
page 01

The SECURE Act

and Tax Law

Changes in 2020
The Largest Retirement Bill in More Than a Decade

A MERISTEM FAMILY WEALTH WHITEPAPER

The SECURE Act: Setting Every Community Up for Retirement

Enhancement bill passed in December and became law on January 1,

2020. 

 

This $1.4 trillion government spending package includes revisions to

several key rules governing retirement accounts.  Most will make saving

for retirement easier, but others will make it less tax advantaged to pass

on retirement accounts to heirs. The SECURE Act also creates a path for

more small businesses to offer retirement accounts and enhances birth,

adoption, student loan, and 529 plan policy.

 

Read more in the pages that follow to obtain an understanding of these

changes.
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Going forward, any age restrictions on

contributions will be removed. Anyone that

has earned income, at any age, can make an

IRA contribution.

 

Secondly, the SECURE Act has changed the

age threshold for required minimum

distributions, or RMDs. Currently, participants

are required to take a certain amount of

money out of their IRAs or 401(k)s at age 70

1/2, whether they want to or not. This age

limit has now been pushed back to age 72.

See the illustration on the next page as to

how the longer timeline may affect account

size over time.

TAKEAWAYS
IRA Changes

One of the most notable changes is that the

stretch IRA is going away. A stretch IRA

extended the tax-deferred status of

an inherited IRA when it was passed to a non-

spouse beneficiary or certain trusts. The

stretch IRA allowed for continued tax-

deferred growth of an IRA using the new

recipient's life expectancy.

 

For individuals who die in 2020 or later, the

SECURE Act no longer allows for a stretch

IRA to provide  lifetime tax-deferred growth

and instead caps it at a maximum of ten

years. Funds can be pulled out evenly over

10 years or they can be held until year 10 and

pulled out in their entirety, but by the end of

10 years all the money must be out of the IRA

and all of the deferred tax must be paid.
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Minors under age 18 (*once minor reaches age of majority, lifetime deferred growth resets to 10 year period)

Disabled, or chronically ill

Close in age to the person that is deceased

Spouse

Now, there are some exceptions that will allow some individuals to continue to stretch an inherited IRA over their

lifetime. They include:

 

 

 

 

Stretch IRAs and Conduit Trusts

 

Under the prior law, an IRA could pass to a vehicle called a conduit trust. A conduit trust provided RMD's to the trust

beneficiary, but otherwise stretched the timeline to the trust beneficiary's life expectancy. Under the new law the effect

of conduit trusts are substantially lessened. When a conduit trust is the designated beneficiary of an IRA, the owner’s

account must be distributed in its entirety to the trust and then from the trust to the beneficiary, no later than the tenth

year after the owner’s death (the same as an individual beneficiary). A trust  could still be a useful tool because of the

protection of retirement assets (typically to protect a child's creditors or lack  of financial discernment), and a trust could

hold any post ta proceeds of a retirement account.

 

TAKEAWAYS
IRA Changes (continued)

RMD TIMING IMPACT ILLUSTRATION
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One new feature in the SECURE Act is that

small businesses can band together to create

multi-employer plans (MEP) for employee

401(k)s – often referred to as Pooled

Employer Plans (PEP).

 

The idea here is that 401(k)s will be less

costly for single employers and more

businesses will be able to offer them. 

 

401(k)s could also be offered to part-time

employees. Requirements include working for

an employer 500 hours a year for at least

three consecutive years, starting in 2021 to

qualify. Annuity options will be available in

the plans for those who are suited for that

type of investment.

 

THE CREATION OF MEP 'S
Multi-Employer Plans

The bill also increases a tax credit related to

startup costs for setting up a retirement

savings plan to $5,000 from $500, as well as

offering a $500 credit for plans that set up

automatic enrollment—both of which could

offer an additional nudge to employers to

offer plans.

 

How big an impact the MEPs will have

depends partly on how financial firms

develop and market them to small businesses

and the expense and record keeping

associated with them.
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New parents are another segment of the population

that could potentially get a boost from the SECURE

Act. The new law lets individuals withdraw up to

$5,000, following the birth or adoption of a child,

without paying the usual 10% early-withdrawal

penalty. If married, each spouse can withdraw

$5,000 from his or her own account, penalty-free. 

 

Lawmakers hope the new option will encourage

younger workers to start funding 401(k)s and IRAs

earlier. Money can also be put back into the

retirement account as a type of reimbursement at a

later date and those amounts are treated as a

rollover and are not included in taxable income, for

that year.

 

If adopting, penalty-free withdrawals are allowed if

the adoptee is younger than 18 or is physically or

mentally incapable of self-support. However,

penalties will still apply if adopting a spouse's child.

BIRTH &  ADOPTION

WITHDRAWAL OPTIONS

STUDENT LOAN

IMPLICATIONS

In addition, amounts paid for graduate or post-doctoral

study or research are treated as compensation for

purposes of making IRA contributions. This will allow

affected students to begin saving for retirement sooner

should they choose to do so even if they don't have

traditional income. 

 

There are plenty of drawbacks to borrowing from

retirement funds, but loans from 401(k) plans are

allowed. Generally, you can borrow as much as 50% of

your 401(k) account balance, up to $50,000. Most

loans must be repaid within five years, although more

time is sometimes given if the borrowed money is used

to buy a home.

 

Some 401(k) administrators had previously allowed

plan access loans by using credit or debit cards.

However, the SECURE Act now prohibits 401(k) loans

provided through a credit card, debit card or similar

arrangement.

SUMMARY

While these changes may seem daunting to digest, at Meristem we simplify the complexities of your financial environment

by operating as your Family Financial Officer. By managing all financial actions of our client families, based on their

direction, and without conflicts. We keep families above the fray, especially when it comes to important tax matters.

 

529 PLAN CHANGES

Under the SECURE Act, the definition of a tax-free or

qualified distribution from a 529 savings plan has been

expanded to include repayment of up to $10,000 in

qualified student loans, and expenses for certain

apprenticeship programs. The SECURE Act makes this

change retroactive to distributions made after

December 31, 2018. 
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