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Our mission is to serve our clients, in an atmosphere of trust, to help grow and preserve their wealth.  We provide personal attention and comprehensive 

strategies, striving to enable our clients to live and retire with stability. Alltrust Financial Management serves clients seeking comprehensive financial 

guidance, with a team approach, in a manner that continuously exceeds our clients' expectations. We are a recognized and respected financial 

management firm delivering trusted, personal attention. 

 
DESIGNATING A TRUST AS AN IRA BENEFICIARY – PART ONE (SOURCE: BRIAN DOBBIS, LORD ABBETT)  

Such a strategy can be beneficial, but be sure to consult an experienced attorney and tax professional to navigate the maze of 

rules. 

Increasingly, clients are relying on their advisors for advanced beneficiary-planning strategies, such as naming a trust as the 

beneficiary of a retirement account. Designating a "look-through" trust as an IRA beneficiary can be tricky and complicated, 

with potentially serious tax consequences if done incorrectly. Advisors and their clients need to be aware of the nuances and 

appropriateness of these arrangements. 

Typically, qualified retirement plans and IRAs are not subject to probate. Instead, retirement assets are distributed according to 

account owners’ current beneficiary designation. Naming rules are very liberal, thus offering IRA owners a number of options in 

designating a beneficiary; in fact, any individual and/or non-individual (charity, estate, or trust) can be a named beneficiary. But 

if IRA assets are moved into the trust, either while the account owner is alive or at death, a distribution subject to income tax 

has occurred. 

Tip: Never move IRA assets into the trust. Doing so will result in a taxable event on the entire IRA balance. Instead, name a trust 

as beneficiary on the IRA beneficiary form. 

Why would the owner of an IRA want or need to name a trust, rather than a person, as his or her beneficiary? 

The primary reason is to exert control over post-death distributions, thus limiting access to an inheritance. You do not save on 

taxes by naming a trust. In fact, it’s quite possible to pay more in taxes even if the trust is designed properly. Therefore, you 

would only use trusts for personal (non-tax) reasons. 

Assuming that naming a trust fits a client’s overall objective, advisors should verify (with an attorney) that the trust qualifies as 

a “look-through” or “see-through” trust.  In other words, the IRS will “look through” the trust and treat the trust’s beneficiary as 

the IRA’s direct beneficiary, although the trust remains the direct owner of the IRA (actually an inherited IRA). This allows heirs 

to take advantage of favorable minimum-distribution rules that apply to individual designated beneficiaries (e.g., those 

beneficiaries that have a life expectancy). 
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To qualify as a look-through, the trust must meet all of the following requirements: 

1) Must be a valid trust under state law. 

2) Must be irrevocable upon death of the account owner or contains language to the effect it becomes irrevocable upon the 

death of the IRA owner.  A revocable trust will not be able to utilize stretch provisions. 

3) Individual beneficiaries of the trust must be identifiable from the trust document. 

4) Required trust documentation must have been provided to the IRA custodian no later than October 31 of the year following 

the IRA owner’s death. The trustee is responsible for providing trust documentation to the IRA custodian. 

In addition to the above requirements, only individuals (i.e., those with a life expectancy) may be considered “designated 

beneficiaries” by the IRS for purposes of taking advantage of the stretch IRA provisions. A person who is not an individual, such 

as an estate or a charitable organization, may not be a designated beneficiary, and the option to stretch minimum payouts will 

be forfeited. 

Tip: The trustee also is responsible for determining that the trust is a look-through trust. However, most likely, the trustee will 

need to hire a professional (e.g., attorney) for assistance. 

Tip: Although naming a trust as an IRA beneficiary is permissible, not all IRA custodians permit trusts to be a named beneficiary. 

It is imperative that you receive confirmation from an IRA custodian that will allow you to name a trust beneficiary. 

A properly designed look-through trust is deemed a non-spouse beneficiary and thus must follow post-death required minimum 

distribution (RMD) rules. This is true even if the spouse is the sole beneficiary of the trust. Why? The trust inherited the IRA. 

After the owner dies, the IRA balance should not be distributed to a trust. Instead, after the IRA owner’s death, only the RMD 

has to be paid from the (inherited) IRA to the trust. 

In other words, when a trust is named beneficiary, then minimum distributions are required to be made from the IRA to the 

trust. Bypassing (the trust) is not allowed. Instead, distributions are then made to trust beneficiaries, following the rules set forth 

in the trust. 

Suppose there are multiple trust beneficiaries. Whose life expectancy is used to determine minimum distributions? Separate 

accounts, also known as “splitting,” generally cannot be created when a trust is named as an IRA beneficiary. Why? The trust 

itself is considered the beneficiary rather than the underlying individual trust beneficiaries. 

Generally, unless separate trusts are established for each beneficiary, the oldest beneficiary—the one with the shortest life 

expectancy among the beneficiaries—will be used to determine the amount of the required withdrawal, which is then divided 

among the beneficiaries. This is why the IRA owner should name beneficiaries that are relatively close in age. Why? Because the 

life expectancy of the oldest beneficiary determines the “stretch” payout following inherited IRA RMD rules. In other words, 

naming a trust as beneficiary generally eliminates the ability for each trust beneficiary to use their own life expectancy when 

determining annual distributions. Notably, it may be possible to “split” beneficiary accounts if the trust created separate 

“subtrusts” for each trust beneficiary named on the beneficiary form. 



What happens if the trust fails to qualify as a look-through? Generally, only a living, breathing person can “stretch” inherited 

IRA distributions; an exception would be a look-through trust, whereby the trust can “stretch” using the life expectancy of the 

oldest trust beneficiary. If the trust fails to qualify as a look-through, the trust then has no life expectancy, thus the IRA must be 

generally be paid in five years post death. 

Feel free to contact us to discuss your specific situation.  

To comply with Treasury Department regulations, we inform you that, unless otherwise expressly indicated, any tax 

information contained herein is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding 

penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) promoting, 

marketing, or recommending to another party any transaction, arrangement, or other matter. 
  
DID YOU KNOW ILLINOIS TURNS 200 THIS YEAR? 
Here are a few places where you can celebrate Illinois’ bicentennial: 

1. More Fun on 81 – Andover  June 2-3 
2. A Social History of Bloomington walking tour – Bloomington  June 9 
3. Kankakee Day Celebration – Kanakaee  June 21 
4. Galesburg Balloon Race – Galesburg  July 27-29 

 
For more celebrations, check out the Illinois turn 200 website: https://illinois200.com/celebrate/events/ 
 
WEEKLY UPDATES ARE AVAILABLE  
LPL Financial’s Weekly Market Commentary and Weekly Economic Commentary can be found on LPL Financial’s website 
(http://www.lplfinancial.com/learning_center/research/). 
 
OTHER UPDATES AVAILABLE FROM LPL RESEARCH DEPARTMENT 

- Daily market update: http://LPLresearch.com  
- YouTube Channel: http://www.youtube.com/lplresearch (which can also be found on our website) 
- Outlook 2018: Return of the Business Cycle video can be found on LPL Research YouTube channel. 

 
CLIENT CONNECT 
Are you anticipating an e-mail change? Let us know. We want to make sure you receive all of our e-mail communications. Send 
your new e-mail to melissa.arbisi@lpl.com  
 
If you have any input or comments about our newsletter, let us know. We love to hear from you!! 
 
Your referrals mean a great deal to our business. If you know of a friend or family member who might benefit from our service, 
please let us know. We will work hard to ensure that your referrals feel it was a wise investment of their time – and their 
future- to have met with us. 
 
Don’t keep us a secret!! Share this with your family and friends. 
 
Till next month, 
 
The Alltrust Team 
 
 

Securities offered through LPL Financial.  Member FINRA/SIPC 
The opinions voiced in this material are for general information only and are not intended to provide specific advice or 

recommendations for any individual. To determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing.  
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