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May 20, 2016

 

Should	a	Trust	be	the	Beneficiary	of	Your	IRA?	Pros	and	Cons

For	many	Americans,	the	assets	in	their	Individual	Re7rement	Account	represent	a
significant	por7on	of	the	wealth	they	hope	to	leave	to	their	loved	ones.	You	may	have
heard	that	crea7ng	a	trust	and	naming	it	as	the	beneficiary	of	your	IRA	is	a	good	way	to
direct	how	your	assets	are	distributed	a@er	your	death	and	force	your	heirs	to	"stretch"
the	IRA	for	genera7ons.	However,	trusts	and	inherited	IRAs	are	complex	vehicles	that
have	a	lot	of	details	to	get	right.	Here	are	some	of	the	pros	and	cons	of	naming	a	trust	as
a	beneficiary	of	your	IRA:

Advantages	to	Naming	a	Trust	as	an	IRA	Beneficiary

While	directly	inheri7ng	an	IRA	is	perfectly	fine	for	many	heirs,	it	can	be	inappropriate	in
some	situa7ons.	Under	these	circumstances,	a	trust	may	be	able	to	help	you	control	how
your	IRA	assets	are	distributed	a@er	you're	gone	and	help	protect	your	family's	wealth.

Protect	minor	children:	If	you	name	minor	children	or	grandchildren	as	beneficiaries
without	addi7onal	instruc7ons,	a	guardian	will	likely	be	appointed	by	a	court,	which	can
be	a	complicated	and	lengthy	process	and	may	reduce	the	benefit	your	heirs	get	from
the	inherited	assets.

Navigate	blended	family	dynamics:	For	families	with	children	from	mul7ple	marriages,	a
trust	can	help	you	make	sure	every	member	of	your	family	inherits	according	to	your
wishes.

Provide	for	children	with	special	needs:	If	one	of	your	beneficiaries	has	special	needs,
inheri7ng	an	IRA	could	jeopardize	his	or	her	ability	to	qualify	for	Social	Security	disability
benefits	or	other	forms	of	assistance.
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Avoid	spendthriD	tendencies:	It's	also	worth	considering	whether	you	think	your	heirs
can	handle	an	inheritance	responsibly	once	they	reach	adulthood.	Young	or	spendthri@
adults	might	be	inclined	to	simply	cash	out	the	IRA	and	pay	the	taxes	instead	of	taking
advantage	of	deferred	distribu7ons.	A	trust	can	explicitly	detail	how	much	your	heirs	are
able	to	receive	each	year	and	delay	when	they	gain	control	over	the	assets.

Protect	family	wealth	from	creditors:	Trusts	can	also	protect	your	family's	wealth	from
divorce	and	bankruptcy.	A	2014	Supreme	Court	case	found	that,	unlike	your	own
re7rement	accounts,	an	inherited	IRA	is	not	protected	from	creditors	in	the	event	of	a
bankruptcy.	[1]	If	you	worry	that	your	heirs	might	face	divorce	or	bankruptcy
proceedings,	a	trust	might	be	worth	considering.

Disadvantages	to	Naming	a	Trust	as	an	IRA	Beneficiary

Mistakes	are	easy	to	make:	Trusts	are	very	complex	instruments	that	must	be	carefully
worded	to	be	able	to	accomplish	your	objec7ves.	If	the	trust	is	not	created	to	meet
federal	regula7ons,	your	heirs	could	lose	most	of	the	benefits	of	inheri7ng	tax-
advantaged	IRA	assets.

For	example,	if	the	trust	is	not	accepted	as	a	"see-through"	or	"look-through"	trust,	the
trustee	may	be	forced	to	distribute	the	IRA's	assets	over	a	five-year	period	instead	of
stretching	the	distribu7ons	over	a	longer	life	expectancy.

[2]	Simple	mistakes	like	naming	a	charity	as	a	trust	beneficiary	are	enough	to	trigger
expensive	tax	consequences	for	your	heirs.

Professional	advice	is	criHcal:	If	you	are	going	to	name	a	trust	as	a	beneficiary,	it's	cri7cal
to	work	with	an	aVorney	who	understands	your	personal	situa7on	and	has	experience
with	trusts	and	inherited	IRAs.	We	also	recommend	checking	with	your	IRA	custodian	to
make	sure	that	trust	provisions	are	compa7ble	with	the	document	governing	your	IRA.

Simplicity	is	oDen	best:	Since	trusts	are	complex	and	can	be	costly	to	create	and
maintain,	they	are	o@en	worth	the	trouble	only	if	you	have	significant	assets	to	protect
or	face	a	complex	estate	situa7on.	In	many	cases,	naming	a	spouse	as	primary
beneficiary	of	your	IRA	and	children	as	con7ngent	beneficiaries	is	enough	to	preserve
the	tax	benefits	of	your	IRA	for	your	heirs.

How	Can	We	Help?

Ul7mately,	choosing	beneficiaries	for	your	IRA	is	a	task	that	is	best	accomplished	with
professional	advice	that	coordinates	all	aspects	of	your	estate	strategies.	Estate	planning
is	a	very	complex	area	and	it	pays	to	get	the	details	right.	If	you	haven't	reviewed	your
estate	strategies	recently	or	have	ques7ons	about	trusts,	inherited	IRAs,	or	beneficiary
provisions,	please	give	us	a	call.	We	have	helped	many	of	our	clients	explore	their	legacy
goals	and	work	closely	with	experienced	aVorneys	and	tax	professionals	who	can	help
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you	iden7fy	the	best	solu7ons	for	your	personal	situa7on.

	

Footnotes,	disclosures,	and	sources:

These	are	the	views	of	Pla7num	Advisor	Marke7ng	Strategies,	LLC,	and	not	necessarily	those	of
the	named	representa7ve,	Broker	dealer	or	Investment	Advisor,	and	should	not	be	construed
as	investment	advice.	Neither	the	named	representa7ve	nor	the	named	Broker	dealer	or
Investment	Advisor	gives	tax	or	legal	advice.	All	informa7on	is	believed	to	be	from	reliable
sources;	however,	we	make	no	representa7on	as	to	its	completeness	or	accuracy.	Please
consult	your	financial	advisor	for	further	informa7on.

[1] http://www.forbes.com/sites/deborahljacobs/2014/06/12/supreme-court-finds-
inherited-iras-not-protected-in-bankruptcy/  
[2] https://www.kitces.com/blog/qualifying-a-see-through-trust-as-an-ira-
designated-beneficiary-conduit-or-accumulation/ 
http://www.forbes.com/sites/deborahljacobs/2014/09/04/iras-and-trusts-what-you-
need-to-know/ 
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