THE
NAUTILUS
GROUP®

Eye on
Washington

SECURE Act Signals End of “Stretch IRA” Planning in
Many Respects

In spite of an increasingly acrimonious environment in Washington (recently culminating with articles of impeachment against
President Trump), the political parties were able to find agreement in that last refuge of comity: an end-of-year consolidated
appropriations spending package. Included in this bill is legislation that makes significant changes to the rules governing the
inheritance of qualified retirement plans and individual retirement accounts (IRAs). Titled “Setting Every Community Up for
Retirement Enhancement,” the SECURE Act was signed into law on December 20, 2019, but is generally effective beginning in
2020.

Changes to RMDs for Beneficiaries of Qualified Plans and IRAs

The most significant change under the law for individuals is the end of “stretch IRA” planning for many beneficiaries inheriting
plans. Under a stretch IRA approach, the beneficiary of a qualified retirement plan or IRA limits distributions from such
accounts to the required minimum distributions (RMDs) based on their own age. This permits a beneficiary to maximize the
tax deferral available to such plans—the younger the beneficiary, the greater the potential benefit.

Under the new rules, however, all individual beneficiaries (and certain trusts) other than specific exception beneficiaries are
required to fully distribute inherited accounts within a 10-year period.
Key Points to Consider

e The beneficiary is not required to take any annual distributions upon inheriting—so long as the entire account is
distributed at the end of year 10, the distribution rules will be satisfied.

e The 10-year rule applies generally to defined contribution plans [401(k)s and the like] and IRAs—annuity options
under defined benefit plans (and defined contributions plans that contain annuity investments) and individual
retirement annuities are generally not impacted.

THE NAUTILUS GROUP® | EYE ON WASHINGTON Page 1 of 10



e Thedistribution rules for plans passing to non-designated beneficiaries (e.g., estates, charities, non-qualifying trusts,
etc.) continue to apply [5 years where the participant died before the required beginning date (RBD), or based on the
participant’s life expectancy if the participant died after such datel.

e Thenewdistribution rules apply to beneficiaries of Roth IRAs as well as traditional IRAs.

Exception Beneficiaries

Five exception beneficiaries are exempt from the 10-year rule and may continue to take distributions based on their age:
e Spousal beneficiaries (who may also continue to roll over plans into their own name);
e Minor children (but not grandchildren or other minor relatives);
o Disabled or chronically ill individuals (and certain trusts for their benefit); and
e Beneficiaries who are no more than 10 years younger than the original owner/participant.

Once the exception no longer applies (e.g., death of spousal beneficiary, minor child reaches age of majority, disabled
individual ceases to be disabled), the 10-year rule applies to the subsequent or existing beneficiary.

Effective Date

The new rules apply to accounts inherited in 2020 and beyond—for individuals who inherit an account from a 2019 decedent
(or inherited in prior years), the old RMD rules continue to apply. Note, however, that it appears that the legislation requires a
10-year distribution period for any successor beneficiaries of such accounts, assuming the current beneficiary dies in 2020 or
later. In other words, the grandfathering of the old RMD rules only applies to current beneficiaries of accounts—the 10-year
rule will apply to any successor beneficiaries. For spousal beneficiaries of accounts owned by individuals who died late in 2019,
it may be worthwhile to consider a qualified disclaimer of such account (generally within 9 months of death). Assuming such
disclaimer could pass the account to significantly younger family members, longer tax deferral may be available under prior
RMD rules.

Impact of Loss of Deferral

While most beneficiaries of IRAs have the option of taking out as much of the account as desired, “stretch” distribution
planning would generally result in a significant benefit to such beneficiary. For example, the total net after-tax balance of a $1
million IRA inherited by a 40-year-old beneficiary would be significantly higher if an RMD schedule were followed. Assuming a
6% pre-tax earnings rate and 30% income tax rate on earnings and distributions, the total net after-tax balance in 30 years
would contrast as follows:

$3,375,243
$2,805,905

$2,308,139

Immediate Distribution  Lump Sum in 10 Years RMDs Over 30 Years
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Post-SECURE Distributions: Gradual vs. Lump Sum

Of course, while it may be intuitive to maximize deferral in the account for the full 10 years, a sizable distribution in a single
year may subject the bulk of the distribution to a higher marginal income tax rate. For example, assuming a beneficiary can
take equal distributions of a $1 million IRA (earning 6% annually pre-tax) over a 10-year period at a 22% federal bracket,
versus a complete distribution in year 10 subject to a 35% rate, the total net after-tax balance in year 10 would be as follows:

$1,289,811
$1,140,990

Lump Sum in 10 Years (35% Rate)  Equal Distributions Over 10 Years (22%
Rate)

Note that IRA distributions also increase the beneficiary's adjusted gross income (AGI). Exceeding certain AGI thresholds can
impact a beneficiary’s eligibility for the Internal Revenue Code Section 199A qualified business income tax deduction, or
subject investment income to the 3.8% net investment income tax (NIIT).

Ultimately, the significance of this change and impact on beneficiaries will depend on several factors, including the size of the
inherited accounts, a beneficiary’s marginal tax bracket, and the extent to which affirmative planning steps may have been
taken to ensure that tax deferral would be optimized (generally by designating a qualifying trust as the beneficiary).

Conduit vs. Accumulation Trusts

To ensure that plan distributions for beneficiaries are limited to RMDs, many individuals may have created trusts under their
estate planning documents and designated such trusts as beneficiary of their retirement accounts. The trustee can therefore
exercise control over how much is distributed from the plans to the trust beneficiary. To avoid a 5-year accelerated
distribution rule, however, the trust must qualify as a “designated beneficiary.” One option to achieve this is to direct the
trustee to distribute all IRA distributions outright from the trust to the

beneficiary—the so called “conduit trust” approach. Under a 10-year

distribution rule, however, conduit trusts will require the entirety of Lump Sum RMD

the IRA to be distributed outright to the trust beneficiary. As aresult, Year Value Distributions

the IRA assets will no longer enjoy the non-tax benefits of trust 1 $1,000,000 $23,419.20
planning, including protection from creditors, divorcing spouses, and 2 $1,060,000 $24,824.36
mismanagement or overspending. 3 $1,123.600 $26,313.82
The chart at right contrasts potential distributions from a trust 4 $1,191,016 $27,822.56
assuming a $1 million IRA, 6% pre-tax earnings, and RMDs under prior 5 $1,262,477 $29,491.92
law for a 40-year-old trust beneficiary. After the SECURE Act, 6 $1,338,226 $31,178.95
gradually increasing annual distributions of between $20K-$40K would 7 $1,418,519 $32,960.36
become one large lump sum distribution of nearly $1.7M. 8 $1,503,630 $34,937.98

9 $1,593,848 $36,928.75

10 $1,689,479 $39,030.02
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As aresult, "accumulation” trusts may increase in favor. Such trusts permit the trustee to accumulate IRA distributions inside
the trust for the eventual benefit of the beneficiary. Such trust must still qualify as a designated beneficiary, which generally
requires that all beneficiaries of the trust be identifiable individuals. Careful drafting will be required as well to ensure that
certain traps (e.g., a charitable entity as a remainder beneficiary) are avoided. One notable disadvantage of accumulation
trustsis the fact that trust income tax rates are steeply graduated. As aresult, IRA distributions that are retained by the trust
may be subject to a higher income tax rate than if distributed to the individual beneficiary (where income is generally taxed at
his or her own tax rate).

For conduit trusts that can no longer be amended (e.g., due to the death of the grantor), a trust reformation under state law
may be an option to prevent an acceleration of trust distributions. Reformations may be available in situations where changes
in the law act to defeat the original objectives of the grantor in establishing such trust. Reformations are subject to varying
state rules and can require judicial approval, or might otherwise be effected by agreement of all parties to the trust.

Trusts for the Benefit of Exception Beneficiaries

Trusts that are established for the benefit of spouses, minor children and disabled or chronically ill individuals may still permit
distributions to be taken based on the age of the specified exception beneficiary, assuming such trusts are designed as
conduit trusts for such individual. This may pose a considerable problem for trusts for minor children, as 1) RMDs must
generally be distributed outright to a custodian or custodial account; and 2) the 10-year rule applies once the child reaches the
age of majority.

Updates in the SECURE legislation, however, accounted for concerns elicited by planners in the special needs arena. Special
needs trusts (SNTs) are commonly employed for the benefit of disabled family members to prevent an inheritance from
disqualifying such individual from public benefit programs. Since such trusts are by definition accumulation trusts
(distributions are generally made on behalf of such individual to supplement benefits provided under public programs), early
versions of the bill would have eliminated the exception beneficiary benefit for disabled beneficiaries of special needs trusts.
The finalized legislation provides that such trusts will qualify for the exception so long as all current trust beneficiaries qualify
as chronically ill or disabled (under Internal Revenue Code §7702B(c)(2) and §72(m)(7) respectively). Therefore, individuals
who have engaged in such planning should review their documents to ensure compliance. For example, some planners in the
special needs area frequently include other family members as potential beneficiaries of an SNT as a potential escape hatch if
the trust is otherwise perceived as disqualifying for assistance programs.

Planning Considerations for Owners of Large Accounts

Consider Lifetime Roth Conversions

Due to the myriad tax and planning considerations that come into play with an inability to stretch distributions over a
beneficiary’s life expectancy, Roth conversions of traditional IRAs and defined contribution plans (where available) will likely
take on anincreased focus. While non-exception beneficiaries of Roth accounts will still be required to distribute the accounts
over a 10-year period, such distributions are not subject to income taxation—eliminating concerns about increases in
marginal tax rates and AGI threshold considerations, while making accumulation trust planning much more palatable for long-
term wealth preservation.

To be effective, Roth conversions within the same marginal income tax bracket at a minimum should be considered (while
avoiding an increased marginal rate). As the following tax tables show (based on 2020 federal income rate brackets), an
account owner may have considerable room within the applicable tax bracket to take advantage of such “strategic”
conversions. Additionally, the payment of taxes for such conversion should generally be satisfied with non-qualified assets
where possible (to maximize the tax-free accumulation of Roth IRA assets).
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Taxable income Flat +% Of amount

amount over
Single Taxpayer Rates

$ Oto $ 985 % 0 10% $ 0
9,876 to 40,125 987.50 12% 9,875
40,126 to 85,525 4,617.50 22% 40,125
85,526 to 163,300 14,605.50 24% 85,525
163,301 to 207,350 33,271.50 32% 163,300
207,351 to 518,400 47,367.50 35% 207,350
518,401 to + 156,235.00 37% 518,400

Married Filing Jointly Rates
$ Oto $ 19750 $ 0 10% $ 0
19,751 to 80,250 1,975.00 12% 19,750
80,251 to 171,050 9,235.00 22% 80,250
171,051 to 326,600 29,211.00 24% 171,050
326,601 to 414,700 66,543.00 32% 326,600
414,701 to 622,050 94,735.00 35% 414,700
622,051 to + 167,307.50 37% 622,050

Note that a Roth conversion cannot be effected by a beneficiary of a plan; however, a spousal beneficiary could consider a
conversion after rolling such planinto his or her name. To satisfy the tax liability on such a conversion, life insurance may be
appropriate to consider as well.

Charitable Planning Options—Qualified Charitable Distributions

Charitable planning for qualified plans and IRAs has become increasingly popular in recent years due to the ability to avoid
income (and possibly estate) taxes on account balances. As aresult of the SECURE Act, it is likely that charitable
arrangements will be even more attractive.

One option will be for owners of large accounts to deplete them over time with charitable bequests, while providing
alternative estate assets to heirs. Of course, plan owners cannot simply transfer balances to charity—taxable distributions
must first be taken, followed by charitable gifts that are subject to a donor’'s AGI deduction limitations. A qualified charitable
distribution (QCD), however, is one option available to account owners who have reached age 702 to effectively obtain a full
deduction for up to $100,000 of gifts from IRAs annually. Note that the new RMD starting age of 72 (as described below) does
notimpact the eligible age for the QCD. So long as the transfer is effected on a trustee to trustee basis to a public charity
(private foundations and donor advised funds do not qualify), the gift:

e Avoidsinclusionin the donor's income (preventing an increase in AGl that may trigger adverse phaseouts or other
taxes);

e Counts towards the RMD for the given year; and
e Ensures that the entire transfer is effectively deducted.
Note as well that beneficiaries of an IRA also can effect a qualified charitable distribution, so long as they are over age 70%-.

Outright Charitable Beneficiary

Of course, any plan balances left to beneficiaries are ultimately distributed and subject to income taxation at the beneficiary's
own income tax rate. For non-exception beneficiaries (i.e., adult children, grandchildren of any age, etc.), income taxation will
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now be accelerated over or at the end of the required 10-year period. For account owners with sizable estates that may be
subject to federal and/or state estate taxes, the effective tax impact on IRAs is significantly higher. While federal estate taxes
attributable to plans are deductible for federal income tax purposes, plans subject to estate taxes remain subject to income
taxes as well. As aresult, total effective taxes can easily exceed 60% or more on estate taxable retirement accounts. Naming
a charitable beneficiary (including a foundation or donor advised fund) for such account can eliminate estate and income
taxes, preserving the entire balance for a charitable legacy. The drawback is that accumulated funds are no longer available
for the benefit of family members. Other estate assets, or life insurance established outside of the taxable estate, can
frequently serve as a wealth replacement mechanism. Where life insurance is utilized, it may make sense to use excess IRA
distributions as a funding source, depending on the overall impact on one’s income taxes.

Charitable Remainder Trust as Beneficiary

Traditional stretch IRA planning also can be facilitated by naming a charitable remainder trust (CRT) as the beneficiary of an
IRA. ACRT is a tax-exempt trust that can provide distributions to a designated family member for their lifetime (or a specified
term of up to 20 years), with the balance passing to charity at the end of such period. By naming a CRT as the beneficiary of an
IRA, the proceeds are distributed free of income tax to the trust and grow tax-free inside such trust. Distributions to the non-
charitable lifetime beneficiary are generally subject to income tax (as they would normally be if such individual were the
beneficiary of the IRA), but a synthetic stretch of IRA distributions can be effected based on the distribution terms of the trust.
With an “annuity” trust (CRAT), a fixed percentage of trust assets based on the initial IRA value are distributed annually. With a
“unitrust” (CRUT), a fixed percentage of trust assets re-valued annually is distributed.

Due to the actuarial rules that govern CRTs, CRUTSs are likely to be the most viable option in most cases. Due to the ability to
obtain long-term tax deferred growth on IRA assets via the CRT, total net after-tax assets accumulated by the beneficiary
may ultimately be higher, while a considerable charitable legacy can be provided.

For example, assume a 40-year-old inherits a $1 million IRA through a lifetime CRUT (paying 7.072% annually), with assets
growing at 6% annually and subject to a 30% income tax rate. The graph below illustrates total net after-tax accumulated
distributions and assets passing to charity (at the beneficiary's death) contrasted with a 10-year accelerated distribution.

Net After-Tax Total of $1M IRA Accumulated
(6% growth, 30% tax rate)
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IRA Distributed in 10 Years === JRA Proceeds Via CRT

e Net to Charity Via CRT
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Note potential drawbacks of naming a CRT as beneficiary of an IRA:

e Dueto the aforementioned actuarial guidelines applicable to CRTs coupled with the currently low interest rate
environment, CRTs may not be effective with younger beneficiaries. For example, assuming the current 7520 rate of
2.00%, a CRUT established for the lifetime of an individual younger than age 27 may not satisfy the required 10%
present value remainder test applicable to CRTs.

o Because CRT assets pass to the designated charitable recipient upon the death of the non-charitable beneficiary, a
portion of IRA assets are not available for the ultimate benefit of the family. For this reason, it may make sense to
consider establishing life insurance on the lifetime beneficiary as a wealth replacement tool.

Other Notable Aspects of SECURE Act

Beyond the elimination of the stretch IRA planning option for many beneficiaries, the SECURE Act contains other provisions
that may be more well received, including:

e Theage to begin taking RMDs from IRAs has increased from 70%. to 72. Therefore, individuals who turn 702 in 2020
will now have an additional year (or possibly two) to defer taking distributions from their retirement accounts. For
example, an individual turning 70%2 on December 30, 2020, would previously have to take their first RMD by April 1,
2021. Since such individual will not reach age 72 until 2022, their first RMD will not be required until April 1, 2023.
Note that for those who turned 70% in 2019, RMD rules remain the same. (Note as well that the IRS has submitted
proposed revisions to the Uniform Lifetime Table for RMD purposes that may be adopted in 2020, or possibly
beyond).

¢ Individuals may now continue to contribute to their IRAs beyond reaching age 70%.. Note that the annual limit on
qualified charitable distributions will be reduced by the amount of deductible IRA contributions made after such point.

e 529 plans may now additionally be used to pay for certain costs associated with registered apprenticeship programs,
as well as for qualified education loan repayments.

e Small employers will be eligible for tax credits of up to $5,000 in startup costs for establishing new qualified
retirement plans.

e Safe harbor rules have been added to ERISA to give fiduciaries more latitude to purchase annuities on behalf of
account owners to offer options for guaranteed sources of retirement income.

Conclusion

The SECURE Act has introduced a very significant change to how beneficiaries of qualified retirement plans and IRAs
ultimately inherit such accounts. As always, it is crucial for owners of such accounts to consult with their professional
advisors and review current beneficiary designations, governing estate planning documents, desired family and philanthropic
distribution schemes, and potential tax ramifications. In many cases, changes to the current structure may be necessary, and
additional strategies may offer the ability to significantly increase tax efficiency while simultaneously satisfying one's planning
objectives.

The Nautilus Group® is a service of New York Life Insurance Company. This material includes a discussion of one or more tax-related topics and was
prepared to assist in the promotion or marketing of the transactions or matters addressed in this material. It is not intended (and cannot be used by any
taxpayer) for the purposes of avoiding any IRS penalties that may be imposed upon the taxpayer. Nautilus, New York Life Insurance Company, its employees
or agents are not in the business of providing tax, legal or accounting advice. Individuals should consult with their own tax, legal or accounting advisors before
implementing any planning strategies. © 2020 New York Life Insurance Company. Allrights reserved. SMRU 1840744 exp. 12/31/2021
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Insurance & Financial Services

Mitch Rosenberg, AEP®, CFP®, ChFC®, CLU®, MSFS

Mitch specializes in planning for life, disability & long-term care insurance,
business succession, charitable, estate, executive benefits, and financial &
tax strategies, and serves diverse clientele including: business owners,
professionals, corporate executives, real estate owners, high net worth
individuals, families, physicians, professional athletes and entertainers.
Mitch is a well-respected resource and trusted advisor to other
professionals. Mitch graduated Phi Beta Kappa from the University of
California, Berkeley, Haas School of Business. He earned his CLU®,
ChFC® and Master of Science in Financial Services from the American
College, Bryn Mawr, PA, and his CFP® from the College for Financial
Planning, Denver, CO. MDR Insurance and Financial Services does not
provide tax, legal or accounting advice.

889 Pierce Court, Suite 102

Thousand Oaks,CA 91360
(805)494-4525
mdrosenberg@eaglestrategies.com
www.PLANNOW.net

CAnsurance License Number 0698571

00

THE NAUTILUS GROUP® | EYE ON WASHINGTON Page 8 of 10


http://www.facebook.com/
http://www.linkedin.com/

THE
NAUTILUS
GROUP’

The Nautilus Group®

The Nautilus Group® is an exclusive resource accessible to Member Agents working with affluent, high net
worth and business owner clients. Nautilus provides a range of consultative services and technical case
design to support its Member Agents in presenting estate planning, business exit planning, charitable giving,
insurance and retirement planning strategies to their clients and their clients’ advisors in these key areas:

* Business succession and exit planning * Retirement Protection

» Estate andlegacy planning * Risk mitigation

* Executive benefits * Taxstrategies

* Family protection *  Wealth building

* Philanthropy * Wealth preservation

Since every client has unique requirements, The Nautilus Group staff and its Member Agents employ an individualized case
development strategy, working on a team basis with the clients’ professional advisors.

Member Agents of The Nautilus Group, through their expertise and commitment to this team approach, can provide
resources, services and solutions that help their clients work with their own professional advisors to attain clarity on their
financial situation and also help achieve their business and estate planning objectives.

This consultative process fosters an understanding between the client, the Nautilus Member Agent, and the client’s circle of
advisors. Working hand in hand with the Nautilus staff, Member Agents present their clients with state-of-the-art planning
strategies and customized case analyses designed to meet the clients’' complex objectives.

The one-on-one case design process used by Nautilus is tailored to the unique requirements of each client, achieving a
better understanding of the complex needs and goals of each individual.
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The Nautilus Group, located in Dallas, TX, is staffed by an elite team of professionals experienced
in law, taxation, accounting, business, insurance, finance, and philanthropic planning.

CEO Brooke Zrno Grisham
ChFC®, CLU®: AEP®

Robert Ahearn
JD, LL.M,, CFP®, CLU®,
ChFC®, CRPC®

Randy Buchanan
JD, CPA, LL.M.

Joon Cho
JD

Heather Davis
JD, CLU®, ChFC®, CAP®,
AEP®

Tiffany Delaney
Cp

Joshua Dietz
JD, LL.M.

Karen Fishell
CLU®

Scott Garrison
JD

Michelle M. Kenyon
JD, CLU®

Ariel A. Marin
JD, LL.M., CFP®, CLU®

Matt Pate
JD, LL.M.

Kathryn Rodgers
JD, LL.M.

Rob Shapard
cLu®

Rebecca Solomon
JD,LL.M.

Eva Stark
JD, LL.M.

Reed Snyder, Jr.
JD

David R. Toups
JD, MBA, CFA®, CFP®,
CTFA

Geoff Turvey
JD, CPA

Chad Whitfield
JD

This team provides dedicated support for Nautilus Member Agents, an elite group of approximately 230 experienced
insurance and financial industry leaders, firmly committed to a team planning concept. Selected Member Agents of The
Nautilus Group are also affiliated as financial advisers with Eagle Strategies LLC, a Registered Investment Adviser. Although
Nautilus does not provide financial planning or investment advice, Nautilus Member Agents who are Investment Adviser
Representatives with Eagle may give investment advice and provide financial planning services.

To learn more about The Nautilus Group, visit www.thenautilusgroup.com.

The Nautilus Group® is a service of New York Life Insurance Company. Neither The Nautilus Group, its member agents, nor its staff provide tax,
legal, or accounting advice. Clients are urged to seek the advice of their own professional advisors before implementing any planning strategies.

SMRU 493746 Exp. 6/2/2023
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