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BENEFICIARY PLANNING

Should a Trust Inherit a Client’s IRA? It Depends.

In the wake of the Setting Every Community Up for Retirement Enhancement (SECURE) Act 1.0 and new

regulations for required minimum distributions, leaving an IRA to a trust requires careful planning. Knowing how

to answer some foundational questions can help you guide your client as they work with legal counsel on

beneficiary options for qualified assets in their estate plan.

The SECURE Act 1.0 changed estate planning for IRAs and
other qualified assets (referred to here as IRA assets), but
many IRA owners still may have concerns about how some
beneficiaries will receive those assets. The compressed
period for depletion of the account—10 years for most
beneficiaries of IRA assets—can heighten worries about
beneficiaries with poor financial acumen. Other specific
scenarios may require less straightforward planning; for
example, a client with a second marriage may need to
provide income for the second spouse while the remaining
assets go to children from their first marriage.

An IRA account owner who needs more control over these
assets may elect to name a trust as the beneficiary of

an IRA. While this allows for control of the assets, it also
comes with challenges. While a trust can be the beneficiary
of qualified assets, only certain trusts can take advantage
of various beneficiary distribution options. The questions
and answers below can help you guide clients as they
work with legal advisors to create sustainable plans.

1. What is a “see-through” trust?

As noted above, while any trust can be the beneficiary

of IRA assets, only a “see-through” trust will have all
beneficiary distribution options available. A see-through
trust must meet specific requirements that allow the trust to
be treated as a “person” for the purposes of the inherited
IRA distribution options. Without this status, the trustis
limited to the distribution options for entities—either a

lump-sum distribution or distributions across five years. To
qualify as a see-through trust, it must:

= Be valid under state law.
= Be irrevocable when the grantor dies.

= Have beneficiaries that are identifiable, and the ones
counted must be individuals.

= Ensure documentation goes to the IRA custodian by
10/31 of the year following the year of the IRA owner’s
death.

By meeting these requirements, the trust may use the
distribution options available to individual beneficiaries.

2. What distribution options are available to
see-through trusts?

Distribution options available to individual trust beneficiaries
are complex and depend largely upon whether the trust
must be divided among the beneficiaries upon the death

of the grantor. If so, then individual beneficiaries may have
different distribution options available to them. Availability will
depend on whether a beneficiary is an eligible designated
beneficiary (EDB), a designated beneficiary (DB), or a non-
designated beneficiary (NDB).' EBDs have the option of a
life-expectancy payout, and spouses are able to recalculate
their life expectancies each year. DBs more limited; the
account must be completely distributed by 12/31 of the 10th
anniversary of the IRA account owner’s death. If the IRA

'Eligible designated beneficiaries include a spouse, minor child of the IRA account owner, the disabled or chronically ill, and those not more than 10 years younger than the IRA owner.
Designated beneficiaries include adult children, grandchildren, or others more than 10 years younger than the IRA owner. Non-designated beneficiaries include estates, entities (such as

a charity), or trusts that do not meet the “see-through” requirements.

Insurance products can be issued in all states, except New York, by Pacific Life Insurance Company or
Pacific Life & Annuity Company. In New York, insurance products are only issued by Pacific Life & Annuity Company.
Product/material availability and features may vary by state
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owner died on or after their required beginning date (RBD),
the beneficiary must take annual distributions during the
10-year period. NDBs only have two options: a lump sum
or five-years distribution. For more information, consult our
blog article, “Inherited IRAs—A Guide to Help Beneficiaries
Who Inherit an IRA in 2020 or Later.”

It is easy to be confused. While some beneficiaries are
required to take distributions, many beneficiaries may
choose to spread distributions across 10 years for tax
purposes. It is critical to distinguish those who may from
those who must.

An additional note: Typically, the IRA custodian will require
the trustee to determine whether the beneficiary is an EDB
or a DB. The trust tracks all monies paid to or distributed
from the trust, including any distributions from the
inherited account. The trust will receive Form 1099-R for
tax purposes. Clients should work with legal and account
counsel in this area.

3. What is a “ghost life expectancy” distribution
option, and how does a trust get one?

Did you know that an inherited IRA could involve a ghost?
When a traditional IRA account owner dies after his or her
RBD, a non-designated beneficiary has two distribution
options: lump-sum or the remaining life expectancy of
the deceased IRA owner. A trust that does not meet the
“see-through” requirements can use the remaining life
expectancy of the decedent.

Why might this be attractive? If the decedent’s remaining
life expectancy is longer than 10 years, the trust can

use that longer period to take distributions. In some
circumstances, this can allow a better tax outcome.

4. How are the distributions from a trust-inherited
IRA taxed?

It depends on a few considerations. Let’s assume the

only asset the trust holds is the IRA distribution. The IRA
distribution is paid to the trust and is considered income to
the trust. If the trust distributes the income to a beneficiary,
the income is included in the beneficiary’s income and
taxed at the individual’s rate. If the trust can accumulate
income, then any income that remains in the trust is taxed
at the trust tax rates.? Assuming they are qualified, Roth
IRA distributions are tax-free.

“For more information, please refer to the most current federal tax rates.

Should a Trust Inherit a Client’s IRA? It Depends.

ACTIONS YOU CAN TAKE RIGHT NOW

= |dentify clients with large IRAs and few

beneficiaries.
= Review their current beneficiary designations.

= Help determine whether their current plans

meets their beneficiary goals.

The trust tax rates apply to significantly compressed tax
brackets. For example, in 2025, the maximum income
tax rates apply to trust income above $15,650. Where
applicable, the net investment income tax also applies.
The tradeoff for control and limiting beneficiary access to
the funds is the potential for a significantly higher tax bill.

5. What else am | missing?

Planning is complex when the beneficiary of an IRA

is a trust. For a child with special needs, someone
compromised by addiction, someone with a creditor
problem, or someone with a similar issue, a trust can
provide strong protection for vulnerable beneficiaries. In
many other cases, the only concern is that the beneficiary
will have immediate access to a large sum of money. In
that case, a predetermined beneficiary payout option may
allow for some control and easier management.

Establish Yourself as a Trusted Resource

As with many estate-planning issues, there is a lot for a
client to review and consider. Helping your clients ask
good questions as they work with their legal and tax
counsel can steer them toward achieving their estate-
planning goals.
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Additional Resources and Links

Final Reqgulations for IRAs Inherited under SECURE Act 1.0 Are Here

Managing Your Beneficiaries’ Inheritances

Help Offset Taxes for Your Beneficiaries

For more information about retirement planning,
please contact our Retirement Strategies Group at
RSG@PacificLife.com or (800) 722-2333, ext. 3939.

Annuities.PacificLife.com

Pacific Life, its affiliates, distributors, and respective representatives do not provide tax, accounting or legal advice. Any taxpayer should seek advice based on the taxpayer’s particular
circumstances from an independent tax advisor or attorney.

This material is provided for informational purposes only and should not be construed as investment, tax, or legal advice. Information is based on current laws, which are subject to
change at any time. Clients should consult with their accounting or tax professionals for guidance regarding their specific financial situations.

Pacific Life is a product provider. It is not a fiduciary and therefore does not give advice or make recommendations regarding insurance or investment products.

Investors should carefully consider a variable annuity’s risks, charges, limitations, and expenses, as well as the risks, charges, expenses, and investment goals of the
underlying investment options. This and other information about Pacific Life are provided in the product and underlying fund prospectuses. These prospectuses should be
read carefully before investing.

Annuities are long-term contracts designed for retirement. Annuity withdrawals and other distributions of taxable amounts, including death benefit payouts, will be subject to ordinary
income tax. For nonqualified contracts, an additional 3.8% federal tax may apply on net investment income. If withdrawals and other distributions are taken prior to age 59%, an additional
10% federal income tax may apply. A withdrawal charge also may apply and a market value adjustment (MVA) also may apply. Withdrawals will reduce the contract value and the value of
the death benefit, and also may reduce the value of any optional benefits.

Insurance products and their guarantees, including optional benefits, annuity payout rates, and any crediting rates, are backed by the financial strength and claims-paying ability of the
issuing insurance company. Look to the strength of the insurance company with regard to such guarantees because these guarantees are not backed by the independent broker/dealers,
insurance agencies, or their affiliates from which products are purchased. Neither these entities nor their representatives make any representation or assurance regarding the claims-paying
ability of the issuing company.

Under current law, a nonqualified annuity that is owned by an individual is generally entitled to tax deferral. IRAs and qualified plans—such as 401(k)s and 403(b)s—are already tax-deferred.
Therefore, a deferred annuity should be used only to fund an IRA or qualified plan to benefit from the annuity’s features other than tax deferral. These features include lifetime income,
death benefit options, and the ability to transfer among investment options without sales or withdrawal charges.

Pacific Life refers to Pacific Life Insurance Company and its affiliates, including Pacific Life & Annuity Company. Insurance products are issued by Pacific Life Insurance Company in all states
except New York and in New York by Pacific Life & Annuity Company. Product availability and features may vary by state. Each insurance company is solely responsible for the financial
obligations accruing under the products it issues.

The home office for Pacific Life & Annuity Company is located in Phoenix, Arizona. The home office for Pacific Life Insurance Company is located in Omaha, Nebraska.

This material is intended for financial professional use only. Not for use with the public.

(3 PACIFIC LIFE Q) srdresa "

30of3
25-500 VLQ4876-00 11/25 E1128


mailto:RSG%40PacificLife.com?subject=
https://www.annuities.pacificlife.com/content/dam/paclife/rsd/annuities/public/pdfs/guide/managing-your-beneficiaries-inheritances.pdf
https://www.annuities.pacificlife.com/home/resources/retirement-landscape/blog/2024/final-regulations-for-iras-inhererited-under-secure-act-2-0-are-here.html
https://www.congress.gov/116/plaws/publ94/PLAW-116publ94.pdf#page=605
https://www.annuities.pacificlife.com/content/dam/paclife/rsd/annuities/public/pdfs/guide/managing-your-beneficiaries-inheritances.pdf
https://www.annuities.pacificlife.com/content/dam/connectedassets/CMD/multi-lob/value-add/client/brochure-flyer/vlc0867-help-offset-taxes-for-your-beneficiary/VLC0867-0523_Final.pdf

