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How the SECURE Act would impact
401(k)s
After many years, significant retirement plan legislation is moving forward in Congress. On
May 23, the House of Representatives passed the Setting Every Community Up for
Retirement Enhancement (SECURE) Act1 by a vote of 417 to 3. The Retirement Enhancement
and Savings Act (RESA)—a bipartisan bill with many of the same provisions—is pending in
the Senate, but the Senate is considering whether to take up SECURE instead. Many believe
there is a very good chance that the SECURE Act will pass the Senate and be signed into
law by the president during this session of Congress. If that happens, the new legislation
will usher in the most important changes to the retirement plan landscape in 13 years.

Legislation would prompt new plan formation
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A key goal of Congress is to encourage employers that do not maintain retirement plans for
their employees to set them up. One way the SECURE Act could accomplish this is by
permitting unrelated employers to band together and participate in “open” multiple
employer plans, taking advantage of economies of scale and potentially reduced fiduciary
liability. In our 1Q 2019 Legislative and Regulatory Bulletin, we described open multiple
employer plans and their possible impact on the U.S retirement system. The Act would
encourage small employers (those with 100 or fewer employees) to establish plans by
increasing an existing tax credit that helps offset plan start-up costs from $500 to a
maximum of $5,000 per year for the first three years. In addition, it would permit qualified
plans to be adopted for a year as late as the due date of the employer’s tax return for that
year (including extensions).
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Changes affecting existing 401(k)s
But there are a number of ways the SECURE Act would
impact existing 401(k)s. We highlight some of the key
provisions below. We also show the effective dates as
reflected in the Act. Bear in mind that these dates
could change before the legislation is ultimately signed
into law.
Participation by long-term part-time employees. The
Act would require 401(k) plans to permit employees
who work at least 500 but less than 1,000 hours in
three consecutive 12-month periods to contribute to
the plan. These individuals could be excluded for
nondiscrimination and top-heavy testing purposes, and
the employer would not be required to make matching
or other employer contributions for them. Effective for

plan years beginning after 2020.
Lifetime income disclosure on participant
statements. Participant statements would have to
include an estimate of the monthly amount a
participant could receive as a single or joint life
annuity, based on the participant’s current account
balance. The Act requires the Department of Labor
(DOL) to provide the assumptions plans could use and
issue a model disclosure. Effective 12 months after the

DOL provides guidance.
Penalty-free withdrawals for birth or adoption
expenses. The Act would allow individuals to withdraw
up to $5,000 from their retirement accounts for
expenses related to the birth or adoption of a child
without the 10% early withdrawal penalty. A plan could
permit birth or adoption distributions even if it did not
otherwise permit in-service withdrawals. Effective for

distributions made after 2019.

Fiduciary safe harbor for selecting insurer to provide
lifetime income. If certain conditions are met, the
SECURE Act would protect plan fiduciaries who select
an insurance company to provide guaranteed
retirement income contracts in the event that the
insurer is unable to satisfy its obligations under the
contracts. Among other requirements, the fiduciary
would have to obtain written representations from the
insurer that it was in compliance with all legal
requirements. This provision would not relieve
fiduciaries of their obligation to determine that the
insurance contract is appropriate for participants and
that its fees are reasonable. Effective on the date of

enactment of the SECURE Act.
Portability of lifetime income options. If a plan
sponsor eliminates a guaranteed lifetime income
investment as an option under the plan, the Act would
permit participants to transfer the investment to
another plan or IRA. Effective for plan years beginning

after 2019.
Credit for small employers that add automatic
enrollment. The Act would provide a tax credit of up
to $500 per year for three years to employers with
100 or fewer employees that add an automatic
enrollment feature to their 401(k) plans. Effective for

taxable years beginning after 2019.
Increase in the automatic escalation cap in the
automatic enrollment safe harbor. The Act would
raise the current 10% of compensation cap on
automatic contribution escalation in the 401(k)
automatic enrollment nondiscrimination safe harbor
to 15%. Effective for plan years beginning after 2019.
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Simplification of the rules for nonelective safe harbor
401(k) plans. The Act would give plan sponsors more
time to elect safe harbor status if they satisfy the
required employer contribution by making nonelective
rather than matching contributions (that is, a
nonelective safe harbor 401(k)). Specifically, a plan
could be amended to become a nonelective safe
harbor 401(k) for a plan year any time before the 30th
day before the end of the plan year. Plans could even
be amended to become nonelective safe harbor
401(k)s as late as the end of the following plan year,
provided the employer makes a nonelective
contribution of 4% of compensation rather than the
usual 3%. The SECURE Act would also eliminate the
requirement to provide a safe harbor notice to
participants in nonelective safe harbor 401(k) plans.

Effective for plan years beginning after 2019.
Increase in the age when distributions must begin.
The SECURE Act would raise the starting age for
required minimum distributions from 70½ to 72.

Effective for individuals turning 70½ after 2019.

Changes to the required minimum distribution rules
for nonspouse beneficiaries. The SECURE Act would
require the nonspouse beneficiary of a deceased
participant to withdraw the balance in the decedent’s
account within 10 years of death, with some
exceptions including disabled beneficiaries. Effective

with respect to participants who die after 2019.

Plans would need to address these
changes
Some of the SECURE Act’s provisions would require
401(k) plan sponsors to make changes to their plans
and their administrative processes. Others would
provide plan sponsors with the opportunity to rethink
plan features. We will continue to monitor the SECURE
Act and other retirement plan-related legislative
activity in Congress, and will keep you informed of any
significant developments.

RETIREMENT INSIGHTS

CONTACT US
To learn more about our Legislative and Regulatory Program or any of our other
Retirement Insights programs, contact your J.P. Morgan representative.

The views contained herein are not to be taken as advice or a recommendation to buy or sell any investment in any jurisdiction, nor is it a commitment from J.P.
Morgan Asset Management or any of its subsidiaries to participate in any of the transactions mentioned herein. Any forecasts, figures, opinions or investment
techniques and strategies set out are for information purposes only, based on certain assumptions and current market conditions and are subject to change
without prior notice. All information presented herein is considered to be accurate at the time of production. This material does not contain sufficient information
to support an investment decision and it should not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users
should make an independent assessment of the legal, regulatory, tax, credit and accounting implications and determine, together with their own professional
advisers, if any investment mentioned herein is believed to be suitable to their personal goals. Investors should ensure that they obtain all available relevant
information before making any investment. It should be noted that investment involves risks, the value of investments and the income from them may fluctuate in
accordance with market conditions and taxation agreements and investors may not get back the full amount invested. Both past performance and yields are not
reliable indicators of current and future results.
J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide.
To the extent permitted by applicable law, we may record telephone calls and monitor electronic communications to comply with our legal and regulatory
obligations and internal policies. Personal data will be collected, stored and processed by J.P. Morgan Asset Management in accordance with our Company’s
Privacy Policy.
This communication is issued by JPMorgan Distribution Services Inc. and J.P. Morgan Institutional Investments, Inc., both members of FINRA.; and J.P. Morgan
Investment Management Inc.
Copyright 2019 JPMorgan Chase & Co. All rights reserved.
RI-LEGREG3Q2019
0903c02a82550948

