Sorting Through
Retirement Plans:
A GUIDE FOR SMALL BUSINESSES

Introduction
Retirement plans offer significant
tax benefits to owners, increase
employee retention and make
companies more attractive to
employees in a competitive work
environment. Unfortunately,
selecting a plan is not an easy task.
In this guide, we help employers
efficiently navigate the complex
world of retirement plans. We
explain the benefits of retirement
plans, provide overviews of the
available options and show how to
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apply your priorities to picking the
best plan for your business.
The guide should be a starting
point for analyzing the various
plans. Use this as a tool to simplify
the decision-making process while
growing your business and putting
you and your employees on the
path to financial independence.

Why You Should
Consider A Plan
Tax Benefits
Retirement plans provide significant
tax benefits to employers. All
employer contributions are tax
deductible. In addition, employers
who also receive taxable wages can
avoid tax on their own contributions.

But, in order to receive the tax
deduction, employers must typically
offer the same benefit to all
employees. Contributions are tax
deferred until they are withdrawn.

Example 1:

Pre-Tax Contributions
Tom, a business owner, wants to contribute $50,000 to a retirement plan.
This contribution will lower his taxable income by $50,000 in the current
year. If he is in the highest tax bracket (39.6%), he will defer nearly $20,000
in taxes.

Attract and Retain Employees
Job seekers are looking for more
than just a salary. They want a
full benefits package, including
healthcare, paid time off and a
retirement plan.

account. Potential employees
see this as a significant part of
their compensation, and through
features such as vesting and
eligibility requirements (discussed
later), employers can incentivize
employees to remain with the
business.

Many retirement plans allow both
the employer and employee to
contribute to the employee’s
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Common Features
Eligibility Requirements
Most plans allow for a waiting
period before employees are eligible
to participate. This protects the
employer from making significant
investments into short-term
employees or “job hoppers.”

Contribution Limits
All plans set two limits on annual
contributions to employee accounts:
•	The amount an employee can
contribute from his/her own
salary.
•	The total amount the employee
and employers can add.

The first retirement plan in
the US was established by
American Express in 1875.
•	Non-Elective Contributions
- The employer makes a
contribution to every employee
account, regardless of whether
employees are making
contributions.
•	Profit Sharing - A portion of the
profits of the business can be
allocated to accounts.

Vesting

Special Note: Many plans also
allow employees age 50 and older
to make slightly higher “catch up”
contributions.

Employer Contributions
There are three primary ways an
employer can contribute to an
employee’s account:
•	Matching Contributions
- The employee must contribute
a portion of his/her salary to their
account in order to receive the
employer’s contribution.
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Vesting allows employers to protect
a portion of their contributions to
employee accounts for a certain
number of years. If an employee
leaves before they are fully vested,
all or a portion of the contributions
made by the employer may be
surrendered and redistributed to
participating employees.

Plan Overviews
Simplified Employee
Pension (SEP)

Employers must offer either:
• a 3% matching contribution or

As its name suggests, SEPs are one
of the easiest plans to establish
and maintain. The employer makes
all of the contributions to the plan,
and the contributions are allocated
to employee accounts based on
their salary levels. Every employee
must receive the same percentage
contribution of his/her salary.
Unlike most retirement plans,
employers do not have to make a

• a 2% non-elective contribution
(See common features for an
explanation of matching and nonelective contributions)
SIMPLE IRAs make sense for
businesses that are able to make
annual employer contributions and
want to allow employees to defer
their salaries into tax-deferred
accounts.

Example 2:

SEP Contributions
Tom (the owner) wants to contribute 10 percent of his salary to a SEP plan.
If Tom makes $100,000 and Jim (an employee) makes $50,000, then $10,000
will be added to Tom’s account and $5,000 to Jim’s.

Profit Sharing

contribution every year to a SEP.
This gives ownership flexibility if
revenues vary significantly from
year to year.

This plan allows employees to share
in the profits of the business. Like
a SEP, only the employer can make
contributions, and they are not
required annually. A special type
of profit sharing plan, called an
Employee Stock Ownership Plan
(ESOP), permits the plan to own an
employer’s private stock.

SEP plans typically make the most
sense for businesses with very few
employees and variable profits.

Saving Incentive Match
Plan for Employees
(Simple IRA)

Special Note: Profit sharing is
often a feature added onto other
plans, like 401ks.

Unlike SEPs, this plan allows
employees to defer a portion
of their own salaries into their
accounts. Those older than age 50
can contribute a little extra.

The employer determines the share
of profits to go into the plan. Unlike
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a SEP, contributions to the plan
may be allocated to employees in
a way other than strictly based on
salary. Profit sharing plans allow for
contributions to be skewed to older
and long-term employees.
Profit sharing plans are good
options for businesses that need
flexibility in making contributions
and want to be able to skew
benefits to the owners.

401k

by the government to make sure
they don’t discriminate.
•	Safe Harbor - In order to avoid
the costly testing typically
required for a 401k plan, the
government created “safe
harbor” options. These require
employers to make annual
contributions to employee
accounts, but exempt them from
all testing.

There is more than $4.4
TRILLION invested in
401k plans in the US.

The 401k is one of the most wellknown, flexible, complex and
expensive retirement plans offered
by businesses.
Like a SIMPLE IRA, both employers
and employees can contribute to
employee accounts. Below are a few
key features of 401k plans. Some
of these can be added or removed
from the plan depending on the
preference of the employer:
•	Employee Contribution Limits
- Employees can contribute more
than what is allowed by SIMPLE
IRA plans.
•E
 mployer Contributions
- Matching, non-elective and
profit sharing contributions are
all allowed.
• Roth Contributions - Employees
can choose to make post-tax
“Roth” contributions instead of
pre-tax contributions.
• Loans - Employees can barrow
from their own accounts.
•	Government Testing - Because
of their high level of flexibility,
a traditional 401k is subject to
multiple factor tests developed
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Pension/Defined Benefit
Pensions are the oldest type of
retirement plans in the US, and
are very different from the plans
discussed earlier. They were
designed to replace some or all
of an employee’s paycheck in
retirement.
Pension plans can allow older, small
business owners to contribute
significantly more to a retirement
plan than allowed by other plans. So
what’s the catch?
Pension plans can be expensive
to establish and maintain. They
require quarterly contributions and
the use of an actuary to determine
a contribution amount. They are
best suited for sole proprietorships
or businesses with very few
employees and predictable revenue
streams.

The Right “Fit”
Plans

Good fit if your
business needs...

Bad fit if your
business...

SEP

a low-cost plan with
contribution flexibility

has more than a few
employees

a low cost plan that
allows employees to
make contributions
from their own salaries

cannot make regular
contributions to
employee accounts

contribution flexibility
and wants employees
to participate in the
earnings of the business

does not generate
regular profits

maximum flexibility
in plan design and
contributions

can’t afford the high
cost of administering
the plan

to allow owners to
contribute the maximum
amount possible for
retirement

has more than a few employees,
can’t afford the high cost of
administering the plan and can’t
make regular contributions

Simple IRA

Profit Sharing

401k

Pension

Conclusion
Retirement plans provide real
solutions for the owner looking to
set aside significant funds toward
retirement and build a competitive
employee benefits package, but
you need to know what you are
looking for.

implement retirement plans. We
hope this guide provides some
insight into the plan options.
Please contact us if you would like
assistance in selecting a plan for
your business.

WJ Interests specializes in helping
small business owners select and
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About WJ Interests
WJ Interests, LLC, has provided Fee-Only financial advice to individuals,
families and businesses since 1996. We do not sell products or receive
commissions from any source. Our goal is to provide advice that is in your
best interest, based on your financial needs and dreams.

2333 Town Center Dr., Suite 100
Sugar Land, TX 77478
ph: 281-634-9400
www.wjwealth.com

