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SECURE 2.0 Act of 2022

In December of 2022, Congress passed the Consolidated
Appropriations Act of 2023 (the Act). This omnibus bill funds the
federal government through the end of the current fiscal year.
A number of legislative initiatives were attached to the omnibus
funding package, including the retirement reform measures
commonly referred to as SECURE 2.0.

The SECURE Act 2.0 legislation incorporated into the larger bill
is the result of negotiations between the House and Senate to
combine three different retirement-focused bills: The Securing
a Strong Retirement Act of 2022, The Enhancing American
Retirement Now (EARN) Act, and the Retirement Improvement
and Savings Enhancement to Supplement Healthy Investment
for the Nest Egg (RISE & SHINE) Act.

While the final package does reflect compromises and changes,
in includes many reforms that will ease administrative burdens
for employers and encourage them to provide workplace
savings arrangements and increase coverage and savings for
American workers.

The most notable provisions in the new bill are:

+

Expanding automatic enrollment in new retirement plans — This provision requires 401(k) and 403(b)
plans to automatically enroll participants in the respective plans upon becoming eligible (and the employees
may opt out of coverage). The initial automatic enrollment amount is at least 3 percent but not more than
10 percent of the employee’s pay. Each year thereafter that amount is increased by 1 percent until it reaches
at least 10 percent, but not more than 15 percent. There is an exception for small businesses with 10 or
fewer employees, new businesses (those that have been in business for less than 3 years), church plans,

and governmental plans. This provision is effective for plan years beginning after December 31, 2024. In
addition, please note that all current 401(k) and 403(b) plans are grandfathered.

Expands catch-up contributions — This provision increases the current limit to the greater of $10,000 or
50 percent more than the regular catch-up amount in 2025, for individuals who have attained ages 60, 61,
62 and 63. The increased amounts are indexed for inflation after 2025. This provision is effective for taxable
years beginning after December 31, 2024.




+

Delays mandatory distributions — This provision
increases the required minimum distribution (RMD)
age from 72 to 73, starting on January 1, 2023. In
addition, this provision increases the age further

to 75, starting on January 1, 2033.

Creates a start-up tax credit as an incentive for
smaller businesses to offer a retirement plan —
The 3-year small business startup credit is currently
50 percent of administrative costs, up to an

annual cap of $5,000. This provision increases the
startup credit from 50 percent to 100 percent for
employers with up to 50 employees. This provision
is effective for taxable years beginning after
December 31, 2022

Creates an additional tax credit for smaller
businesses as an incentive to offer a retirement
plan — Except in the case of defined benefit plans,
an additional tax credit is provided. The amount of
the additional credit generally will be a percentage
of the amount contributed by the employer on
behalf of employees, up to a per-employee cap

of $1,000. This full additional credit is limited

to employers with 50 or fewer employees and
phased out for employers with between 51 and
100 employees. The applicable percentage is 100
percent in the first and second years, 75 percent
in the third year, 50 percent in the fourth year,

25 percent in the fifth year — and no credit for

tax years thereafter. This provision is effective for
taxable years beginning after December 31, 2022.

Authorizes student-loan matching — Currently,
many employees may not be able to save for
retirement because they are overwhelmed with
student debt, and thus are missing out on available
matching contributions for retirement plans. This
provision permits an employer to make matching
contributions under a 401(k) plan or 403(b) plan,
with respect to “qualified student loan payments.”
A qualified student loan payment is broadly defined
as any indebtedness incurred by the employee
solely to pay qualified higher education expenses
of the employee. Governmental employers are
also permitted to make matching contributions

in a section 457(b) plan or another plan with
respect to such repayments. For purposes of

the nondiscrimination test applicable to elective
contributions, a plan is allowed to test separately
the employees who receive matching contributions
on student loan repayments. This provision is
effective for contributions made for plan years
beginning after December 31, 2023.




+

Improves coverage for part-time workers — The
SECURE Act currently requires employers to allow
long-term, part-time workers to participate in the
employers’ 401(k) plans. The SECURE Act provision
provides that, except in the case of collectively
bargained plans, employers maintaining a 401(k)
plan must have a dual eligibility requirement under
which an employee must complete either 1 year of
service (with the 1,000-hour rule) or 3 consecutive
years of service (where the employee completes at
least 500 hours of service). This provision reduces
the 3 year rule to 2 years, effective for plan years
beginning after December 31, 2024. This provision
also provides that pre-2021 service is disregarded
for vesting purposes, just as such service is
disregarded for eligibility purposes under current
law, effective as if included in the SECURE Act to
which the amendment relates. This provision also
extends the long-term part-time coverage rules to
403(b) plans that are subject to ERISA.

Allows Roth matching contributions — Plan
sponsors now have the option to allow employees
to elect to have some or all of their contributions be
treated as after-tax Roth contributions (currently all
matches are required to be pre-tax). This provision
is effective immediately.

Emergency savings accounts linked to individual
retirement plan accounts — This provision allows
employers to offer their non-highly compensated
employees an emergency savings account that

is linked to their workplace retirement account.
Employers may automatically opt employees into
these accounts at no more than 3 percent of their
salary, and the portion of an account attributable
to the employee’s contribution is capped at
$2,500 (or lower as set by the employer). Once
the cap is reached, the additional contributions
can be directed to the employee’s Roth defined
contribution plan (if they have one) or stopped
until the balance attributable to contributions falls
below the cap. Contributions are made on a Roth-
like basis and are treated as elective deferrals for
purposes of retirement matching contributions
with an annual matching cap set at the maximum
account balance ($2,500 or lower as set by the
plan sponsor). The first four withdrawals from

the account each plan year may not be subject

to any fees or charges solely on the basis of such
withdrawals. At separation from service, employees
may take their emergency savings accounts as cash
or roll it into their Roth defined contribution plan
(if they have one) or IRA.

Increases small-sum “force-out” option — Many
plans adopt the small-sum force-out option which
under current guidance allows distributions for
terminated employees with a balance up to $5,000.
This provision increases the amount to $7,000

and is effective for distributions made after
December 31, 2023.



Employer should take note of the effective dates for the various provisions found
in SECURE 2.0. Under SECURE 2.0, most effective dates were pushed out to 2024 or
beyond to assist employers with an orderly and efficient implementation of the new
provisions. Click here for a complete list of provisions included in SECURE 2.0 ACT. At
IMA Wealth, we will continue to analyze the final provisions of the bill and provide a
more in-depth review as additional guidance becomes available.

To learn how SECURE 2.0 may help improve your retirement
program, contact an IMA Wealth Advisor at 877.305.1864 or
wealth@imacorp.com today!



https://www.finance.senate.gov/imo/media/doc/Secure%202.0_Section%20by%20Section%20Summary%2012-19-22%20FINAL.pdf
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