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Markets in Review
During the second quarter of 2019 domestic equity markets built
on the solid gains experienced in the first quarter. The S&P 500
Index overcame a sharp mid-quarter decline resulting from
increased trade tensions, reaching a new record high and
ending the quarter with its best start to a year in over two
decades.
Large-cap stocks outperformed their small-cap counterparts
during the quarter, with the Russell 1000 Index and Russell 2000
Index gaining 4.2% and 2.1%, respectively. Consistent with the
dominant theme of the last decade, growth-oriented stocks once
again outperformed their value-oriented counterparts across all
market-caps. All S&P sectors, excluding Energy, posted positive
returns during the second quarter, with Financials, Materials,
and Technology the best performing sectors. The Healthcare
sector lagged, gaining just 1.4%, due to increased political
pressures. The Energy sector declined 2.8% during the quarter
as energy prices collapsed, leaving the sector down 13.2% on a
one-year basis.
Developed equity markets outside of the U.S. posted strong
gains during the second quarter, further building on the sharp
rebound in the previous quarter. European markets were among
the best performers with the MSCI Europe Ex-U.K. Index
returning 5.8% as the European Central Bank indicated that they

would take accommodative action in response to slowing
economic growth and increased trade tensions. The equity
market in the U.K. lagged other developed markets, with the
MSCI UK Index returning less than 1% as British Prime Minister
Theresa May resigned, dramatically increasing the chance of a
no-deal Brexit. Emerging equity markets provided a marginal
gain after a volatile quarter dominated by the impact of
continued U.S.-China trade tensions.
The Federal Open Market Committee (“FOMC”) held the target
range for the federal funds rate at 2.25% to 2.50% during its
June meeting but signaled possible rate cuts later this year due
to increased uncertainty about the economic outlook and muted
inflation. The yield on the benchmark 10-year Treasury Note
peaked at 2.60% in April before beginning a sharp decline,
falling 60 basis points and ending the quarter at 2.00%, its
lowest level since President Donald Trump’s election in
November 2016. The yield curve steepened slightly during the
quarter as the yield on the 2-year Treasury, which is linked
closely to monetary policy expectations, fell 52 basis points,
leaving the spread between 2- and 10-year Treasuries at 25
basis points.
The initial estimate of second quarter gross domestic product
(GDP) came in above market expectations of 1.8% at 2.1%
growth. Personal consumption expenditures were the largest
contributor to GDP, growing at 4.3% during the quarter due to a
significant increase in consumption of goods coupled with an
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acceleration in consumption of services. An increase in
government spending also helped to offset negative
contributions from inventories, net trade, and fixed investment.
Consumer and business confidence indices weakened as
business activity appeared to slow. Global economic growth
continued to slow as significant trade tensions plagued global
financial markets.
The U.S. unemployment rate fell from 3.8% to a 49-year low of
3.6% in April, before ticking back up to 3.7% in June. The labor
force participation rate remained relatively flat during the quarter
and was unchanged on a one-year basis at 62.9%. The U.S.
economy added an average of 170,000 jobs per month during
the second quarter, despite weak numbers in May.
The year-over-year headline inflation rate fell from 1.9% to 1.6%
during the quarter, with tumbling energy prices the main driver
of the decline. During the same period, core inflation, which
excludes food and energy, increased slightly from 2.0% to 2.1%
with upward pressure coming from the indexes for shelter, used
cars and trucks, and apparel.
***

Bucket List: Retirement
The economy continues at its strong pace, keeping
unemployment at its lowest rate in nearly 50 years. While this is
usually good news, employee financial vulnerability is clouding
this sunny forecast. The repercussions are impacting their ability
to save for retirement.
Millennials are the most stressed by their financial situations,
followed by Gen X and Baby Boomers according to PWC’s
8th annual Employee Financial Wellness Survey released in
June 2019 (Figure 1 bottom right). More than 80% of the
employees surveyed believe they will have to work during
retirement.
Top Two Financial Concerns
The top two financial concerns across age groups are:
1.

Not having enough emergency savings for unexpected
expenses. This is especially true for Millennials and
Gen X.

2.

Not being able to retire when they want to (37% of all
employees); 52% of Baby Boomers ranked this as their
biggest concern.

How You Can Help Employees Save More
Employers are finding innovative ways to help employee save:
Adopt PPA Safe Harbor Measures
Leverage Pension Protection Act (PPA) Safe Harbor provisions
by:

•
•
•

Automatically enrolling all employees (not just new
hires) in retirement plans.
Setting an initial contribution amount and automatically
increasing that amount over time.
Reviewing employee group demographics, then
setting your Qualified Default Investment Alternative to
a target date fund, target risk assess allocation, or
separately managed account.

Adopt PPA Safe Harbor Measures
The figure that gets tossed around most often when talking
about how much is needed for retirement is $1 million. For some
who are unable to save for an emergency, they throw up their
hands when they hear that figure, knowing it isn’t achievable.
To help employees set realistic savings goals, employers need
to help them project what they will need to have accumulated to
live in retirement. There are three general guidelines for
calculating retirement goals to make saving for retirement more
manageable.
Guideline 1: The 25 Times Rule of Retirement
The 25 Times Rule is one way to help individual employees
estimate the nest egg that they need for retirement. The
employee simply needs to make a list of current expenses, then
multiply that figure by 25. This provides an estimate of the
amount of living expenses over 25 years. Though expenses may
change in retirement, don’t assume that they necessarily go
down. This method assumes employees will withdraw about 4%
of their retirement nest egg each year without being in danger of
running out of money.
An individual who will have $20,000 a year in expenses, will
need roughly $500,000 to retire comfortably for 25 years.
Guideline 2: The 70% Rule of Retirement

Causes of Financial Stress
Nearly 32% of employees surveyed said they are not saving for
retirement because they have too many other expenses and too
much debt.

•

•

For 19%, retirement readiness is impeded because
they are providing financial support to parents, in-laws,
or adult children. More than 50% also have to support
dependent children.
Credit card debt is increasing across all generations
because it is the only way employees, especially Gen
X and Baby Boomers, can afford necessities.

Another way to project retirement savings is to estimate that
employees will need about 70% of their average income for each
year they live in retirement.
If an individual has a median working income of $35,000, he/she
would need a little more than $600,000 saved for expenses over
a 25 year retirement period.
Guideline 3: The 15% Rule of Retirement
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This rule only works if employees have been saving since their
twenties or early thirties, or they are currently in that age bracket
and are looking for a rule of thumb to build their retirement nest
eggs. It is simple: they save 15% of their income every year.
This method gives employees the peace of mind that they are
saving enough to live comfortably without the burden of reaching
a specific target.
Important Considerations: Income and Expenses
Employees’ expenses will be very different once they retire.
They won’t have travel to and from work and they won’t have
business attire or day care expenses, etc. They can eliminate a
mortgage payment by paying off their house. On the other hand,
other expenses will go up. Healthcare costs increase with age
and Medicare doesn’t cover 100% of healthcare expenses and
covers 0% of nursing home expenses. Many people dream of
traveling when they retire, which means those expenses will be
higher. So, underestimating retirement expenses can cause
retirees to go through their savings faster than anticipated.
Income will also be different because employees will not have
to pay Social Security and Medicare taxes, which currently
consume about 7.5% of their paychecks. Their Social Security
income will be taxed at a lower rate than their wages since they
will most likely be in a lower tax bracket. They will also not be
diverting any of their incomes to retirement or health savings
accounts.
How Many Years Should I Plan For?
This is always a difficult subject, but it is necessary to plan for
the best when thinking about how long employees will need to
fund retirement. Healthy people tend to live longer regardless of
age, so that is a consideration when projecting longevity.
Another factor is family history—how old are or how long did
their parents, grandparents, and siblings live? If they have
relatives in their nineties, they should plan to live that long as
well.

Complying with Safe Harbor Deadlines
All 401(k) plan contributions have deposit deadlines, and it’s up
to 401(k) fiduciaries to meet them. Yet, many are unclear about
the deadlines applicable to their 401(k) plan. That confusion can
easily lead to late contributions.
Most of the confusion surrounds the deadline to deposit
amounts withheld from employee wages, i.e., 401(k) pre-tax,
401(k) Roth, and/or participant loan repayments. Passed into
law in 2004, the Department of Labor (DOL) set forth the rules
to comply with the safe harbor for depositing these amounts in
29 CFR 2510.2-102. The rule states that the deposit deadline
is “the earliest date on which such amounts could reasonably be
segregated from the Employer’s general assets but in no event
later than the 15th business day of the month following the
month in which the participant contributions were withheld or
received by the Employer.” In actuality, the DOL focuses heavily
on the earliest date on which such amounts could reasonably be
segregated from the Employer’s general assets, which in most
cases is earlier than the 15-day timeframe mentioned in
regulation.
Making timely deposits is a Fiduciary Duty
Fiduciaries are responsible for making timely deposits. Failing to
do so results in what’s called a “prohibited transaction” because
the DOL views those contributions to be improperly commingled
with your general funds. In the event that a late contribution
occurs, the plan sponsor must:

•
•

Make up earnings that the employee contributions may
have accumulated had they been deposited on time
Pay an accompanying 15% excise tax

You should keep us abreast of any possible delinquent
contributions so that corrections are handled properly.
Clarity for Small Plans

Calculators and Other Projection Tools

•

•

The Social Security Administration has free calculators
that employees can use to understand their projected
monthly benefits. Of course, these benefits can change
depending on the age that an employee opts to start
taking Social Security.
The Center for Retirement Research at Boston College
offers Target Your Retirement, a free, interactive
program that helps near retirees develop a reasonable
plan for maintaining their standard of living in
retirement.

To best help employees create comfortable nest eggs, help
them understand the long game of retirement using some of the
guidelines provided above. You can also provide easy to use
tools that help set realistic goals so employees can feel
confident that they are making progress toward their retirement
goals.

On January 13, 2010, the DOL finalized a safe harbor deposit
deadline for “small” plans—those with less than 100 participants
at the beginning of the given year. Contributions to the plan are
considered timely if deposited by no later than the 7th business
day following the pay date.
Although failing to follow the safe harbor deadlines does not
necessarily violate any regulations, you may be required, upon
audit, to demonstrate that all deposits were made as soon as
administratively feasible for your company and/or industry.
Depositing contributions within the new safe harbor guidelines
automatically satisfies the timeliness requirement and
eliminates the interpretation of the previous guidelines.
***

It’s All in the Design…

***
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The economy continues at its strong pace, keeping
unemployment at its lowest rate in nearly 50 years. While this is
usually good news, employee financial vulnerability is clouding
this sunny forecast. The repercussions are impacting their ability
to save for retirement.
Millennials are the most stressed by their financial situations,
followed by Gen X and Baby Boomers according to PWC’s
8th annual Employee Financial Wellness Survey released in
June 2019 (Figure 1 bottom right). More than 80% of the
employees surveyed believe they will have to work during
retirement.
Permitted Disparity
Other than the desire to provide a retirement plan to benefit all
employees, a very common question is asked, “What can be
done for the owners or highly compensated group (HCE)?”
Since Social Security limits the amount of compensation that is
used to calculate benefits (called the wage base), those that
earn over the wage base can expect that their benefit in
retirement will be a smaller percentage of earnings than that of
those who earn less than the limit.
For this reason, the IRS regulations allow for some “permitted
disparity” in contribution or benefit amounts between two
groups; highly compensated employees (HCEs) and non-highly
compensated employees (NHCEs). So, if a company desires to
provide additional benefits to all or a portion of their HCE group,
what are some of the possibilities?
Maximum Limits

So, be sure that your current plan design is right for you. Contact
us with questions about your plan design.
***
Upcoming Compliance Deadlines
September 2019
15th: Money Purchase Pension, Target Benefit Pension,
and Defined Benefit Plans — Required contribution to Money
Purchase Pension, Target Benefit Pension, and Defined Benefit
Plans (8-1/2 months after plan year-end) and 2018 employer
profit sharing and match contributions for those sponsors who
filed a corporate tax extension.
30th: Summary Annual Report — Summary Annual Report due
to participants for plans with 12/31 plan year-end. (Due to
participants nine months after plan year end or two months after
filing Form 5500.)
October 2019
1st: 401(k) — 401(k) Plan Safe Harbor Notice (must be provided
between October 1 and December 1 for plans with a 12/31 plan
year-end).
15th: Form 5500 and Form 8955-SSA — The deadline for filing
Form 5500 and Form 8955-SSA for calendar year-end plans on
extension.
***

During initial plan design, plan service providers hear “our HCEs
would like to receive the maximum contribution allowed in their
accounts.” Depending on the type of plan and plan design, this
number can mean very different things. It can simply mean
maximizing the annual 401(k) limit of $19,000 ($25,000 with
catch-up contributions for those who attained age 50). However,
by contributing additional funds in the form of a profit sharing,
matching, or safe harbor contribution, an individual can receive
up to an additional $37,000 in his/her account in a plan year.
That brings the “maximum contribution” to $56,000 ($62,000 for
those who have attained age 50). Of course, there are required
allocations to non-HCEs to comply with the law, but many times
these allocation formulas can help your HCE have adequate
savings for retirement.
In addition to 401(k) plans, there is the world of Defined Benefit
plans. Traditional Defined Benefit Plans focus on providing a
monthly benefit in retirement instead of the accumulated
account balance received from a 401(k) plan. Cash Balance
Plans, while still a Defined Benefit Plan, use individual
participant accounts to credit contributions and interest and can
even be combined with a company’s 401(k) plan in order to
minimize the additional contribution cost. Since regulatory limits
are imposed on the benefits calculated in these types of plans,
contributions, especially for business owners over age 50, can
well exceed the $56,000 currently imposed on individual
accounts in a 401(k).
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Benefit Financial Services Group (BFSG) is a Registered Investment Advisor. You should not assume that any discussion or information contained in this newsletter serves as the
receipt of, or as a substitute for, investment advice from BFSG. The general information in this publication is not intended to be nor should it be treated as tax, legal, or accounting
advice. Additional issues could exist that would affect the tax treatment of a specific transaction and, therefore, taxpayers should seek advice from an independent tax advisor based
on their particular circumstances before acting on any information presented. This information is not intended to be nor can it be used by any taxpayer for the purpose of avoiding
tax penalties. Some of the information given in this publication has been produced by unaffiliated third parties and, while it is deemed reliable, the Advisor does not guarantee its
timeliness, sequence, accuracy, adequacy, or completeness and makes no warranties with respect to results to be obtained from its use. Please remember that past performance may
not be indicative of future results. Indices are not available for direct investment.
The following articles are under Copyright © by Benefits InsightsAll Rights reserved:
Bucket List: Retirement; Complying with Safe Harbor Deadlines It’s All in the Design…; Upcoming Compliance Deadlines for Calendar-Year Plans (12/31)

Benefit Financial Services Group

5

