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Key highlights

Naming a trust as an

IRA beneficiary provides
control, creditor protection
and flexibility for IRA
owners.

Trusts must follow strict
IRS criteria to qualify for
beneficial payout options,
such as the 10-year or life
expectancy rule.

Trust structure and
beneficiary type directly
impact required IRA
distributions and tax
implications.

Robert, 68, recently remarried and has two adult children from his first
marriage. He wants to ensure that after his death, his individual retirement
account (IRA) assets will benefit his new spouse, Anne, during her lifetime but
ultimately pass to his children.

Robert’s financial professional suggested he consider working with an attorney
to establish a trust. By naming that trust as the beneficiary of his IRA, Robert
can achieve both goals. The trust will provide Anne with a steady income

for the rest of her life after Robert’s death. Upon her passing, the remaining
assets will transfer directly to Robert’s children. This approach gives Robert
confidence and peace of mind, knowing that his family will be cared for
according to his wishes.

Naming a trust as the beneficiary of an IRA is a common estate planning
strategy that offers several advantages. However, the rules governing the
process can be complex. It’s important that financial professionals understand
the advantages, disadvantages and rules so they can make the best
recommendations to their clients.

Advantages of nhaming a trust as an IRA beneficiary
Key benefits of naming a trust as a beneficiary include:

e Control over IRA assets: The trust creator specifies exactly how and when
IRA funds are distributed after death. This approach is especially helpful
for blended families and for beneficiaries who might struggle with money
management.

*  Protection from creditors: When properly structured, IRA assets held
within the trust remain protected from beneficiaries’ creditors until funds
are distributed, preserving the legacy.

* Preserving eligibility for government benefits: Trusts can be designed so
that beneficiaries with special needs or chronic illnesses continue qualifying
for important government assistance.

* Flexible payout options: Qualifying trusts may benefit from payout options
like individual beneficiaries do, including the ability to spread distributions
over 10 years. This flexibility helps optimize tax efficiency and enhances
wealth transfer planning.



Disadvantages of naming a
trust as an IRA beneficiary

There are also drawbacks that should
be considered, such as:

* Potentially higher tax rates: In
2025, accumulation trusts face
high income taxes (up to 37%) on
taxable income above $15,650 if
that income isn’t distributed to
beneficiaries during the same tax
year. After the IRA owner’s death,
most trusts become accumulation
trusts, making this an important
consideration.

« Limited payout options (non-
see-through trusts): Trusts that
don’t qualify as “see-through” lose
the favorable 10-year payout or
stretch options. Instead, they must
follow less flexible distribution
rules, potentially resulting in faster
payouts and higher taxes.

¢ Complexities with mixed
beneficiaries: If a qualifying trust
has a mix of beneficiaries (some
eligible for extended distributions,
others not), the trust’s ability
to stretch distributions over a
longer period may be limited or
unavailable.

e Custodian restrictions: Not all IRA
custodians allow qualifying trusts
to use beneficial distribution
options — even if the trust
technically qualifies.

* No spouse rollover option:
When an IRA is left to a trust,
the surviving spouse typically
cannot roll it over into their own
IRA, eliminating an important
and beneficial tax-planning
opportunity.

Defining beneficiaries

What’s a designated beneficiary?
The term “designated beneficiary”
relates to the IRS classification
about who can receive favorable

tax treatment on inherited IRAs.
According to the IRS, a designated
beneficiary of an IRA is any individual
or qualifying trust.

For a trust to be considered a
designated beneficiary, it must meet
the following requirements:

1. The trust beneficiaries must be
individuals clearly identifiable
(from the trust document) as
designated beneficiaries as of
September 30 following the year
of death of the IRA owner or plan
participant.

2. The trust must be valid under
state law.

3. The trust must be irrevocable
or become irrevocable upon the
death of the IRA owner or plan
participant.

4. The trust document, all
amendments, and the list of trust
beneficiaries must be provided
to the IRA custodian or plan
administrator by October 31
following the year of death of the
IRA owner or plan participant.

Who is an eligible designated
beneficiary (EDB)?

EDBs are designated beneficiaries
who meet additional criteria:

* Surviving spouse of the IRA owner

e Minor child (<21) of the IRA owner

A person who is disabled or
chronically ill on the date the IRA
owner dies

e A person who is older or not more
than 10 years younger than the
IRA owner

What’s a countable beneficiary?
The term “countable beneficiary”
refers to identifying who matters
when determining whether a

trust can qualify for designated
beneficiary status. IRS regulations
outline how to determine who
counts as a beneficiary based on the
language in the trust document.

Under these regulations, a trust
beneficiary is considered countable
if they can receive IRA distributions
from the trust without having to
wait until another beneficiary dies.
A beneficiary is not considered
countable if their only chance to
receive IRA funds depends solely
on the death of another beneficiary
whose interest in the trust is purely
residual and who survives the

IRA owner.

Considering these parameters,

the regulations then lay out some
guidelines to help evaluate which
beneficiaries meet these countable/
noncountable criteria. The starting
point is to determine what type

of trust is being used: conduit or
accumulation.



Conduit trusts

Countable beneficiaries for

conduit trusts

Only beneficiaries entitled to
immediately receive IRA distributions
count for determining see-through
trust status and payout rules.
Beneficiaries who only receive funds
later (such as charities named as
remainder beneficiaries) are not
counted.

Payouts for conduit trusts

If all countable beneficiaries are
individuals, the trust qualifies as a see-
through trust. In this case, payouts
follow either the 10-year rule or — if
eligible designated beneficiaries
(EDBs) are involved — the life-
expectancy option.

However, if a charity or other non-
individual beneficiary can immediately
receive IRA distributions, the trust
loses see-through status and must
follow less favorable payout rules.

When there’s a mix of beneficiaries
(both designated beneficiaries and
EDBs), payout rules depend on the
IRA owner’s required beginning date
(RBD). IRS rules stipulate that the
RBD is April 1 of the year following the
year in which the owner reached RMD
start age. That age is currently 73 but
will increase to 75 in 2033.

* If the IRA owner died before their
required beginning date (RBD), the
IRA must be fully distributed within
10 years. Annual distributions
aren’t required.

* If the IRA owner died on or after
their RBD, the IRA must still be
distributed within 10 years. Annual
required minimum distributions
(RMDs) are mandatory, based on
the longer life expectancy of either
the oldest trust beneficiary or the
IRA owner.

Conduit trusts vs. accumulation trusts

The distinction between a conduit trust and an
accumulation trust is important. It sets the parameters

for which classes of trust beneficiaries are countable. This
is used to determine see-through trust status and the
appropriate payout method that the trust must use to take
distributions from the inherited IRA.

Conduit trusts are defined as trusts that must pass

all distributions from the inherited IRA to the trust
beneficiary(s) immediately upon receipt. Accumulation
trusts are any other trusts that are not conduit trusts.

Case study:
Conduit trust

Arun died at age 75, leaving a conduit trust as the
beneficiary of his IRA. The trust’s beneficiaries are Arun’s
four siblings and one charity. The charity will only receive
funds after all individuals pass away.

Because the trust immediately pays IRA distributions
to Arun’s siblings, only these individuals count for

determining the payout rules. The charity is not counted,
as it only receives funds later.

Because none of the individual beneficiaries are EDBs,
the trust follows the 10-year payout rule. Because Arun
died after the RBD, the trust must also take annual
required minimum distributions based on his oldest
sibling’s life expectancy during the 10-year payout period
and the inherited IRA must be fully liquidated by the end
of the 10th year after Arun’s death.



Accumulation
trusts

Countable beneficiaries for
accumulation trusts

As mentioned earlier, any trust that
isn’t a conduit trust is an accumulation
trust. So if the trust can retain any
portion of a distribution from the
inherited IRA instead of immediately
paying the distribution out to trust
beneficiaries, it’s considered an
accumulation trust.

Determining see-through status for
accumulation trusts

The countable beneficiaries for
accumulation trusts are both the
income beneficiaries and the
remainder beneficiaries of the trust.
An exception allows any remainder
beneficiaries that are only entitled
to receive proceeds from the IRA
after the death of a remainder trust
beneficiary who did not pre-decease
the IRA owner.

This exclusion means that third-

level remainder beneficiaries of
accumulation trusts aren’t countable,
while first-level (income) and second-
level (remainder) beneficiaries are
countable. So if all the income and
countable remainder beneficiaries of
an accumulation trust are people, then
the trust can qualify as a see-through
trust.

If any income or countable remainder
beneficiary of an accumulation

trust is a charity or other entity, the
trust typically doesn’t qualify as a
see-through trust. In this case, non-
designated beneficiary payout rules
will apply.

One exception to these countable
beneficiaries of accumulation trust
rules relates to applicable multi-
beneficiary trusts (AMBTs). An AMBT
is a see-through trust with more than

Payout rules for nondesignated beneficiaries

For nondesignated beneficiaries, the applicable payout
rule depends on when the IRA owner died.

* If the IRA owner died prior to their RBD, the IRA must
be liguidated by December 31 of the fifth year after the

IRA owner’s death.

* If the IRA owner died on or after their RBD, a
nondesignated beneficiary can receive the death
proceeds over the deceased IRA owner’s remaining

life expectancy.

one beneficiary — one or more of
whom is disabled or chronically ill.

SECURE Act 2.0 created an exception
that allows an AMBT to disregard
charities that would otherwise be
countable. As a result, the trust can
still qualify as a see-through trust.
To qualify, the terms of trust must
stipulate that no other beneficiary
besides the disabled or chronically ill
trust beneficiary has any right to the
inherited IRA until that beneficiary
dies.

Payouts for see-through
accumulation trusts

In general, the 10-year rule is the
most likely payout method for an
accumulation trust that satisfies the
see-through trust rules.

When the 10-year rule applies, annual
distributions must be taken by the
beneficiary if the IRA owner died

on or after their RBD — using the

life expectancy of the oldest trust
beneficiary or the owner’s remaining
life expectancy (whichever is longer).
If the IRA owner died prior to their
RBD, the trust doesn’t have to take
annual RMDs during the 10-year
payout period.

However, there are several exceptions
that may allow a see-through
accumulation trust to use life
expectancy — instead of the 10-year
rule — as the payout method for an
inherited IRA left to the trust.

« AMBT exception: An AMBT
qualifying trust can use the life
expectancy of a disabled or
chronically ill EDB (or the longer
life expectancy of the deceased
IRA owner if the IRA owner died
on or after their RBD) to calculate
the RMDs from the inherited IRA
instead of the 10-year rule.

¢ Minor exception: A see-through
trust exception exists for trusts
that have a minor child of the IRA
owner as a beneficiary, even when
other trust beneficiaries exist that
would otherwise be countable.
The life expectancy of the minor
child of the IRA owner can be used
as the inherited IRA payout rule
instead of the 10-year rule.



Case study:
Accumulation trust
Olivia, an IRA owner, died at age 78 in
2024. She took the required minimum
distribution (RMD) for 2024 before her
death. The beneficiary is an accumulation
trust, meaning it can hold onto IRA

distributions rather than immediately
paying them out to beneficiaries.

The trust beneficiaries include Olivia’s
children and grandchildren. Her adult
children can receive distributions directly
from the trust (income beneficiaries), while
the grandchildren can receive distributions
only after their parent has died (remainder
beneficiaries). Both groups count as
beneficiaries, because neither must wait for

the death of a later remainder beneficiary
to receive trust distributions.

Because none of the beneficiaries are
eligible designated beneficiaries (EDBS)

— the grandchildren aren’t EDBs because
they’re not minor children of Olivia, the IRA
owner — the trust must follow the 10-year
rule. Thus, the inherited IRA must be fully
distributed by December 31, 2034.

Because Olivia died after her RBD, annual
RMDs are mandatory during the 10-year
period. These RMDs are calculated based
on the life expectancy of the oldest trust
beneficiary (Olivia’s oldest child), who will
be 54 in the first distribution year (2025).

Case study:
Accumulation trust with the AMBT exception

Greg passed away at age 78 in 2024, after
his RBD. Before his death, he took the full
RMD for that year. Greg’s IRA names an
accumulation trust as beneficiary.

The trust beneficiaries include Greg’s adult
children, one of whom — his 45-year-old
daughter — is disabled. The trust qualifies
as an AMBT because distributions can be
made only to the disabled daughter while
she is alive. The other children can receive
distributions from the trust only once the
disabled beneficiary dies.

Because this trust qualifies as an AMBT,
the other beneficiaries (Greg’s other

adult children) are not counted when
determining payout rules. Instead of being
forced to follow the 10-year rule, the

trust can stretch IRA distributions over
the disabled daughter’s estimated life
expectancy.

Upon the disabled daughter’s death, the
trust must fully distribute the remaining IRA
assets within 10 years or by the end of the
remainder of her estimated life expectancy
— whichever is sooner. Annual distributions
based on the disabled daughter’s remaining
life expectancy must continue after her
death until the IRA is fully liquidated.




Help clients make informed decisions

Naming a trust as an IRA beneficiary can offer
important benefits for IRA owners looking to manage
wealth transfer effectively, protect loved ones and
minimize taxes. However, careful consideration of trust
structure, beneficiary types and distribution rules is
crucial. Financial professionals should understand these
rules so they can help their clients create a legacy that
aligns with their wishes.

Nationwide® is here to help

For more information or answers to questions

on trusts as a beneficiary strategy, financial
professionals can contact the Advanced Consulting
Group at 614-677-6500 or ADVCG@nationwide.com.
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