
 

 

What are the costs of offering a company retirement plan? 
__________________________________________________________________________________________________________________________ 

 

The good news is that there are several plans available to small-business owners from IRAs to SIMPLE’s and 

SEP’s; from 401(k)s to cash balance plans and pensions. And you could get a tax credit of up to $500 just to set 

up the plan! But where do you start1? 

• Is it just you or employees too? The first thing is to decide who you want to cover. Is it just you and 

your spouse? Do you have a business partner? Or do you also plan to offer the plan to employees? 

How many employees? 

• Cost. The cost of setting up a plan can be minimal, such as a Payroll-Deducted IRA or SEP IRA, or a few 

hundred dollars or more to establish and maintain a 401(k) or a pension. 

• Contributions. Do you, as the employer, plan to make all the contributions to the retirement plan, or 

do you want the employees to contribute, or do you want to share the contributions between the 

company and the employee? 

• Motivation. Why are you setting up a retirement plan in the first place? Is it to reduce your tax 

liability? Or is it to attract new employees and offer a retirement benefit to existing employees? 

Below is a list of the six most popular company-sponsored retirement plans, ranked in order from the simple 

and least costly to the more complex and expensive: 

• SEP IRA: For small-business owners and for self-employed people, the SEP IRA is a no-cost, easy-to-set-

up retirement plan. You can contribute any amount each year – up to $57,000 in 2020 – but you must 

contribute the same percentage amount to yourself and to other employees as well. Contributions are 

made by the employer only and are tax-deductible as a business expense. 

• SIMPLE IRA: For businesses with less than 100 employees, these plans are designed for both the 

employer and the employee to contribute to the employee’s retirement. As with SEP IRAs, employer 

contributions are tax-deductible, and employees’ contributions can be made pretax and in 2020 are 

limited to $13,500. Costs and paperwork are minimal. 

• Solo 401(k): Also known as the Self-Employed 401(k), this plan is just for the business owner/spouse, 

but not for your employees. The paperwork is more intense than the above plans. You’ll have to file a 

Form 5500 with the IRS if your plan assets exceed $250,000. The good thing is that many financial 

service firms will not charge a setup or maintenance fee other than on the account itself. Plus, you can 

contribute salary deferrals of $19,500 and total contributions of $57,000 in 2020. 

• 401(k): These are a flexible type of company-sponsored retirement plan. You will pay for a plan 

document to be created, the Form 5500 to be filed with the IRS each year, and for annual 

administration to ensure that your plan remains in compliance with the current laws. You may be 

hiring a Third-Party Administrator (TPA) and/or a Recordkeeper to accomplish these tasks. Depending 

on the number of employees, you could spend less than $1,000/year.  You and your employees can 

contribute salary deferrals of $19,500 and total contributions of $57,000 in 2020. 

• Pension/defined benefit: The old-fashioned pension plan may be a suitable plan to help ensure a 

comfortable retirement and for attracting job applicants to your firm. The problem with these plans is  



 

 

the cost and paperwork involved. For a small firm, you may pay $1,000 to set up the account plus an 

annual fee of $3,000. The benefits of this plan for the employee is that the employer takes on all the 

investment risk. 

• Cash balance plan with 401(k): The cash balance plan is a type of defined benefit plan, but when 

combined with a 401k this retirement plan could be beneficial to small business owners who can afford 

the costs of both. It offers both employer contributions as well as employee contributions, and it 

allows both parties to manage the investments. 

 

The key is to know what is suitable for you and your firm.  Is ease of administration an important 

consideration? Is it critical that employees be able to contribute to the plan? Knowing what you want and 

need ahead of time is a key component because each plan has its advantages and disadvantages. 

1 October 9, 2018, https://www.irs.gov/retirement-plans/retirement-plans-startup-costs-tax-credit 

 

 

 

 

 

Contact one of our Advisors to help you design a process that helps you meet your fiduciary 

responsibilities. 
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Securities offered through OneAmerica Securities, Inc., a Registered Investment Advisor, Member FINRA, SIPC.  Allegis Retirement is not an affiliate of OneAmerica Securities and is not 
a broker dealer or Registered Investment Advisor. Neither the companies of OneAmerica, Allegis Retirement nor their representatives provide tax or legal advice. For answers to specific 
questions and before making any decisions, please consult a qualified attorney or tax advisor. Provided content is for overview and informational purposes only and is not intended and 

should not be relied upon as individualized tax, legal, fiduciary, or investment advice. Investing involves risk which includes potential loss of principal.  These concepts were derived under 
current laws and regulations. Changes in the law or regulations may affect the information provided.  Before investing, understand that annuities and/or retirement plan products 
are not insured by the FDIC, NCUA, or any other Federal government agency, and are not deposits or obligations of, guaranteed by, or insured by the institution where 

offered or any of its affiliates. 
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