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Markets in Review
When 2020 began, there was optimism for the new year and
equity markets were setting the stage for record highs due to
strong economic fundamentals. No one could have foreseen the
events that would take place during this extraordinary year, nor
could they have predicted the markets would end even higher.
The global pandemic has changed our lives in many ways and
forced us to adapt to a “new normal” by embracing technology
and adjusting our social skills. For the small business owner, the
year was likely challenging and disruptive as rising COVID-19
cases led to not one, but two rounds of shutdowns. However,
many large corporations were able to shift their business
models, and in some cases, prosper during these difficult times.
This was primarily due to the fact that there was record U.S.
corporate debt issuance in 2020 which overwhelming helped
larger companies rather than small companies.
With hopes of a vaccine on the horizon and expectations of pentup consumer demand, the forward-looking equity markets rallied
during the fourth quarter with the S&P 5001 posting gains of
12.2%, largely led by cyclical and technology stocks. Over the
course of the year, we saw the S&P 500 fall by 34% between
February 19th and March 23rd only to rebound 68% by the end
of the year, resulting in an annual return of 18.4%. Small- and
mid-cap companies, as measured by the Russell 2000 Index
and Russell Midcap Index, began to narrow the gap with large

caps as is typical in the early stages of recovery, returning
31.4% and 19.9%, respectively.
For the first time in many years, value stocks outperformed
growth stocks during the quarter. The Russell 1000 Value Index
returned 16.3%, while the Russell 1000 Growth Index returned
11.4%. All S&P 500 sectors were in positive territory during the
quarter, with energy and financials leading the way, returning
27.8% and 23.2%, respectively.
Foreign equity markets also posted strong positive returns
during the quarter with the Developed and Emerging Markets
indexes up 17.0% and 19.7%, respectively.2
Bond yields rose steadily during the quarter with the 10 year
Treasury yield increasing from 0.68% to 0.93%. Fixed income
returns were modest during the quarter with the Barclays
Aggregate Bond Index up 0.67%.3
US economic growth in the fourth quarter slowed abruptly as
COVID-19 cases and hospitalizations reached an all-time high
in some areas causing shutdowns across the country. Even
though the duration of the 2020 recession was only two months,
compared to 18 months during the Global Financial Crisis, the
economy has only recovered about 65% of lost output from the
first two quarters of the year.4
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Total nonfarm payrolls declined by 140,000 in the month of
December, leaving the unemployment rate unchanged at 6.7%,
which equates to 10.7 million workers seeking employment. The
unchanged employment figures reflects a recent increase in
COVID-19 cases that resulted in lockdown efforts being
reinstated across the country to contain the pandemic.
During the fourth quarter the headline inflation measured by the
Consumer Price Index (CPI-U) grew at 1.4%, no change from
the previous quarter. An 8.4% increase in the gasoline index in
the month of December was a major contributor this quarter
along with a continued rise in food prices. Core CPI grew at an
annual seasonally-adjusted rate of 1.6%, which excludes food
and energy, and was largely driven by an increase in the Used
Cars and Trucks index up 10% while Apparel and
Transportation Services indexes have declined over the past 12
months.5

It is important to note that the 80% count does not have to be
comprised of the same participants that were initially terminated.
However, the plan’s eligibility requirements should be taken into
consideration.
The new relief is based on 80% of the “active participants.” If the
employees include new hires (e.g., the laid-off employees found
other jobs), whether they count towards the 80% depends on
the eligibility conditions of the plan. If the new hires do not satisfy
the plan’s eligibility conditions by March 31, 2021, they cannot
be included in the active participant count.
Active participants were not defined in the bill. Presumably,
active participants include employees eligible to defer, even if
they choose not to do so.
Qualified Disaster Distributions Extended

***

Terminated Employees? Important Relief is
Here.
On December 27, 2020, the Consolidated Appropriations Act,
2021 was signed into law. The Act combines the $1.4 trillion
omnibus federal spending package for the 2021 fiscal year and
a $900 billion COVID-19 stimulus package that enhances and
expands certain provisions of the Coronavirus Aid, Relief, and
Economic Security (CARES) Act. In addition to direct stimulus
payments, extending unemployment benefits to many workers,
and another round of Paycheck Protection Program (PPP)
loans, the COVID stimulus package includes important
retirement plan relief.
Partial Plan Termination
Perhaps the most significant element of the stimulus package
for plan sponsors impacted by the COVID-19 pandemic is the
temporary rule preventing partial plan terminations. In general,
a plan may experience a partial plan termination when turnover
among plan participants exceeds 20% in a particular year,
resulting in full vesting of all accounts of participants affected by
the partial plan termination. Whether a partial termination has
occurred is not always an easy call. The IRS makes it clear that
the determination is based on the facts and circumstances of the
particular scenario.
The IRS previously provided guidance to clarify that generally,
employees who had been furloughed or laid off due to COVID19 but were rehired by the end of 2020 would likely not be
treated as having an employer-initiated severance for the
purposes of determining a partial plan termination. However, the
Consolidated Appropriations Act includes the following
temporary rule regarding partial plan terminations:
“A plan shall not be treated as having a partial termination during
any plan year which includes the period beginning on March 13,
2020, and ending on March 31, 2021, if the number of active
participants covered by the plan on March 31, 2021 is at least
80% of the number of active participants covered by the plan on
March 13, 2020.”

The Act includes a temporary extension for individuals to take a
retirement plan distribution or loan if they reside in a
presidentially declared disaster area. The extension is effective
for 60 days after the date of enactment and applies to individuals
residing in presidentially declared disaster areas (other than
COVID-19) declared after Dec. 31, 2019. Participants in 401(k),
403(b), money purchase, and government 457(b) plans may
take an aggregate distribution up to $100,000 without incurring
the 10-percent additional tax on early distributions. Income tax
on these distributions may be spread ratably over a three-year
period, and participants may repay the distribution into a plan
that accepts rollovers within three years.
Note that qualified disaster areas are areas where a qualified
disaster was declared, but do not include areas that are disaster
areas solely due to the COVID-19 pandemic.
Qualified Disaster Loans
The Act also enables qualified individuals to receive plan loans
up to $100,000 or 100% of the participant’s vested account
balance. Additionally, the repayment period is extended for up
to one year (or up to 180 days after enactment of the Act, if
longer) if repayment of the loan normally would be due during
the period beginning on the first day of the disaster period and
ending 180 days from the last day of the incident period.
Paycheck Protection Program (PPP) Round 2
The Act provides increased PPP funding and eligibility to those
small businesses that have been hit hard by the COVID-19
pandemic. The Act extends the PPP through March 31, 2021
and allocates additional funds for forgivable loans. Among other
important changes, the law allows eligible borrowers a second
PPP forgivable loan for small businesses and non-profits with
300 or fewer employees that can demonstrate a 25% loss of
gross receipts in any quarter during 2020 when compared to the
same quarter in 2019.
***
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Is there Pandemic Relief for Late Deposits?
Proper handling of employee 401(k) deferral contributions and
loan repayments is one of the most important responsibilities a
plan sponsor undertakes. Failure to timely deposit employee
deferrals and participant loan repayments is considered by
many service providers to be one of the most commonly made
retirement plan errors. Although it may be a common error, the
IRS and DOL consider timely deposits a top priority. If loan
repayments and/or salary deferrals are deposited outside of
the timeframe described below, the company is considered to
have committed a “prohibited transaction” by being in
possession of plan assets. The DOL treats this as a loan from
the plan to the employer which is prohibited by law and
requires a documented correction process.
What is the deadline to deposit employee deferrals and
loan repayments?
Once withheld from the participant’s pay, deferrals and loan
payments become plan assets as soon they can be
“reasonably segregated” from the employer’s general
accounts. As a result, employee deferrals must be deposited
by the earlier of the date that the contributions can be
reasonably segregated from the company’s general assets, or
the 15th business day of the month following the month in
which the pay date occurs.
For plans with fewer than 100 participants on the first day of
the year, the DOL created a safe harbor standard that states
that any deposits made within seven business days of a pay
date are considered timely even if the deposits could have
been made earlier. Unlike small plans, large plans cannot rely
on the safe harbor deadline. For large plans, the DOL states
that elective deferrals must be deposited “as soon as
administratively feasible.” It is important to note that the DOL
will often look at the actual deposit history when determining
the deposit deadline and, if the company made deposits more
quickly, will set that as the deadline for all other deposits. For
example, if a company ever made a deposit within one or two
days following a pay date, the DOL may take the position that
all of the deposits should have been made within one or two
days.

Employers and service providers must act reasonably,
prudently, and in the interest of employees to comply as soon
as administratively practicable under the circumstances.”
If an employer was unable to deposit elective deferral
contributions timely “solely on the basis of a failure
attributable to the COVID-19 outbreak,” it is important that
documentation related to the late deposits (e.g., dates and
amounts of each late deposit, names of affected participants,
record of the specific situation(s) that resulted in the late
deposits, etc.) is retained with the plan records in the event of
an IRS or DOL plan audit.
What happens if deferrals were not deposited timely?
When employee deferrals are not deposited timely, there are
two available correction methods. The error can be corrected
under the IRS’ self-correction program, which allows plan
sponsors to correct certain plan failures without contacting the
IRS or paying a user fee, or by completing a filing through the
DOL’s Voluntary Fiduciary Correction Program (VFCP). It is
important to note that the DOL does not recognize selfcorrection for late deposits. However, in certain circumstances,
the DOL may accept self-correction if the following steps have
been completed.
•
•
•
•
•

What can be done to avoid late deposits in the future?
Plan sponsors can implement the following internal procedures
to ensure that deferrals are deposited consistently.
•

Was relief provided due to the COVID-19 pandemic?
•

On April 29, 2020, the DOL issued EBSA Disaster Relief
Notice 2020-01 in response to the COVID-19 pandemic. The
Notice provided guidance intended to relax the rules related to
the required timeframe to deposit employee salary deferral
contributions and loan repayments.
The Notice states that “the Department recognizes that some
employers and service providers may not be able to forward
participant payments and withholdings to employee pension
benefit plans within prescribed timeframes during the period
beginning on March 1, 2020 and ending on the 60th day
following the announced end of the National Emergency. In
such instances, the Department will not – solely on the basis of
a failure attributable to the COVID-19 outbreak – take
enforcement action with respect to a temporary delay in
forwarding such payments or contributions to the plan.

Determine which deposits were late and calculate lost
investment earnings.
Deposit any missed elective deferrals, along with lost
earnings, into the trust.
File Form 5330 with the IRS to pay an excise tax.
Report the late deposits on the Form 5500.
Review procedures and correct deficiencies that led
to the late deposits.

•

Establish a procedure requiring that elective deferrals
be deposited with or after each payroll, subject to the
terms of the plan document. If deferral deposits are
late because of vacations or other disruptions, keep a
record of why those deposits were late.
Coordinate with your payroll provider to determine the
earliest date you can reasonably make deferral
deposits.
Implement practices and procedures that you explain
to new personnel to ensure that they know when
deposits must be made.

As with many retirement plan compliance matters, the rules
related to depositing employee deferrals and the related
corrections are complex topics. If you have questions
regarding the general rules or plan corrections outlined above
or would like to discuss how these rules impact your plan,
please contact your plan representative.
***
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Upcoming Compliance Deadlines
February 2021
1st: 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.

15th: Employer Contributions - Deadline for contributing
employer contributions for amounts to be deducted on 2020 Ccorporation and sole proprietor returns for filers with a calendar
fiscal year (unless extended).
***

1st: 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.
March 2021
15th: ADP/ACP Corrections - Deadline for processing
corrective distributions for failed ADP/ACP tests without a 10%
excise tax for plans without an Eligible Automatic Contribution
Arrangement (EACA).
15th: Employer Contributions - Deadline for contributing
employer contributions for amounts to be deducted on 2020 Scorporation and partnership returns for filers with a calendar
fiscal year (unless extended).
April 2021
1st: Required Minimum Distributions - Normal deadline to
distribute a required minimum distribution (RMD) for participants
who attained age 70 ½ during 2020 (for participants with
birthdays July 1, 1949 and later, the SECURE Act changed the
RMD age to 72). Important note: The 2020 RMD requirement
was waived under the CARES Act.
15th: Excess Deferral Correction - Deadline to distribute
salary deferral contributions plus related earnings to any
participants who exceeded the IRS 402(g) limit on salary
deferrals. The limits for 2020 were $19,500, or $26,000 for those
age 50 and over if the plan allowed for catch-up contributions.

Sources:
1.
2.
3.
4.
5.

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. The MSCI
Emerging Markets Index captures large and mid-cap segments in 26 emerging markets. T
The Barclays Aggregate Bond Index is a broad-based index used as a proxy for the U.S. bond market.
Source: Bureau of Economic Analysis (https://www.bea.gov)
Source: U.S. Bureau of Statistics (www.bls.gov)

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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