CPA
Practice Advisor

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers

are switched off and refresh the page.

If you have any questions or need help you can email us

recognizing the opportunity for a retirement plan.
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By: Beau Beaullieu, AIF®, C(k) P®.

It’s too common in our profession that business owners search for tax deductions
after receiving their tax bill. By that time, it is typically too late for anything to be

done for that tax year, but to some owners, waiting to “cash in” after the next fiscal
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cycleis too long to wait. There is a benefit that takes some planning, butit’s worth
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, given the current job market, a benefit that stands to recruit and retain Key

employees is always a no-brainer.

Choosing a plan can be daunting, as there are many options available to business
owners. One should select a plan design based on the deduction and cash flow
available. For example, a solo 401(k) is a great option for the sole practitioner
because s/he acts as both the employee and the employer and can make

contributions as both.
Safe Harbor 401(k) for Small Businesses

For small business owners new to 401(k) plans, the safe harbor 401(k) plan provides
all eligible plan participants with an employer contribution, while allowing the
business to avoid annual IRS nondiscrimination testing. However, this option is not
without drawbacks. Although employees must participate in the plan, their
contributions vary, which causes the company match (and corresponding tax

deductions) to fluctuate.
Profit-Sharing Plans for Sophisticated Businesses

For sophisticated businesses, there are more plans available. There is a new
comparability profit-sharing plan for mature practices with manageable workforces
and multiple partners. This option allows the company to divide employees into two
or more groups and customize profit-sharing contributions by group. In some cases,
the company is able to steer more than $73,000 to its owners and/or highly
compensated employees, while at the same time taking good care of its rank-and-file

personnel.

DB and DC Plans for Stable Cash Flow
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Meanwhile, there are defined benefit (DB) and defined contribution (DC)
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Enhancement (SECURE) Act passed 1n 2019. There are dozens of significant
provisions included in the legislation, but there are three that stand to benefit

businesses most.
Tax Credits and Benefits for Small Businesses

First, there is support for small businesses in an increase of the credit to help with the
administrative costs of setting up a retirement plan, an expansion of eligibility for
the start-up tax credit and the addition of new credits for employer contributions.
More specifically, from what used to be a 50 percent credit for businesses with less
than 50 employees, will now be 100 percent, and those same businesses will receive a
new tax credit based on a percentage of employer contributions. It is lawmakers’
hope that these enhancements allow small businesses to offer a plan (and boost tax

savings) when they otherwise could (or would) not.
Auto-Enrollment Requirement for New Plans

Secondly, starting in 2025, SECURE 2.0 will require companies with new plans that
cannot obligate to a safe harbor to auto enroll employees at a minimum contribution
rate. The hope for employees is that participation rates will increase, and as such,
they will be better prepared for retirement. Auto-enrollment means additional

employer contributions and increased tax benefits.
Expanded Retirement Plan Benefits for Employers

Lastly, SECURE 2.0 allows employers to amend their retirement plan in more
beneficial ways. For example, employers can increase non-elective benefits accrued
under a retirement plan retroactively from the preceding year. And, beginning in
2024, businesses with SIMPLE plans can switch to a safe harbor plan mid-year
versus waiting until year-end. This opens the door to some potential tax benefits
that, prior to SECURE 2.0, may have felt too late to make.
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Comparing on an incremental basis the percentage of income to the amount of
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plan during annual tax planning meetings could be just what business owners need

to hear in order to prepare for the next year.

As a veteran of the retirement plan industry and a partner in CoSource Financial
Group, LLC, Beau Beaullieu specializes in the implementation, maintenance and

ongoing service of qualified retirement plans.
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