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Most Sweeping Changes for IRAs and Retirement Plans in More than a Decade 
Action Plan Recommendations 

With the decline of traditional fixed defined benefit 
pensions that pay out a monthly income, many 
American workers are now responsible for 
squirrelling away money for their own retirement.  
However, about 25% of workers have no 
retirement savings at all - including 13% of workers 
over age 60 - Kiplinger 12/2019 

On December 20, 2019, President Trump signed 
the Setting Every Community Up for Retirement Enhancement (SECURE) Act. 

The Insured Retirement Institute says the Secure Act addresses “a deepening crisis where too few 
Americans are saving sufficiently to ensure an adequate income for their retirement years.” 

For IRAs 
RMD Delays 
Required Minimum Distributions starting in 2020 will now begin at age 72, not 70 1/2. Thankfully we 
got rid of the half year age. This means you can let your retirement funds grow an extra 1.5 years before 
you have to start tapping into them.  

No Age Restrictions on IRA Contributions 
Americans are working and living longer.  Starting in 2020 you can continue to invest in an IRA if you 
work into your 70s and beyond.  

Inherited "Stretch" IRAs Eliminated 
The SECURE Act eliminates the current rules that allow non-spouse IRA or 401(k) beneficiaries to 
"stretch" required minimum distributions (RMDs) from an inherited account over their own lifetime. 
Instead, all funds from an inherited IRA generally must now be distributed to non-spouse beneficiaries 
within 10 years of the IRA owner's death. There are exceptions if the beneficiary is a minor, disabled, 
chronically ill or not more than 10 years younger than the deceased.  

The legal change is expected to provide a huge tax revenue increase for the federal government, by 
removing beneficiaries’ ability to string out distributions. 

I have clients who are non-spouses (children of a deceased parent) with inherited IRAs. For pre-2020 
deaths the old rules will continue to apply.  

IRAHelp.com founder Ed Slott suggests naming a spouse as the beneficiary so that the assets can be 
stretched across the spouse’s lifetime and then passed on to a child, who would have 10 years before 
having to draw the IRA down completely 

If the beneficiary is the IRA owner's spouse, RMDs are still delayed until end of the year that the 
deceased IRA owner would have reached age 72 (age 70½ before the new retirement law). 

The rules can be complex for “non-person” beneficiaries, such as a Trust or Estate. 

Roth IRA Conversions Tax Planning 
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While I have not had any clients do a 
Roth Conversion - since taxes are 
immediately due on the conversion - 
some folks may want to take 
advantage of today’s low tax rates.  
With the massive deficits and 
ongoing $trillion deficit spending, tax 
rates are very likely to increase in the 
future.  I recall my tax days with then 
"Big 8" CPA firm (Touche Ross) 
when it was great to have earned 
income of over $52,000 since that 
portion qualitied for the “max tax” rate 
of 50% on earned income.  Other 
income was taxed up to 70%. We 
had a strong economy in many of 

those years with 70%+ top rates.   

Chart shows both the decline in top marginal tax rates and the lower estate tax top rate. Source: Saez 

and Zucman (2019) DB Global Research 

For 2020 the top 37% rate starts at taxable income of $622,051 for married couples. The estate tax 
rate is at 30% at the $100,000 level (after $23 million exemption for couples with proper planning) and 
goes up to 40% for taxable estates over $1 million. With todays low taxes (and some of the lowest on 
the wealthy globally), ROTH conversion might make sense.  

Huge Deficit = Higher Future Taxes to Fund?  Argument to ROTH convert now? 

Relative to the size of the economy, U.S. debt is already at its highest level since just after 
WWII and will continue to rise over the next 10 years. Many believe this is unsustainable.  

The downside of ROTH conversions, is the lost opportunity cost on what would be paid in taxes and 
where are the funds going to come from to pay the taxes on the conversion?  Furthermore, the longer 
you hold the IRA the less attractive a ROTH conversion may be – lost opportunity cost and the time 
value of money concepts. 

None of the leading candidates for President in 2020 are talking about deficit reduction. Warren and 
Sanders propose huge tax increases for the wealthy to fund their massive spending programs. As the 
headline in the Wall Street Journal article 11/15/2019 says: “Elizabeth Warren’s Tax Plan Would Bring 
Rates Over 100% for Some.” Sanders plan would raise the top marginal bracket to 52% on over $10m 
of taxable income – still far below the 70%-90% top rates in the past. Sanders would also treat capital 
gains the same as ordinary income for household incomes about $250,000. Additionally, Sanders has 
proposed a 4% income-based premium paid by employees, exempting the first $29,000 in income for 
a family of four. All the plans are very complex, and none are likely to fully pass in Congress. 

For 401(k)s 
Part Time Employees 
Starting in 2021 the eligibility rule requires at least 500 hours per year, for three consecutive years 
down from 1000 hours required previously (as long as at least 21 years old by the end of the 3rd year.)  

Penalty-Free Withdrawals for Birth or Adoption of Child up to $5000. Lawmakers hope this will 
encourage younger workers to start funding their retirement plans earlier.   You can also put the money 
back into your retirement account later and have it treated as a rollover and not included in taxable 
income.  

Annuity Information and Options Expanded To help savers gain a better understanding of what their 
monthly income might look like when they stop working, the SECURE Act requires 401(k) plan 
administrators to provide annual "lifetime income disclosure statements" to plan participants. These 
statements will show how much money you could get each month if your total 401(k) account balance 



  

were used to purchase an annuity.  The new disclosure statements aren't required until one year after 
the IRS issues interim final rules, on what assumptions are to be used etc. 

The new retirement law also makes it easier for 401(k) plan sponsors to offer annuities and other 
"lifetime income" options to plan participants, by making them portable and taking away some of the 
associated legal risks. 

Most of my clients do not want to be locked into a fixed annuity with no access to principal at least until 
they need a monthly retirement income. Instead of being locked into a certain companies deferred 
annuity, we can shop for the best rates available when a client wishes to start receiving an income 
stream rather than growth in their retirement account.   Annuity rates are also dependent on interest 
rates which are currently on a slow upswing from near all-time lows.  

Auto-Enrollment Enhanced 
More companies are automatically enrolling eligible employees into their 401(k) plans. Workers can opt 
out if they choose.  Often employers set the contribution rate at 3% in a "qualified automatic contribution 
arrangement,” but can go up to 10%.  The SECURE Act increases the allowable 10% cap to 15%, 
except for a worker's first year of participation.  

Help for Small Businesses Offering Retirement Plans 
1) Provides a tax credit for 50% (up to $5000) of a small business's (under 100 employees) retirement 
plan start-up costs. 

2) Provides a $500 tax credit for small business start up costs for new 401(k) or SIMPLE IRA plans that 
include automatic enrollment in addition to the described above. The credit is also available to small 
businesses that convert an existing retirement plan to an auto-enrollment plan. 

We can help qualified small business clients choose a plan sponsor from the many available.  Specific 
tax questions should be addressed to a competent lawyer or accountant.  

3) Allows starting in 2021 for small businesses that are unrelated to join together to have a "pooled plan 
provider."  This can result in lower administrative costs with economics of scale. 

Grad Students and Care Providers Can Save More 
Amounts paid to aid graduate or post-doctoral study or research (fellowships, stipend or similar 
amounts) are treated as compensation for purposes of making IRA contributions.  Likewise, "difficulty 
of care" payments to foster-care providers are also considered compensation for 401(k) and IRA 
contribution requirements.  

Credit Card Access to 401(k) Loans Prohibited 
If the plan allows, loans can still be made from the plan within the current limits and repaid within 5 
years.   Some plans have allowed using credit or debit card access to loans - but this change, which 
takes effect immediately, is designed to prevent easy access to retirement funds to pay for routine or 
small purchases. Over time, that could result in a total loan balance the account holder can't repay. 

Concerns About SECURE Act  
Jamie Hopkins, director of retirement research at Carson Wealth, wrote in a column in Forbes that as 
a source of tax revenue, the provision will lead to a tax hike for many and “will cause chaos” for several 
types of trusts. 

So-called “pass-through trusts,” for example, will have to be revised, writes Hopkins, as the current 
language could lead to heirs of trusts being restricted from accessing them and “massive tax bills down 
the line.”  

Additionally, while the Secure Act will be a boon for the insurance industry, thanks to provisions for 
easier inclusion of annuities in 401(k) plans, it could both help and harm consumers, according to 
Hopkins. Availability of lifetime income can help prolong the life of a retirement income portfolio — but 
the provision is also lowering or doing away with certain fiduciary requirements when it comes to vetting 
insurers and their products, he writes. 



  

Finally, Hopkins writes the bill will create immediate, significant repercussions for financial professionals 
as well as consumers as far as their need to prepare. 

It will require financial advisors to undergo additional training, attorneys to review their trusts and estate 
planning documents, CPAs to consider the act's tax implications and consumers to revise their 
retirement and estate plans, he continues. 

An analysis conducted by the Joint Committee on Taxation suggests the Secure Act will have a muted 
impact.  There’s evidence that new tax incentives don’t motivate retirement savings to a large degree. 
The Economic Growth and Tax Relief Reconciliation Act of the early 2000s made tax treatment of 
retirement savings much more generous, including a substantial increase in 401(k) contribution limits, 
but didn’t result in much new plan participation or plan creation.  The law doesn’t require businesses to 
offer the same perks to part-timers that full-time workers receive, such as a company match of profit-
sharing 401(k) contributions. That could also limit participation. 

Employers could also reshuffle their staffing in ways disadvantageous for part-timers in order to avoid 
the new requirement, which could come with additional administrative and other costs, said Jack 
Towarnicky, executive director of the Plan Sponsor Council of America.  

Action Plan Recommendations I can discuss individually specific recommendations based on goals, 
objectives, and risk tolerance. 

In general, I suggest investors reduce allocations in Europe and Japan and increase 
growth objective allocations to more U.S. equities. While U.S. growth is slowing, the 
U.S. has comparatively stronger economics than most global economies.  

Consider more U.S. Small-Mid Caps, which overall are less dependent on foreign 
sales. With revenues more from within the U.S., they do not have the currency risk of a stronger dollar 
that reduces foreign earnings. Smaller companies also have the potential for faster growth, and with so 
many more smaller companies than large, good research can potentially find hidden gems. maller 
companies’ stocks are often more volatile with less trading volume, but over the long term have 
rewarded investors.  

Instead of “dumb” index funds with no stock selection based on individual company outlooks, or similar 
ETF’s (only make sense for traders, not investors), I suggest managers with long-term track records of 
outperformance compared to the category they invest in and compared to the risk taken (Alpha vs. Beta 
in investment terms) – not just raw returns. 

For those seeking income or for the more conservative allocation in a diversified portfolio, I suggest 
various bond alternatives, without the high interest rate of many bonds at this point in the economic cycle. 

Part of our “participate-yet-protect” strategy in a growth-oriented portfolio is to have alternative 
investments so that in a significant equity market decline when you also need cash, you do not have to 
lock in large losses in a market downturn.  Markets have always returned to new highs; only the timing 
is uncertain.  Remember that math works against you in a market decline, since if the market has a 
20% loss, it takes a 25% subsequent gain just to break even.   

While decades ago, I was a tax accountant at now Deloitte (previously Touche Ross) and RSM 
(McGladrey) CPAs, I do not practice taxes anymore. For tax advice, you should consult a 
competent tax CPA, Attorney or Enrolled Agent.  We can make recommendations in setting up and 
recommending investments in your retirement accounts based on your objectives and risk tolerance.    

The views and opinions expressed are as of the date of the report and are subject to change at any time based on market or other conditions. The 
material contained herein is for informational purposes only and should not be construed as investment advice since recommendations will vary based 
on the client’s goals and objectives. Information is believed to be from reliable sources; however, no representation is made as to its accuracy. 
Hutchison Investment Advisors, Inc. is an Arizona registered investment advisor. Part II of Form ADV (Disclosure Statement) has been given to advisory 
clients and is available upon request, and is also at www.hutchisonria.com  

This material is intended to provide general financial education and is not written or intended to provide, and should not be 
relied on for tax, legal or accounting advice or for avoiding any Federal tax penalties. You should consult your own tax, legal 

and/or accounting professional for any advice pertaining to the complications of the tax law. 
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