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Designating IRA beneficiaries is an important estate 
planning decision, and one that can be more 
complicated than many expect.  While it is easy to 
simply write names and percentages on a form, it is 
critical to carefully consider issues such as 
control/timing and tax consequences. 

 

Naming a trust as the beneficiary of an IRA has become prevalent for several reasons, including: 

• Controlling distributions to beneficiaries – An IRA owner may want to control the distribution of the IRA after 
death.  For example, a QTIP (Qualified Terminable Interest Property) Trust is often used to provide income to the 
surviving spouse and ensure that the remainder of the account—and other trust assets—passes to the deceased 
spouse’s children (rather than others as a result of, say, the surviving spouse’s remarriage). 
 

• Professionally managing assets – An IRA owner may recognize that a beneficiary is not a sophisticated investor 
and would benefit from a professional money manager. 

 

• Providing for a minor beneficiary – A minor child does not have the legal authority to directly receive or control 
an inherited IRA.  Therefore, a judge will name a guardian for the minor, and the guardian will control the 
management of and distributions from the inherited IRA until the minor reaches the age of majority, which varies by 
state.  A trust can name a trustee and provide control until the beneficiary is no longer a minor (and beyond). 

 

• Protecting spendthrift beneficiaries – A child that is not fiscally responsible may overspend an inheritance and 
even deplete assets.  Using a trust can limit distribution options for the beneficiary. 

 

• Protecting assets from divorce and creditors – Using a trust may prevent exposing an inherited IRA to divorce 
and bankruptcy/other creditor proceedings.  State laws and court precedents vary widely in the protection of 
inherited IRAs, but a trust can protect the balance regardless of prevailing law. 

 

• Providing for a beneficiary with special needs – A disabled individual may qualify for government benefits.  A 
disabled beneficiary who inherits an IRA outright may be disqualified from receiving government benefits until the 
IRA is depleted.  However, if a Special Needs Trust is the beneficiary of the IRA, the account can be used to 
provide supplemental care for the disabled beneficiary while preserving eligibility for government benefits. 

 

• Using the Federal estate tax exemption – Many revocable living trusts create a Bypass Trust to keep assets out 
of the surviving spouse’s taxable estate.  For some couples, a Bypass Trust is not necessary.  For others, however, 
having the flexibility to fund a Bypass Trust with the IRA can save transfer taxes. 

 

• Using the Generation Skipping Transfer (GST) tax exemption – An IRA owner may want to ensure that assets 
will be used for the benefit of children and grandchildren.  In that case, a trust can be the beneficiary of the IRA 
(and own the inherited IRA).  Balances could be excluded from trust beneficiaries’ taxable estates as the unused 
portion of the inherited IRA passes from generation to generation. 
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REQUIRED MINIMUM DISTRIBUTIONS 

One consideration in naming a trust as beneficiary of an IRA is the effect on RMDs (Required Minimum Distributions).  
In general, a trust must withdraw the balance of the IRA by the end of the 5th year following the death of the owner.  
However, if the trust can be categorized as a “look-through trust,” different rules apply. 

As a result of the SECURE Act in 2019, RMDs can be “stretched” over the beneficiary’s life expectancy only in certain 
scenarios, such as: 

• A “Conduit Trust” with a primary beneficiary who is an “Eligible Beneficiary,” e.g., the spouse, a minor child (only 
until the age of majority), a disabled or chronically ill person, or another individual who is not more than 10 years 
younger than the IRA owner; 
 

• A Conduit Trust with multiple beneficiaries, all of whom are Eligible Beneficiaries; or 
 

• An “Accumulation Trust” for a disabled/chronically ill person. 

Otherwise, the balance of the IRA must be withdrawn by the end of the 10th year following the IRA owner’s death if the 
trust is a “Designated Beneficiary Trust” or, as was the case under prior law, the end of the 5th year after the owner’s 
death if the trust is a “Non-Designated Beneficiary Trust.” 

CONDUIT TRUSTS VS. ACCUMULATION TRUSTS 

A Conduit Trust requires an outright distribution equal to the greater of the trust income or the total distributions from 
the IRA in the year the income is earned or the distribution occurs.  Contrarily, an Accumulation Trust does not require 
a distribution of RMDs or trust income.  Instead, the trustee has discretion to distribute or accumulate those amounts. 

DESIGNATED BENEFICIARY TRUSTS VS. NON-DESIGNED BENEFICIARY TRUSTS 

A Designed Beneficiary Trust is one where the IRS can “look through” the trust named as the beneficiary of an IRA to 
the trust’s named beneficiaries to determine the beneficiaries of the IRA.  In turn, the trust beneficiaries are used to 
determine the period over which required minimum distributions (RMDs) must be withdrawn from the inherited IRA. 

In order to be considered a Designated Beneficiary Trust, the trust must meet the following requirements: 

1. The trust is a valid trust under state law. 
2. The trust is irrevocable or will become irrevocable upon the death of the owner. 
3. The beneficiaries of the trust are identifiable from the trust instrument. 
4. The IRA trustee, custodian, or issuer (administrator) has been provided with either (1) a copy of the trust instrument 

with the agreement that, if the trust instrument is amended, the administrator will be provided with a copy of the 
amendment within a reasonable time, or (2) all of the following: 

a. A list of all of the beneficiaries of the trust (including contingent and remainder beneficiaries with a 
description of the conditions of their entitlement); 

b. Certification that, to the best of the owner’s knowledge, the list is correct and complete and that the 
requirements of (1), (2), and (3) above are met; 

c. An agreement that, if the trust instrument is amended at any time in the future, the owner will, within a 
reasonable time, provide the IRA administrator with corrected certifications to the extent that the 
amendment changes any information previously certified; and 

d. An agreement to provide a copy of the trust instrument to the IRA administrator upon demand. 
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If these requirements are not met, the trust is considered a Non-Designated Beneficiary Trust, in which case the IRA 
will be distributed based on whether the deceased IRA owner had reached the Required Beginning Date.  If so, the IRA 
will have to be distributed over the remaining life expectancy of the deceased IRA owner.  If not, the IRA must be 
liquidated by December 31 of the 5th year after the year of death. 

The most difficult challenge is identifying the beneficiaries of the trust.  Therefore, the IRA custodian will generally 
request that the attorney or trustee: 

1. Determine whether certain trust beneficiaries may be disregarded because they will not share in the retirement plan 
benefits that are payable to the trust. 

2. Determine whether any of the beneficiaries who could potentially share in the retirement plan benefits can be 
disregarded for some other reason such as: 

a. A beneficiary filed a Qualified Disclaimer regarding their interest in trust. 
b. A Non-Designated Beneficiary (such as a charity) has their portion of the IRA distributed prior to September 

30 of year after the IRA owner’s death. 
3. Determine whether any of the beneficiaries who could potentially share in the retirement plan benefits can be 

disregarded because they are a “mere potential successor” beneficiary. 

MERE POTENTIAL SUCCESSOR BENEFICIARIES 

A “mere potential successor” beneficiary is a beneficiary that would only benefit from the IRA if one of the trust 
beneficiaries, with a present or contingent right to the IRA, dies before the IRA has been distributed in full.  Excluding 
the “mere potential successor” beneficiary is significant because a “mere potential successor” beneficiary tends to 
include intestate succession beneficiaries and charities, which could taint the trust and create a Non-Designated 
Beneficiary resulting in a more rapid payout of the IRA, usually within 5 years after the year following the year of the 
IRA owner’s death. 

In some circumstances, the trust can disregard the “mere potential successor” beneficiary: 

• Conduit Trusts – Since the RMD and any other IRA distributions are paid to the income beneficiary, the IRS 
anticipates that the inherited IRA will be depleted over the income beneficiary’s life expectancy.  Therefore, the 
Conduit Trust can exclude the “mere potential successor” beneficiaries because the only way they can receive 
amounts from the IRA is for the income beneficiary of the trust to die prior to the full distribution of the inherited IRA. 

 

• Some Accumulation Trusts – An Accumulation Trust can exclude the “mere potential successor” beneficiaries 
only if ALL of the current and remainder beneficiaries have attained the age for outright distribution from the trust as 
of September 30 in the year after the IRA owner’s death.  For example, assume a trust names three siblings as 
beneficiaries, and that their current and future children are successor beneficiaries.  Assume also that the trust will 
distribute each beneficiary’s share of principal to that beneficiary after age 35.  If all three siblings reach age 35 by 
September 30 of the year after the IRA owner’s death, the trust would terminate by the September 30 deadline and 
there would be no chance for “mere potential successor” beneficiaries to inherit.  However, if one of the remainder 
principal beneficiaries has not attained the age for outright distributions as of the September 30 deadline, the trust 
can no longer disregard “mere potential beneficiaries,” which could accelerate RMDs. 

All other trusts must consider the “mere potential successor” beneficiaries, which creates additional challenges that 
must be overcome through sophisticated drafting language within the trust document. 


