
Retirement plan options. 
SEP IRA SIMPLE IRA Profit sharing plan 401(k) plan Defined benefit plan

412(e)(3) fully insured 
defined benefit plan

What types  
of businesses  
are eligible?

Any employer, including  
tax-exempt organizations and  
self-employed individuals

Any employer with 100 or  
fewer employees, including  
tax-exempt organizations, that 
does not currently maintain any 
other retirement plan

Any employer, including tax-exempt 
organizations, except for state and  
local governments

 Any employer Best suited for small-business 
owners: sole proprietors, 
corporations, and partnerships  
with 10 or fewer employees

What types of 
businesses are most 
appropriate?

Sole proprietors or  
small  businesses

Small businesses Businesses looking to provide  diversified  
investment options  (e.g.,  mutual funds) 
that are often bundled with administration 
and record-keeping services

Business owners who want 
a higher level of employer 
contribution than is common 
for most other types of tax-
deductible qualified plans, 
moderate flexibility with 
investments, and a fixed  
benefit at retirement

Generally best suited for business 
owners age 45 and older, who have 10 
or fewer employees and have highly 
profitable businesses with a steady 
revenue stream, and who want to 
maximize current tax-deductible 
qualified-plan contributions and 
seek a guaranteed fixed benefit  
at retirement

What is the average 
number of employees 
in the plan?

Typically 1 to 10 Best suited for employers  
with fewer than 25 
employees—100 or fewer,  
by law

Any number of employees Any number of employees Generally best suited for employers 
with 10 or fewer employees

Which employees 
must be included  
in the plan?

All employees age 21 or older 
who have: 

Service with employer in three  
of the immediately preceding 
five years, and make $600 
in wages in 2017 (indexed 
periodically for inflation

Employer can elect to be less 
restrictive (under IRS rules).

All employees with: 

Two years of service earnings  
of at least $5,000 in each year

Expectations of earning  
$5,000 this year

Employer can elect to be less 
restrictive (under IRS rules).

All employees age 21 or older with  
one year of service (defined as 1,000  
work hours)

Employer can elect to be less restrictive 
(under IRS rules).

All full-time (over 1,000  
hours per year) employees age 
21 or older

Employer can elect to be less 
restrictive (under IRS rules).

All full-time (over 1,000 hours per 
year) employees age 21 or older

Employer can elect to be less 
restrictive (under IRS rules).

Must the employer 
contribute?

No, contributions are 
discretionary and  
determined annually.

Yes, employer chooses: 100% 
match of employee contributions 
up to 3% pay (3% can be reduced 
to 1% for two out of five years), or  
2% of compensation (up to yearly 
limit) for eligible employees.

Generally no, but depending on the  
type of profit sharing and/or 401(k) plan 
type, there may be required contributions, 
as with a Safe Harbor 401(k) or SIMPLE 
401(k).

Yes Yes
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SEP IRA SIMPLE IRA Profit sharing plan 401(k) plan Defined benefit plan
412(e)(3) fully insured 
defined benefit plan

Can employees 
make pretax salary 
contributions?

No Yes, up to the yearly 
maximum $12,500 for 2017. 
Employees age 50 or older 
can make additional catch-up 
contributions up to the yearly 
maximum of $3,000 for 2017.

No Yes, up to the yearly maximum of 
$18,000 for 2017.Employees age 
50 or older can make additional 
catch-up contributions up to 
the yearly maximum of $6,000 
for 2017.

No No

Can owners and 
key employees 
make pretax salary 
contributions and 
receive matching 
contributions?

No Yes, owners/key  
employees may defer up  
to the yearly maximum and  
receive a match.

No Yes, but the type of 401(k) plan 
will determine the eligibility of 
the owners. A traditional 401(k) 
will be subject to ADP testing. 
A Safe Harbor 401(k) will allow 
a maximum up-to-$18,000 
deferral for 2017. A SIMPLE 
401(k) will allow a maximum up-
to-$12,500 deferral for 2017.

No No

When do employer 
contributions vest?

Immediately Immediately If the eligibility requirement 
is greater than one year, 
employees must vest at 100% 
upon entry into the plan. If  the 
eligibility requirement is one 
year or less, a vesting schedule 
may be used.

Employer chooses among 
various vesting schedules, from 
immediate to gradual, lasting  
up to a six-year graded or  
three-year cliff.

Special requirements apply  
for top-heavy plans. 

Employer chooses among 
various vesting schedules, 
from immediate to gradual, 
lasting up to a six-year graded 
or three-year cliff.  

Special requirements apply 
for top-heavy plans.

Employer chooses among 
various vesting schedules, 
from immediate to gradual, 
lasting up to a six-year graded 
or three-year cliff.  

Special requirements apply 
for top-heavy plans.

Does employer or 
employee control 
withdrawals?

Employee only. 
Taxes and a 10% 
penalty tax  
may apply.

Employee only. Taxes and a 
25% penalty tax within the  
first two years, then 10%,  
may apply.

Employee contributions are always 100% vested, but the employer 
sets withdrawal parameters (under IRS rules) under the plan 
document. Taxes and a 10% penalty tax may apply.

Once vested, the employee 
only. Employer sets 
parameters (under IRS rules) 
under the plan. Taxes and a 
10% penalty tax may apply.

Employer sets parameters 
(under IRS rules) under the 
plan document. Taxes and a 
10% penalty tax may apply.  

Can the plan allow 
loans?

No No Yes Yes Yes No

Does the plan provide 
a death benefit?

No No No No No Yes

Administration cost 
and complexity.

Low Low Medium Higher. Variable, depending  
upon plan size and average 
participant balance.

Higher.  Enrolled actuary 
required. Full PBGC  
premiums required.

Higher.  No actuary required.  
PBGC premiums limited.


