
Small business owners have traditionally perceived that
they could not offer 401(k) plans because they were ei-
ther too expensive, too difficult to administer or pre-

sented too much liability. Therefore, it was no surprise that
more than 25% of small company owners, in a 2006 survey
conducted by Fidelity Investments, said there were no 401(k)
plans built to serve their company’s small size.

However, this misconception is beginning to give way to
the reality that 401(k) plans can be offered by every size of
employer. In fact, it has become a legislative priority in Wash-
ington, D.C. to make 401(k) plans more attractive to small
businesses in order to provide their employees an easy way to

save for retirement. In addition, over the past several years,
online 401(k) providers have worked to provide solutions that
specifically address these objections from small business
owners.

Small Business Owners Not Prepared 
for Retirement

The practical need for structured retirement savings is sig-
nificant. More than 40% of small business owners in a Wells
Fargo/Gallup Small Business Index Survey conducted earlier
this year were concerned that they would not have enough

In the past, small business owners sometimes skipped offering 401(k) plans because they perceived the plans as too costly or
cumbersome. Today, small business owners may want to be aware of technological and regulatory developments and a changing
marketplace. More than 40% of small business owners said in a recent survey that the ability to attract and retain employees would
be a major reason to offer a 401(k) plan.
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money to retire. Nearly 90% of them are
not planning a traditional “stop working”
type of retirement, but will simply plan to
cut back on their work hours. When re-
sponding to a similar survey conducted by
ShareBuilder in 2006, more than 30% of
small business owners said they planned
to generate a significant portion of their
retirement funds from the sale of their
business.

As a result, these frustrations with their
retirement scenario may account for a
change of heart toward 401(k) plans, as
65% of business owner respondents in the
2006 Fidelity survey also indicated that a
401(k) plan would help them save more
for their own retirement.

But surveys also show that owners are
not selfishly thinking about themselves
only. More than half of the small busi-
nesses in the 2007 ShareBuilder Small
Business Annual Retirement Trends survey
feel some sense of responsibility to offer
workers a retirement plan. In addition,
nearly half of the companies in PlanSpon-
sor’s 2007 Defined Contribution Survey say
that they offer 401(k) plans because they
want to be more proactive in helping their
employees save for retirement.

But, perhaps more practically, more
than 40% of small business owners told
Fidelity in 2006 that the ability to attract
and retain employees would be a major
reason to offer a 401(k) plan.

From a business perspective, these
business owners’ objectives seem to be
supported by their employees’ percep-
tions. A 2007 survey from AARP showed
that retirement plans are among the top
ten reasons why people choose their em-
ployers, while a 2007 Fidelity study shows
that half of the people currently working
for a company with a retirement plan
would not take a job with a company that
does not have one. Conversely, 40% of the
people working for a company without a
401(k) plan indicated that they would
leave for a company that offered one.

Online 401(k) Plans Fit 
Small Business Needs

Online 401(k) plans use the Internet to
enable small businesses to create a plan,
select features, track employee eligibility
and process employee enrollments, as
well as calculate and make contributions.

Putting philosophy and strategy aside,
once a small business has selected an on-

line plan, the initial steps are very simple.
First, someone from the small business
will use the online platform to set up the
plan, through a series of fill-in-the-blank
templates that require no special com-
puter skills. There are windows in the tem-
plates to enter basic company informa-
tion, as well as specific plan provisions
related to employee and employer contri-
bution features, vesting schedules and in-
vestment options. So, this online plan es-
tablishment can usually be completed in
a matter of minutes. In addition, by sim-
ply uploading a standard employee cen-
sus into a Web interface, the information
required to enroll an employee is entered
quickly. Then, employees can enroll
through the Web or via telephone voice re-
sponse systems, and begin making contri-
butions to their 401(k) plan.

More importantly, anyone who has
ever registered on a Web site, made an 
online purchase or performed other func-
tions over the Internet will be very com-
fortable with these online 401(k) plat-
forms. If there is a question about a
specific term or concept, most plans offer
an easy tutorial to provide the needed in-
formation. In addition, most online
providers have staff serving as a consul-
tant to help get the plan running.

Separately, the regulatory and liability
issues that have historically restrained
small company adoption of 401(k) plans
have been addressed by recent legislative
initiatives. As a result, there are several
“safe harbors” designed to limit the em-
ployer’s potential exposure to issues of
fiduciary liability around plan design,
contribution methods and amounts as
well as investments made available within
the plan.

So, although these plans may be mar-
keted by traditional financial service or-
ganizations, they have been created and
are commonly administered by the firms
that developed software for this specific
purpose. Therefore, a significant cost sav-
ings is achieved because a large number
of plans can be administered with this
new software, making the cost per plan as
well as the annual administration fees
very low.

Automatic Enrollment Works

The increased adoption of 401(k) plans
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(Aspen Publishers). 886 pages. Item
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by small businesses will hopefully help
improve the circumstances of employees
between 25 and 45 years of age. These are
the workers most companies will rely on
for the next two to three decades. But, as
these new plans will be opened to a work-
force that faces a retirement savings crisis,
merely offering a plan does not seem to be
the answer.

According to Scottrade/Better Invest-
ing, 40% of those surveyed indicated that
they have saved less than $25,000 for re-
tirement while 21% indicated that they
have saved nothing. In addition, the U.S.
Department of Labor (DOL) says one-
third of eligible workers do not participate
in their employers’ 401(k) plans, while a
2007 Watson Wyatt survey shows that half
of all employees earning between $10,000
and $25,000 at firms that sponsor 401(k)
plans elect not to participate.

So, how does a small business in-
stalling an online 401(k) plan address this
very real problem? One method encour-
aged by the recently enacted Pension Pro-
tection Act of 2006 (PPA) and shown to be
effective is to automatically enroll every
employee in the company’s 401(k) plan.

In this scenario, all employees would
be automatically enrolled in the plan and
a set portion of their compensation would
be contributed to the plan under a new
safe harbor. In addition, all new employ-
ees joining the company after the plan is
in place would likewise be automatically
enrolled in the 401(k). In either case, the
employee must be allowed to change or
reverse this automatic deferral within 90
days of becoming enrolled without any
tax implications. The simple objective of
automatic enrollment is to get all employ-
ees of small businesses into the habit of
saving for retirement.

As a result, DOL believes this strategy
could reduce 401(k) nonparticipation to
less than 10% versus upward of 35% for
active enrollment plans. In addition, the
good news is that when employees are au-
tomatically enrolled, they are much more
apt to remain in the plan. This premise is
supported by the Retirement Survey Proj-
ect, which reports that companies with
automatic enrollment show participation
rates of 80% to 90%, whereby some com-
panies report participation rates as high
as 95%.

In addition, recognizing that smart re-
tirement planning dictates that employees
continue to increase their 401(k) contri-

butions as their income grows, PPA allows
employers to create a qualified automatic
contribution arrangement (QACA). Under
this safe harbor, every employee’s 401(k)
deferral rates are automatically increased
every year, according to a schedule stipu-
lated by the plan. The plan software auto-
matically calculates these deferrals for
each participant.

Nevertheless, in order to gain these safe
harbors, employers are required to make 
a minimum annual contribution (typi-
cally around 3.5% of compensation) to
the employees’ 401(k) accounts, through
either a scheduled match or profit-shar-
ing contribution. However, as it is recog-
nized that such employer contributions
to the 401(k) plan are most often used 
as a retention tool, PPA allows employers
to set a vesting schedule on those man-
datory contributions. So, if an employee
who participates in the plan leaves the
company within a certain period of time,
the funds contributed by the company 
do not go out the door with the former
employee.

So, not only does an automatic enroll-
ment plan get employees saving for their
retirement, it also provides legal protec-
tions for the employer.

Helping Participants Effectively
Save for Retirement

Regardless of how employees become
enrolled in their company’s 401(k) plan,
employees are generally responsible for
selecting their own investments from
those offered within the plan. However, a
2006 survey by the Scarborough Group
showed that 90% of 401(k) plan partici-
pants interviewed were categorized as
naive (to some extent) about investing.
Therefore, due to a general lack of knowl-
edge or confidence in making investment
decisions, it is not uncommon for some
employees to leave the majority of their
401(k) dollars invested in money markets
or other stable value investment options.

Prior to the enactment of PPA, this was
a point of concern for employers, out of
fear that it could create some form of fidu-
ciary liability. But, today, employers have
the authority (under PPA) to select invest-
ments for them under yet another safe
harbor. As a result, if employees fail to se-
lect their own investments, which fre-
quently happens, their money can be in-
vested in the plan’s designated qualified

default investment alternative (QDIA).
The QDIA protects employer/plan fidu-
ciaries from such potential liability and is

designed to assist employees with invest-
ing properly for retirement.

In addition, PPA allows an employer to
appoint a representative from a registered
investment advisor, brokerage, bank, in-
surance company or certain other finan-
cial professionals as a fiduciary advisor to
the plan. This professional fiduciary advi-
sor can meet with participants to explain
the plan, the investment options they
have available and how they might struc-
ture their own 401(k) plan portfolio. As a
result, online 401(k) platforms typically
offer the ability for these appointed pro-
fessionals to access the plan, over the In-
ternet, in a secure password-protected en-
vironment, from where they can help
participants manage their accounts.

So, although having a 401(k) plan with
a QDIA and professional fiduciary advisor
are critical elements of a successful retire-
ment strategy, they are not the only com-
ponents. Components such as employee’s
age, salary levels, family obligations and
lifestyle goals dictate that individuals
should consistently take a broader look at
their financial situation and how retire-
ment planning fits in.

In response to this need, many online
401(k) plans present explanations of typi-
cal investment options, such as equity
and fixed income mutual funds as well as
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. . . if employees fail to select
their own investments, 
which frequently happens,
their money can be invested
in the plan’s designated
qualified default investment
alternative (QDIA). 



money market accounts. But, these online
platforms also provide access to extensive
personal finance educational content, in-
cluding tools to help allocate money
among different investment options
based on retirement goals. In addition,
these online resources often include fea-
tures such as retirement income needs
analysis tools, which enable the user to
project future retirement funding needs
and adjust those calculations as their 
financial circumstances change. Addi-
tional information and tools are com-
monly made available to help determine
the net effect of different savings rates on
take-home pay, estimating the cost of bor-
rowing money and estimating projected
future college costs.

The 401(k) Plan Resource Center points
to research showing that employees will
save more with proper incentives, service
and guidance, which is one of the reasons
why the safe harbor provisions of PPA
were created. But, moreover, it is also how
the online 401(k) providers seek to help
small business owners and their employ-
ees achieve their retirement savings goals.

Increased Market Focus

These technological and regulatory de-
velopments have changed the dynamics
of the small business 401(k) marketplace.
For decades, small businesses were largely
ignored by traditional financial service
firms who typically earned revenue based
on the value of the retirement plan assets
they managed. Therefore, selling a 401(k)

plan to a larger company with hundreds
of employees was more attractive than at-
tempting to capture a market filled with
small plan skeptics. Conversely, the com-
paratively high costs of these plans, which
was reflected in small company survey
comments, was largely true.

Today, two factors may spur small busi-
nesses to adopt online 401(k) plans. First,
the plans fill a true need; business owners
and their employees alike have come to
realize that in order to have enough
money for their retirement, they will have
to find ways to save for it themselves. Sec-
ond, a growing number of financial ser-
vice firms recognize the value of these on-
line plans to small companies and the
huge market potential that exists.

Unfortunately, government statistics
reveal that there are over 6.3 million small
businesses with more than 58 million em-

ployees, where there is no formal retire-
ment savings program provided by the
employer. So, financial services firms have
started to appreciate the collective rev-
enue potential these smaller firms repre-
sent and the simplified marketing ap-
proach for selling a large number of
online plans.

Now, small companies can expect
banks, credit unions, insurance agents, fi-
nancial consultants and other firms to
come calling with an online 401(k) offer-
ing. They not only see the current oppor-
tunity represented by the potential rev-
enue streams from providing these plans
but, as participants reach retirement age
and begin to withdraw funds from their
401(k) accounts, they see an opportunity
to continue to provide them with ongoing
financial services. B&C

For information on ordering reprints of this
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