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Markets in Review

The first half of 2023 was shaping up to be a record-setting year
but reversed course in August and September as higher interest
rates and fears of a rebound in inflation weighed on the markets.
Global equity markets posted negative returns during the third
quarter with small caps declining the most as the Russell 2000
Index was down -5.1%.! However, on a year-to-date basis, the
S&P 500 Index? has increased over 13%, largely due to seven
mega-cap companies (Amazon, Apple, Google, META,
Microsoft, Nvidia and Tesla), commonly referred to as the
“Magnificent Seven”. These stocks have increased 80% this
year while the other 493 stocks in the S&P 500 Index have been
relatively flat for the year. This narrowly traded market caused
significant volatility during the quarter.

Only two of the eleven S&P 500 sectors finished the third quarter
with a positive return, Communication Services and Energy. The
worst performers during the quarter were Real Estate and
Utilities, down -8.9% and -9.2%, respectively.

From an investment style perspective, there was a reversal from
the first two quarters of the year as value relatively outperformed
growth during the third quarter, but both investment styles
finished the quarter in negative territory.

Quarter Ending September 30, 2023

In foreign markets, all the major indices were negative with
MSCI Europe Ex-US Index3 posting the worst return down -5.9%
during the quarter; however, this same index has the strongest
performance over the past 12 months with a return of 30.1%
which is better than the S&P 500 Index at 21.6% over the same
time period.

The 10-year Treasury yield has increased from 1.5% in
December 2021 to 4.6% as of September 30, 2023. This
significant rise in interest rates in a very short period of time has
caused steep declines in all major fixed income sectors, with
global bonds performing the worst, down 8.4% on a 3-year
annualized basis. The only sector that squeezed out a small
return during the third quarter was high yield bonds with a return
of 0.50%; however, high yield bonds have returned over 10%
during the past 12 months largely due to these bonds being
highly correlated to the equity markets.

Gross Domestic Product, or GDP, was revised upward to a 2.1%
annualized growth rate in the second quarter 2023, down slightly
from a 2.2% growth rate in the first quarter, but maintaining close
to the historical growth rate of 2%.4

The unemployment rate surprised the markets in September
with 336,000 jobs added, which was double the consensus
estimate for the month. These new jobs held the unemployment
rate steady at 3.8% and the number of workers joining the
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workforce has been growing. The pace of hiring has slowed
which has helped dampen wage pressures; however, recent

labor relations with auto workers and the entertainment industry _
may lead to slightly higher wage growth.5 Annual Plan Limits 2024 2023 2022
Contribution and Benefit Limits
The headline Consumer Price Index (CPI) rose 0.6% for the - —
month of August and was up 3.7% over the past year, primarily Elective Deferral Limit $23,000 $22,500 $20,500
driven by higher energy prices as gasoline prices rose 10.6%, Catch-Up Contributions $7,500] $7.,500 $6,500
which was more than half of the CPI’'s monthly gain. Core CPI,
which excludes food and energy, moved slightly lower to 4.3%. Annual Contribution Limit $69,000] $66,000 $61,000
The downward trend in inflation has started to broaden out with
few categories seeing increases in prices and more seeing price Annual Contribution Limit $76,500, $73,500f $67,500
declines.® including Catch-Up Contributions
Annual Benefit Limit $275,000| $265,000[ $245,000
*k%
Compensation Limits
Cost of Living Adjustments for 2024 Maximum Plan Compensation  |$345,000] $330,000] $305,000
Save More for Retirement in 2024 Income Subject to Social $168,600| $160,200 $147,000
Security
On November 1, 2023, the IRS announced the Cost of Living Key EE Compensation Threshold|$220,000| $215,000{ $200,000
Adjustments (COLAs) affecting the dollar limitations for .
retirement plans for 2024. In October, the Social Security Highly Compensated EE $155,000( $150,000{ $135,000
Administration announced a modest benefit increase of 3.2%. Threshold
Retirement plan limits also increased over the 2023 limits. COLA IRA Limits
increases are intended to allow participant contributions and -
benefits to keep up with the “cost of living” from year to year. SIMPLE Plan Elective Deferrals | $16,000( $15,500(  $14,000
Here are the highlights from the new 2024 limits: SIMPLE Catch-Up Contributions | $3,500]  $3,500]  $3,000
e The calendar year elective deferral limit increased from Individual Retirement Account $7,000 $6,500 $6,000
$22,500 to $23,000. (IRA)
] o ] IRA Catch-Up Contribution $1,000 $1,000 $1,000
e The elective deferral catch-up contribution remains

$7,500. This contribution is available to all participants
aged 50 or older in 2024.

e The maximum available dollar amount that can be

contributed to a participant’s retirement account in a Considering Changes to Your Business? Don’t

defined contribution plan increased from $66,000 to Forget About Your Plan!

$69,000. The limit includes both employee and

employer contributions as well as any allocated In today’s changing work environment, the sale or purchase of

forfeitures. For those over age 50, the annual addition another business is not uncommon. If you're planning to make

limit increases by $7,500 to include catch-up changes to your business structure, remember to include the

contributions. retirement plan in your negotiations. The type of sale can have

a major impact on your plan, so it is highly recommended that

e The maximum amount of compensation that can be you understand which type you are considering and notify your

considered in retirement plan compliance has been Third Party Administrator before taking action.

raised from $330,000 to $345,000.
There are two types of sale transactions that affect the future of
e Annual income subject to Social Security taxation has a retirement plan: asset sale and stock sale. Let’s take a look at
increased from $160,200 to $168,600. some terminology that may be unfamiliar, so that if you do find
yourself in a merger or acquisition situation, you will know what
to expect. For this discussion, For Sale is being sold to Buyer,
and both firms sponsor retirement plans.

An asset sale is the sale of assets belonging to the business,
but not the business itself. In this scenario, For Sale’s retirement
plan stays with For Sale; the retirement plan is not one of the
assets being sold. For Sale may continue to operate normally
and may continue to sponsor the retirement plan. For Sale may
also terminate the plan. If For Sale continues to sponsor the
plan, there may be a partial plan termination. Partial plan
terminations will be discussed later in this article.
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In an asset sale, if For Sale’s employees are hired by Buyer,
they are considered new employees, and are subject to the
eligibility and entry requirements for Buyer’s plan. Buyer may
waive these requirements, but the plan will need to be amended
to do so. A former For Sale employee now working for Buyer
may keep their account balance with the For Sale plan if it is not
terminated or move their balance to the Buyer plan. If they
decide to do the latter, it will be a distribution and a rollover—not
a transfer. The former For Sale employee may also pursue other
distribution options, per For Sale’s plan document.

A stock sale is the sale of the business itself. In this scenario,
For Sale is wholly owned by Buyer. During negotiations, the
disposition of the plan should be discussed. The plan can be
terminated prior to the sale, merged into the Buyer plan after the
sale, or continue as-is under Buyer.

If the plan is terminated prior to the date of sale, the participants
are all considered 100% vested in their account balances and
can take a distribution from the plan. A Form 5500 would need
to be filed for each plan year until all distributions are complete
and the assets are reduced to $0.

The plans can be merged into one plan after the sale. This may
result in one plan being merged directly into the other, or both
plans being combined into an entirely new plan. Care should be
taken to preserve protected benefits. Additionally, in a merger
situation, if either plan is affected by a compliance issue, the
issue will persist into the merged plan.

The For Sale plan could continue with Buyer as the sponsor. In
this case, there will be a transition period, during which the
plans continue to be tested separately for coverage. This
transition period lasts until the plan year end following the year
of purchase, after which the plans must be tested together. For
a calendar-year plan purchased July 1, 2023, the transition
period would end December 31, 2024. Operating two plans in
this manner is often more expensive and may result in coverage
testing being more difficult to pass.

If the For Sale plan is retained through the purchase, and is then
terminated at a later time, the plan is subject to the successor
plan rule. This rule was established to prevent participants from
taking distributions of their deferrals prior to age 59%. The basic
rule states that the participants of the terminated plan can’t
participate in another 401(k) plan sponsored by the same
employer for 12 months following the termination date. As the
For Sale plan is sponsored by Buyer post-sale, the For Sale
participants wouldn’t be able to participate in the Buyer plan for
a year after the termination of the For Sale plan. If the intention
is to terminate the For Sale plan, it may be best to do so before
completion of the purchase.

Sometimes, the sale might be for just a portion of a business’s
ownership; other times, ownership is purchased by more than
one individual. In these cases, the companies may become part
of a controlled group. If a controlled group exists, the plans
must be combined to pass coverage testing. The number of
owners and their ownership percentages could impact testing
and will likely require closer attention to be paid.

A change in ownership can also affect whether a selling or
buying company becomes part of an affiliated service group
(ASG). An ASG could exist when a significant portion of the
business of any company is the performance of services for

another related company. Plans impacted by an ASG will be
considered one group for coverage testing.

If only part of a company is sold, there may be a partial plan
termination. The determination of a partial plan termination is
based on the facts and circumstances of the situation, but as a
general rule, if at least 20% of the plan participants are
involuntarily terminated due to events related to the purchase,
those affected participants are considered 100% vested in their
accounts.

*kk

Good News on Catch-Up Contributions!

Catch-up contributions are additional employee deferrals that
can be made to 401(k), 403(b) and governmental 457 plans for
those participants who are age 50 or older. These contributions
can be made on a pre-tax or Roth (after-tax) basis.

As originally laid out in the SECURE 2.0 Act of 2022, catch-up
contributions for those earning over $145,000 in the prior year
would need to be Roth deferrals starting in 2024. However, the
Internal Revenue Service (IRS) recently announced a transition
period that will delay this requirement until 2026. While there
was previously some confusion as to whether the new law
eliminated all other catch-up contributions, the IRS has since
confirmed that catch-up contributions can continue to be made
by all age-eligible participants if allowed by the plan document.
The deferrals can continue to be either pre-tax or Roth.

For 2024, the maximum deferral contribution is $23,000 and the
maximum catch-up contribution is $7,500.

*kk

News Alert: Grace Period Extended for EFAST?2
Login Credentials

If you electronically sign your Form 5500 through the ERISA
Filing Acceptance System (EFAST2) and haven’t yet obtained
new credentials from www.login.gov, you will need to do so by
December 31, 2023. This date extends the original September
1 deadline. The new credentials established during this
transition can be used across many government services. If you
do not currently have login credentials for EFAST2, this action
item does not apply to you.

*k%k

Upcoming Compliance Deadlines
December 2023

1st: Participant Notices — Annual notices due for Safe
Harbor elections (note that some plans are no longer required
to distribute Safe Harbor notices), Qualified Default Investment
Arrangement (QDIA), and Automatic Contribution
Arrangements (EACA or QACA).

29th: 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
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year.29th: Deadline for certification of the Annual Funding
Target Attainment Percentage (AFTAP) for Defined Benefit
plans for the 2023 plan year.

29th: Discretionary Amendments — Deadline to adopt
discretionary amendments to the plan, subject to certain
exceptions (e.g., anti-cutbacks).

29th: Required Minimum Distribution (RMD) — For
participants who reached age 72 in 2022, the first RMD was
due by April 1, 2023. The 2nd RMD, as well as subsequent
distributions for participants already receiving RMDs, is due by
December 29, 2023. Participants who were at least age 73 and
terminated in 2023 may take their first RMD by April 1, 2024.

29th: Contribution Funding — Final funding deadline for 2022
plan year end. See your tax advisor for year of deductibility.

January 2024

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 the aggregate value of employer-provided
employee benefits.

Sources:
1. The Russell 2000 Index is a small-cap U.S. stock market index that makes up the smallest 2,000 stocks in the Russell 3000 Index.
2. 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.
3. The MSCI World ex Europe Index captures large and mid cap representation across 8 of 23 Developed Markets (DM) countries.
4. Source: Bureau of Economic Analysis, U.S. Department of Commerce
5. Source: U.S. Bureau of Labor Statistics

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.

The following articles are under Copyright © by Pension Pro All Rights reserved: Cost of Living Adjustments for 2024: Considering Changes to Your Business?

Don’t Forget About Your Plan!: Good News on Catch-Up Contributions!:News Alert: Grace Period Extended for EFAST2 Login Credentials: Upcoming
Compliance Deadlines

Benefit Financial Services Group 4



