THE TOP 4 THINGS RETIREES NEED TO KNOW ABOUT

THE SECURE ACT

On December 20, 2019, President Trump signed the Setting Every Community Up for Retirement Enhancement Act
of 2019 (“SECURE Act”) to be effective on January 1, 2020. The SECURE Act was drafted with the intention of helping
American workers save more for retirement. According to a study done by the Schwartz Center for Economic Policy
Analysis, American workers aged between 55 and 64 have a median retirement account balance of a mere $15,000. The
SECURE Act was created to help American workers of all ages save more for retirement, provide them with more lifetime
income options through their employer-based defined contribution plans, and hopefully ease the likely retirement
crisis that many near retirement may face. There are several major provisions that will directly impact Americans’
retirement planning strategies moving forward:

1. Goodbye, Stretch IRA
The Old Way
All tax-qualified retirement accounts, such as IRAs, 401(k)s, TSPs, 403(b)s, etc. enjoy tax deferral until the age the
government forces you to take Required Minimum Distributions (“RMDs”) on those accounts. The SECURE Act increased
the RMD age from the previous 70½ now to age 72. Previously, when account owners passed away and these accounts
were inherited by non-spouse beneficiaries, the new owner was traditionally permitted to “stretch” the taxes on these
accounts over the course of his/her lifetime. This concept, commonly referred to as the “Stretch IRA,” used to be one of
the greatest tax-planning concepts for beneficiaries of these qualified plans, and it worked like this:
After you died, RMDs were generally to be paid by your beneficiaries beginning by the end of the year after your
death. Designated beneficiaries – and only designated beneficiaries – would be able to take RMDs calculated over
their IRS-provided life expectancies. The beneficiary would then be permitted to take the minimum amount out of
an inherited IRA each year that was required by law. Doing so helped a beneficiary minimize their income tax burden
and maximize the tax deferral of the inherited account. This ultimately meant less taxes and more money to them. For
deaths prior to January 1, 2020, the Stretch IRA concept could be utilized; however, beneficiaries of account owners
who pass beginning in 2020 will have a new ten-year rule.

Hello, Ten-Year Rule
Beginning for deaths after December 31, 2019, the stretch IRA will be replaced with a ten-year rule for the vast majority
of non-spouse beneficiaries. The rule will require accounts to be “emptied” by the end of the tenth year following the
year of the original account owner’s death.
•

There will be no annual RMDs; instead, the entire inherited qualified account must be fully distributed within ten
years, regardless of the beneficiary’s choice of when or how. In other words, there is a 100% required distribution
of the account by the end of the 10th calendar after the year of the account holder’s death.

•

There are also five classes of “eligible designated beneficiaries” who are exempt from the ten-year post-death
payout rule who may still stretch RMDs over life expectancy: (1) surviving spouses, (2) minor children, (3) disabled
individuals, (4) the chronically ill, and (5) beneficiaries who are not more than ten years younger than the qualified
plan owner.

2. The IRS’ New Proposal To Review & Change The RMD Tables
Required Minimum Distributions (“RMDs”) are the minimum amounts of a withdrawal an account owner must generally
take from his/her tax-qualified retirement accounts (e.g., IRA, 401(k), 403(b), TSP, etc.) now beginning at age 72.
Your RMD is calculated by dividing your account’s balance as of December 31st of the previous year by your Life
Expectancy Factor taken from the IRS Uniform Lifetime Table.
The IRS Uniform Lifetime Table was last updated in 2002. Since then, life expectancy across America, largely derived
from census data, has changed. Accordingly, President Trump issued instructions to the IRS to consider updating the
Uniform Lifetime Table in his August 2018 Executive Order aimed at “strengthening retirement security in America.”
On November 7, 2019, the IRS released its proposed update to the lifetime expectancy tables that Americans utilize
when calculating RMDS. Three separate life expectancy tables now have proposed updates:
•
•
•

The Uniform Lifetime Tables (used by most retirement account owners)
The Joint & Survivor Table (used by account owners whose sole beneficiary is a spouse more than ten (10) years
younger
The Single Life Table (used by all beneficiaries to determine RMDs)

If adopted, the proposal will not go into effect until 2021. Its effect: RMDs will be less. As seen in the chart below, the
new lifetime table proposal would allow this hypothetical account to have an additional $54,000 (5.4% greater) in
tax-deferred dollars at the age of 100 versus the current RMD rules that are using the current lifetime tables. With the
enactment of the SECURE Act’s provision to begin RMDs at age 72 versus the current 70½ age, the benefits would be
even greater as it would provide this account with an additional $76,000 (7.6% greater).

Trajectory of $1,000,000 Tax-Qualified Account Balance Under Current RMD Rules,
IRS Proposed Lifetime Table Changes, and The SECURE Act Changes

$1,000,000 beginning balance assuming a 5% annual rate of return through age 100.

3. Increased Required Minimum Distribution (“RMD”) Age
Up until 2020, the previous age for retirement account holders to begin taking their RMDs from tax-qualified retirement
accounts (e.g., IRA, 401(k), 403(b), TSP, SIMPLE IRA, etc.) was age 70½. The SECURE Act increases the age limit to age 72.
This will be beneficial to retirees for two main reasons:
1.
2.

Their accounts will enjoy the benefits of tax deferral and compounding interest for another 18+ months, (hopefully)
providing them will greater account values going into retirement.
Age 72 is much easier to keep track of than age 70½.

Please note that retirement account owners who reach their 70½ birthday in 2019 will have an RMD for 2019 to be

4. Elimination of the 70 1/2 Age Limit for Traditional IRA Contributions
Beginning in 2020, the SECURE Act eliminates the age limits (formerly 70½) for one to contribute to a traditional IRA.
Moving forward, anyone who is still working and has earned income may contribute to a traditional IRA regardless of
age.
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