
Simple IRAs

Simple IRAs & How They Work: A Retirement Savings Option for
Small Business Owners

As a small business owner, you might be looking for an easy,

cost-effective way to help your employees (and yourself) save

for retirement. A SIMPLE IRA (Savings Incentive Match Plan for

Employees) could be the ideal solution. This plan is designed for

small businesses with 100 or fewer employees, offering a

streamlined alternative to more complex retirement plans like

401(k)s.

What Is a SIMPLE IRA?

A SIMPLE IRA is a type of employer-sponsored retirement plan

that allows both employers and employees to contribute. It’s

specifically designed to be straightforward, requiring less

administrative effort and lower costs than other plans like

traditional 401(k)s. The name "SIMPLE" stands for "Savings

Incentive Match Plan for Employees," highlighting its focus on

employee contributions alongside employer matches.

Key Features of SIMPLE IRAs

Eligibility: SIMPLE IRAs are available for businesses with 100 or

fewer employees who earned at least $5,000 in the previous

year. This makes them well-suited for small businesses looking

to provide retirement benefits without the heavy costs

associated with larger retirement plans.

  

- Employee Contributions: Employees can contribute up to

$15,500 in 2024 (with a $3,500 catch-up contribution for those

aged 50 and older). Contributions are made pre-tax, lowering

the employee's taxable income for the year.

 

Employers are required to contribute either:

 - A dollar-for-dollar match of employee contributions up to 3%

of their salary, or

 - A fixed 2% contribution for all eligible employees, regardless of

whether they contribute themselves.

 

- Immediate Vesting: Employees are 100% vested in their SIMPLE

IRA contributions from day one, meaning they own all the money

in their account, including employer contributions, with no

waiting period.

- Simplicity: Unlike 401(k) plans, there are no required annual

filings with the IRS (e.g., Form 5500), making the administrative

burden lighter. This keeps compliance and operating costs low.

Why SIMPLE IRAs Might Be a Good Option

1. Ease of Setup and Administration: SIMPLE IRAs are easy to

establish and maintain. Unlike a 401(k), there are no annual

testing requirements to ensure the plan is not discriminatory,

nor are there complex reporting requirements. For small

business owners with limited time and resources, this simplicity

can be a big advantage.

A N D  H O W  T H E Y  W O R K



2.  Employer F lexibi l i ty :  Employers can choose between matching contr ibutions or making f ixed contr ibutions,
al lowing f lexibi l i ty depending on the business 's f inancial  s ituation.  The matching structure also encourages
employee part icipation in ret irement savings.

3 .  Attract and Retain Employees:  Offer ing ret irement benefits is  a key way to attract and retain qual ity employees,
part icularly in competit ive labor markets.  A SIMPLE IRA is  an affordable option that gives your employees a valuable
benefit  without putt ing too much strain on the business’s resources.

4.  Lower Costs Compared to 401(k)s:  A SIMPLE IRA is  less expensive to set up and maintain than a tradit ional  401(k)
plan,  which can involve signif icant administrat ive fees and test ing costs .  For businesses that want to offer
ret irement benefits but don’t  have the budget for a 401(k) ,  a SIMPLE IRA is  a viable alternative.

Limitations of  SIMPLE IRAs

While SIMPLE IRAs are attractive for many reasons,  they do come with some l imitat ions that small  business owners
should be aware of :

1 .  Lower Contr ibution L imits :  S IMPLE IRAs have lower employee contr ibution l imits compared to 401(k) plans.  For
instance,  in 2024,  employees can contr ibute up to $15,500,  whereas 401(k) part icipants can contr ibute $23,000 (plus
catch-up contr ibutions).  This may be a drawback for employees or employers who want to save more for
ret irement.

2 .  Mandatory Employer Contr ibutions:  Employers are required to make contr ibutions to employees’  SIMPLE IRAs,
either through matching or f ixed contr ibutions.  This dif fers from 401(k) plans,  where employer contr ibutions are
optional .  For businesses going through cash f low issues,  this requirement may pose a f inancial  burden.

3.  No Roth Option:  SIMPLE IRAs do not offer a Roth option,  meaning al l  contr ibutions are made on a pre-tax basis .  For
employees who might prefer to pay taxes now in exchange for tax-free withdrawals in ret irement,  this could be a
l imitation.

4.  Withdrawal Penalt ies:  Withdrawing funds from a SIMPLE IRA before age 59 ½ comes with a 10% early withdrawal
penalty ,  just  l ike other ret irement accounts.  However ,  i f  you withdraw funds within the f i rst  two years of
part icipating in the plan,  the penalty jumps to 25%.

5.  Lack of  Loan Options:  SIMPLE IRAs do not offer loan provisions l ike 401(k) plans,  which al low employees to borrow
from their  ret irement accounts in certain situations.  This could be a disadvantage for those who value the f lexibi l i ty
of accessing funds in emergencies.

Is  a SIMPLE IRA Right for  Your Business?

For many small  business owners,  a SIMPLE IRA offers a balance of ease,  affordabi l i ty ,  and effectiveness in providing
a ret irement savings plan for employees.  I f  you’re looking for a low-cost ,  easy-to-manage option,  i t  could be an
ideal choice.  However ,  i t ’s  important to weigh the pros and cons,  especial ly the lower contr ibution l imits and
mandatory employer contr ibutions,  to ensure i t ’s  the best f i t  for  your business.

By offer ing a SIMPLE IRA,  you’re not only helping your employees plan for their  future but also boosting the long-
term f inancial  health of  your business.  I t 's  a powerful  tool  for  retaining talent ,  enhancing your business’s benefits
package,  and giving your employees an incentive to save for a comfortable ret irement.

---

This art icle aims to provide small  business owners with an overview of SIMPLE IRAs,  offer ing insights into why they
may be a suitable option for ret irement savings and highl ighting key considerations and l imitat ions.

DISCLOSURES 

Investment Advisory Services offered through Retirement Wealth Advisors ,  Inc.  (RWA) an SEC Registered Investment
Advisor .  Professional Planning Services and RWA are not aff i l iated.  Investing involves r isk including the potential
loss of  pr incipal .  No investment strategy can guarantee a prof it  or  protect against loss in periods of  decl ining
values.  Opinions expressed are subject to change without notice and are not intended as investment advice or to
predict future performance.  Past performance does not guarantee future results .  Consult  your f inancial  professional
before making any investment decision.

This information is  designed to provide general  information on the subjects covered,  i t  is  not ,  however ,  intended to
provide specif ic legal or tax advice and cannot be used to avoid tax penalt ies or to promote,  market ,  or  recommend
any tax plan or arrangement.  P lease note that Professional Planning Services and its aff i l iates do not give legal or
tax advice.  You are encouraged to consult  your tax advisor or attorney.


