401(k) vs. SIMPLE
SIMPLE IRA or Simply a 401(k)?
Take the Guesswork Out of Deciding

October 1st is an important deadline for SIMPLE IRAs and safe harbor 401(k) plans alike. It is the last day
of the year these plans may be established for the calendar year in order to take advantage of the
benefits they provide to increase retirement savings. With that in mind, it’s important to evaluate which
plan is the best fit in the current year and beyond.
On the surface, SIMPLE IRAs may be more attractive because they are fairly easy to establish and
maintain. However, 401(k) plans may offer considerably more flexibility in design, contribution range,
and access to accumulated balances. In addition, they may offer better tax diversification options,
provide robust asset protection, and often help to better manage costs of employee benefits. The table
below summarizes key characteristics and distinctions between these two plans:
SIMPLE

401(k)

Eligible Employer

Employers with fewer than 100 participants
who earned $5,000 or more.

Any employer regardless of the number of
employees.

Who Should Be
Included in the Plan

Any employee who received at least $5,000
in compensation during the calendar year
and in the prior 2 years, regardless of hours
or age.

Employees must first meet eligibility.
Requirements: age 21, one year of service (12
months with at least 1,000 hours). Employers
may be less restrictive.

Maximum Contribution
in 2021

Deferral: $13,500 ($16,500 if 50 or older)

Deferral: $19,500 ($26,000 if 50 or older)

Required Employer Contribution:
a dollar-for-dollar match up to 3 percent of
compensation to participants who defer or
a 2 percent fixed contribution to all.

Discretionary Employer Contribution: match or
profit-sharing up to the maximum of $58,000.
The maximum may not exceed the individual’s
compensation and includes salary deferrals.

Flexibility in Employee
Contribution

Employer contributions are mandatory each
year. The match may be reduced to 1
percent no more than two out of every five
years. They may not be terminated midyear.

An employer may choose whether or not and
how much to contribute annually. Safe harbor
contributions may be stopped prospectively.
The plan may be terminated mid-year.

Contribution Types

Pre-tax only.

Pre-tax: traditional 401(k) deferrals and all
employer contributions.
After-tax: Roth 401(k) deferrals or after-tax
employee contributions.
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Options Analysis:
SEP

SIMPLE IRA

401(k)

Owner contribution

$27,500

$19,800

$64,500

Contribution for Employees

($18,125)

($2,175)

($5,710)

Annual plan maintenance fee

$0

$0

($2,100)

Tax savings, net of employee
contribution and fees*

$4,437

$4,417

$12,953

Lost tax-savings opportunity

($17,390)

($8,535)

$0

*Assumes that top dollar is taxed at a combined 40 percent federal and state income tax rate. Individual results may vary.

Bottom Line:

While SIMPLEs and SEPs offer a streamlined setup, low maintenance, and minimum annual fees, the lost
tax savings opportunity may be very costly: $17,390 (SEP) and $8,535 (SIMPLE) in the above examples,
even after the administration costs associated with a 401(k) plan are taken into consideration. In
addition, the 401(k) plan option offered additional flexibility, tax-diversification options (ability to
accumulate and later access assets on a tax-free and tax-deferred basis), better-managed employee
benefit costs, and robust asset protection under Title I of ERISA.
Here to Help

With the end of the year just around the corner, now is the time to start reviewing retirement plan
options to identify optimal design, increase tax efficiency and build retirement account balances. We are
prepared to assist you with:
1. Plan Design: Review all available options and identify an optimum solution in light of all relevant
facts.
2. Retirement Accumulation: Find the savings vehicle that efficiently and effectively meets your
objectives.
3. Tax Savings: Work to reduce the unnecessary tax exposure through tax benefits inherent in
qualified plans.
4. Investment Platform: Review current platform for fees and services or help identify best options
for a new plan.

Learn More About Employer-Sponsored Retirement Plans
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