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• We have a retirement savings crisis and Congress 
believes we need to increase retirement plan coverage

• Women are disproportionately affected by the crisis
• Qualified plan rules did not require coverage of many 

part-time workers
• SECURE Act added requirement for 401(k) plans to cover 

long-term part-time (LTPT) employees
• Future legislation likely to revise LTPT employee rules

LTPT Employees—Why?
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• SECURE Act §112   
• Code §401(k)(2)(D) 

– A 401(k) plan may not require employees to complete a period 
of service that extends beyond the close of the earlier of: 

• The later of attainment of age 21 or completion of a 
12-month period during which the employee has completed at least 
1,000 hours of service; or 

• The first period of three consecutive 12-month periods during each 
of which the employee has completed at least 500 hours of service

LTPT Employees—Statutory Rules
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• Code §401(k)(15)—Special rules for participation 
requirement for LTPT “workers”

• Code §401(k)(15)(A)—Age requirement
– The LTPT employee rule will not apply unless an 

employee has attained age 21 by the close of the 
three consecutive 12-month periods

LTPT Employees—Statutory Rules
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• Code §401(k)(15)(B)(i)—Nondiscrimination rules
– An employer is not required to make nonelective or 

matching contributions on behalf of LTPT employees
– An employer may elect to exclude LTPT employees 

from the application of Code §401(a)(4) 
nondiscrimination rules, the ADP test, the safe harbor 
401(k) rules, and the Code §410(b) coverage rules, if 
the LTPT employees participate solely because of the 
new LTPT employee rules

LTPT Employees—Statutory Rules
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• Code §401(k)(15)(B)(ii)—Top-heavy rules
– An employer may elect to exclude LTPT employees 

from the application of the top-heavy vesting and 
benefit requirements, if they participate solely 
because of the new LTPT employee rules

• The balances of LTPT employees apparently will be included 
in a plan’s top-heavy ratio

LTPT Employees—Statutory Rules
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• Code §401(k)(15)(B)(iii)—Vesting 
– For purposes of vesting of nonelective employer and 

matching contributions for LTPT employees, each 
12-month period for which the employee has at least 
500 hours of service shall be treated as a year of 
vesting service

LTPT Employees—Statutory Rules
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• Code §401(k)(15)(B)(iv)—Employees who become full-
time employees 
– The special rules for LTPT employees (other than the special 

vesting rules) cease to apply to an employee as of the first plan 
year beginning after the plan year in which the employee meets 
the 1,000 hours of service requirement

• Code §401(k)(15)(C)—The LTPT employee rules do not 
apply to collectively bargained employees and 
nonresident aliens

LTPT Employees—Statutory Rules
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• Code §401(k)(15)(D)—Special rules
– The time of participation under Code §410(a)(4) (entry date 

rule) apply and 12-month period rules under Code §410(a)(3)(a) 
(eligibility computation periods)

– Entry date rule—Once a LTPT employee meets the age and 
service requirements, such employee must be able to commence 
participation (i.e., be allowed to make salary deferrals) no later 
than the earlier of:

• The first day of the first plan year beginning after the date on which 
the employee satisfied the age and service requirements; or 

• The date 6 months after the date on which the individual satisfied 
those requirements

LTPT Employees—Statutory Rules
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• Code §401(k)(15)(D)—Special rules
– Eligibility computation period (ECP)

• ECP must be a 12-consecutive month period
• Initial ECP begins on employee’s employment  

commencement date
• Subsequent ECPs may be based on plan years or anniversary 

years 

LTPT Employees—Statutory Rules
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• The LTPT employee rules do not apply to 403(b) 
plans (universal availability applies) or 457(b) 
plans (no coverage requirements)
– SECURE 2.0 may require 403(b) plans to meet LTPT 

employee rules

LTPT Employees—Statutory Rules
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• Effective date
– The SECURE Act changes for LTPT employees apply 

to plan years beginning after December 31, 2020, 
except that, for purposes of section 401(k)(2)(D)(ii) 
(eligibility for LTPT employees), 12-month periods 
beginning before January 1, 2021, shall not be taken 
into account

LTPT Employees—Statutory Rules
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• Notice 2020-68 
– Unless an exception exists (e.g., disregarding of years of service 

prior to age 18), a LTPT employee must receive credit for all 
service, including service prior to January 1, 2021, for purposes 
of vesting in nonelective employer and matching contributions

• SECURE 2.0 may allow plans to exclude pre-2021 service
– A LTPT employee must be credited with a year of service for 

purposes of vesting for each 12-month period during which the 
employee has completed 500 hours of service

LTPT Employees—IRS Guidance
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• Notice 2020-68 
– The special LTPT employee vesting rules continue to apply to a 

LTPT employee even if the LTPT employee subsequently 
completes a 1000-hours year of service 

– Plan amendments—The amendment must be adopted no later 
than the last day of the first plan year beginning on or after 
January 1, 2022 (January 1, 2024 for governmental plans)

• Applies to both required and discretionary plan amendments made 
pursuant to the SECURE Act (Q&A G-1)

• SECURE 2.0 may extend this deadline

LTPT Employees—IRS Guidance
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• In 2022, Grandpa G, Inc. maintains a calendar year 
401(k) plan. The Plan uses a pre-approved plan 
document. 
– The Grandpa G 401(k) Plan requires a year of service (1,000 

hours of service) for eligibility purposes, has semi-annual entry 
dates and switches to the plan year for any subsequent eligibility 
computation period (ECP)

– The Plan applies a 6-year graded vesting schedule for matching 
and nonelective employer contributions and uses the plan year 
for the vesting computation period (VCP)

– Employees in Division B are excluded from participation

LTPT Employees—Case Study
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• When do the LTPT employee rules become effective for 
the Grandpa G 401(k) Plan?
– The LTPT employee rules became effective for the 2021 plan 

year starting on January 1, 2021
– Because the LTPT employee rule requires 500 hours of service in 

three consecutive eligibility computation periods (excluding 
periods before 2021, the first year LTPT employees are required 
to participate is 2024

– Since the Plan uses semi-annual entry dates, the first day a LTPT 
employee will be able to participate is January 1, 2024

LTPT Employees—Case Study
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• Examples of Plan entry for specific Grandpa G employees 
(assume each employee is credited with 500 hours of 
service for each ECP and the Plan uses plan years for 
subsequent ECPs)
– If employee A began work on January 1, 2021, she will enter the 

Plan on January 1, 2024
– If employee B began work on March 1, 2021, he will enter the 

Plan on January 1, 2024
– If employee C began work on September 1, 2021, she will enter 

the Plan on January 1, 2024

LTPT Employees—Case Study
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• When must the Grandpa G 401(k) plan be amended to 
incorporate the LTPT employee rules?
– Under the SECURE Act §601 and Notice 2020-68, the deadline 

for amending the plan is December 31, 2022 (i.e., the last day of 
the 2022 plan year) 

• SECURE 2.0 may extend this deadline
– For pre-approved plans, a “good-faith” interim amendment is 

necessary
– The Grandpa G 401(k) Plan must track hours of service for LTPT 

employees for eligibility purposes starting in the 2021 plan year 
and retroactively for vesting purposes 

LTPT Employees—Case Study
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• Could Grandpa G allow LTPT employees to 
participate in the Plan before 2024?
– Sure, the Plan can always be more liberal
– Plan may be able to avoid some administrative 

burdens depending on design
– Raises possibility of unintended compliance 

consequences
– Under Notice 2020-68, required and discretionary plan 

amendments must be made by December 31, 2022

LTPT Employees—Case Study
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• Once the LTPT employees are eligible for the Plan, must 
they receive employer and matching contributions?
– No!
– While eligible LTPT employees must be able make salary 

deferrals, the Plan is not required to provide them with 
nonelective employer or matching contributions

– If the Plan does provide employer and/or matching contributions 
for LTPT employees, a LTPT employee will be credited with a 
year of vesting service for each 12-month period during which 
the employee has completed 500 hours of service

• Retroactive credit must be provided!

LTPT Employees—Case Study
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• Examples of vesting service for specific Grandpa G 
employees 
– Patty began work on January 1, 2021, and is credited with the 

following:
2021 plan year—700 hours of service
2022 plan year—700 hours of service
2023 plan year—700 hours of service

– She will be credited with three years of vesting service when she 
enters the Plan on January 1, 2024

LTPT Employees—Case Study
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• Examples of vesting service for specific Grandpa G 
employees 
– Michael began work on September 1, 2021, and is credited with 

the following:
2021 plan year—200 hours of service (but 500 hours in initial 
ECP)
2022 plan year—700 hours of service
2023 plan year—700 hours of service

– Michael will be credited with two years of vesting service when 
he enters the Plan on January 1, 2024

LTPT Employees—Case Study
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• Plan design options/issues
– Make Grandpa G’s “part-time employees” eligible to 

make salary deferrals
• How will plan define “part-time employees”?

– Statutory LTPT employees
– “Part-time employee” based on some number of hours per 

period (e.g., week, month, year)
– “Part-time employee” based on some other definition

– Disguised service condition rules still apply 
• Most plans contain “override” language

LTPT Employees—Case Study
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• Plan design options/issues
– Make Grandpa G’s “part-time employees” eligible to 

make salary deferrals
• How will plan define a “year of service” for eligibility 

purposes?
– 500 hours of service in an eligibility computation period? 

• Will the Plan be able to exclude “part-time employees” from 
the ADP test if they are not “solely” participating because of 
the new LTPT employee rules?

– If not, this may hurt the ADP test results

LTPT Employees—Case Study

6B-24



• Plan design options/issues
– Make Grandpa G’s “part-time employees” eligible to 

make salary deferrals
• Will the Plan need to provide a top-heavy contribution to 

“part-time employees” if they are not “solely” participating 
because of the new LTPT employee rules

– This could be a costly result
• When will Grandpa G make the “discretionary” amendment 

effective?

LTPT Employees—Case Study
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• Plan design options/issues
– Make Grandpa G’s “part-time employees” eligible to 

make salary deferrals and for matching and/or 
nonelective employer contributions

• How will plan define “part-time employees”?
• How will plan define a “year of service” for vesting purposes?

– 500 hours of service in a vesting computation period? 
– Do “LTPT employees” get vesting service credit for all years in 

which they have at least 500 hours?  

LTPT Employees—Case Study
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• Plan design options/issues
– Make Grandpa G’s “part-time employees” eligible to 

make salary deferrals and for matching and/or 
nonelective employer contributions

• When will Grandpa G make the discretionary amendment 
effective?

• Will the Plan have different eligibility and/or vesting rules for 
“part-time employees” and “full-time employees”?

• Can Grandpa G decide to change eligibility criteria in the 
future?

– e.g., excluding previously eligible “part-time employees” 

LTPT Employees—Case Study
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• Plan design options/issues
– Make Grandpa G’s “part-time employees” eligible to make salary 

deferrals and for matching and/or nonelective employer 
contributions

• How does plan apply the coverage and nondiscrimination tests? 
• Rule - Employer may elect to exclude LTPT employees from the 

application of Code §401(a)(4) nondiscrimination rules, the ADP 
test, the safe harbor 401(k) rules, and the Code §410(b) coverage 
rules if the LTPT employees participate solely because of the new 
LTPT employee rules

• Can the Plan still exclude “LTPT employees” from testing?

LTPT Employees—Case Study
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• Plan design options/issues
– Make Grandpa G’s “part-time employees” eligible to 

make salary deferrals and for matching and/or 
nonelective employer contributions

• How do you apply the tests if a “part-time employee” 
becomes a “full-time employee?

• How does the Plan run the top-heavy tests?
• Which employees are entitled to a top-heavy minimum 

contribution?

LTPT Employees—Case Study
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• Can the Grandpa G 401(k) Plan exclude LTPT 
employees who work for Division B?
– Likely, but uncertain
– Argument for exclusion—The exclusion is not based 

on service but on a reasonable excludable 
classification

LTPT Employees—Case Study
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• What happens if none of the LTPT employees 
defer under the Plan?
– No effect on ADP test if employer elects to exclude 

LTPT employees from the application of the ADP test
– Can the Plan include LTPT employees in the ADP test 

(e.g., if they defer at greater rates than “regular” 
employees)?

• Yes
• Annual election?

LTPT Employees—Case Study
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• What if the Grandpa G 401(k) Plan is a safe 
harbor 401(k) plan?
– The Plan may, but is not required to, make safe 

harbor employer or matching contributions on behalf 
of LTPT employees

• What if the Grandpa G 401(k) Plan is an 
automatic enrollment plan?
– LTPT employee rules apply
– Default rate can apply to the LTPT employees

LTPT Employees—Case Study
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• Can a plan use the equivalency hour method for 
counting service?

• How do the elapsed time rules apply?
• Can a plan use different eligibility computation 

periods and entry dates for full-time and LTPT 
employees?

• How do the break-in-service rules apply to LTPT 
employees?

LTPT Employees—Miscellaneous Issues
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• What rules apply if a full-time employee changes 
to part-time status?

• Can plans that had more liberal eligibility rules 
before the LTPT employee rules became 
effective take advantage of the LTPT employee 
exclusions from nondiscrimination, coverage and 
ADP testing and from making top-heavy 
contributions?

LTPT Employees—Miscellaneous Issues
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• How will EPCRS allow plans to deal with “missed 
deferral opportunities” for LTPT employees?

• What is the status of LTPT employees as 
“participants” for Form 5500 purposes?

• How do the LTPT employee rules apply to 
“grandfathered” governmental 401(k) plans and 
to church 401(k) plans?

LTPT Employees—Miscellaneous Issues
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• Practitioners need to learn the rules as best they 
can and communicate them to clients
– Plan sponsors are responsible for compliance with the 

qualification rules, including the LTPT employee rules
• Tracking hours seems most problematic

– Make sure administrative systems can accurately track 
hours of service, including retroactively for vesting 
service

LTPT Employees—In the Meantime
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• Employers may wish to redesign their plans before the new LTPT 
employee rules have an impact
– Difficult discussion without additional IRS guidance 
– Should plan sponsors anticipate future changes in the rules? 

(e.g., SECURE 2.0 may reduce the three-consecutive year requirement 
to a two-consecutive year requirement)

• Besides tracking hours, other administrative matters must be 
addressed
– Enrollment forms and communication materials
– Issues caused by turnover of LTPT employees

• Cash-out of small balances, missing participants, automatic rollovers and 
uncashed checks

LTPT Employees—In the Meantime

6B-37



• Should plan sponsors look at other reasons for 
hiring or not hiring part-time workers?

• Everyone should watch for IRS guidance
– In Notice 2020-68, IRS recognized administrative 

burden caused by the new LTPT employee vesting 
requirement and asked for input 

• Everyone should watch for SECURE 2.0! 

LTPT Employees—In the Meantime

6B-38



Three reminders!
1. Session evaluation is available

– On the conference app
– Online at www.iscebs.org/2022symp

2. CEBS designees—Be sure to report your 
Compliance credit.

• Turn in a white ticket as you leave the room.
OR

• Report this session individually at 
www.ifebp.org/myprofile

3. CE credit for other professions (green slip) must 
be turned in as you leave the room.

Thank You!

www.ifebp.org/myprofile

www.iscebs.org/2022symp
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