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The	SECURE	Act	
The	Good,	The	Bad,	The	Ugly	and	What	to	Do	About	the	Latter	

	
On	 December	 20,	 2019,	 President	 Trump	 signed	 into	 law	 the	 Setting	

Every	Community	Up	for	Retirement	Enhancement	(SECURE)	Act	as	a	part	of	
the	 year-end	 spending	 bill	 to	 avoid	 another	 government	 shutdown.	 News	
outlets	everywhere	have	been	discussing	the	passage	of	the	Act	and	proponents	
have	 characterized	 it	 as	 “a	 great	 victory	 for	 plan	 sponsors	 and	 American	
workers.”	Although,	 there	are	definitely	some	positives	 to	 the	passage	of	 the	
SECURE	Act,	as	with	many	laws	passed	by	the	federal	government,	there	are	
some	 downsides	 that	 will	 not	 “enhance”	 everyone’s	 retirement.	 So,	 to	
summarize	 my	 thoughts,	 I	 decided	 to	 take	 advantage	 of	 one	 of	 my	 favorite	
actor’s	(Client	Eastwood	BTW)	movie	titles	and	discuss	The	Good,	The	Bad,	The	
Ugly	and	what	our	clients	should	be	thinking	about	from	a	planning	perspective	
as	it	relates	to	the	SECURE	Act.		
	
THE	GOOD	
	

The	SECURE	Act	was	designed	to	help	all	Americans	position	themselves	
to	 achieve	 financial	 security	 in	 retirement.	 The	 idea	 behind	 the	 Act	 was	
definitely	“Good”	and	there	were	many	provisions	that	will	benefit	individuals	
for	many	years	to	come.	
	

Required	Minimum	Distributions	don’t	have	to	commence	till	April	1st	of	
the	year	after	the	participant	attains	age	72	which	allows	for	some	additional	
deferral	of	income	taxes.	Prior	to	the	Act,	distributions	had	to	begin	April	1st	of	
the	year	after	the	participant	attained	the	age	of	70.5.	The	formula	remains	the	
same	as	before	(divide	the	IRA	account	balance	as	of	the	close	of	business	on	
December	31st	of	the	preceding	year	by	the	applicable	distribution	period	or	
life	expectancy	table	as	before).	This	rule	applies	if	you	were	born	on	or	after	
July	1st,	1949.	
	



 3 

To	illustrate	this	benefit,	let’s	assume	someone	has	$2,000,000	in	an	IRA.	
The	orange	represents	distributions	occurring	at	72	and	 the	blue	represents	
distributions	occurring	at	70½.	As	you	can	see,	the	additional	two	years	of	tax	
deferral	 that	 you	 receive	 before	 you	 have	 to	 take	 a	 distribution	 can	make	 a	
difference	in	the	amount	of	money	you	have	down	the	road.	
	

	
	

Roth	 and	 Traditional	 IRA	 contributions	 can	 be	 made	 after	 age	 70½	
provided	that	the	individual	has	received	taxable	compensation	in	the	year	the	
contribution	is	being	made.	Prior	to	the	act,	you	couldn’t	make	a	contribution	
after	you	attained	age	70½.	This	may	help	some	individuals	continue	to	build	
additional	 retirement	 dollars	 and/or	 offset	 existing	 required	 minimum	
distributions.	
	

Starting	January	1st,	2021,	a	new	rule	allows	two	or	more	businesses	to	
band	 together	 to	 offer	 a	 single	 retirement	 plan	 (Multiple	 Employer	 Plan	 or	
MEP)	 to	 their	 collective	 employees.	 This	 is	 good	 news	 if	 you	 are	 a	 small	
business	owner	or	you	work	 for	a	small	business	owner	since	 it	helps	make	
offering	and	maintaining	a	retirement	plan	more	affordable	by	spreading	the	
costs	across	two	different	businesses.	
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There	were	also	some	other	miscellaneous	items	were	added	to	the	Act	
as	follows:	
	

• You	 can	 withdraw	 up	 to	 $10,000	 per	 year	 from	 529	 plans	 to	 repay	
student	loans	for	a	beneficiary.	

• You	can	withdraw	up	to	$5,000	in	401(k)	plans	and	IRAs	without	penalty	
to	 help	 cover	 the	 costs	 of	 having	 or	 adopting	 a	 child.	 You	will	 still	 be	
responsible	for	taxes,	but	don’t	have	to	worry	about	the	10%	penalty.		

• Starting	in	2024,	 if	you’ve	completed	at	 least	500	hours	of	service	each	
year	for	three	consecutive	years,	then	you	will	be	eligible	to	contribute	to	
your	company’s	401(k)	plan.	Prior	 to	 the	act,	you	had	 to	work	at	 least	
1,000	hours	per	year	to	be	eligible	to	contribute.	

• The	maximum	 tax	 credit	 for	 employers	who	 establish	 new	 retirement	
plans	is	now	$5,000,	up	from	$500.	

• A	$500	tax	credit	is	offered	to	qualifying	small	businesses	if	their	401(k)	
plans	provide	for	automatic	enrollment,	thereby	encouraging	employee	
plan	participation.	

• Defined	contribution	plans	(e.g.	401(k)s)	must	disclose	to	participants	at	
least	 once	 per	 year	 the	 amount	 of	 lifetime	 income	 which	 their	 plan	
accounts	can	be	expected	to	generate.	

• Beginning	in	2020,	employers	may	adopt	plans	for	the	tax	year	2019	that	
are	 all	 entirely	 employer-funded,	 such	 as	 stock	 bonus	 plans,	 pension	
plans,	profit	sharing	plans	and	qualified	annuity	plans,	up	to	the	due	date	
(including	extensions)	of	 the	employer’s	 return.	Prior	 to	 the	Act,	 these	
plans	would	have	had	to	been	adopted	in	the	actual	tax	year.	

	
THE	BAD	
	

You	wouldn’t	 expect	 our	 bipartisan	 government	 to	 pass	 a	 law	 if	 there	
wasn’t	some	give	and	take	from	a	revenue	perspective.	To	help	offset	the	cost	
of	 the	 “good”	 mentioned	 above,	 lawmakers	 eliminated	 the	 ability	 for	 non-
spouse	beneficiaries	to	“stretch”	the	required	minimum	distribution	over	their	
lifetime.	The	expected	outcome	is	$15.7	billion	in	additional	tax	revenue	over	
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the	next	10	years	alone.	Essentially,	this	is	a	hidden	death	tax	that	impacts	the	
middle	class	as	much	as	the	wealthy	are	impacted	by	the	estate	tax.	
	

Non-spouse	beneficiaries	that	 inherit	IRAs	(both	traditional	and	Roth),	
401(k)s	and	other	retirement	plans	from	a	participant	that	passed	away	on	or	
after	January	1st,	2020	must	take	distributions	within	10	years.	Prior	to	the	Act,	
beneficiaries	 could	 take	 required	minimum	distributions	 over	 their	 lifetime.	
Now,	the	only	requirement	is	the	money	must	be	removed	from	the	retirement	
plans	after	the	10th	year	of	the	decedent’s	passing.		
	

	
	

To	help	illustrate	the	issue,	let’s	take	an	example	of	a	74-year-old	with	a	
$2,000,000	IRA	whom	passes	the	IRA	to	their	married	45-year-old	working	son.	
The	 son,	 in	 this	 example,	 is	 an	 executive	 in	 his	 peak	 earning	 years	 making	
$250,000	 per	 year	 who	 spends	 $150,000	 per	 year.	 Any	 money	 left	 over	 is	
assumed	to	be	saved	in	a	brokerage	account	which	earns	5%.	All	IRA	assets	are	
assumed	to	earn	5%.	Income	and	expenses	are	inflated	at	2.48%	per	year.	Taxes	
are	assumed	to	continue	as	is	indefinitely	into	the	future.		
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Based	on	the	analysis,	you	will	notice	there	 is	$1,500,000	difference	in	
assets	at	the	20-year	point.	You	will	also	notice	that	under	the	SECURE	Act	10-
year	rule,	the	son	and	his	wife	would	run	out	of	assets	at	the	son’s	age	of	88.	
Under	the	previous	rules,	the	son	and	his	wife	would	have	enough	money	to	
sustain	their	family	to	the	son’s	age	of	95.	
	
THE	UGLY	
	

Unfortunately,	 there	are	some	unintended	consequences	related	 to	 the	
passing	 of	 the	 SECURE	 Act.	 Some	 of	 these	 issues	 should	 be	 addressed	
immediately	 and	 others	 are	 side	 effects	 that	 could	 have	 an	 impact	 on	
individuals’	ability	to	achieve	their	long-term	objectives.		
	

With	the	passing	of	the	SECURE	Act,	Conduit	Trusts	listed	as	beneficiaries	
of	 IRAs	 and	 401(k)s	 could	 create	 an	 income	 tax	 train	 wreck	 for	 your	
beneficiaries	if	not	worded	correctly.	For	years,	individuals	have	used	Conduit	
Trusts	 as	 a	 way	 to	 pass	 IRAs	 and	 401(k)s	 to	 their	 beneficiaries	 to	 take	
advantage	of	the	trust’s	ability	to	help	manage	the	inherited	retirement	account	
and	provide	protection	against	creditors.	The	trusts	typically	provide	for	the	
ability	 to	 stretch	 out	 the	 required	 minimum	 distribution	 over	 the	 intended	
beneficiaries’	lifetime	by	acting	as	a	conduit	to	pass	the	distributions	through	
the	trust	so	that	the	individual	is	responsible	for	the	taxes,	not	the	trust.		
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The	challenge	with	many	of	 these	 trusts	 is	 that	 the	 language	only	allows	 the	
beneficiary	to	have	access	to	the	Required	Minimum	Distribution	(RMD)	that	is	
due	each	year.	If	the	only	rule	is	that	the	money	must	be	distributed	in	10	years	
after	the	death	of	the	IRA	owner,	then	the	entire	remaining	IRA	balance	must	
be	paid	to	the	beneficiary	in	the	10th	year.		
	

	
	
As	 you	 can	 see	 from	 the	 illustration	 above,	 spreading	 out	 the	

distributions	over	 even	a	10-year	 time	 frame	 can	help	you	 stay	 in	 lower	 tax	
brackets	and	pay	less	over	time.	Obviously,	if	you	had	to	pull	a	large	amount	out	
of	an	IRA	in	a	conduit	trust	in	year	10,	you	would	probably	hit	the	highest	tax	
bracket.	If	you	live	in	a	state	with	an	income	tax,	like	California,	you	have	the	
potential	to	pay	half	of	your	money	to	state	and	federal	governments.		
	

The	SECURE	Act	encourages	employers	to	use	annuities	in	their	401(k)	
plans	 by	 reducing	 their	 liability	 if	 the	 insurer	 cannot	 meet	 its	 financial	
obligations	 and	 also	 not	 requiring	 them	 to	 choose	 the	 lowest-cost	 plan.	
Annuities	are	one	of	the	most	complicated	investment	vehicles	for	consumers	
to	understand.	Historically,	they	have	been	sold	for	their	guaranteed	streams	of	
income	 in	 retirement	 and	 their	 ability	 to	 protect	 principal	 in	 market	
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downturns.	 However,	 they	 typically	 have	 high	 fees	 (often	 hidden)	 and	
complicated	 formulas	 related	 to	 death	 benefits,	 add-on	 riders,	 and	
annuitization	that	makes	it	hard	for	even	a	well-seasoned	financial	advisor	to	
understand.	My	fear	is	that	with	the	passage	of	the	SECURE	Act,	it’s	only	going	
to	lead	to	more	expensive	annuity	401(k)’s	that	provide	little	to	no	benefit	for	
the	employee	saving	for	retirement.	
	

	
	

Current	 tax	 brackets	 are	 at	 historical	 lows.	 Normally,	 you	 wouldn’t	
consider	 this	 to	be	an	“Ugly”	statement.	However,	according	 to	our	Treasury	
department,	 the	 U.S.	 Government’s	 national	 debt	 is	 more	 than	 $23	 trillion	
today.	 I’m	 not	 trying	 to	 create	 a	 panic	 by	 pointing	 this	 out	 because	 we	
fortunately	have	 investors	 that	still	have	confidence	 in	 the	power	of	 the	U.S.	
economy	(i.e.	China	and	Japan).	 I’m	only	pointing	out	that	at	some	point,	 the	
federal	 government	 is	 going	 to	 have	 to	 face	 this	 issue	 by	 implementing	
contractionary	fiscal	policies	such	as	raising	taxes	or	cutting	spending.	The	10-
year	non-spousal	inheritance	rules	put	in	place	by	the	SECURE	Act	could	create	
larger	problems	for	beneficiaries	in	the	future	because	of	higher	tax	brackets.	
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STRATEGIES	TO	CONSIDER	
	

Although	the	SECURE	Act	does	provide	a	few	improvements	that	benefit	
our	 clients,	 future	 generations	 that	 inherit	 the	 money	 may	 have	 to	 endure	
higher	 taxes.	 There	 is,	 however,	 some	 light	 at	 the	 end	of	 the	 tunnel	 and	 the	
following	strategies	may	help	to	reduce	future	tax	liabilities	and	help	achieve	
your	long-term	financial	objectives.	
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Roth	Conversions	–	As	it	relates	to	the	SECURE	Act’s	10-year	rule,	Roth	
Conversions	should	allow	an	individual	to	spread	their	distributions	over	many	
years	and	lower	the	beneficiary’s	overall	tax	bracket.	
	

	
To	help	illustrate	the	strategy,	let’s	compare	the	following	two	scenarios:	
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Skip	the	Spouse	or	Have	the	Spouse	Disclaim	the	Inherited	IRA	–	Up	to	
this	point	we’ve	discussed	 the	 fact	 that	 the	10-Year	distribution	rule	doesn’t	
impact	a	spouse’s	ability	to	inherit	an	IRA	and	spread	the	required	minimum	
distribution	over	her	lifetime.	That’s	true,	but	what	if	the	spouse	doesn’t	need	
the	money	to	maintain	their	current	standard	of	living?	Would	your	child(ren)	
be	better	off	if	the	money	went	directly	to	them	instead	of	the	spouse?		
	

If	 the	 spouse	 doesn’t	 need	 the	 IRA	money,	 the	 decedent	 can	 pass	 the	
money	to	children	and	they	can	distribute	the	IRA	over	10	years.	Then,	when	
the	second	spouse	passes,	the	children	can	spread	the	second	decedent’s	IRA	
distributions	up	to	another	10	years.	This	strategy	provides	the	potential	 for	
the	children	to	spread	out	the	IRA	distributions	over	a	longer	period	of	time	(up	
to	20	years)	and	decrease	the	overall	tax	burden	to	the	children.	
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Standard Scenario:
Spousal Transfer of IRA

Husband IRA

Children are the beneficiaries

and have 10 years to fully distribute

the IRA

Wife IRA

Wife passes away after husband

and children inherit IRA

Husband passes away

and wife uses Spousal IRA

provisions to turn IRA into

her owh

SECURE Act Strategy:
Transfer IRA directly to children or

spouse disclaims IRA

Husband IRA

Children are the beneficiaries

and have 10 years to fully distribute

the IRA

Wife IRA

Wife passes away after husband

and children inherit IRA

Husband passes away

first and children

inherit IRA

Children are the beneficiaries

and have 10 years to fully distribute

the IRA
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Donate	your	IRA	to	a	Charitable	Remainder	Trust	(CRT)	–	For	those	of	

you	that	are	charitably	inclined,	one	strategy	that	might	apply	is	to	setup	a	CRT	
and	name	your	child(ren)	as	the	beneficiary.	Rather	than	funding	the	account	
today,	you	can	name	the	CRT	as	the	beneficiary	of	your	401(k)	or	IRA	so	that	
once	 you	 pass,	 the	 CRT	 becomes	 funded	with	 your	 IRA	 dollars.	 Your	 estate	
would	take	an	income	deduction	for	the	present	value	of	the	remainder	interest	
and	your	child(ren)	would	receive	annual	payments	over	their	 lifetime	(or	a	
pre-determined	number	of	years)	with	income	tax	assessed	as	the	payments	
are	made	to	your	child(ren).	Whatever	remains	in	the	account	upon	the	child’s	
death	(or	the	expiration	of	the	pre-determined	number	of	years)	would	pass	to	
one	or	more	charities	that	you	select.	This	strategy	would	allow	your	child(ren)	
to	 essentially	 “stretch”	 their	 distributions	 over	 a	 longer	 time-frame	 than	 10	
years	and	potentially	reduce	their	overall	tax	liability.	
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To	help	illustrate	the	strategy,	let’s	compare	the	following	two	scenarios:	
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At	Westshore	Wealth,	 our	 objective	 is	 to	 help	 our	 clients	make	 sound	
financial	decisions	to	increase	their	chances	of	achieving	their	objectives	and	
growing	 their	 wealth.	 Let’s	 face	 it,	 your	 life	 will	 change	 personally,	
professionally,	economically	and	as	shown	above,	can	be	affected	by	legislative	
changes	 as	well.	 Each	 client	 has	 a	 unique	 financial	 situation	 and	 as	 changes	
occur,	 we	 are	 here	 to	 make	 sure	 you	 are	 utilizing	 the	 strategies	 that	 best	
support	your	personal	objectives.		
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Important	Disclosures	
	

This	commentary	in	this	paper	reflects	the	personal	opinions,	viewpoints	and	
analyses	of	 the	Westshore	Wealth	employees	providing	such	comments,	and	
should	 not	 be	 regarded	 as	 a	 description	 of	 advisory	 services	 provided	 by	
Westshore	 Wealth	 or	 performance	 returns	 of	 any	 Westshore	 Wealth	
Investments	 client.	 The	 views	 reflected	 in	 the	 commentary	 are	 subject	 to	
change	 at	 any	 time	 without	 notice.	 Nothing	 herein	 constitutes	 investment	
advice,	performance	data	or	any	recommendation	that	any	particular	security,	
portfolio	 of	 securities,	 transaction	 or	 investment	 strategy	 is	 suitable	 for	 any	
specific	person.	Any	mention	of	a	particular	security	and	related	performance	
data	is	not	a	recommendation	to	buy	or	sell	 that	security.	Westshore	Wealth	
manages	 its	 clients’	 accounts	 using	 a	 variety	 of	 investment	 techniques	 and	
strategies,	which	are	not	necessarily	discussed	in	the	commentary.	Investments	
in	securities	involve	the	risk	of	loss.	Past	performance	is	no	guarantee	of	future	
results.	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	


