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See important disclosures on the next page. 

On Friday, March 27, 2020, Congress passed the Coronavirus Aid, Relief, and Economic Security (CARES) Act, a $2 trillion 
emergency fiscal stimulus package, in order to help ease the effects of the resulting economic damage. The CARES Act 
includes nearly half a trillion dollars in individual rebate checks, another $500B for support of several severely-damaged 
industries, nearly $400B support including tax credits for wages and payroll tax relief, over $300B of support for state and 
local governments, and almost $150B for various initiatives to support hospitals and the health care system. We’ve 
outlined a number of the key provisions impacting our clients. 

IMPACT ON RETIREMENT PLANS PARTICIPANTS 

REQUIRED MINIMUM DISTRIBUTION TEMPORARILY WAIVED 
Generally, if you terminate employment and are age 72 or older 
in 2020 (or 70½ prior to December 31, 2019), you are required to 
receive an annual distribution from an employer retirement 
plan based upon an IRS life expectancy table. This is referred to 
as a “Required Minimum Distribution” or “RMD.” The CARES Act 
waives the RMD for 2020. The waiver also includes 2019 RMDs 
that were normally due by April 1, 2020. This waiver also 
applies to RMDs due from an IRA.  

CARES ACT DISTRIBUTIONS 
The CARES Act permits Qualified Individuals to apply special 
tax rules to retirement plan or IRA distributions occurring in 
2020. Note: Withdrawals from IRAs are controlled by the 
account holder, however, withdrawals from a retirement plan 
are still subject to the plan’s distribution rules.  

 Qualified Individual. You are considered a Qualified 
Individual if you, a spouse, or a dependent are diagnosed 
with coronavirus by a test approved by the Centers for 
Disease Control and Prevention. You also qualify if you 
experience adverse financial consequences as a result of 
being quarantined, laid off, having hours reduced, or being 
unable to work because of a lack of child care due to the crisis.

 $100,000 Limit. The limit is determined by adding
distributions from all of your retirement plans and IRAs 
during 2020. It does not apply separately to each account, but 
is an aggregate limit. 

 Tax Impacts. The CARES Act waives the 10 percent penalty for 
withdrawals before age 59½. Although you may waive 
federal withholding, keep in mind the distribution is taxable. 
You will have two options to report the additional income. 
You can recognize the entire amount in 2020 or you can 
report one third of the distribution each in 2020, 2021, and 
2022. You will make that decision when you file your 2020 
income tax return. You will also be subject to state income 
tax, if applicable, on the distribution.

 Rollover Opportunity. The CARES Act permits you to rollover 
a CARES Act distribution amount to an eligible retirement 
plan or IRA within three years following the distribution. The 
amount rolled over will offset the income recognition of the 
original distribution. Note: You will still be required to pay 
income tax on the distribution until you roll the amount back 
to a plan or IRA. Once you roll, you may request a refund of 
any prior tax paid. 

 Distribution Considerations. There are three important 
considerations regarding the distribution. First, retirement 
assets take time to accumulate and, once removed from the 
account, are difficult to rebuild. Second, the distribution is 
taxable. Third, the distribution requires you to sell 
investments in what might be a down stock market. If you 
are uncertain about your current need, you can take a partial 
distribution now and if necessary take further withdrawals 
up to December 30, 2020.

Example: Bob obtains a CARES Act distribution of $9,000 
on July 1, 2020. When he does his 2020 taxes, he elects to 
report the entire distribution as 2020 income and pay the 
corresponding income tax. Note: Alternatively, Bob could 
have reported one third of the distribution in 2020, 2021, 
and 2022.  

In May of 2023, Bob contributes $9,000 to an IRA as a 
rollover of his original CARES Act distribution. Bob will 
amend his 2020 income tax return and receive a refund of 
the tax he previously paid.  
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Investment products:  (1) are not FDIC insured, (2) are not deposits or other obligations of a bank or guaranteed by a bank, and (3) involve investment risk, including 
possible loss of principal amount invested.

The information contained herein is general in nature, is provided for informational purposes only, and should not be construed as legal or tax advice. Alerus does not provide legal or tax 
advice. Always consult an attorney or tax professional regarding your specific legal or tax situation. The information should not be relied upon as investment advice or a solicitation. 
Statements of facts are from sources considered reliable but no representation or warranty is made as to their completeness or accuracy. The opinions presented in this communication 
are subject to change without notice and no representation is made concerning actual future performance of the markets or economy.

CARES ACT LOANS  
The CARES Act allows Qualified Individuals to borrow up to 
$100,000 from their retirement account if the loan is made on or 
before September 23, 2020. Note: Retirement plans are not 
required to allow loans nor are they required to adopt this 
higher loan limit. The CARES Act does not change this aspect of 
retirement plan administration.  

A Qualified Individual is defined using the same criteria as a 
CARES Act distribution. Other loan rules remain in place 
including the requirement that the loan be repaid within five 
years, with equal payments, on a payroll basis.  

It’s important to consider whether you can afford loan 
payments. If you fail to repay the loan, the outstanding balance 
is taxable income to you. In addition to income tax, there is a 10 

percent penalty tax if you are not age 59½ or older. Also, 
remember that the loan is funded by selling investments in 
your account. Depending upon the stock market, you may be 
selling at a down time to fund your loan.  

LOAN REPAYMENT RELIEF IN 2020  
The CARES Act permits Qualified Individuals who miss plan 
loan payments in 2020 to avoid a loan default. A Qualified 
Individual is defined using the same criteria as a CARES Act 
distribution. If qualified, you have one year to repay the missed 
payment and accrued interest. You have two options to remedy 
the missed payment. You can double up on 2021 payments or 
you can re-amortize your loan in 2021. The latter option allows 
the loan to be extended for the number of the missed payments 
and would result in a lower payment each payroll.  

IMPACT ON INDIVIDUALS 

RECOVERY REBATES – RECOVERY REBATE CHECKS FOR 
INDIVIDUAL AMERICANS. 
 Refundable income tax credit against 2020 income of up to 

$2,400 for married couples filing a joint return. All other filers 
begin with a refundable credit of up to $1,200. The credit 
amount then increases by up to $500 for each child a taxpayer 
has under the age of 17. 

 Adjusted Gross Income (AGI) threshold amounts: Married 
Joint, $150,000; Head of Household, $112,500; All other filers 
$75,000. Payment is reduced by $50 for every $1,000 over 
threshold amounts.

 Individuals must have a work-eligible Social Security number, 
but they do not need to have had reportable income in 2019 
and may remain eligible for other income-benefit programs. 

STUDENT LOAN PAYMENTS 
Federal student loan payments are deferred until September 30, 
2020. During this time, no interest will accrue on this debt. 
While required payments are suspended, voluntary payments 
are not prohibited. Individuals who have automatic payments 
should take proactive measures to contact their loan provider to 
pause these payments. 

UNEMPLOYMENT COMPENSATION BENEFITS 
 Unemployment compensation has been increased by $600 

per week, and the benefit period is extended by 13 weeks.
 Unemployment benefits will be available the first week of 

unemployment, waiving the typical one-week waiting period.

TALK TO A PROFESSIONAL 
Seek help to clarify your personal and financial goals for 
both your retirement plan and your estate plan. Changes in 
the tax code, family relationships, and your own financial 
circumstances are common—requiring that you update 
your planning strategy every few years. 

Example: Tom and Sara are married and file a joint return. They 
have four children, ages 10, 13, 15, and 17, and an AGI of $176,000. 

Tom and Sara are eligible for a maximum Recovery Rebate of 
$2,400 + $500 + $500 + $500 = $3,900. Note: The potential 
Recovery Rebate is only increased by $500 for each child under 
17, so only three of the couple’s children qualify. 

While $3,900 is the maximum potential Recovery Rebate to 
which the couple could be entitled, they are $26,000 over their 
$150,000 threshold amount, so their rebate must be reduced by 
$26,000 x 5% = $1,300. 

The actual Recovery Rebate check that Tom and Sara would 
receive is estimated to be $3,900 – $1,300 = $2,600. 


	Untitled
	Untitled



