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The CARES Act included a provision which allows 
tax-favored treatment for IRA owners who are 
adversely affected by the coronavirus pandemic. 
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On March 27th, 2020, President Trump signed into law the Coronavirus Aid, Relief, and Economic Security (CARES) 
Act. The Act provided for various cash-flow opportunities, one of which is called a Coronavirus-Related Distribution. A 
Coronavirus-Related Distribution (CRD) is a distribution that is made from an eligible retirement plan to a qualified 
individual from January 1, 2020, to December 30, 2020, up to an aggregate limit of $100,000 from all plans and IRAs. A 
qualified individual is an individual who has been impacted by the Coronavirus because they: 

 Have been diagnosed with COVID-19 

 Have a spouse or dependent who has been diagnosed with COVID-19 

 Experience adverse financial consequences as a result of:  

o Being quarantined, furloughed, laid off, or having work hours reduced due to COVID-19; 

o Being unable to work due to the lack of childcare due to COVID-19; 

o Owning or operating a business that has closed or reduced hours due to COVID-19 

o Having a reduction in pay (or self-employment income) or having a job offer rescinded or a start date 
delayed due to COVID-19 

o Having a spouse or other household member experience any of the above due to COVID-19; or 

o Meet some other reason that the IRS decides to say is OK 

Because the CRD rules may apply to a distribution made from January 1, 2020 to December 30, 2020, individuals who 
took a distribution before the CARES Act was passed may retroactively treat it as a coronavirus-related distribution, 
assuming it meets all other qualifications. 

There are a number of potential tax benefits associated with Coronavirus-Related Distributions, including:  

1. Exempt From the 10% Penalty – Individuals under the age of 59 ½ may access retirement funds without the 
normal penalty that would otherwise apply. 

2. Not Subject to Mandatory Withholding Requirements – Typically, eligible rollover distributions from employer-
sponsored retirement plans are subject to mandatory federal withholding of at least 20%. Coronavirus-Related 
Distributions, however, are exempt from this requirement. Plans can rely on a participant’s self-certification that 
they meet the requirements of a Coronavirus-Related Distribution when processing a distribution without 
mandatory withholding. 
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3. Income May Be Spread Over 3 Years – By default, the income from a Coronavirus-Related Distribution is split 
evenly over 2020, 2021, and 2022. A taxpayer can, however, elect to include all the income from a Coronavirus-
Related Distribution in their 2020 income. 

4. Eligible to be Repaid Over 3 Years– Beginning on the day after an individual receives a Coronavirus-Related 
Distribution, they have up to three years to roll all or any portion of the distribution back into a retirement 
account and qualify as a direct trustee-to-trustee transfer. Furthermore, such repayment can be made via a 
single rollover, or multiple partial rollovers made during the three-year period. If distributions are rolled using this 
option, an amended return can (and should) be filed to claim a refund of any tax paid attributable to the rolled 
over amount.  

The “eligible retirement plans” from which CRDs can be taken are IRAs, individual retirement annuities, qualified 
retirement plans such as 401(k) plans, 403(a) and (b) plans and annuities, and government employer-type 457 plans. 
The adoption of the distribution rules is optional for employers. Plans will need to be amended to provide for CRDs; 
however, amendments will not need to occur until January 1, 2022 and until then, the plan can administratively adopt 
the special distribution rules. Additionally, plan administrators are not required to determine if an individual qualifies for 
the special distribution as they can rely on a participant’s self-certification that they are a qualified individual. Even if an 
employer does not adopt the distribution rules, a qualified individual may treat a distribution that meets the requirements 
to be a coronavirus-related distribution as coronavirus-related on the individual's federal income tax return. Regardless 
of whether or not an individual is required to file a federal income tax return, they would use Form 8915-E (which is 
expected to be available before the end of 2020) to report any repayment of a coronavirus-related distribution and to 
determine the amount of any coronavirus-related distribution includible in income for a year. 

Under section 2202 of the CARES Act, a coronavirus-related distribution is treated as meeting the distribution 
restrictions for a section 401(k) plan, section 403(b) plan, or governmental section 457(b) plan (i.e. a section 401(k) plan 
may permit a coronavirus-related distribution, even if it would occur before an otherwise permitted distributable event, 
such as severance from employment, disability, or attainment of age 59½). However, the CARES Act does not change 
the limits on when plan distributions are permitted to be made from employer-sponsored retirement plans. For example, 
a pension plan (such as a money purchase pension plan) is not permitted to make a distribution before an otherwise 
permitted distributable event merely because the distribution would qualify as a coronavirus-related distribution. Further, 
a pension plan is not permitted to make a distribution under a distribution form that is not a qualified joint and survivor 
annuity without spousal consent merely because the distribution, if made, could be treated as a coronavirus-related 
distribution. 

A potential loophole in the CARES Act is the use of a CRD in conjunction with a Roth conversion, thereby immediately 
funding your retirement account while spreading the tax implications over 3 years. While the CARES Act does not 
specifically preclude the strategy, this was not the original intent of the CRD provision and many experts strongly 
discourage individuals from utilizing it, as it is very possible the IRS will retroactively disallow its use. 

If you have any questions on CRDs from your qualified plan, please contact your Baird Financial Advisor.  

  

 


