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In June of 2019, we published our first paper on the SECURE Act, “Securing Retirement through the
SECURE Act,” after it passed the House and have since been monitoring the evolution of the legislation.
On December 17tand 19, the House and Senate respectively passed the SECURE Act' (“the Act”)
with the goal of enhancing retirement readiness for Americans. The Act will undoubtedly impact both
retirement plans and individuals in many ways. A summary of the Act'’s provisions impacting our defined
contribution and defined benefit plan clients is outlined in a separate retirement plan legislative update.
This update will specifically focus on the pieces of the legislation impacting individuals.

The SECURE Act is the law for 2020 and beyond. There are two major provisions which will impact individuals. The
Act increases the age for requirement minimum distributions (RMDs) to 72 from 70% and eliminates stretch IRAs.
Under the old rules, a beneficiary of a non-spousal retirement plan could extend post-death distributions from
the retirement account over his or her lifetime. With the elimination of the stretch IRA provision, a non-spousal
beneficiary will now have a 10-year payout window.

WHAT IS A STRETCH IRA?

The stretch IRA was an estate planning strategy that let retirees extend IRA distributions over future generations —
while that IRA continued to grow tax-free. The strategy allowed beneficiaries to take required minimum distributions
(RMDs) based on their own age, a benefit to grandchildren and great-grandchildren. The younger they were, the
smaller the RMD, and the longer the account could grow tax-free.

The new provision regarding stretch IRAs impacts many families, but largely impacts individuals with large retirement
account balances that had the intention of growing these accounts tax-free during their lifetime, only taking the
required minimum distribution and leaving the retirement account to their heirs upon death. The legislation and 10-
year payout impact both traditional and Roth IRAs; the only difference is that distributions from a Roth IRA will not
be taxed upon distribution.

Example under new law:
A retiree dies, leaving a $3 million IRA to their child. The child is now subject to a 10-year payout. The child could

spread out these payouts over ten years (10% per year), split them between certain years, or distribute the entire
account in one year. Upon distribution of the funds, the distributions will be included in the child’s income and

" The SECURE Act is designated as Division O of the Further Consolidated Appropriations Act, 2020; view from page 604 on of the pdf here
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taxed at the child’s tax rate. While the distributions would have been taxed to the owner or the beneficiary,
the child (beneficiary) taking these distributions could be pushed into a higher tax rate than anticipated.

It is important to note the use of stretch IRAs for those who died prior to 2020 is grandfathered, but only until
the beneficiary dies. At that time, the successor beneficiary must follow the new rules and will be required to
distribute all remaining funds within 10 years.

The new law has some exemptions for beneficiaries now called eligible designated beneficiaries, or EDBs:

= Surviving spouses;

= Minor children, up to majority (18 to 21, state dependent) — but not grandchildren;

= |Individuals with disabilities — under strict IRS rules;

= |ndividuals with a chronic illness;

* Individuals not more than 10 years younger than the IRA owner (generally, siblings around the same age).

The old stretch rules still apply to these beneficiaries the same as before but only while the beneficiaries still
qualify as EDBs.

Marquette is advising clients to do the following under the new legislation:

= Review annual cash needs in combination with tax brackets to see if more funding for cash needs should
come from IRAs in their lifetime;

= Review beneficiary designations to ensure beneficiary designations still make sense with the new rules;
= Look at the possibility of converting more funds to Roth IRAs;
= Review when clients should be starting to take from their retirement plans; an individual can take as early as

59%2, but with the new rule, as late as 72.

The Act is the first major retirement legislation since 2006 and puts a spotlight on retirement readiness. Pieces
of the legislation — including limiting the ability to stretch inherited IRA distributions — could impact wealth
transfer planning, beneficiaries, and taxation. Marquette will continue to monitor the Act’s implementation and
the retirement savings trends that will inevitably follow suit. ®
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The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has not independently
verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates, projections and comments on
financial market trends constitute our judgment and are subject to change without notice. References to specific securities are for

illustrative purposes only and do not constitute recommendations. Past performance does not guarantee future results.

Marquette is an independent investment adviser registered under the Investment Advisers Act of 1940, as amended. Registration
does not imply a certain level of skill or training. More information about Marquette including our investment strategies, fees and

objectives can be found in our ADV Part 2, which is available upon request.

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs with a focused
client service approach and careful research. Marquette has served a single mission since 1986 — enable institutions to become
more effective investment stewards. Marquette is a completely independent and 100% employee-owned consultancy founded
with the sole purpose of advising institutions.

For more information, please visit www.marquetteassociates.com.
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