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Introduction



BDO’s Retirement Plan Services
BDO’s Retirement Plan Services practice works collaboratively with our clients to tailor plans for their unique business. We assess 
resources, competitive standing, industry trends, and long-term goals to help each client give its employees the best possible 
retirement benefit. 



AREAS OF FOCUS FOR TODAY

With an ever changing legislative & economic landscape, business owners can benefit from plan 
design and tax strategy discussions to ensure they are offering the best retirement plan solutions.

Identifying the specific needs of the business owners and their employees is an important aspect of 
plan design – as having the right benefit package not only provides tax savings but can also be a 
powerful tool for recruiting & retaining the best employees. 

OBJECTIVES:
• Describe the different types of qualified retirement plans and understand how plans are matched 

with the unique needs of employers 
• Recognize specific plan design options and recent regulatory changes that can provide increased 

tax savings
• Identify overall tax planning opportunities for employers interested in implementing or 

expanding their qualified retirement plan solutions



TITLE5

Types of Retirement Plans 



IRA-BASED RETIREMENT PLANS
Plan Type SEP - SIMPLIFIED EMPLOYEE PENSION SIMPLE IRA PLAN
Employer Eligibility Any employer with one or more employees. Any employer with 100 or fewer employees that does not 

currently maintain another retirement plan. 

Employer's Role May use IRS Form 5305-SEP to set up the plan. 
No annual filing requirement for employer.

May use IRS Form 5304-SIMPLE or 5305-SIMPLE to set up the 
plan. No annual filing requirement for employer.  

Contributions Employer contributions only. Employee salary reduction contributions and employer 
contributions.

Maximum Annual 
Contribution 
(per participant)   

Up to 25% of compensation but no more than 
$58,000 for 2021 and $61,000 for 2022.

Employee: $13,500 in 2021 and $14,000 in 2022.  
Participants age 50 or over can make additional 
contributions up to $3,000 in 2021 and in 2022.  

Employer: Either match employee contributions 100% of 
first 3% of compensation OR contribute 2% of each eligible 
employee's compensation.

Contributor's Options Employer decides whether to make contributions 
year-to-year.

Employee can decide how much to contribute. Employer 
must make a match or contribute 2% of each employee's 
compensation.

Minimum Employee 
Coverage Requirements

Must be offered to all employees who are 
at least 21 years old, employed for 3 out of the 
last 5 years and had compensation of $650 for 
2021 and for 2022.

Must be offered to all employees who have compensation 
of at least $5,000 in any prior 2 years and are reasonably 
expected to earn at least $5,000 in the current year. 



SEP IRA PLAN EXAMPLE – 2022 LIMITS USED



SIMPLE IRA PLAN EXAMPLE – 2022 LIMITS USED



DEFINED CONTRIBUTION RETIREMENT PLANS

Plan Type Traditional 401(k) Safe Harbor 401(k) Automatic Enrollment

Employer's Role
Requires annual nondiscrimination testing to 
ensure plan does not discriminate in favor of 
highly compensated employees. 

A minimum employer contribution is required.  
Annual notice requirements.  Deemed to pass 
nondiscrimination testing.

May require annual nondiscrimination testing to 
ensure plan does not discriminate in favor of 
highly compensated employees. 

Maximum Annual Deferral 
Contributions

Employee: $19,500 in 2021 and $20,500 in 
2022. 
If age 50 or older can make additional contrib. 
up to $6,500 in 2021 and 2022.

Employee: $19,500 in 2021 and $20,500 in 2022. 
If age 50 or older can make additional contrib. 
up to $6,500 in 2021 and 2022.

Employee: $19,500 in 2021 and $20,500 in 2022. 
If age 50 or older can make additional contrib. 
up to $6,500 in 2021 and 2022.

Maximum Annual Total 
Contributions (per 
participant)

Employer/Employee Combined: 
Up to the lesser of 100% of compensation or 
$58,000 for 2021, $61,000 for 2022. Employer 
can deduct amounts up to 25% of aggregate 
compensation for all participants.

Employer/Employee Combined: 
Up to the lesser of 100% of compensation or 
$58,000 for 2021, $61,000 for 2022. Employer 
can deduct amounts up to 25% of aggregate 
compensation for all participants.

Employer/Employee Combined: 
Up to the lesser of 100% of compensation or 
$58,000 for 2021, $61,000 for 2022. Employer 
can deduct amounts up to 25% of aggregate 
compensation for all participants

Contributor's Options

Employee can decide how much to contribute 
based on a salary reduction agreement. The 
employer can make additional contributions, 
including matching contributions as set by plan 
terms.

Employee can decide how much to contribute based 
on a salary reduction agreement. The employer must 
make either specified matching contributions or a 3% 
contribution to all participants. 

Employees, unless they opt otherwise, must 
make salary reduction contributions specified by 
the employer. The employer can make additional 
contributions, including matching contributions 
as set by plan terms.

Minimum Employee 
Coverage Requirements

Generally, must be offered to all employees at 
least 21 years old who worked at least 1,000 
hours in a previous year.

Generally, must be offered to all employees at least 
21 years old who worked at least 1,000 hours in a 
previous year.

Generally, must be offered to all employees at 
least 21 years old who worked at least 1,000 
hours in a previous year.

Vesting Employer contributions may be subject to a 
vesting schedule

Safe harbor employer contributions are immediately 
100% vested. Other employer contributions may vest 
over time according to plan terms.

Employer contributions may be subject to a 
vesting schedule



TRADITIONAL 401(k) PLAN – SUBJECT TO TESTING

NOTES:
• CURRENT YEAR VS PRIOR YEAR TESTING
• FIRST PLAN YEAR MAY USE NHCE

AVG OF 3% + 2% FOR 5% LIMIT FOR HCES
• CAN WORK WELL WITH LARGER PLANS

WITH GOOD PARTICIPATION



SAFE HARBOR MATCHING – TWO OPTIONS



QACA SAFE HARBOR MATCH – WITH AUTOMATIC ENROLLMENT



SECURE ACT – AUTOMATIC ENROLLMENT UPDATE

Increased Auto-escalation Contribution Cap
Plan sponsors using a QACA Safe Harbor design must default the employee’s 

contribution to at least 3% of the employee’s pay with an annual increase of 1% to at 
least 6%. 
o If the auto deferral starts at 6%, auto escalation is not required

The automatic escalation of the employee’s contribution previously was capped at a 
maximum of 10%, but the SECURE Act increased that limit to 15%. 

Plan sponsors can choose to stop the auto-escalation at an amount lower than 15%, 
however, as this increase is not a required change. 

This higher limit could be especially helpful in enhancing the retirement readiness of 
employees who tend to put their retirement savings on autopilot.



SAFE HARBOR NONELECTIVE WITH PROFIT SHARING



CASH BALANCE PLANS – HIGH LEVELS OF CONTRIBUTIONS & TAX SAVINGS

What is a Cash Balance Plan?
 IRS-qualified defined benefit retirement plan

 Can be setup in combination with a 401(k) plan
 Must track a benefit amount (on paper) which is then funded in a trust. 
 Each year, participants earn a cash balance benefit, called a “pay credit” that is added to their total accrued benefit. 
 The total cash balance is also increased annually with “interest credits” as defined in the plan document
 To participants, these balances and credits appear very similar to a 401(k) balance.
 When participants earn a pay credit, a deductible contribution is made to the trust to fund it.

How much is the interest credit?
 The annual interest credit is often tied to a market index, such as 30-year Treasury Securities Interest Rate (published by the IRS), 

or a flat rate between 0% and 6%. 
 It may also be tied to the actual investment performance of the fund, with the restriction that the credit can’t be outside the 0%-

6% window in any year.

How are plan assets and investments handled?
 Plan assets are pooled and directed by the plan sponsor. 
 An investment manager or trustee handles the investments. 
 In order to optimize tax advantages and minimize volatility, assets typically are  invested with a goal of earning the plan’s

guaranteed “interest credit” rate (typically 3% to 5%). 
 If the plan’s investment earnings exceed the guaranteed rate, the excess will be used to reduce future employer contributions. 
 On the other hand, if the plan’s investment earnings are less than the guaranteed “interest credit” rate, then additional employer 

contributions could be required in the future to make up the shortfall.



CASH BALANCE PLANS – HIGH LEVELS OF CONTRIBUTIONS & TAX SAVINGS

How much can be contributed for a participant in a Cash Balance Plan?
Employer contributions are determined by age and can be defined either as a percentage of pay
or a flat dollar amount. Sample limits for 2022:

Important factors to consider:
• It is recommended that the plan be maintained for no less than 3 years to be compliant with IRS permanency requirements
• Plan may be amended periodically to change the contribution credits prospectively or frozen due to business income changes
• Each participant may have a different contribution credit, provided plan passes nondiscrimination testing
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Legislative Updates & Considerations



PLAN AMENDMENTS & RESTATEMENTS

POST PPA Cycle 3 Restated Plan Documents were due by 7/31/2022 – pre-approved plans

IRS extends due date for several required plan amendments to 12/31/2025
• Originally due by last day of plan year beginning on or after 1/01/2022
• SECURE Act – all law changes for both retirement plans and IRAs
• CARES Act

• Does NOT extend the deadline for expanded distribution & loan options due to COVID
• DOES extend due date for amending for 2020 RMD suspensions in qualified plans

Important to note:
• Regardless of when the plan is amended, it must be operated as if the amendment applied as of 

the original effective date of the applicable change in the law.
• Regardless of any IRS relief for plan amendment deadlines, retirement plans must be updated 

for all relevant changes in the law before they are terminated. 



RETIREMENT PLAN STARTUP COSTS – TAX CREDITS

Employers may be able to claim a tax credit of up to $5,000, for three years, for the costs of starting a SEP, 
SIMPLE IRA or 401(k) Plan. 
https://www.irs.gov/retirement-plans/retirement-plans-startup-costs-tax-credit

Which Employers are eligible?
• 100 or fewer employees who received at least $5,000 in compensation from you for the preceding year;
• at least one plan participant who was a non-highly compensated employee (NHCE); AND
• In the three tax years before the first year you’re eligible for the credit, your employees weren’t substantially the same employees who 

received contributions or accrued benefits in another plan sponsored by you, a member of a controlled group that includes you, or a 
predecessor of either.

Amount of the credit
The credit is 50% of your eligible startup costs, up to the greater of:
• $500; OR
• The lesser of:

 $250 multiplied by the number of NHCEs who are eligible to participate in the plan, or
 $5,000

Auto-enrollment tax credit
An eligible employer that adds an auto-enrollment feature to their plan can claim a tax credit of $500 per year for a 3-year taxable period 
beginning with the first taxable year the employer includes the auto-enrollment feature.

https://www.irs.gov/retirement-plans/retirement-plans-startup-costs-tax-credit


SECURE ACT – EXTENSION OF TIME TO ADOPT NEW PLAN
Employers can now adopt a retirement plan up until their tax return due date, plus extensions.
For tax years beginning back in 2020, employers can retroactively adopt a new qualified retirement plan as late as the 
employer’s extended federal income tax filing deadline.

Important items to consider:
• timing for salary deferrals with new plans as deferrals can only be made prospectively
• the new plan can be retroactively effective as of the beginning of the tax year for which the tax return is being filed
• may allow for full year employer profit sharing, subject to plan eligibility and allocation conditions



OTHER IMPORTANT TIMING CONSIDERATIONS
When can I adopt a new 401(k) plan if I currently have a SIMPLE IRA in place?
All SIMPLE IRAs operate on a calendar year basis. Replacing one with a 401(k) plan takes some planning due to the following IRS rules:
• A SIMPLE IRA must be the sole retirement plan in effect for the calendar year.
• SIMPLE IRAs cannot be terminated mid-year.
• For a SIMPLE IRA to be terminated at year-end, participants must be notified at least 60 days in advance (November 2).
Due to these rules, the soonest you can implement a new 401(k) plan is the January 1 following the year your SIMPLE IRA plan is terminated.

What is the deadline for adopting a new safe harbor 401(k) plan?
• the first year of a new safe harbor 401(k) plan must be at least 3 months long – to give all plan participants the opportunity to make salary deferrals. 
• The deadline for employers to adopt a new calendar-based plan is October 1.  Time is of the essence for 2022!!!

What is the deadline for amending a traditional 401(k) into a safe harbor 401(k) plan?
• A plan amendment must be executed to convert a traditional 401(k) into a safe harbor 401(k) plan. The deadline for adopting this amendment will 

depend upon the type of safe harbor contribution to be made.
• Safe harbor match – amendment deadline is the last day of year preceding the plan year in which the plan will be safe harbor.
• However, match-based safe harbor plans must distribute a safe harbor notice to participants sooner - 30-90 days before the start of the plan 

year.
• Safe harbor nonelective – The SECURE Act made the amendment deadline much more flexible for these plans. It depends on the contribution formula 

elected:
• Less than 4% - up to 30 days before the close of the plan year in which the plan will be safe harbor.
• 4% or greater - The last day of the plan year following the plan year in which the plan will be safe harbor.
• The SECURE Act eliminated the notice requirement for nonelective-based safe harbor plans.
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Questions?
Please contact me if I can be of any assistance:

Nicole Parnell, CPC, QPA, QKC, QKA
Managing Director – Retirement Plan Services Leader

BDO USA, LLP
nparnell@bdo.com

757-640-7291

mailto:nparnell@bdo.com
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