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T h e  C A R E S  A c t :  W h a t  D o e s  I t  M e a n  f o r  R e t i r e m e n t  P l a n s ?

As a result of the novel coronavirus pandemic 
wreaking havoc on the financial markets, regulatory 
bodies and lawmakers have acted swiftly to provide 
short-term relief for American taxpayers facing 
financial hardship. It’s important for retirement plan 
sponsors not only to understand the legislation 
and rule changes that will affect employers, their 
retirement plans, and employees, but also to employ 
best practices to navigate these challenging times.

The Coronavirus Aid, Relief, and Economic 
Security (CARES) Act
President Trump signed the CARES Act into law on 
Friday, March 27, 2020. The act—an unprecedented 
$2.2 trillion relief package—includes the temporary 
relaxation of several retirement account rules. It 
also changes retirement account provisions that 
will be of interest to retirement plan sponsors and 
administrators, including the following:

Waiver of the 10 percent early withdrawal 
penalty for retirement account distributions. 
The CARES Act waives the 10 percent penalty on 
withdrawals of up to $100,000 from a retirement 
plan or IRA if the account owner meets at least one 
of the following criteria:

• Has been diagnosed with COVID-19

• Has a spouse or dependent who was 
diagnosed with COVID-19

• Is facing financial hardship due to COVID-19, 
including, but not limited to, quarantine, 
reduced work hours, layoff, or lack of childcare

Please note: In the case of withdrawals made 
from retirement plans due to an account owner 
meeting one of the criteria described above, plan 
administrators may rely on the certification from 
the employee that he or she is experiencing 
difficulties due to COVID-19.

Further, the 20 percent mandatory federal 
tax-withholding normally associated with early 
retirement plan withdrawals is waived and can 
be paid back over the course of three years. If 
the account owner elects not to return the funds 
to the account, it will be taxed.

Raised retirement plan loan maximums. 
Retirement plan loan limits are raised to the lesser of 
$100,000 or 100 percent of the participant’s vested 
account balance in the plan. The existing maximum 
limit was i) the greater of $10,000 or 50 percent of 
the employee’s vested account balance, or ii) $50,000, 
whichever is less. Participants who take a loan 
between March 27, 2020, and December 31, 2020, 
can delay their loan repayment for up to one year.

Relaxation of plan amendment rules. If a 
retirement plan does not contain a provision for 
hardship distributions or plan loans, the CARES 
Act permits the plan to adopt these provisions 
immediately. This can be done as long as the plan is 
amended on or before the last day of the first plan 
year beginning on or after January 1, 2022.

Temporary waiver of required minimum 
distributions (RMDs). Generally, RMDs 
must be taken annually by IRA, 401(k), 403(b), 
or other qualified retirement account owners 
when they turn 72. Because RMDs are calculated 
on account values based on the prior year’s ending 
balance—when account values were significantly 
higher than they are in the current depressed market 
environment—the waiver will benefit account 
owners who avoided withdrawing a larger amount 
and paying a bigger tax bill.

Funding extension for defined benefits plans. 
For single employers with defined benefit plans, 
the CARES Act allows extra time for companies to 
meet funding obligations by delaying the due date 
for 2020 contributions until January 1, 2021. 

In addition to the provisions listed here, the 
CARES Act grants the Department of Labor broad 
authority to extend deadlines for certain retirement 
plan required notices. No extensions have been 
granted at this time, however. Also, subsequent 
government actions may include more substantial 
relief to retirement plan sponsors. To remain in sync 
with this ever-changing regulatory environment, it’s 
important to stay abreast of current events that affect 
all aspects of employee benefits plans.



page 2 of 2

 R e g u l a t o r y  U p d a t e  Q 2  2 0 2 0

page 2 of 2

What’s Next for Plan Sponsors?
The CARES Act provisions listed here can be 
exercised immediately, even if your company’s 
retirement plan does not allow for those specific 
transactions. Plan documents must be amended to 
reflect those provisions by January 1, 2022, however. 

Remember—retirement plan fiduciaries and 
administrators must remain diligent in fulfilling 
fiduciary duties and administrative tasks, even in 

extraordinary circumstances. As always, consult your 
retirement plan service providers (e.g., recordkeeper, 
third-party administrators, or Certified Public 
Accountant) to determine the appropriate course of 
action. Speak with your retirement plan advisor or 
consultant to receive guidance and best practices 
to keep your company’s retirement plan running 
smoothly through this difficult economic climate.

Q & A :  Ta x  C r e d i t s  U n d e r  t h e  S E C U R E  A c t

Q: I’ve heard the SECURE Act offers tax credits for 
businesses as it relates to retirement plans. How 
does that work? Who qualifies?

A: That’s correct. The SECURE Act made sweeping 
changes to several retirement account and retirement 
plan rules, and it provides two distinct opportunities 
for businesses to take advantage of tax credits if they 
offer certain provisions in their retirement plan. One 
is a new credit, and the other is an enhancement to 
an existing credit.

The new credit. The SECURE Act grants a tax credit 
for businesses that offer an automatic enrollment 
arrangement to their employees in 401(k) and SIMPLE 
IRA plans. The provision creates a new tax credit 
of up to $500 per year (which may be claimed for 
three years) for employers who include an automatic 
enrollment mechanism in their 401(k) or SIMPLE 
IRA plans. The credit can be claimed by businesses 
that start a new retirement plan that includes the 
automatic enrollment provision or by businesses that 
have an existing retirement plan and newly adopt the 
automatic enrollment provision. 

The existing credit. This credit, which allows 
employers with 100 employees or fewer to defray 
the costs for starting up a new retirement plan, 
has been increased under the SECURE Act. Eligible 
retirement plan start-up costs include the ordinary 
and necessary costs to set up and administer the 
plan and educate employees about the plan. The 
credit calculation changed to the greater of (i) $500 
or (ii) the lesser of (a) $250 for each eligible employee 
who is not highly compensated, or (b) $5,000. The 
credit applies for up to three years and is effective 
for tax years beginning after December 31, 2019. 
Employers with established retirement plans are 
not eligible for the tax credit.

To help you determine how your company can take 
advantage of these new SECURE Act tax credits, have 
a discussion with your plan’s service providers or 
retirement plan advisor.

W e  C a n  H e l p

We are ready to provide you with the ideas, guidance, and foresight to position your firm for success. If you 
would like to review the CARES Act provisions, the SECURE Act tax credit opportunities, or any happenings that 
may affect your firm’s benefit plan offerings, we’re here to assist you.

Commonwealth Financial Network® does not provide legal or tax advice. Please contact your legal or tax advisor for advice  
on your specific situation. 

Securities and advisory services offered through Commonwealth Financial Network,® Member FINRA/SIPC, a Registered Investment Adviser.

Authored by the Retirement Consulting Services team at Commonwealth Financial Network. 

© 2020 Commonwealth Financial Network®

RCS-1479-22114_04/20

http://www.commonwealth.com

