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MAKING IT ACTIONABLE
Retirement plans offer significant benefits, but startup costs are a factor to any employer. Since 
2001, tax credits have been available to help small businesses afford new retirement plans. The 
SECURE Act that was signed into law in December 2019 provides two tax credits to encourage 
more small employers to start a new qualified plan, SEP, or IRA.

The first is a tax credit that can be applied towards 50% of the eligible startup 
costs of a new plan.

A plan sponsor is eligible to claim this tax credit if they meet three conditions: 
In the previous year, they had 100 or fewer employees who received $5,000 or 
more in compensation,

They had at least one plan participant who was a “non-highly compensated 
employee,”

And, in the last three years, they were not already sponsoring a different qualified 
retirement plan that was benefiting the same group of plan participants.

How the tax credit is calculated:
For the year the plan is established and for the two following tax years, the potential tax credit is 
the greater of...

1
2
3

Example: A company with between 20 and 100 employees whose plan startup and administrative costs are at 
least $10,000 per year could earn the maximum tax credit of $5,000 a year for a total credit of $15,000 over a 
three-year period.

$500 $250 for each non-highly compensated employee who is eligible to participate 
in the plan, up to a maximum of $5,000
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The second tax credit the SECURE Act provides is an incentive to small businesses for 
including automatic enrollment in their retirement plan design.

This plan feature has been proven to increase participation and plan success rates by 
automatically enrolling employees into the plan as soon as they become eligible. A $500 tax 
credit is available for the year the amendment is made and for the two plan years that follow.

The tax credit for adding an automatic enrollment feature is available for new plans as well 
as existing plans.

The tax credit can be applied to offset the costs to:

Remember, tax credits are not deductions. They reduce the employer’s tax liability dollar-for-
dollar. Also, these credits are available in addition to the deductions a sponsor may take for 
making employer contributions to the plan.

ACTION TO TAKE NOW
These tax credits are an important tool to help small businesses start new retirement plans. 
Add this knowledge to your repertoire so you can help guide small business clients through the 
process in the most cost-effective manner possible.

If you have any questions about how they work or how they may apply to any individual client 
situation, don’t hesitate to reach out to chat. We’re here to help.

SOURCE
The SECURE Act, short for Setting Every Community Up for Retirement Enhancement, was signed into law in December 2019.
https://www.congress.gov/bill/116th-congress/house-bill/1994/text

NOTE: 

These two plan tax credits are not mutually exclusive. A plan sponsor could get a maximum 
tax credit of $5,500 per year over three years, for a total of $16,500.

•	 Set up a new qualified 
retirement plan

•	 Perform ongoing 
administration for that plan

•	 Educate employees about 
their new options
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