for speculative investments 
then alternative investments are worth a look. Real estate, precious metals, or even crypto. If your own due diligence results in you 
seeking to invest in digital assets there is one way to start that keeps the process simple. Again this is if you are looking to invest 
through a Roth IRA. You can open the account directly with a company like Preferred Trust Company and deposit the contribution right 
into the account. From there you have a few ways to invest in digital assets, through either a self-directed platform or with an advisor. 
And you should perform due diligence on these companies. You always want to feel comfortable with who you are using and that you 
are not left feeling like you are investing alone.
 
The purpose of investing is to grow wealth and in order to do that, it comes at a cost. Whether you are just forming a Roth or contributing 
to it you should review fees associated with investing in digital assets and storing them. A firm like DAiM advises, manages, and trades 
positions for clients. And we work with custodians for the handling and storage of clients assets. Each has different fees. DAiM has 
a management fee and separately the custodians have their maintenance fees. When it comes time to pay these fees they can be 
drawn from spare cash in the account. But what about when there is no cash left? Some clients may choose to just liquidate the assets. 
The intention is to avoid the fees by essentially closing the account. This could be a BIG mistake! For example, if you had purchased 
a Bitcoin for $15,000 and it is now trading at $3500 and you sell because of the custodial fees you just realized a loss of $11,500. You 
now no longer have a shot at recovering value or future gains. A wiser approach is to pay the several hundred dollars in fees and 
leave the position as is. This is not buy, sell, or hold recommendation but more to educate investors. We strongly suggest seeking 
professional advice before closing or opening a digital asset position. The professional guidance is really not expensive when you look 
at it compared to a $11,500 realized loss. There is help out there, DAiM can be there for you.

Here’s How To Avoid Costly Mistakes With Your Roth   
by Bryan Courchesne, Founder of Digital Asset Investment Management (DAiM)

Bryan Courchesne, the founder of Digital Asset Investment Management (DAiM) in Newport Beach, CA is familiar with managing risk 
and is constantly innovating to improve the firm’s products and services. Bryan is a General Securities Principal and an Options Principal 
and holds the Series 4,7,24,55,63, and 65. DISCLAIMER: This article is for informational purposes only and does not represent a particular 
recommendation or investment advice. Be sure to discuss any investment advice with a qualified investment professional.

Resources are provided for general information and do not represent tax, legal and/or investment advice. Account usage, selection of investments and the performance of 
those investments are the sole responsibility of the investor and not Preferred Trust Company. Presence on our Resource page does not constitute a recommendation. 

https://preferredtrustcompany.com/resources/
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PREFERRED TRUST COMPANY, LLC (“Preferred Trust”) | 2140 E. Pebble Road | Suite 140 | Las Vegas, NV 89123 | 702.990.7892 | www.preferredtrustcompany.com | Financial 
Institutions Division of Nevada License No. TR1002. Preferred Trust performs duties of a custodian and as such, does not sell investments or provide investment, tax, or legal 
advice. Preferred Trust is committed to safeguarding all non-public personal information provided to us by our customers.  Preferred Trust collects, retains, and uses customer 
information where we reasonably believe that it will help administer our business or provide services to our customers.  We collect and retain customer information only for 
specific business purposes and upon request will inform customers why we are collecting and retaining the information.  We use information to protect and administer records, 
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The 2018 Annual Account Statements will be available 
electronically by March 31, 2019 by accessing the ‘Statements’ 
screen through the client online portal.  

If you have questions or concerns regarding tax forms or annual 
account statements please contact Preferred Trust Company;

 2018 Annual Account Statements

The 2018 tax documents including; Form 1099-R 
(applicable only if you withdrew funds from your IRA 
account as a distribution any time during 2018) and Form 
5498 (applicable to all account owners to reflect the Fair 
Market Value (FMV) that includes the cash and assets 
held by the IRA as of December 31, 2018) are available 
electronically through the client login portal on the 
Preferred Trust Company website.  Tax forms can be located 
by accessing the ‘Statements’ screen once you log in.  On the 
“Statements” tab, you will filter the date by selecting “Change 
Filters” then “1Y” and finally “Apply Filters”. Your documents 
will then generate. You will see on the right side of the screen 
“PDF” which you will select to download to your computer or 
to print your tax forms. Preferred Trust Company does not mail 
paper tax forms.
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