
Employer's Guide to 401(k)



401(k) FAQs and 
Checklist for Employers
Businesses large and small aim to offer the best and most 
competitive employee benefits. Four in five employees 
say they prefer benefits and perks to a pay raise, and a 
401(k) is included in the top five requested benefits from 
employees.  A variety of benefits not only aid in employee 
retention and recruiting, but the ability for employers to 
incentivize performance, while serving as a tax deduction 
for the employer. For employees, whether they are close to 
retirement age or just in the planning and saving stages, a 
401(k) is key to each person’s financial security.

For employers, it is important to understand each 
the different types of 401(k) plans, how contribution 
matching works, and the importance of offering 
retirement benefits to employees.



Q. What is a 401(k)?

A. A 401(k) is a company-sponsored retirement savings plan reserved for pre-tax dollars contributed by employee and/

or employer. Employers regularly participate in 401(k) programs as employee contribution matching is considered a 

tax deduction for the business. 

Q. Are there different kinds of 401(k) plans?

A. Yes, there are four main plan types: Traditional, Roth, SIMPLE, and Safe harbor. A traditional 401(k) plan allows 

employers to contribute a set percentage of each employee’s compensation. It is then up to the employer to decide 

whether or not to match the contribution, and if so, how much. Roth 401(k) plans combine features of a traditional 

401(k) with Roth individual retirement account (IRA). An employer match is not required, and the contribution limits 

are the same as traditional 401(k)s. A savings Incentive Match Plan for Employees (SIMPLE) is a retirement savings 

option for small business owners and self-employed individuals. Businesses must have fewer than 100 employees 

and employers must contribute to employee plans. Safe harbor plans are the most common type of plan chosen by 

small business owners, as they allow the business to maximize contributions. To participate, however, the business 

must meet certain contribution and participant requirements. 

Contribution and Participant Requirements

Traditional 401(k) Roth 401(k) SIMPLE 401(k) Safe Harbor

 › Employees contribute 
pre-tax dollars.
Employers can offer 
matching contributions.

 › Contributions reduce 
taxable income for the 
year.

 › Maximum employee 
contribution for 2021 is 
$19,500 for individuals 
under 50 years of age 
(If over 50, employees 
can make an additional 
$6,500 contribution).

 › The total limit on 
employer and 
employee contributions 
is $58,000.

 › Employees contribute 
after-tax dollars.

 › Employers can offer 
matching contribution.

 › Contributions do not 
reduce taxable income 
for the year.

 › Maximum employee 
contribution for 2021 is 
$19,500 for individuals 
under 50 years of age 
(If over 50, employees 
can make an additional 
$6,500 contribution).

 › The total limit on 
employer and 
employee contributions 
is $58,000.

 › Employees contribute 
pre-tax dollars.

 › Employers are required 
to contribute to 
employee plans.

 › Maximum contribution 
for 2021 is $13,500 for 
individuals under 50 
years of age (If over 50, 
employees can make 
an additional $3,000 
contribution).

 › Employee contributions 
are deducted from taxable 
income.

 › Employers are required 
to contribute to employee 
plans, whether on a 
matching or nonelective 
basis.

 › Employer contributions 
are required to be fully 
vested and guaranteed to 
the employee.

 › Maximum employee 
contribution for 2021 is 
$19,500 for individuals 
under 50 years of age (If 
over 50, employees can 
make an additional $6,500 
contribution).
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Q. Can any business set up 401(k)?

A. Yes. Any corporation, partnership, or nonprofit 

organization, regardless of size or length in operation, 

can establish a 401(k). With 51% of employees saying 

they accepted positions with their current employer 

because they offered a retirement plan, it is worth 

considering.1 Individuals who are self-employed or 

considered sole proprietors may want to establish an 

individual 401(k).

Q. How do employer contributions work?

A. There are a few different ways 401(k) contributions 

can be made. The first is a partial employer 

match. This is where an employer can match 

a predetermined percentage of the employee 

contribution. Oftentimes the contribution percentage 

cap is based on each employee’s individual salary. 

Employers can also opt for a dollar-for-dollar match 

plan where employee contributions are matched 

at 100%. Again, employers will usually indicate a 

maximum contribution amount per year. As one 

of the more budget-friendly options, discretionary 

contributions are based on employee performance 

over a set review period. Contribution percentages 

are set by managers and identified per employee.

Q. What is a deferral?

A. A deferral, also known as an elective-deferral 

contribution, refers to the funds deducted from a 

paycheck and deposited into a 401(k) plan. Deferrals 

can be made pre- or post-tax, dependent on each 

employer’s preference.

Q. Are employers required make 401(k) 

contributions?*

A. Employers are not required to make 401(k) 

contributions. However, employers who do 

participate in 401(k) contributions often see an 

increase in employee morale and retention. 75% of 

new hires at a company offering a 401(k) with an 

employer match, said this was a compelling reason 

to stay with the company.1 This also incentivizes 

employees to save for retirement.

Q. What are the benefits of a 401(k) for employers?

A. Like employees, employers may find savings in 

payroll and FICA taxes. Other benefits for employers 

include saving at least 7.65% on funds an employee 

contributes to his or her 401(k) plan, deductible 

business expense for any money contributed to an 

employee’s 401(k) plan and for businesses looking 

to implement a 401(k) plan can receive a startup tax 

credit that alleviates administrative and startup costs.

Q. What happens to a 401(k) when an employee 

leaves or loses employment?

A. Most 401(k) plans are with a third-party provider, so 

employees are typically able to maintain the account 

until retirement. Employees are able to move their 401(k) 

plan to their new employer’s plan or transition to a 

personal retirement plan (also known as an “individual 

retirement account” or “IRA”). Another option would be 

to cash out the account.

*Please reference the 401(k) Plans and Deferrals page on the IRS.gov website for more information.

1 Workforce
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Small Business 401(k) Checklist

c Determine the type of 401(k) plan that best suits the needs of the business and the majority of employees.

c Determine the contribution structure and percentage you are interested in applying for your employees.

c Identify the plan features you wish to offer with the plan, including direct participant investment opportunities, or 
the lack thereof.

c Secure a trust for the plan assets or separate insurance contracts.

c Become familiar with employer responsibilities as it applies to reporting and disclosure requirements.

c Choose a recordkeeping system to monitor investment activity.

c Complete and file required paperwork including Form 5500.

c Understand if the plan administrator will be providing participant disclosures or other documentation in both hard 
and soft copy.

c Choose a vendor to set-up, enroll, and administer the benefits. Options for this will include a PEO, financial 
institution, or retirement plan professional or agency.

Ready to Select Your 401(k) Plan?
When selecting which plan you want to offer, use this checklist as a guide to ensure you don’t miss any important steps.
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