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The $1.7 trillion appropriations bill passed by
Congress at the end of last year included some
notable provisions affecting workplace retirement
plans and IRAs. Dubbed the SECURE 2.0 Act of
2022, the new legislation builds on the sweeping
Setting Every Community Up for Retirement
Enhancement Act that was passed in 2019.

Here's an overview of the Act's changes to the
complicated rules that govern tax-advantaged
retirement accounts. The following provisions, though
far from a complete list, are intended to help workers
save more money for retirement and let retirees leave
their savings untouched and untaxed for longer.

Looser RMD rules
The 2019 SECURE Act raised the age at which
retirement savers must begin taking taxable
distributions from their traditional IRAs and most
work-based retirement accounts to 72. SECURE 2.0
raises that age again to 73 beginning in 2023 (for
those who reach age 72 after December 31, 2022)
and to 75 in 2033.

Current law requires those who fail to take their full
RMD by the deadline to pay a tax of 50% of the
amount not taken. The new law reduces that tax
amount to 25% in 2023; the tax is further reduced to
10% if account holders take the full required amount
and report the tax by the end of the second year after
it was due and before the IRS demands payment.

Bringing Roth 401(k)s and similar employer plans in
line with Roth IRAs, the legislation eliminates the
requirement for savers to take minimum distributions
from their workplace Roth accounts (starting in 2024).

Expanded QCDs
The amount eligible for a qualified charitable
distribution from an IRA ($100,000) will be indexed for
inflation starting in 2024. In addition, beginning in
2023, investors will be able to make a one-time
charitable distribution of up to $50,000 from an IRA to
a charitable remainder annuity trust, charitable
remainder unitrust, or charitable gift annuity.

Not all charitable organizations are able to use all
possible gifts, so it is prudent to check first. The type
of organization selected can also affect the tax
benefits the donor receives.

Rising catch-up contributions
Individuals who are age 50 and over can make an
additional catch-up contribution of $1,000 to their IRA.
Starting in 2024, this amount will be indexed annually
for inflation, similar to employer plan catch-up
contributions (limited to $7,500 in 2023). Also, starting
in 2025, the catch-up contribution for people age 60
to 63 will increase to a minimum of $10,000 for
401(k)s and similar workplace plans ($5,000 for
SIMPLE plans). However, beginning in 2024, all
catch-up contributions for workers with incomes
above $145,000 will be after-tax (Roth) contributions.

New penalty exceptions
Distributions from retirement savings accounts are
generally subject to ordinary income tax. In addition,
distributions prior to age 59½ also may be subject to
an early-withdrawal penalty of 10%, unless an
exception (such as death or disability) applies.
SECURE 2.0 ushers in several new exceptions to the
early-withdrawal penalty, including an emergency
personal expense, terminal illness, domestic abuse,
to pay long-term care insurance premiums, and to
recover from a federally declared disaster. Amounts,
rules, and effective dates differ for each
circumstance, with some exceptions effective
immediately.

Changes to employer plans
Beginning in 2025, the Act requires most new
employer-sponsored plans to automatically enroll
employees with contribution levels between 3% and
10% of income, and automatically increase their
savings rates by 1% each year until they reach at
least 10% (but not more than 15%) of income.
Workers will be able to opt out of the programs.
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The new law permits employer matches to be made
to Roth accounts. Currently, employer matches must
go into an employee's pre-tax (traditional) account.
This provision takes effect immediately; however, it
may take time for employers to amend their plans to
include this feature.

Beginning in 2024, the legislation permits employers
to automatically enroll non-highly compensated
employees into emergency savings accounts where
they can set aside up to $2,500 (or a lower amount
that an employer stipulates) in a Roth-type account.
Savings above this limit can go into a Roth retirement
account, if the employee has one, or would not be
accepted. Employers may also help workers who are
making qualified student loan repayments to
simultaneously save for retirement by investing
matching contributions in a retirement account in their
name.

Rolling 529 plans to Roth IRAs
When parents or grandparents contribute to a 529
college savings plan for a student, the investment
earnings accumulate on a tax-deferred basis, and
withdrawals are tax-free as long as they are used for
qualified education expenses. But for withdrawals not
used for qualified education expenses, earnings may
be subject to taxation as ordinary income and
possibly a 10% tax penalty. Thus, when there is
money left over in a 529 account that won't be used
for a family member's college expenses, the owner
may dread the tax bill that would come from cashing
out and repurposing the money.

Fortunately, starting in 2024, account beneficiaries
will be able to directly roll over up to $35,000 from
529 plan accounts to Roth IRAs, provided the 529
accounts were open for at least 15 years. The rollover
amounts would be subject to Roth IRA annual
contribution limits ($6,500 in 2023 and indexed for
inflation thereafter). Distributions from the Roth IRA
will be tax-free and penalty-free as long as the 5-year
holding requirement has been met, and they are
taken after age 59½ (or an exception applies).

As with other investments, there are generally fees
and expenses associated with participation in a 529
savings plan. There is also the risk that the
investments may lose money or not perform well
enough to cover college costs as anticipated. The tax
implications of a 529 savings plan should be
discussed with your legal and/or tax professionals
because they can vary significantly from state to
state. Also be aware that most states offer their own
529 plans, which may provide advantages and
benefits exclusively for their residents and taxpayers.
These other state benefits may include financial aid,
scholarship funds, and protection from creditors.

Before investing in a 529 savings plan, please
consider the investment objectives, risks, charges,
and expenses carefully. The official disclosure
statements and applicable prospectuses — which
contain this and other information about the
investment options, underlying investments, and
investment company — can be obtained by contacting
your financial professional. You should read these
materials carefully before investing.
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Important Disclosures 

The views and opinions expressed in this article are those of Broadridge Investor Communication 
Solutions, Inc. and do not necessarily reflect the views of Fenimore Asset Management or its officers. 
Fenimore Asset Management or its officers have no editorial control over the content of the article or 
subject matter, and is independent of Broadridge Investor Communication Solutions, Inc. 

The information herein is subject to change and is not intended to be complete or to constitute all of the 
information necessary to evaluate adequately the consequences of investing in any securities or other 
financial instruments or strategies described herein. These materials also include information obtained 
from other sources believed to be reliable, but Fenimore does not warrant its completeness or accuracy. 
In no event shall Fenimore be liable for any use by any party of, for any decision made or action taken by 
any party in reliance upon, or for any inaccuracies or errors in, or omissions from, the information 
contained herein and such information may not be relied upon by you in evaluating the merits of 
participating in any transaction. 

In part, the purpose of this presentation may be to provide investors with an update on financial market 
conditions. The description of certain aspects of the market herein is a condensed summary only. This 
summary does not purport to be complete and no obligation to update or otherwise revise such 
information is being assumed. These materials are provided for informational purposes only and are not 
otherwise intended as an offer to sell, or the solicitation of an offer to purchase, any security or other 
financial instrument. This summary is not advice, a recommendation or an offer to enter into any 
transaction with Fenimore or any of their affiliated funds.  

We undertake no duty or obligation to publicly update or revise the information contained in this 
presentation. In addition, information related to past performance, while helpful as an evaluative tool, is 
not necessarily indicative of future results, the achievement of which cannot be assured. You should not 
view the past performance of Fenimore funds, or information about the market, as indicative of future 
results. 

All projections, forecasts and estimates of returns and other “forward-looking” information not 
purely historical in nature are based on assumptions, which are unlikely to be consistent with, and may 
differ materially from, actual events or conditions. Such forward-looking information only illustrates 
hypothetical results under certain assumptions and does not reflect actual investment results and is not a 

guarantee of future results. Actual results will vary with each use and over time, and the variations may 
be material. Nothing herein should be construed as an investment recommendation or as legal, tax, 
investment or accounting advice. 

Clients or prospective clients should consider the investment objectives, risks, and charges and 
expenses carefully before investing. You may obtain a copy of the most recent mutual fund 
prospectus by calling 800-932-3271 and/or visiting www.fenimoreasset.com. 

There is no guarantee that any of the estimates, targets or projections illustrated in this summary will be 
achieved. Any references herein to any of Fenimore’s past or present investments, portfolio 
characteristics, or performance, have been provided for illustrative purposes only. It should not be 
assumed that these investments were or will be profitable or that any future investments will be profitable 
or will equal the performance of these investments. There can be no guarantee that the investment 
objectives of Fenimore will be achieved. Any investment entails a risk of loss. An investor could lose all or 
substantially all of his or her investment. Unless otherwise noted, information included herein is presented 
as of the date indicated on the cover page and may change at any time without notice. 

Fenimore Asset Management Inc. is an SEC registered investment adviser; however, such 
registration does not imply a certain level of skill or training and no inference to the contrary 
should be made.  
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