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Thank you for your business and for helping make 2019 another great
year for us. We wish you a happy and prosperous 2020! The opportunity
to provide you with retirement plan consulting and administration services
is greatly appreciated and we pledge to continue to provide you with the
best in personalized, high touch service and advice. 

Capstone  was  founded  in  early  1980’s  to  offer  a  high  quality,  cost-
effective  retirement  plan  solution  for  small  employers  at  a  time  when
these services were driven by product sales and were ridiculously costly.
We will continue to strive to be the best in our field while providing cost
visibility and effectiveness for small employers.  

In this edition of Plan Sponsor News, we provide information on the retirement plan dollar limits
for 2020. Additionally, we provide a review of the provisions of the recently passed SECURE
Act,  the most significant legislation effecting retirement plans in thirteen years. Please call or e-
mail either of us if you have any questions regarding the dollar limits or how the provisions of
the  SECURE  Act  may  affect  you,  your  plan  or  your  participants.  Again,  thanks  for  your
business! 

2020 Dollar Limitations

The IRS announced in November that most retirement plan dollar limits have increased for 2020.
The dollar limit on salary deferral contributions to a 401(k) or 403(b) plan increases to $19,500
for 2020. For those age 50 by year end, the limit including the catch-up amount is now $26,000.
Be sure to increase your salary deferrals for 2020 if you are maxing out. The overall limit on
contributions to a defined contribution plan increases to $57,000 ($63,500 for those above age 50
making the maximum salary deferral). The salary deferral limit for employee contributions to a
SIMPLE IRA increases to $13,500 ($16,500 for those above 50). The Social Security Wage Base
increases to $137,700. 

Limits on contributions to a traditional or Roth IRA remain the same at $6,000 per year ($7,000
for those above 50 by year end). Anyone with earned income may make an IRA contribution,
even those that save in a 401(k) plan. There are many other dollar limits. Please call or e-mail
either of us if you have any questions about these or other dollar limits for 2020. 



The “Setting Each Community Up for Retirement Enhancement Act”. (SECURE Act)

Congress passed the SECURE Act on December 19, 2019 and President Trump signed it into law
on December 20. Many provisions are effective as of the date the bill was signed or for the 2020
plan year. Some provisions are effective for 2021 or later. The following is a brief summary of
the most significant provisions, including the effective date for each.    

Increased Income Tax Credit for Installing a Retirement Plan

Currently, small employers (up to 100 employees) are eligible for a Federal income tax credit for
three years equal to 50% of costs paid to start a new plan. This is capped at $500 per year. The
Act  provides for a tax credit of $250 for each non-highly compensated employee who is eligible
to participate in the plan up to $5,000 for three years. So, a plan with 20 eligible non-highly
compensated employees would be eligible for a Federal income tax credit of $5,000. A dentist
with four eligible employees would be eligible for a $1,000 tax credit. There is a $500 minimum
annual credit. This is effective for plans started in 2020. So, in our world of small employers, the
Federal Government is now paying a large part (an in some cases all) of the plan startup costs. 

New Income Tax Credit for Automatic Enrollment 401(k) Plans

Automatic enrollment is a feature that is more common in larger plans but has the effect of
significantly  increasing  plan  participation.  Employees  are  automatically  enrolled  in  the  plan
when eligible.  They then must sign a document to opt out of the plan if they don’t want to
participate. Currently, there is no tax incentive for employers to adopt an automatic enrollment
feature. The Act adds a Federal tax credit of $500 per year for up to three years, beginning with
the  first  taxable  year  for  which  the  employer  includes  automatic  enrollment  in  a  qualified
employer plan. So, an employer who adds an automatic enrollment feature to an existing plan
would be eligible for the tax credit. Employers establishing a new plan that includes automatic
enrollment  can  take  both  the  credit  for  establishing  a  plan  and  the  credit  for  automatic
enrollment. This change applies to adoption of automatic enrollment during 2020 and subsequent
years. 

Automatic Enrollment Cap Increased from 10% to 15% of Pay 

Currently, employers may automatically enroll employees in a 401(k) at up to 10% of pay. Under
the new rule, the 10% cap still applies to the first year of automatic enrollment but the second
and subsequent years are now subject to a 15% of pay limitation. This is effective for 2020 plan
years. 

Improvement to Nonelective Safe Harbor 401(k) 

Plans offering a nonelective safe harbor contribution are no longer required to provide 30-day
notices  to  plan  participants  effective  for  the  2020  plan  year.  Currently,  30-day  notices  are
required of both nonelective and matching safe harbor plans. The Act eliminates this notice. 

Currently, A nonelective safe harbor contribution may be adopted by the employer as late as 30
days prior to plan year-end if certain requirements are met. The Act allows an employer to add a



nonelective safe harbor contribution by the end of the following plan year if the employer makes
a 4% nonelective contribution. This is increased from the basic 3% nonelective contribution. 

Deadline for Adopting New Plans Extended to Due Date of Employer’s Tax Return

In the past, employers have been required to establish a new plan before the end of their fiscal
year. The Act allows employers to adopt a new plan as late as the due date of the employer tax
return,  including  extensions.  So,  for  a  corporation  with  a  calendar  year-end,  a  plan  for  the
December 2020 plan year could be adopted as late as September 15, 2021. 401(k) deferrals, of
course, must be in place during the plan year, but this provision would allow an employer who
gets  a  tax  surprise  from  his  CPA,  for  example,  to  adopt  a  retirement  plan  and  make  tax-
deductible contributions by the due date of the tax return for that year. This is effective for 2020
and subsequent plan years. 

Long-Term Part Time Employees Must be Allowed to Defer 

All employees who are at least 21, have worked at least 500 hours in at least three consecutive 
12-month periods must be allowed to make salary deferrals to a 401(k) plan. If the plan imposes 
a 1,000 hour of service rule, they would not be eligible for employer contributions. The three-
year period starts in 2021. So, 2024 would be the first year that “long-term part-time employees” 
would be required to be allowed to defer salary into a 401(k) Plan.  

Filing Penalties.

Penalties for late filing of the form 5500 are increased ten-fold to $250 per day. Late filing fees
for forms 8955-SSA, and form 8822-B  are also increased tenfold to $10 per day. It’s never been
a great idea to file late but the Act significantly increases the penalty for doing so.   

Lifetime Benefit Disclosures

In the future after the Department of Labor issues rules, 401(k) plans will be required to provide
projections  on  participant  statements  regarding  the  lifetime  income  stream  the  participant’s
account balance would provide at  the participant’s retirement age.  The plan trustee and plan
advisor would be relieved of fiduciary responsibility for the disclosures. So, at least annually,
plan providers will  include a projection of lifetime income that their  account balance would
provide. This will likely be effective for the 2021 plan year, but the timing is a function of the
Department  of  Labor’s process  of  setting  the  assumptions  and methodology for  making the
projections.   

Consolidated Form 5500

Under the Act, a group of similar plans would be permitted to file a single consolidated Form
5500  if  all  plans  in  the  group  are  individual  account  plans,  have  the  same  trustee,  named
fiduciary,  and  administrator,  use  the  same  plan  year  and  provide  the  same  investments  or
investment options. 

Those above 70 ½  Are Now Allowed to Make IRA Contributions



The Act eliminates the ban on IRA contributions by persons above age 70 ½. So, everyone with
earned income can now make an IRA contribution, regardless of age, beginning in 2020. We
have several clients who are doing “back door” Roth IRA accounts. These are clients whose
income  is  too  high  to  allow  them  to  make  Roth  contributions  directly.  So,  they  make
contributions to a traditional IRA then convert it to a Roth. There is no income limitation on
contributions to traditional IRAs or on the conversion of a traditional IRA to a Roth. Since most
if not all these clients also have qualified plans, the traditional IRA contributions are often not
tax deductible. This is a way to build up money in a Roth IRA. Again, this is effective for 2020.

Credit Card Participant Loans are Now Banned

Some larger employers have issued credit cards for employees to take participant loans from the
company 401(k). Apparently Congress now agrees with us that this is stupid and has banned this
practice. Credit card loans from 401(k) plans will be treated as a distribution for any credit card
loans made after the effective date of the act. 

Portability of Lifetime Income Options

Plans that offer investment options that provide guaranteed lifetime income may change those
investments  from  time  to  time  including  eliminating  them.  The  Act  allows  participants  in
qualified  defined contribution  plans,  403(b)  plans,  and governmental  457(b)  plans  to  take  a
distribution of a lifetime income investment without regard to any of the Code’s withdrawal
restrictions if the lifetime income investment is no longer authorized to be held under the plan.
The distribution must be made via a direct rollover to an IRA or other retirement plan or, in the
case of an annuity contract, through direct distribution to the individual. This change is effective
for 2020 plan years. 

Fiduciary Safe Harbor for Annuity Provider Selection.

In a change that is intended to increase the use of income annuities in plans, the Act adds a safe
harbor for fiduciaries for the selection of annuity providers.  This allows a trustee to rely on
written  representations  from insurers,  specifies  that  a  fiduciary  is  not  required  to  select  the
lowest-cost contract (other factors may be considered as well), clarifies that fiduciaries are not
required to review the appropriateness of a selection after the purchase of a contract, and would
deem fiduciaries to have conducted a periodic review if  the fiduciary obtains certain written
representations from the insurer on an annual basis. This provision became effective on the date
of enactment. 

Pooled Employer Plans

The  Act  clarifies  provisions  relating  to  Pooled  Employer  Plans  (PEPs).  A  PEP  is  a
conglomeration of separate employer plans that are administered “together” and file a single
5500 form.  The goal  is  to  minimize the  costs  of  administration  of  any one plan.  These are
typically sponsored by service provider organizations like Capstone Retirement Services, LLC.
We do not offer a PEP because we have not found any significant cost savings. This is because
we are among the lowest cost options for small  plans as it is.  The new provision eliminates
several  rules  that  were  considered  “poison pills”  for  installing  a  PEP. These  provisions  are
effective for the 2021 plan year. We will evaluate the PEP structure to determine if we should



sponsor a PEP for 2021. If we can offer significant cost savings without undue inflexibility or
other issues, we certainly will do so. 

Remedial Amendment Period. 

The  IRS  often  provides  employers  with  a  “remedial  amendment  period”  to  amend  plan
documents for tax law changes. The Act provides private retirement plans a remedial amendment
period extending through the last day of the 2022 plan year. Governmental plans and collectively
bargained plans must be amended by the end of 2024. So, most of our clients will be required to
amend their plan documents for the SECURE act by the end of the 2022 plan year. At this stage,
it is uncertain as to whether this will be a “add on” amendment or a complete restatement of the
plan documents. 
 
Required Minimum Distributions Start at 72 rather than 70 ½. 

The Act increases the age at which participants in plans and IRA owners must begin required
minimum distributions to age 72. Technically, the required beginning date is April 1 of the year
the participant turns 72 but most advisors recommend taking the first RMD during the year the
participant turns the required age, so the client does not have to take two RMD amounts in the
first year. This is effective for 2020. So, participants who were anticipating being required to take
distributions in 2020 because they turn 70 ½ this year will be able to wait until they are 72. The
Act specifically applies this rule to persons not yet taking RMD’s so anyone currently taking
required minimum distributions must continue them, even if they are not yet 72. 

The Elimination of Stretch IRAs for Non-Spouse Beneficiaries; the 10 Year Rule. 

For  some  time,  beneficiaries  could  “stretch”  out  the  required  taxable  distributions  from an
inherited account over their life expectancy. Now, most non-spouse beneficiaries are required to
take out all retirement money and pay taxes on it within ten years of the death of the account
owner. 

The exceptions to the ten-year rule include a surviving spouse, a child under the age of majority,
disabled or chronically ill beneficiaries or a beneficiary who is not more than ten years younger
than  the  account  owner. These  qualified  beneficiaries  can  make  distributions  over  their  life
expectancy. In the case of a minor child, the ten-year period begins to run at their age of majority.
A spouse, of course, can treated inherited amounts as their own so they are not subject to the ten-
year rule. 

These changes take effect for account owners who die in 2020 or later years. So, non-spouse
beneficiaries who are already taking “stretch” required minimum distributions over their  life
expectancy may continue to do so. This provision also applies to Roth IRA and Roth 401(k)
accounts. So, even though there would be no income tax on the distributions from a Roth, the full
amount in these accounts must be distributed within ten years of the death of the account owner.  

Some have  included IRA balances  in  their  trust  planning,  often  limiting  their  beneficiaries’
access to distributions to the required minimum amount. This was fine when the RMD was based
on the beneficiary’s life expectancy. Now, these trust provisions could prove disastrous. If you
have incorporated trusts into your beneficiary planning, the arrangements should be evaluated
now.  



Qualified Charitable Distributions from IRAs

IRA owners who have attained age 70½ may direct tax-free distributions of up to $100,000 per 
year from an IRA to a qualified charity. These distributions are called “qualified charitable 
distributions.” The ACT introduces an exclusion ratio that reduces the $100,000 by an amount 
equal to the amount of deductions taken for IRA contributions after age 70 ½. 

Qualified Birth or Adoption Distribution 

The Act allows a one-time distribution of up to $5,000 with no 10% penalty and no mandatory
income tax withholding for participants who give birth to or adopt a child. The $5,000 limit
applies on an individual basis, meaning spouses could each receive a distribution of up to $5,000
per  qualifying  birth  or  adoption.  The  plan  must  allow participants  to  repay  these  amounts.
Importantly, the distributions are still  subject to ordinary income tax, it  is the penalty that is
eliminated. This  provision is effective for 2020 and subsequent plan years. 

529 Distributions for Student Loans and Apprenticeship Programs

For 529 plan earnings to be withdrawn tax-free, amounts distributed must be used to pay for
“qualified higher education expenses.”  The earnings portion of any distribution used for any
other purpose will generally be includable in income and subject to a 10% penalty. 

The Act adds participation in a registered and certified apprenticeship program to the list  of
qualified higher education expenses. Additionally, the Act allows 529 money to be withdrawn on
a tax-free basis for amounts paid as principal or interest on any qualified education loan of a 529
beneficiary or a sibling of the designated beneficiary. The amount treated as a qualified expense
is  limited to  a lifetime limit  of $10,000. A designated beneficiary and a  sibling would each
appear to be allowed up to $10,000 of qualified education loan repayments. The provision does
not appear to extend to loans obtained by parents for their children’s college education. This
provision  is  effective  for  2020  and  subsequent  years.  Importantly,  both  are  effective  for
distributions taken in 2019 and subsequent years. 
 
Increased Penalties for Failure to File Income Tax Returns.

The failure to file a personal income tax return is subject to penalty of 5% of the amount of tax
due for each month, up to a maximum of 25% of the amount due. If the return is filed more than
60 days after the due date, the failure to file penalty generally may not be less than the lesser of
$250 or 100 percent of the amount required to be shown as tax on the return. The Act increases
the minimum penalty to the lesser of $400 or 100 percent of the amount required to be shown as
tax on the return. The $400 amount is indexed in future years. These changes would apply to
returns with a due date after December 31, 2019.

The Secure Act has many other minor provisions that affect a very narrow market. If you see
something in the news that seems to affect you, please don’t hesitate to call us. We will either
know the  answer  or  will  research  it  for  you.  Again,  be  sure  to  adjust  your  salary  deferral
contributions for the new $19,500 and $26,000 dollar limits. 



Thanks for Your Business!

Leslie Hutchinson CPC, QPA, QKA
Michael Dunham CFP, CPC, QPFC, CRPC
Capstone Retirement Services, LLC
13919 Quail Pointe Drive
Oklahoma City, OK  73134
405-848-4646
www.capstoneretirementservices.com
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