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IRS FAQs Clarify Coronavirus-Related
Retirement Plan Relief

The guidance con�rms that changes a�ecting 401(k) loans are optional

By Suzanne G. Odom, Jean Y. Yu and Allan S. Friedland © Jackson Lewis P.C.

May 8, 2020

n May 4, the Internal Revenue Service released much-anticipated guidance related to implementing the retirement plan aspects

(https://www.irs.gov/newsroom/coronavirus-related-relief-for-retirement-plans-and-iras-questions-and-answers) of the Coronavirus

Aid, Relief, and Economic Security Act (CARES Act) enacted on March 27. Although the questions and answers fall short of resolving all

open questions, they provide helpful insight into what the additional guidance will look like. A brief overview follows.

Optional Changes

The guidance con�rms that the CARES Act changes a�ecting the distribution and loan provisions of the plan are optional. Employers do not

have to implement these rules.

However, even if a retirement plan does not allow coronavirus-related distributions (CRDs), individuals can treat a distribution as a CRD on

their individual federal tax returns if they meet the requirements of a quali�ed individual. The guidance also notes that many retirement

plans that are designed to accept rollover contributions correspondingly would accept repayments of CRDs.

Quali�ed Individuals

The guidance makes clear that a quali�ed individual is anyone who:

Is diagnosed with SARS-CoV-2 or COVID-19.

Has a spouse or dependent who is diagnosed with SARS-CoV-2 or COVID-19.

Experiences adverse �nancial consequences as a result of being quarantined, being furloughed or laid o� or having work hours

reduced, business closure or inability to �nd child care due to SARS-CoV-2 or with COVID-19.

However, it falls short of answering a number of questions related to who is suitable as a quali�ed individual to be eligible to receive a CRD

or loan. For example, questions have been raised of whether a spouse or dependent who experiences adverse �nancial consequences

would enable the participant to be treated as a quali�ed individual and what it means to be quarantined.

The IRS guidance acknowledges that the Treasury has received several comments relating to this and is considering an expansion of the

list of factors considered.

The guidance also a�rms a plan administrator may rely on an individual's certi�cation of his or her quali�ed status, unless the administrator

has actual knowledge to the contrary. Thus, there is no requirement for an administrator to independently verify an individual's certi�cation,

but should a plan implement independent veri�cation, it will be held responsible for determinations based on the information received.
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Coronavirus and COVID-19 (www.shrm.org/ResourcesAndTools/Pages/communicable-diseases.aspx)

Taxation of Distributions

The CARES Act provides taxation relief to quali�ed individuals receiving CRD, including an option for individuals to elect having their

distribution ratably taxed over a 3-year period or taxed in full in the year of the distribution. The IRS guidance includes the following

example:

If you receive a $9,000 COVID-19-related distribution in 2020, you would report $3,000 in income on your federal income tax

return for each of 2020, 2021, and 2022. However, you have the option of including the entire distribution in your income for the

year of the distribution.

Distributions will be subject to reporting on the IRS Form 1099-R. The IRS expects to issue additional guidance related to this reporting later

this year.

Likewise, individuals receiving a CRD will be required to report the distribution on their individual tax returns, treating the distribution as

taxable ratably over a 3-year period or all in the year of the distribution.

[SHRM members-only toolkit: Designing and Administering De�ned Contribution Retirement Plans (www.shrm.org/resourcesandtools/tools-

and-samples/toolkits/pages/designingandadministeringde�nedcontributionretirementplans.aspx)]

Repayments of Distributions

The IRS guidance answers important questions about the taxation of CRD repayments. The guidance con�rms that individuals desiring to

repay a CRD will use IRS Form 8915-E, which is expected to be made available later this year, to report the amounts includible in income for

a year, and the amount of any repayments. Any individual who repays a portion or the entire amount of the CRD before the end of the

three-year repayment period may �le amended tax returns to claim a refund of any taxes already paid. The IRS included the following

example:

If, for example, you receive a COVID-19-related distribution in 2020, you choose to include the distribution amount in income over

a 3-year period (2020, 2021, and 2022), and you choose to repay the full amount to an eligible retirement plan in 2022, you may

�le amended federal income tax returns for 2020 and 2021 to claim a refund of the tax attributable to the amount of the

distribution that you included in income for those years, and you will not be required to include any amount in income in 2022.

Delayed Loan Repayments

The IRS guidance provides helpful insight into the administration of suspended loan repayments, following principles similar to IRS Notice

2005-92 (https://www.irs.gov/pub/irs-drop/n-05-92.pdf), which implemented tax-favored distributions and plan loans under the Katrina

Emergency Tax Relief Act of 2005 (KETRA) that was issued in IRS Notice 2005-92.
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The IRS explained that for loans outstanding on or after March 27, 2020, if any repayment is due between March 27, 2020, and Dec. 31,

2020, the due date for that repayment may be delayed for up to one year. After the suspension period, the loan must be re-amortized to

re�ect the delay and interest accruing during the delay.

The IRS never fully explained back in 2005 how the KETRA 1-year loan suspension rule should operate, opting instead to announce a "safe

harbor" that allowed plans to suspend loan repayments only until the end of the allowable suspension period (maximum 16 months for

KETRA loans, but only 9 months for COVID-19 loans). Immediately after the repayment suspension period ended, the remaining loan

balance including accrued unpaid interest would be re-amortized so the loan will be repaid in level installments within 5 years from the

original loan date PLUS the actual length of the KETRA loan suspension period applicable to each individual.

IRS Notice 2005-92 described how the safe harbor rules applied to these delayed loan repayment rules for Katrina-related loans using the

following example:

On March 31, 2005, a participant with a nonforfeitable account balance of $40,000 borrowed $20,000 to be repaid in level

monthly installments of $394 each over 5 years, with the repayments to be made by payroll withholding. The participant makes 8

monthly payments until Dec. 1, 2005. The participant's home is in the Hurricane Katrina disaster area and the participant sustained

an economic loss. The participant's employer takes action to suspend payroll withholding repayments, for the period from Dec. 1,

2005, through the end of 2006, for loans to quali�ed individuals that are outstanding on or after Aug. 25, 2005 . . . [N]o further

repayments are made on the participant's loan until January 1, 2007 (when the balance is $19,045). At that time, Repayments on the

loan resume, with the amount of each monthly installment increased to $423 in order to repay the loan by April 30, 2011 (which is

the date the loan originally would have been fully repaid, plus the 13-month loan suspension period that resulted from Hurricane

Katrina).

We anticipate the IRS will issue additional guidance consistent with IRS Notice 2005-92. Until such additional guidance is issued, we

recommend employers exercise caution and prudence in implementing these provisions.

Suzanne G. Odom (https://www.jacksonlewis.com/people/suzanne-g-odom) is a principal in the Greenville, S.C., o�ce of Jackson Lewis

P.C., and focuses her practice on ERISA plans, employee bene�ts, and executive compensation matters. Jean Y. Yu

(https://www.jacksonlewis.com/people/jean-y-yu) is a principal in the �rm's Los Angeles o�ce, and focuses on employee bene�ts, ERISA,

multiemployer plans and executive compensation. Allan S. Friedland (http://www.jacksonlewis.com/people.php?PeopleID=581) is a

principal in the �rm's Hartford, Conn., o�ce and has over 25 years of employee bene�t and tax experience. © 2020, Jackson Lewis P.C. All

Rights Reserved. Reposted with permission.

Related SHRM Articles:

Viewpoint: The COVID-19 Economic Crisis May Worsen the Retirement Crisis (www.shrm.org/ResourcesAndTools/hr-

topics/bene�ts/Pages/viewpoint-trying-to-solve-the-covid-19-crisis-may-worsen-retirement-crisis.aspx), SHRM Online, April 2020

Troubled Corporate Pensions Look to CARES Act for Relief (www.shrm.org/ResourcesAndTools/hr-topics/bene�ts/Pages/troubled-

corporate-pensions-look-to-CARES-act-for-relie�.aspx), SHRM Online, April 2020

How the CARES Act Changes Health, Retirement and Student Loan Bene�ts (www.shrm.org/ResourcesAndTools/hr-

topics/bene�ts/Pages/how-the-CARES-Act-changes-health-retirement-and-student-loan-bene�ts.aspx), SHRM Online, March 2020

HR DAILY NEWSLETTER

Fe
ed

ba
ck

https://www.jacksonlewis.com/people/suzanne-g-odom
https://www.jacksonlewis.com/people/jean-y-yu
http://www.jacksonlewis.com/people.php?PeopleID=581
https://www.shrm.org/ResourcesAndTools/hr-topics/benefits/Pages/viewpoint-trying-to-solve-the-covid-19-crisis-may-worsen-retirement-crisis.aspx
https://www.shrm.org/ResourcesAndTools/hr-topics/benefits/Pages/troubled-corporate-pensions-look-to-CARES-act-for-reliefl.aspx
https://www.shrm.org/ResourcesAndTools/hr-topics/benefits/Pages/how-the-CARES-Act-changes-health-retirement-and-student-loan-benefits.aspx


5/14/2020 IRS FAQs Clarify Coronavirus-Related Retirement Plan Relief

https://www.shrm.org/ResourcesAndTools/hr-topics/benefits/Pages/irs-faqs-clarify-coronavirus-related-retirement-plan-relief.aspx?utm_source=market… 4/4

CONTACT US (WWW.SHRM.ORG/ABOUT-SHRM/PAGES/CONTACT-US.ASPX) | 800.283.SHRM

(7476)

© 2020 SHRM. All Rights Reserved

SHRM provides content as a service to its readers and members. It does not o�er legal advice, and cannot guarantee the accuracy or suitability of its content for a particular

purpose.

Disclaimer (www.shrm.org/about-shrm/Pages/Terms-of-Use.aspx#Disclaimer)

 

 

News, trends and analysis, as well as breaking news alerts, to help HR professionals do their jobs better each business day.

Email Address

Fe
ed

ba
ck

https://www.shrm.org/about-shrm/Pages/Contact-Us.aspx
tel:800.283.SHRM%20(7476)
https://www.shrm.org/about-shrm/Pages/Terms-of-Use.aspx#Disclaimer

