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Coronavirus stimulus package offers relief for
retirees with RMD waiver and penalty-free
401(k) withdrawals
There’s help for older Americans caught between a falling stock market and low interest rates
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While many people have focused on the checks they may get as a result of the

massive legislation passed to mitigate the economic impact of the coronavirus,

there’s very important but little-noticed relief for retirees.

Tucked in the Coronavirus Aid, Relief, and Economic Security Act, or the CARES

Act, are several provisions that cover retirement accounts. Here’s what you should

know.

— Required minimum distributions (RMDs) are suspended for 2020.

Concerned that they would have to take distributions from their retirement

accounts with the market now down sharply for the year, many seniors had hoped

Congress would suspend their RMDs for 2020.

“Current balances are massively reduced from end-of-2019 balances, and retirees

will wind up being forced to sell their stocks/funds at bargain-basement prices,”

one District reader wrote.
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During the last financial crisis, when the stock market crashed, Congress suspended

RMDs for 2009.

You are required by law to take withdrawals from your IRA, SIMPLE IRA, SEP IRA

or retirement plan such as a 401(k) once you reach 72. (It was 70½ before 2020.)

But the CARES Act waives RMD payments for 2020, including for inherited IRAs.

Additionally, the waiver covers the first RMD, which individuals may have delayed

from 2019 until April 1, according to a summary of the Act’s provisions by Fidelity

Investments.

You have until April 1 of the following year after reaching the required RMD age to

take your first RMD payment. This deadline applies to the RMD only for the first

year. Every year thereafter, you have to take your distributions by Dec. 31.

AD

AD

https://www.fidelity.com/learning-center/personal-finance/coronavirus-stimulus-package


“If the 2020 RMDs had not been waived, you likely would have had to withdraw a

greater percentage of your IRA or plan balance and pay a big tax bill on value that

no longer exists,” wrote Ed Slott, a certified public accountant, in a post on AARP’s

website about the RMD provision in the new law. “So, it’s good Congress gave us all

a year off to sit this out and see what happens, and hopefully have more time to

recover losses.”

— Penalty-free withdrawal from your retirement plan. If you are younger

than 59½, you are subject to a 10 percent early withdrawal penalty on top of the

income tax owed on your withdrawal. The CARES Act waives the 10 percent penalty

for IRAs and defined contribution plans for participants experiencing financial

hardship.

“I’m not a big fan of this part, because it’s encouraging people to dip into their

retirement accounts early,” said David Certner, AARP’s legislative counsel and

legislative policy director. “It’s never a good idea. It’s particularly not a good idea

when the market is down. But for people who are in really bad shape, this may be

their one emergency alternative.”

AD

https://www.aarp.org/money/investing/info-2020/cares-act-retiree-tax-benefit.html


Coronavirus-related distributions can be taken for the following reasons:

— You, your spouse or dependent has been diagnosed with the coronavirus.

— You’ve experienced adverse financial consequences as a result of being

quarantined, furloughed or laid off, or your work hours have been reduced.

— You’re unable to work because of a lack of child care.

— You’ve had to close or reduce the hours of a business as a result of the virus.

— You’ve been financially impacted by other factors determined by the treasury

secretary.

Withdrawals up to $100,000 made on or after Jan. 1 would not incur the penalty,

according to the Society for Human Resource Management (SHRM), which also has

a useful analysis of the work-related provisions in the CARES Act.
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To ease the tax burden, if you pull money from your retirement account, you have

up to three years to pay taxes on the withdrawals. You can repay all or a portion of

the distribution within three years, and the repayments will not be counted toward

the annual contribution limits. For 2020, the maximum contribution to a 401(k) or

similar retirement plan is $19,500. If you’re 50 or older, you can also contribute an

extra $6,500. The annual limit for an IRA is $6,000, with a $1,000 catch-up limit if

you’re 50 or older.

— Retirement plan loan amount is doubled. Loan limits from retirement

plans have been increased from $50,000 to $100,000. The existing rule that loans

may not exceed half the vested account balance has been removed, AARP notes.

New and existing loan payments can be deferred for a year.

“Retirement plans can make amendments and adopt these rules immediately, even

if the plan does not currently allow for hardship distributions or loans,” according

to SHRM.
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In the coming weeks, the IRS will clarify a lot of what’s in the CARES Act and issue

guidance. Before you make a move, you would be wise to double-check what’s

allowed. I would recommend you frequently check what the IRS said at

irs.gov/coronavirus.

“Older Americans face the one-two punch of coronavirus’s health and economic

consequences, and many need immediate relief and ongoing help and support to

cope with the pandemic,” AARP chief executive Jo Ann Jenkins said in a statement

following the passage of the legislation. “Those needs are only set to grow in the

weeks and months ahead.”

Reader Question of the Week

If you have a retirement question, send it to colorofmoney@washpost.com. In the

subject line, put “Question of the Week.”

Q: I get Social Security and don’t file a tax return. How will I get a stimulus check?
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A: “If you are receiving Social Security benefits but didn’t file taxes in 2018 or 2019,

you will be eligible to receive a stimulus check without a tax return based on data

available to the IRS from your annual Social Security benefits statement,” said

AARP in a recent post explaining the eligibility for beneficiaries. “The government

will send you a direct deposit or check using the information from your Form SSA-

1099 Social Security Benefit Statement or your Form RRB-1099 Social Security

Equivalent Benefit Statement. You will not have to file a 2019 tax return to get a

stimulus check.”

Use this calculator to figure out how much you are entitled to receive.

The IRS has set up a coronavirus tax relief page that you should check for any

updates. At this point, the site offers no information on when the payments will be

sent out.

I want to note that the Federal Trade Commission has put out a warning to

consumers to help them avoid becoming victims of a stimulus check scam. Please

read the consumer alert.

Retirement Rants and Raves
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As I continue to report on the coronavirus and how it’s affecting people’s personal

finances, I want to hear your stories. Specifically, I am interested in hearing about

the following issues:

— Are you feeling grateful that you don’t have a mortgage in retirement?

— Are you rethinking your decision to wait to file for Social Security in the fallout of

the coronavirus?

— Have you received calls, text messages or emails that appear to be fraudulent as it

relates to the stimulus checks that will soon be sent out?

— Are you planning to take advantage of any of the tax-favored withdrawals from

your retirement plan to help you make ends meet?

Send your comments to colorofmoney@washpost.com. Please include your name,

city, and state. Put “Coronavirus Impact” in the subject line.

Michelle Singletary
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Michelle Singletary writes the nationally syndicated personal finance column The Color of Money.
Her award-winning column is syndicated by The Washington Post Writers Group and is carried in
dozens of newspapers nationwide. Follow

https://twitter.com/@SingletaryM
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I presume then that in 2021 I will have to do my 2019 based RMD along with the

associated taxes as well as the 2020 based RMD with taxes.  This makes the

break more of a cash flow opportunity than a tax benefit, as it might raise my tax

rate for 2021.
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The information about people on Social Security who have not filed tax returns

automatically getting a stinulus check is no longer accurate.  There is now a

short form that needs to be filed. Of course that could change tomorrow.   
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DER-upstate NY
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Do you happen to know if I already have a loan on my 401k if this new law would

allow me to convert the loan to a distribution and avoid the penalty, even if I took

the loan prior to January.
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My CPA sent me this article and what a wonderful surprise and relief. I would

love to send a Thank You to the Senators responsible for understanding and

addressing the impact of the RMD in 2020. 
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For some, this is an opportunity to do those home improvements and repairs. 

 Take out a tax-deductible HELOC at today's low rates and pay it off with deferred

tax  retirement fund distros.  It will also help to keep the construction industry

working.
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As I said last week, all this whining about RMDs is a bunch of whining by people

so privileged that they don't need the money from their retirement accounts and

don't want to take the stupid 4% withdrawal.  (Which might be 6% of the current

account value.)  Whatever, Boomer.

runnin' irish
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Many of the other changes Ms Singletary outlines are very dangerous to

people's long term well being. How many times have we discussed that taking a

loan from your 401k is almost never a good idea?!

Stay safe out there. And get your will updated ASAP.
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Not true.  Many people have smaller retirement accounts under half a million

dollars.  To take out the RMD after the market falls reduces the shares

substantially in those 401k accounts, thereby reducing their ability to recoup

market losses in the future.

It's a double-whammy to Grandpa's account - market loss and then share loss

because of the RMD.
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You aren't listening. 

If Grandpa needs the money, he is going to take it out regardless of

whether the market is up or down or whether there is a RMD or a RMD

waiver.  

If Grandma  doesn't need the money but would only be taking it out

because of the RMD, then the waiver is a nice little perk for her.

I feel bad Grandpa.  I don't care about Grandma.

Clearer?
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And please be assured that Grandma doesn't care about you, too.  She

will leave your inherited IRA to PETA.  Ha ha!
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Grandma is still miffed about the SECURE Act changes too.
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Well thanks a lot Boomer for insulting those of us who spent our lives living

within our means and  saving to put our children through college and for our

retirement. Hardly are we privileged but we sure are damn hard working

something I suspect is beyond your comprehension. 
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Good information.  I had no idea this was in the stimulus plan.  What else is in

there that we don't know about, that may turn out to be a boondoggle for the

those that don't need help?   Glad that you know who doesn't have control of

"oversight" on $2.2 Trillion, like putting a fox in charge of the hen house.  
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— You’ve been financially impacted by other factors determined by the treasury

secretary.

It would be really helpful to explain this? My live-in girlfriend has been laid off

and now I have to pay the mortgage and her health insurance.
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The Treasury Secretary, Steven Mnuchin, is not the person I want to

determine anything for anyone.  He is a former Wall Street moocher from

Goldman Sachs.
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Yeah, well whether YOU like it nor not, he's the Secretary of the Treasury.

Link Report

Ronjaboy

Like 1 Reply

4 days ago

I was able to find the answer at another publisher. Apparently plan

sponsors are told to take the employees word.
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Thanks! And all the best in these uncertain times, this will be a trial for

all of us to survive and come out the other side intact as can be

planned.
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Unfortunately for everyone in this country.  Haven't seen him and his wife

posing for any photo ops in the vault of the US Treasury lately.  Wonder

what happened to that piece of work.
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“If the 2020 RMDs had not been waived, you likely would have had to withdraw

a greater percentage of your IRA or plan balance and pay a big tax bill on value

that no longer exists,” wrote Ed Slott, a certified public accountant, in a post on

Kenneth Pidcock
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AARP’s website about the RMD provision in the new law.

This makes no sense. Who, at 72, doesn't have enough cash in their retirement

portfolio to cover an RMD? The quote reveals something that younger voters

may not understand: AARP is a lobbying shop for the elderly upper middle class.
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It's not a matter of cash, per se, it's that with the hit the markets took the

amount of your RMD would be higher than if it were calculated on today's

values.
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According to the comments section last week, "millions".  

Cry me a river. 
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This seems like feature useful to rich old people like myself and not necessary

for an emergency, just a windfall for those persons who need it the least.

Someone who is rich enough to have been fully in the market at age 72 and who

does not need to take money out of an IRA is nearly the very last person who

needs help at the moment.

Please add to the list of persons who do not need assistance in a comment. 
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Possibly valid for a small RMD but not for say $100,000.
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If you need the RMD, the waiver doesn't help.

If you don't need the RMD and are happy to take the waiver, you don't need

assistance/sympathy. 
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I don't need assistance (working from home when I can get a VPN connection)

and I am not getting a distribution (make too much money to get one).

Please note that the reason I'm not getting one does not match the reason I

am not getting it. And while I would like to think it is not very, very common to

have too much income to get one of the distributions and not enough savings

to get through this without help, I think it is common enough. When I was

starting out in my first really well paid job, I agressively paid down my studentl

loans. That means I had little free savings after each big pay off. After all,

some of those loans were over 14% and back then, none of it was deductible.

It made sense to get rid of them.

So, you have people who made too much money last year or the year before to

get a distribution and just got laid off. Unemployment, even with the extra

$600 a week, won't match their previous salaries, though it might come close

(unemployment is taxable income). And that $600 won't last long. Then they

don't get the $1200 until this year's filing season in early 2021. It takes some

time to downsize after getting laid off. And groceries ain't cheap these days. 

All this works a bit (there is the problem of paying back the rent or mortgage

money you didn't pay for three months if you took advantage of that plus any

other forbearance) if you assume we hunker down for two months and then

everything goes right back to normal. Anything else - including it taking a while

for businesses to rehire their employees or worse, just going under - has

disaster written all over it. 
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Please note that the reason I'm not getting one does not match the

reason I am not getting it.

Oops. Lets try this.

Please note that the reason I'm not getting one does not match the reason

I don't need it.
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