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Offering a quality retirement plan can help attract 
and retain talented employees. Plus, it helps show 
you care about their financial future. 

Once you decide to offer a retirement plan, you’ll need to decide 
what type of plan is most appropriate for your business. There 
are a variety of small business retirement plans, each designed 
to provide the benefits and flexibility small business owners 
need. This guide covers some of the different small business 
retirement plans, how each operates, and how to choose the 
retirement plan that is right for you.

More than 4 in 5 workers say 
retirement benefits would  
be a major factor in their 
decision to accept an offer 
from a prospective employer.

84%

"21st Annual Transamerica Retirement Survey of Workers,"  
nonprofit Transamerica Center for Retirement Studies, August 2021
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DECISIONS, DECISIONS
When choosing a small business retirement plan, the decision typically comes down to two 
primary issues:

1. What do you want to accomplish with the retirement plan?

2. As the business owner, how much flexibility do you need?

RETIREMENT PLAN OPTIONS FOR SMALL BUSINESSES
• Simplified employee pension plan (SEP IRA)

• Savings incentive match plan for employees (SIMPLE IRA)

• 401(k) plan

• Defined benefit plan

The following questions can help narrow your choices and provide the information your 
financial professional will need to help you establish a retirement plan that fits your needs. 
As you go through plan descriptions, you’ll begin to understand how your answers to these 
questions will determine which type of small business retirement plan is right for you.  

HOW MANY EMPLOYEES DO YOU HAVE? 

ARE YOU WILLING TO PAY FOR PLAN ADMINISTRATION? 

YES NO

DO YOU WANT TO ALLOW YOUR EMPLOYEES TO SAVE AS MUCH  
AS POSSIBLE?

YES NO

DO YOU WANT TO ALLOW YOUR EMPLOYEES TO CONTRIBUTE  
TO THE PLAN?

YES NO

WHAT CONTRIBUTION SCHEDULE WOULD YOU LIKE? 

Regular contributions on behalf of your employees

Only when you can afford it
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Offering an employer-sponsored retirement plan can be beneficial, but it may require an administrative and 
financial commitment. A SEP IRA or SIMPLE IRA may be an easier, lower-cost alternative to operating other types 
of retirement plans. Advantages of offering a SEP or SIMPLE IRA include:

• Employers can help employees set up their IRAs.
• The plans are relatively easy to set up. 
• Plan administration is relatively simple.

SEP IRAs 
WHAT IS A SEP IRA? 

A SEP (simplified employee pension) IRA is an employer-sponsored retirement plan funded solely by employer 
contributions.

HOW IS A SEP IRA ESTABLISHED?

A SEP IRA is established by adopting a SEP agreement. You can get it at irs.gov (Form 5305-SEP). Some financial 
services companies may also be able to give you a prototype SEP agreement when you establish a SEP IRA.

HOW MUCH CAN BE CONTRIBUTED TO A SEP IRA?

The employer can contribute up to the lesser of 25% of an employee’s compensation or $66,000 (2023). For 
owner-employees it is 20% of net earnings from self-employment.

DO SEP CONTRIBUTIONS HAVE TO BE MADE EVERY YEAR?

No. Contributions are not required to be made every year; however, any year that contributions are made, they must 
be made for every eligible employee.

3 EASY STEPS TO ESTABLISH A SEP IRA

STEP 1: Get a SEP plan document (Form 5305-SEP), either from the IRS or the financial institution  
 where you are setting up the SEP

STEP 2: Provide eligible employees with a copy of the SEP plan document and work with your  
 financial professional or institution to set up a SEP IRA for each eligible employee

STEP 3: Contribute to each participant’s SEP IRA before the deadline, which is when the  
 employer’s tax return is due (plus extensions)

BENEFITS OF SEP AND SIMPLE IRAS

SECURE 2.0 Act Update
Beginning in 2023, the SECURE 2.0 Act allows 
Roth contributions to SEP IRAs. 

http://irs.gov


G
U

ID
E TO

 SM
A

LL BU
SIN

ESS RETIREM
EN

T PLA
N

S     |     TRA
N

SA
M

ERIC
A

5

4 EASY STEPS TO ESTABLISH A SIMPLE IRA
STEP 1:  Get a SIMPLE plan document from irs.gov or your financial institution. Use Form 

5305-SIMPLE if you would like to work with one financial institution or Form 5304-SIMPLE 
if you would like to give your employees the option to choose their own financial institution.

STEP 2: Select the employer contribution option. The employer contribution can be either a  
 dollar-for-dollar match, up to 3% of compensation, or a 2% nonelective contribution.

STEP 3: Provide employees with a copy of the IRS form you chose and work with your financial  
 professional or institution to establish a SIMPLE IRA for each eligible employee

STEP 4: Send salary contributions to the financial institution on behalf of the employee as soon  
 as administratively feasible, but no later than 30 days after the end of the month for  
 which the contributions are to be made. Make the matching or nonelective  
 contribution to the employee’s SIMPLE account no later than the due date for the  
 employer’s tax return (including extensions).

SIMPLE IRAs 
WHAT IS A SIMPLE IRA?

A SIMPLE (savings incentive match plan for employees) IRA is an employer-sponsored retirement 
plan that can be funded with employer and employee pretax contributions. SIMPLE IRAs give 
employees the opportunity to contribute a portion of their salary to their own retirement account 
in addition to the employer’s contribution. There is a 100-employee limitation.

HOW IS A SIMPLE IRA ESTABLISHED?

The employer sets up the plan by getting a SIMPLE plan document from irs.gov or from a  
financial institution. The employer must decide whether all employees will have to use the  
same financial services company (use Form 5305-SIMPLE), or whether they can select their  
own financial services company (use Form 5304-SIMPLE).

WHICH EMPLOYER CONTRIBUTION OPTION SHOULD I CHOOSE?

If the matching contributions option is elected, the amount of salary contributions made by 
the employees will determine the amount of the employer contribution. Under the nonelective 
contributions option, the employer contribution is 2% of employee compensation regardless of 
employee salary contributions (there are limitations on compensation, $330,000 in 2023). That 
being said, the employer contribution under the matching contributions option is dependent upon 
employee participation, while the nonelective contributions option provides a more predictable 
employer contribution. Your financial professional can help you determine which option is best for 
you and your business.

HOW MUCH CAN BE SAVED IN A SIMPLE IRA?

Employee contribution for 2023: up to $15,500 per year, with a $3,500 catch-up allowed for 
participants age 50 or older. Employer contribution: The employer has two choices on how they 
make contributions.

• Matching contributions: The employer must match the amount of the employee’s salary 
contribution up to 3% of the employee’s compensation. The employer does not have to make a 
contribution for employees who choose not to contribute any salary.

• Nonelective contributions: Instead of making a matching contribution, the employer can elect 
to make a contribution of 2% of compensation for all eligible employees (there are limitations 
on compensation, $330,000 in 2023).

SECURE 2.0 Act Update
Beginning in 2023, the SECURE 2.0 Act allows 
Roth contributions to SIMPLE IRAs. 

http://irs.gov
http://irs.gov


BENEFITS OF 401(k ) PLANS
401(k) plans can offer employers additional flexibility in plan design and higher contribution 
limits for employees. Various plan design features may allow employers to maximize their 
own contributions, but 401(k) plans have additional administrative requirements.

WHAT IS A 401(k)?

A 401(k) plan is a qualified plan that allows employees to defer a portion of their wages to the 
plan on a pretax basis. The employer can also design the plan to provide a match or  
profit-sharing contribution. A 401(k) plan can also have a Roth 401(k) option, which allows 
after-tax contributions.

CAN I HAVE A 401(k) IF I AM THE ONLY EMPLOYEE IN MY COMPANY?

Yes. An owner employee can establish a solo 401(k) plan (referred to as one-participant plans 
in IRS publication 560) if he or she does not have any employees other than a spouse, or only 
partners (or partner’s spouses) in a business partnership.

HOW IS A 401(k) ESTABLISHED?

A 401(k) is established by adopting a 401(k) plan document. The plan document is typically 
provided by a financial institution or third party administrator and allows some customization 
in design. The plan must be established by December 31 of the year for which plan 
contributions are to be made.

SECURE 2.0 Act update: First-year solo 401(k) plans for sole proprietorships or single 
member LLCs taxed as sole proprietorships can now establish and fund a solo 401(k) with 
deferrals for a previous year, up to the due date of the individual’s tax filing deadline (not 
including extensions).

HOW MUCH CAN BE CONTRIBUTED TO A 401(k)?

• Employee elective salary contributions for 2023: up to $22,500 ($30,000 if age 50 or older)
• Employer contribution: The employer can provide a match or profit-sharing contribution. 

The sum of the employee elective salary contribution, match, and profit-sharing 
contribution (all sources) cannot exceed $66,000 or the lesser of 100% of employee  
compensation (2023).

3 STEPS TO ESTABLISH A 401(k) PLAN
STEP 1: Work with your financial professional or plan administrator to determine your  
 objectives and choose the appropriate plan design

STEP 2:  Notify your employees about the plan and provide a summary plan description. 
Provide your employees with an election form so they can specify how much salary 
they want to defer.

STEP 3: Work with your financial professional and/or plan administrator to coordinate  
 employee and employer contributions to the plan
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A defined benefit plan is designed to provide a stream of income at retirement that is based on a predetermined 
formula. In some cases, the employee may have the option to choose either a stream of income or a lump-sum 
payment at retirement. The employer is responsible for ensuring the plan is funded to provide the benefit defined by 
the terms of the plan. The annual contribution requirement is the amount necessary to fund the required benefit at 
retirement as calculated by the plan actuary. The responsibility of funding the benefit is up to the employer. This type 
of plan typically requires a substantial financial commitment; however, one of the advantages of a defined benefit plan 
is that it can offer a relatively large annual tax-deductible contribution for the employer.

WHAT IS A DEFINED BENEFIT PLAN?

Unlike other plans that allow a specific current contribution, a defined benefit plan provides a specific benefit 
at retirement. Annual employer contributions to the plan are mandatory, regardless of a business’s profitability. 
Businesses with an uneven or unpredictable cash flow should use caution when selecting a defined benefit plan.

HOW IS A DEFINED BENEFIT PLAN ESTABLISHED?

A defined benefit plan is established by adopting a defined benefit plan document. The plan document is typically 
provided by a third party administrator or financial institution and allows some customization in plan design. It is the 
employer’s obligation to ensure the plan is adequately funded.

HOW MUCH CAN BE CONTRIBUTED TO A DEFINED BENEFIT PLAN?

There is no specific limit on contributions to a defined benefit plan other than the amount necessary to actuarially fund 
the future benefit obligations of the plan. This amount can be much larger than contributions allowed under other plans; 
however, there is a limit on the annual benefit that may be paid from a defined benefit plan. For 2023, the benefit limit is 
$265,000 (indexed annually for inflation).

CAN I HAVE A DEFINED BENEFIT PLAN IF I AM THE ONLY EMPLOYEE IN MY COMPANY?

Yes. An owner employee can maintain a solo defined benefit plan.

3 STEPS TO ESTABLISH A DEFINED BENEFIT PLAN
STEP 1:  Work with your financial professional or plan administrator to assist in establishing the plan and help with 

notifying employees of their eligibility

STEP 2:  With the help of your plan administrator, determine the desired retirement income benefit formula

STEP 3:  Work with your financial professional or plan administrator to determine how much should be added to the 
plan each year

SECURE Act Update
For employer-funded qualified plans, such 
as cash balance defined benefit plans, 
established after December 31, 2019, the 
plan adoption deadline is the employer’s 
tax filing deadline (including extensions). 

FILING DEADLINES FOR CALENDAR YEAR BUSINESSES

Tax Status Filing Deadline 
(Typically) Extended Deadline 

S-Corporation March 15 September 15

Partnership March 15 September 15

C-Corporation April 15 October 15

Sole Proprietorship April 15 October 15
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DEFINED BENEFIT PLANS
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SEP (SIMPLIFIED EMPLOYEE
PENSION) IRA

SIMPLE (SAVINGS INCENTIVE
MATCH PLAN FOR EMPLOYEES) IRA

Best for Companies that do not want the costs of 
administering a qualified plan. The company is 
willing to fund 100% of the plan contributions.

Companies with fewer than 100 employees that 
do not want the costs of a qualified plan and 
want the employees to fund part of their plan

Who administers
the plan

The employer administers the plan. The employer administers the plan.

Employer
contributions

Yes. The lesser of 25% of employee’s 
compensation or $66,000 (2023). For 
owner-employees, it is 20% of net earnings 
from self-employment.
Any Roth contributions are taxable to the 
employee.

Yes. The employer selects one of two options: 
1. A dollar-for-dollar match of up to 3% of 
 employee’s compensation 
2. A 2% nonelective contribution for all 
 eligible employees
Any Roth contributions are taxable to the 
employee.

Employee
contributions

None Yes. Salary reduction up to $15,500; $19,000  
if age 50 or older in 2023.
Any Roth contributions are taxable to the 
employee.

Last date for
contributions

Due date of employer’s tax return  
(including extensions)

Salary contribution: As soon as administratively 
feasible, but no later than 30 days after the end 
of the month for which the contributions are to 
be made
Employer contribution: Due date of the 
employer’s tax return (including extensions)

Plan setup
deadline

Anytime up to the due date of employer’s tax 
return (including extensions)

Anytime between January 1 and October 1 of 
the calendar year, or as soon as administratively 
feasible for new employers coming into 
existence after October 1

Form used to
establish plan

5305-SEP 5304-SIMPLE (employees select financial 
institution) or 5305-SIMPLE (employer selects a 
single financial institution)

Employee
eligibility
requirements

1. Reached age 21 
2. Received at least $750 in compensation  
 for the year 
3.  Has worked for the employer in at least 

three of the past five years

1.  At least $5,000 of compensation for the  
calendar year

2.  A minimum amount of prior compensation  
specified by the employer (not to exceed   
$5,000) during any of the 1) current year,  
2) prior year, or 3) two years preceding the  
current calendar year (employer selects  
the time frame)

FACTS AT A GLANCE:  
COMPARING RETIREMENT PLAN OPTIONS
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401(k) PLAN DEFINED BENEFIT PLAN

Employers wanting a plan that allows employee elective 
salary deferrals and the possibility for employer 
contributions

Employers that want a predefined retirement benefit and 
want to make large tax-deductible contributions

Third party administrators, recordkeepers,  
and/or the employer

Third party administrators, recordkeepers,  
and/or the employer

Not required. The plan can provide a match or profit-sharing 
contribution. Employer and employee contributions together 
cannot exceed $66,000 (2023) or the lesser of 100% of the 
compensation. The elective employee deferral contribution 
limit for 2023 is $22,500.
Any Roth contributions are taxable to the employee.

Actuarially computed

Yes. Salary reduction up to $22,500; $30,000 if age 50 or 
older in 2023.
Any Roth contributions are taxable to the employee.

None

Salary contribution: As soon as administratively feasible, but 
no later than 15 days after the end of the month for which 
the contributions are to be made. There is a safe harbor of 
seven business days for deposit of elective contributions for 
plans with under 100 participants. Applies to both 401(k) 
and Roth 401(k) plans. 
Employer contribution: Due date of the employer’s tax  
return (including extensions)

On or before employer’s due date for filing federal tax 
returns (including extensions)

December 31 of each year (or end of employer’s tax 
year). Exception for first-year solo 401(k) plans for sole 
proprietorships or single member LLCs taxed as sole 
proprietorships can now establish and fund a solo 401(k) 
with deferrals for a previous year, up to the due date of the 
individual’s tax filing deadline (not including extensions).

Employer’s tax filing deadline (including extensions)

Plan document Plan document

Specified by plan document  
(Minimum eligibility requirements apply)

Specified by plan document  
(Minimum eligibility requirements apply)
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As a small business owner, offering a retirement plan to your employees can 
be a challenge, but it has many rewards. A retirement plan may benefit your 
business and your employees by: 

• Helping you attract and retain employees
• Providing tax advantages for you and your business
• Enabling your employees to save a portion of their wages before taxes
• Giving your employees a tax-deferred retirement savings vehicle

HELPING YOU AND YOUR EMPLOYEES PREPARE FOR RETIREMENT 
MAY REDUCE STRESS ABOUT FUTURE FINANCES 

Knowing the different types of plans available and keeping these benefits in 
mind can help you establish the retirement plan that is best for your business 
and your employees.
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CHALLENGES AND REWARDS



Withdrawals of taxable amounts are subject to ordinary income tax and if taken prior to age 59½, a 10% early withdrawal additional tax may apply. Withdrawals from 
SIMPLE IRAs are subject to ordinary income tax, and if taken within two years from the date of first contribution, a 25% early withdrawal tax may apply.

Transamerica Resources, Inc. is an Aegon company and is affiliated with various companies which include, but are not limited to, insurance companies and broker-
dealers. Transamerica Resources, Inc. does not offer insurance products or securities. The information provided is for educational purposes only and should not be 
construed as insurance, securities, ERISA, tax, investment, legal, medical or financial advice or guidance. Please consult your personal independent professionals for 
answers to your specific questions.
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When it comes to preparing for your future,  
there’s no time like the present. 

Let’s get started today. 

 Visit: transamerica.com

http://Transamerica.com

