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Markets in Review
The third quarter of 2020 started off with bullish sentiment
supported by stronger than expected employment results, the
hope of additional stimulus, better than expected corporate
earnings, and prospects for a vaccine. In the month of August
the stock market1 saw record highs and ended with its best
performance in over 30 years, despite increased COVID cases
across the country. However, September was a different story
with the possibility of fiscal and monetary support fading, small
businesses continuing to struggle, and mounting fiscal deficits
becoming a legitimate concern. As a result, volatility spiked in
September, but the quarter ended with positive results across all
the major indices.
The recovery in the equity markets continued during the third
quarter with the S&P 500 posting gains of 8.9% as technology
and other “stay-at-home” stocks continued to perform well.
Small- and mid-cap companies, as measured by the Russell
2000 Index and Russell Midcap Index, did not increase as much
as large cap companies during the quarter, returning 4.9% and
7.5%, respectively.
Growth stocks continued to significantly outperform value stocks
across all market capitalizations during the quarter. Over 40%
of the Russell 1000 Value Index is allocated to industries with
negative year-to-date returns, compared to approximately 11%

for the Russell 1000 Growth Index. All S&P 500 sectors were in
positive territory during the third quarter, with the exception of
energy which posted a negative return of 19.7%. Over the
trailing 12-month period the spread between the best and worst
performing sectors widened (Technology +47% and Energy 45%).
Foreign equity markets also posted positive returns in the third
quarter with the Developed2 and Emerging Markets3 indexes up
4.6% and 9.6%, respectively.
While equities provided a bumpier ride during the quarter, the
bond market provided some stability with the U.S. Treasury yield
curve basically unchanged, however, investment grade bonds
on average yield rates below current inflation rates. Fixed
income returns were modest during the quarter with the Barclays
Aggregate Bond Index up 0.62%.4 Stable interest rates have
kept mortgage rates low which has been a boon to the housing
market.
Second quarter GDP fell 31.4% as the economy grappled
managing increasing COVID cases, however, the advance
estimate for the third quarter shows the U.S. economy growing
33.1% as businesses began to reopen and consumer activities
resumed.5 The National Bureau of Economic Research (NBER)
has concluded the recession started in February this year and
marked the end of the expansion that began in June 2009. The
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expansion lasted 128 months, the longest in U.S. history going
back to 1854.
The impact of the economic downturn due to the global
pandemic has disproportionately hurt lower income workers with
employment levels down 1% for the top income quartile and
down 14% for the bottom quartile (annual income below
$27,000).6 Extended unemployment benefits helped lessen the
burden for those that lost their jobs and even increased savings
and spending rates in those areas that have a lower cost of
living.
During the third quarter the headline inflation measured by the
Consumer Price Index grew at 1.4%, up from 0.60% the
previous quarter. Major contributors to inflation growth over the
past year are the indexes for food away from home and food at
home which grew approximately 4% and used cars and trucks
which grew around 10%. The energy index continued to decline
led by falling oil prices along with apparel and transportation
services.6
***

Cost of Living Adjustments for 2021
On October 26, 2020, the IRS announced the Cost of Living
Adjustments affecting the dollar limitations for retirement
plans. Contribution and benefit increases are intended to allow
participant contributions and benefits to keep up with the “cost
of living” from year to year. Here are the highlights from the 2021
limits:

•

The elective deferral limit remains unchanged at
$19,500. This deferral limit applies to each participant
on a calendar year basis. The limit applies to 401(k)
plans, including Roth and pre-tax contributions, 403(b),
and 457(b) plans.

•

Catch-up contributions remain unchanged at $6,500
and are available to all participants age 50 and older in
2021.

•

The maximum dollar amount that can be contributed to
a participant’s retirement account in a defined
contribution plan increased from $57,000 to $58,000.
The limit includes both employee and employer
contributions as well as any allocated forfeitures. For
those over age 50, the annual addition limit increases
by $6,500 to include catch-up contributions.

•

The annual benefit limit which applies to participants in
a defined benefit plan remains unchanged at $230,000.

•

The maximum amount of compensation that can be
considered in retirement plan compliance has been
raised to $290,000. In addition, income subject to
Social Security taxation has increased to $142,800.

•

Thresholds for determining highly compensated and
key employees remain unchanged at $130,000 and
$185,000, respectively.

Annual Plan Limits

2021

2020

2019

$19,500

$19,500

$19,000

$6,500

$6,500

$6,000

Annual Contribution Limit

$58,000

$57,000

$56,000

Annual Contribution Limit
including Catch-Up
Contributions

$64,500

$63,500

$62,000

$230,000

$230,000

$225,000

$290,000

$285,000

$280,000

$142,800

$137,700

$132,900

$185,000

$185,000

$180,000

$130,000

$130,000

$125,000

$13,500

$13,500

$13,000

$3,000

$3,000

$3,000

$6,000

$6,000

$6,000

$1,000

$1,000

$1,000

Contribution and Benefit Limits
Elective Deferral Limit
Catch-Up Contributions

Annual Benefit Limit
Compensation Limits
Maximum Plan
Compensation
Income Subject to Social
Security
Key EE Compensation
Threshold
Highly Compensated EE
Threshold
IRA Limits
SIMPLE Plan Elective
Deferrals
SIMPLE Catch-Up
Contributions
Individual Retirement
Account (IRA)
IRA Catch-Up Contribution

***

Cycle 3 Plan Document Restatements
Approximately every six years, the IRS requires that preapproved qualified retirement plans update (or restate) their plan
document to reflect recent legislative and regulatory changes.
Plan restatements are divided into staggered six-year cycles
depending on the type of plan (e.g. defined benefit plans or
defined contribution plans, such as 401(k) and 403(b) plans). In
Announcement 2020-7, the IRS confirmed that the next
restatement cycle for pre-approved defined contribution plans is
a 24-month period that began August 1, 2020 and will close on
July 31, 2022. This restatement cycle is known as the “Cycle 3”
restatement, as it is the third required restatement under the preapproved retirement plan program.
What is a plan restatement? A restatement is a complete rewriting of the plan document. Along with mandatory regulatory
changes, the restated document incorporates all voluntary
amendments adopted since the last time the document was
updated.
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What is a pre-approved document? A pre-approved
document is one that has fixed provisions and pre-approved
choices that can be selected by the plan sponsor. The fixed
language and choices have been reviewed and approved by
the IRS.
Why is a plan restatement needed? Plan documents are
drafted based on laws and regulations imposed by Congress,
the IRS, and the Department of Labor (DOL). Plan documents
must be updated to remain in compliance with changing laws
and regulations. Since the previous restatement cycle ended
on April 30, 2016, there have been several regulatory and
legislative changes that impact retirement plans. To assist with
the restatement process, the IRS issues a “Cumulative List of
Changes,” instructing what must be included in the restated
document. For this current cycle, the Cumulative List of
Changes was issued in 2017. As a result, the list does not
include any recent changes due to the SECURE Act or CARES
Act. These changes will be addressed in separate good-faith
amendments rather than in the Cycle 3 restated plan
documents.

features, such as eligibility requirements, the plan’s safe harbor
formula, and vesting and withdrawal provisions for plan
contributions.
The SECURE Act eliminated the safe harbor notice requirement
for plans that only include a nonelective safe harbor contribution.
If the plan also provides for a discretionary matching
contribution, a safe harbor notice is still required.
Qualified Default Investment Alternatives (QDIA) Notice – If
a plan utilizes a QDIA on behalf of participants or beneficiaries
who fail to direct the investment of assets in their individual
accounts, the plan must provide an annual QDIA notice at least
30 days (but no more than 90 days) before the beginning of each
plan year. The QDIA notice provides a description of the QDIA,
including its investment objectives, fees, and expenses.

What if a plan was just established? The restatement cycle is
set by the IRS without regard to a plan’s initial effective date.
Since the Cycle 3 document language was just recently
approved, even newly-established plans may need to be
restated.

Automatic Contribution Arrangement (ACA) Notice – Plans
that utilize an eligible automatic contribution arrangement
(EACA) or qualified automatic contribution arrangement
(QACA), in the absence of an affirmative election by a
participant, must provide an annual notice to participants at least
30 days (but no more than 90 days) before the beginning of each
plan year. The notice includes an explanation of the ACA
provisions, such as the default contribution rate, how to elect not
to participate, how to change the default rate, and how to make
an investment election.

What if a plan is terminating? The IRS requires that all
documents be brought up to date with current laws and
regulations before they can be terminated. As a result, your
document must be amended and/or fully restated as part of the
plan termination process.

Participant Fee Disclosure Notice – Participants must receive
an updated annual fee disclosure notice within 14 months of the
date they received their last notice. The notice includes an
explanation of plan level and individual fees that may be charged
against a participant’s account.

What happens if a plan is not restated? Plans that do not
adopt a restated plan document by the July 31, 2022 deadline
will be subject to IRS-imposed penalties. Failure to timely
restate the plan will also jeopardize the plan’s tax-qualified
status.

Many participant notices required by the IRS can be distributed
electronically if certain conditions are met. In general, the IRS
allows e-delivery if the media being used is provided by the plan
sponsor and participants are required to access that media as
part of the participant’s job. For additional details regarding
electronic delivery of IRS notices, please contact us or see
irs.gov/retirement-plans/plan-participant-employee/retirementtopics-notices.

Can restatement fees be paid from plan assets? Since the
plan document restatement is required to maintain the plan’s
tax-qualified status, the DOL allows the restatement fee to be
paid from plan assets.
***

Required Year-End Participant Notices
As the end of the year approaches, our to-do lists become longer
but our bandwidth becomes condensed. To compound matters,
when you sponsor a retirement plan, you know you will be in
close contact with your recordkeeper or TPA firm about the
various year-end notices that must be distributed to plan
participants. Below is a summary of some of the most common
year-end notices that may apply to calendar year defined
contribution plans:
Safe Harbor Notice – Safe harbor plans must provide an
annual safe harbor notice to participants at least 30 days (but
no more than 90 days) before the beginning of each plan year.
The safe harbor notice informs participants of certain plan

Under new rules issued by the DOL, if a plan sponsor has
complied with certain rules, including providing a Notice of
Internet Availability to a participant’s electronic address, covered
DOL notices can now be provided electronically as well. For
additional details regarding electronic delivery of DOL notices,
please contact us or see dol.gov/agencies/ebsa/aboutebsa/our-activities/resource-center/fact-sheets/electronicdisclosure-safe-harbor-for-retirement-plans.
***

CARES Act Update
2020 has been a difficult year with many unexpected
challenges. For companies that sponsor retirement plans, some
of these challenges came in the form of the Coronavirus Aid,
Relief, and Economic Security (CARES) Act. While the CARES
Act provided much needed relief to plan sponsors and their
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participants, the relief also brought new complexity to retirement
plan compliance.

•

Coronavirus-Related Distributions (CRDs) – Under the
CARES Act, a qualified individual is permitted to take a
distribution of up to $100,000 without being subject to the 10%
penalty typically applied to distributions made prior to age 59 ½.
Affected participants may spread the taxes over a three-year
period and may repay all or part of the distribution to the plan or
any plan that accepts rollovers no later than the 3rd anniversary
of the date of distribution. The allowable timeframe to take a
CRD is January 1, 2020 through December 30, 2020.

The individual’s spouse or a member of the individual’s
household being quarantined, being furloughed or laid
off, having work hours reduced, being unable to work
due to lack of childcare, having a reduction in pay, or
having a job offer rescinded or start date delayed due
to COVID-19; or

•

Closing or reducing hours of a business owned or
operated by the individual’s spouse or a member of the
individual’s household due to COVID-19.

A qualified individual may designate any eligible distribution as
a CRD if the total amount that is designated does not exceed
$100,000. It is important to note that a qualified individual may
report the distribution as a CRD on their individual tax return
even if the plan does not acknowledge the distribution as a CRD.
Coronavirus Loans – The CARES Act modified the rules
pertaining to participant loans by allowing loans up to 100% of a
qualified individual’s vested account, up to $100,000 (previously
limited to 50% and $50,000, respectively). This provision
covered loans issued from March 27, 2020 through September
23, 2020. In addition, loan payments due between March 27,
2020 and December 31, 2020 could be delayed up to one year
and the five-year maximum loan repayment period was
extended by one year.
The IRS recently clarified that only 2020 loan payments are
delayed, and repayment, including accrued interest, must begin
by the first loan payment due date in 2021. If payments were
delayed, and a participant will take advantage of the extended
repayment period, the loan must be reamortized from the first
payment date in January 2021 to the end of the extended loan
term.
Required Minimum Distribution (RMD) – The CARES Act
allowed any participant with an RMD due in 2020 from a defined
contribution plan to waive their RMD. This includes anyone who
turned age 70 ½ in 2019 and would have had to take the first
RMD by April 1, 2020 and anyone who would normally take a
delayed RMD by April 1, 2021. If an RMD was distributed prior
to the enactment of the CARES Act, participants had the ability
to roll over the RMD by August 31, 2020. The RMD waiver does
not apply to defined benefit plans.
On Friday, June 19, 2020, the IRS released Notice 2020-50
which expanded the definition of a “qualified individual.” The
following individuals are now considered qualified individuals:

•

The individual, spouse, or dependent has been
diagnosed with COVID-19 by an approved test;

•

The individual suffered financially from the pandemic
due to being laid off or furloughed, being quarantined,
having work hours reduced, closing of a business
owned by the individual, or being unable to work due
to lack of childcare;

•

Individuals having a reduction in pay due to COVID-19
or having a job offer rescinded or start date delayed
due to COVID-19;

For purposes of applying these qualifications, a member of the
individual’s household is someone who shares the individual’s
principal residence.
Plan administrators can rely on the participant’s self-certification
that they qualify for the distribution. The IRS provided a model
self-certification that can be found here: irs.gov/pub/irs-drop/n20-50.pdf.
***

SECURE Act Reminders
With so much discussion surrounding the CARES Act, it is easy
to forget that 2019 brought us some of the most significant
changes to retirement plan law since the passage of the Pension
Protection Act of 2006. This legislation came to us by virtue of
The Setting Every Community Up for Retirement Enhancement
(SECURE) Act that was signed into law on December 20, 2019.
While many of the SECURE Act provisions are currently in
effect, there are important provisions still to come that plan
sponsors should be prepared for in 2021 and beyond. Highlights
of the upcoming changes include:
Long-Term Part-Time Employees – Beginning with the 2024
plan year, long-term part-time employees who have attained
age 21 and worked at least 500 hours per year for 3 consecutive
years must be given the opportunity to make elective deferral
contributions. While eligibility will not occur until the 2024 plan
year, 2021 is the first year for which hours must be kept to
determine if the 500 hours for 3 consecutive years requirement
has been satisfied. It is important to note that these employees
can be disregarded for non-discrimination testing purposes.
Pooled Employer Plans (PEP) – The SECURE Act established
a new type of multiple employer plan (MEP) called a “pooled
employer plan” (PEP). A PEP permits unrelated employers to
come together to participate in one retirement plan that is
administered by a “pooled plan provider” (typically a financial
services company, recordkeeper, or third-party administrator).
The SECURE Act allows pooled plan providers to start operating
PEPs as early as January 1, 2021. Pooled plan providers must
register with the Secretary of Labor and the Secretary of the
Treasury prior to beginning operations.
Lifetime Income Disclosure – Under the SECURE Act, all
defined contribution plans will be required to include a lifetime
income illustration on annual participant benefit statements. The
disclosure would illustrate the monthly payments the participant
would receive if their total account balance were used to provide
lifetime income streams. The DOL is expected to give more
definitive direction to the format and content of the illustrations.
Compliance is delayed until 12 months after additional guidance
is provided by the DOL.
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***

Upcoming Compliance Deadlines

The CARES Act gives the DOL the authority to delay retirement
plan deadlines due to public health emergencies. The dates
above are in effect as of the date of this publication.

December 2020
1st: Participant Notices – Annual notices due for safe harbor
elections, Qualified Default Investment Alternatives (QDIA), and
Automatic Contribution Arrangements (EACA or QACA).
31st: ADP/ACP Corrections – Deadline for a plan to make
ADP/ACP corrective distributions and/or to deposit qualified
nonelective contributions (QNEC) for the previous plan year with
a 10% excise tax.
31st: Discretionary Amendments – Deadline to adopt
discretionary amendments to the plan, subject to certain
exceptions (e.g., anti-cutbacks).
January 2021
1st: Defined Benefit Funding – Deadline to deposit the
minimum required contribution for the 2020 plan year. Note that
this extended deadline was established under the CARES Act
for the 2020 plan year.
31st: IRS Form 945 – Deadline to file IRS Form 945 to report
income tax withheld from qualified plan distributions made
during the prior plan year. The deadline may be extended to
February 10th if taxes were deposited on time during the prior
plan year.
31st: IRS Form 1099-R – Deadline to distribute Form 1099-R
to participants and beneficiaries who received a distribution or a
deemed distribution during the prior plan year.
31st: IRS Form W-2 – Deadline to distribute Form W-2, which
must reflect aggregate defined contribution deferrals.

***

1.
2.
3.
4.
5.
6.

The S&P 500 is designed to be a leading indicator of U.S. equities and is commonly used as a proxy for the U.S. stock market
The MSCI EAFE Index captures large and mid-cap segments in 21 developed markets around the world, excluding the US and Canada. Total return
quoted (USD).
The MSCI Emerging Markets Index captures large and mid-cap segments in 26 emerging markets. Total return quoted (USD).
The Barclays Aggregate Bond Index is a broad-based index used as a proxy for the U.S. bond market. Total return quoted.
Source: Bureau of Economic Analysis (www.bea.gov)
Source: U.S. Bureau of Labor Statistics (www.bls.gov)
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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. A copy of BFSG’s current written disclosure Brochure discussing our advisory
services and fees is available upon request.
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