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Julie Stich, CEBS, senior information and research specialist, 
recently answered the following member question. For more 
information on this and other benefit topics, contact the Infor-
mation Center at www.ifebp.org/infocenter.

I’m a small employer interested in providing a retirement 
plan for my employees. What are my options?

There are several types of retirement plans that work for 
small businesses. Here’s a selection:

•	 Simplified employee pension (SEP) plan. An employer 
of any size without a retirement plan may start a SEP. 
Working with a financial institution, the employer sets 
up and makes contributions to a SEP-IRA for each em-
ployee. While the plan requires a formal written agree-
ment and notices to employees, employer contribu-
tions are made directly to the financial institution that 
holds the SEP-IRAs, and there generally are no filing 
requirements. Employers have flexibility in the amount 
they contribute annually to the plan, which helps in 
years with limited cash flow. Employer contributions 
must be made in a nondiscriminatory manner and are 
tax-deductible to the employer within limits. While 
employee elective contributions aren’t permitted, em-
ployees are always 100% vested in the money in their 
accounts.

•	 Savings Incentive Match Plans for Employees (SIMPLE) 
IRA. Only employers with 100 or fewer employees and 
no other type of retirement plan may start a SIMPLE 
IRA. As with a SEP, IRAs are set up for each employee 
to which the employer must contribute, and generally 
there is no employer filing requirements. Employees 
may choose to make elective deferrals. Employers are 
required to contribute annually either a matching con-
tribution up to 3% of an employee’s compensation, or a 
2% of compensation nonelective contribution for each 
eligible employee; no nondiscrimination testing is re-

quired. Employees are always 100% vested in the 
money in their accounts.

•	 Savings Incentive Match Plans for Employees (SIMPLE) 
401(k) plan. Only employers with 100 or fewer em-
ployees may start a SIMPLE 401(k) plan. While similar 
to a SIMPLE IRA, this plan involves a trust. Employees 
may choose to make elective deferrals and can take ad-
vantage of catch-up contributions if aged 50 or older. 
Employers must make either matching contributions 
up to 3% of compensation for the year or nonelective 
contributions of 2% of compensation on behalf of each 
eligible employee. A SIMPLE 401(k) is a qualified plan, 
subject to qualified plan rules, but is not subject to 
nondiscrimination and top-heavy rules. Employees’ 
rights to any contributions are nonforfeitable.

•	 401(k) plan. This type of qualified defined contribu-
tion pension plan allows for tax-advantaged employee 
elective deferrals. While the qualification rules can be 
complicated, here are two 401(k) plans that are a little 
simpler to run.
—One-participant/solo 401(k) plan. This is a tradi-
tional 401(k) plan covering a business owner with no 
employees, or the owner and his or her spouse. While 
this plan has the same rules and requirements as any 
other 401(k) plan, there is no nondiscrimination test-
ing required since there are no employees covered who 
could receive differing levels of benefits.
—Safe harbor 401(k) plan. This type of qualified plan 
is exempt from nondiscrimination testing because cer-
tain minimum levels of matching or nonelective em-
ployer contributions are required. The mandatory em-
ployer contribution is always 100% vested.

Note: The descriptions above are simplified summaries of 
each plan type. For further information, see these additional 
resources:

•	 IRS Retirement Plans Navigator, www.retirementplans.
irs.gov
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•	 Choosing a Retirement Solution, Department of Labor 
and American Institute of Certified Public Accoun-
tants, www.choosingaretirementsolution.org

•	 Retirement Plans for Small Business (SEP, SIMPLE and 
Qualified Plans), IRS Publication 590, www.irs.gov/
pub/irs-pdf/p560.pdf

•	 Small Business Retirement Savings Advisor, Employee 
Benefits Security Administration (EBSA), www.dol 
.gov/elaws/pwba/plans/start.asp

•	 Retirement Plans for Small Businesses series, EBSA 
and IRS:
— Choosing a Retirement Solution for Your Small Busi-

ness, www.dol.gov/ebsa/pdf/choosing.pdf

— Automatic Enrollment 401(k) Plans for Small Busi-
nesses, www.dol.gov/ebsa/pdf/automaticenrollment-
401kplans.pdf

— 401(k) Plans for Small Businesses, www.dol.gov/ebsa 
/pdf/401kPlansSmallBusiness.pdf

— Payroll Deduction IRAs for Small Businesses, www 
.dol.gov/ebsa/pdf/PayrollDeductionIRAs.pdf

— Profit Sharing Plans for Small Businesses, www.dol 
.gov/ebsa/pdf/profitsharing.pdf

— SEP Retirement Plans for Small Businesses, www.dol 
.gov/ebsa/pdf/sep.pdf

— SIMPLE IRA Plans for Small Businesses, www.dol 
.gov/ebsa/pdf/simple.pdf. 

Multiemployer plan issues and global benefits showed up during the second quarter on a list of popular 
topics the Foundation’s information specialists researched free of charge for members. Wellness programs 
jumped into second place, and health care cost trends stayed on top.

topicshot

top ten topics  
from the second quarter
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 1. Health care cost trends
—Typical health care costs
—Typical cost sharing

 2. Wellness programs
—Incentives
—Return on investment
—Typical design

 3. 401(k) plans
—Typical design
—Compliance issues

 4. Flexible benefit plans
—Compliance issues
—Change in status rules

 5. Reporting and disclosure
—Compliance checklists

 6. Health care reform
—Health insurance exchanges
—Grandfather provisions

 7. Consumer-driven health care
—Prevalence and typical design
—HSAs and HRAs
—Compliance issues

 8. Dependent health care coverage
— Spousal surcharges or carve-outs
—Dependent eligibility audits

 9. Multiemployer plan issues
—Compliance issues
—Withdrawal liability
—Delinquent contributions

 10. Global benefits
—Country-specific benefits
—Expatriates

Got a question? Call (888) 334-3327, option 
5, or e-mail infocenter@ifebp.org.
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