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	The goal
Choose a retirement plan that fits the owner's savings goal, employee structure, cash flow, tax strategy, and tolerance for administration - not simply the plan with the largest contribution limit.



Important: This guide is for general educational purposes. Retirement-plan rules are highly fact-specific, and plan documents and provider capabilities can differ. Consult your CPA/tax adviser, retirement-plan administrator/TPA, and financial adviser before establishing, changing, or funding a plan.


Start With the Decision, Not the Acronym
For many closely held businesses, these four plan types cover the most common planning conversations. The right answer depends on how the owner balances personal savings, employee cost, administration, and flexibility.
	Plan
	Usually a strong fit when...
	Primary trade-off

	SIMPLE IRA
	Employees should be able to defer, but the owner wants low administration.
	Lower contribution ceiling and a required employer contribution.

	SEP IRA
	The business wants flexible employer-only funding and has few or no employees.
	Employees cannot make elective salary deferrals under the SEP arrangement; uniform-percentage funding can be costly.

	Safe Harbor 401(k)
	A profitable business wants higher owner savings plus an employee retirement benefit.
	More administration and required Safe Harbor employer funding.

	Solo 401(k)
	The business covers only the owner, or the owner and spouse, and wants high contribution flexibility.
	Cannot remain owner-only once eligible common-law employees must be covered.



	Traditional 401(k) is different
A traditional 401(k) can also be appropriate, but it is not interchangeable with a Safe Harbor 401(k). A traditional 401(k) may have no required employer contribution, but it generally is subject to ADP/ACP nondiscrimination testing that can restrict highly compensated employees. This guide focuses on Safe Harbor 401(k) designs because they are common in owner-driven small-business planning.



2026 Contribution-Limit Snapshot
	Plan
	Employee elective deferral
	Age 50+ catch-up
	Overall defined-contribution limit

	SIMPLE IRA
	$17,000 generally; $18,100 for certain applicable SIMPLE plans
	$4,000 generally; special SIMPLE rules can apply; ages 60-63: $5,250
	SIMPLE-specific contribution rules apply

	Safe Harbor 401(k)
	$24,500
	$8,000; ages 60-63: $11,250
	$72,000, excluding permitted catch-up

	Solo 401(k)
	$24,500
	$8,000; ages 60-63: $11,250
	$72,000, excluding permitted catch-up

	SEP IRA
	No elective deferral under SEP arrangement
	No SEP catch-up contribution
	$72,000 employer contribution limit, subject to compensation rules



Source: IRS 2026 retirement-plan limits
The $72,000 limit is also subject to the applicable percentage-of-compensation/100%-of-compensation rules. Catch-up contributions are generally added outside the IRC Section 415(c) annual additions limit. Plan terms and other plans in which the participant participates can affect the calculation.
1. SIMPLE IRA
Best for: Employers that want employee payroll deferrals and relatively light administration, without the full infrastructure of a 401(k). A SIMPLE IRA is generally available to an employer with 100 or fewer employees that meets the SIMPLE rules and generally cannot be maintained alongside another employer retirement plan for the same year.
2026 employee contributions
· General elective-deferral limit: $17,000.
· Certain applicable SIMPLE plans can use an enhanced $18,100 deferral limit under SECURE 2.0.
· General age-50+ catch-up: $4,000. Certain applicable SIMPLE plans have a different $3,850 catch-up amount for 2026.
· Participants who are ages 60, 61, 62, or 63 in 2026 may use the higher $5,250 SIMPLE catch-up, if permitted.
	Enhanced SIMPLE limit - plan-specific
The enhanced $18,100 limit generally applies to qualifying smaller employers and can be elected by certain employers with 26-100 employees if enhanced employer-contribution requirements are satisfied. Because the associated catch-up rules are unusually technical in 2026, confirm the employer's headcount, plan terms, and provider implementation before quoting a maximum employee deferral.



Employer contribution
· Standard design: dollar-for-dollar match up to 3% of compensation, or a 2% nonelective contribution for eligible employees.
· The standard 3% match can be reduced under limited statutory rules; do not assume it can be changed freely each year.
· SECURE 2.0 permits certain additional nonelective contributions and enhanced employer formulas. Employers with 26-100 employees using the enhanced employee limit generally must meet the enhanced employer contribution requirement.
Tax and Roth treatment
Traditional salary-reduction contributions generally reduce federal taxable wages but remain subject to Social Security and Medicare tax. Employer contributions are generally deductible by the employer and tax-deferred to the participant. SECURE 2.0 permits Roth treatment for SIMPLE contributions when the arrangement and provider support it; Roth amounts have different current-year income-tax treatment.
Source: IRS SECURE 2.0 Roth SIMPLE/SEP reporting guidance
Key advantages / cautions
· No employer Form 5500 filing and no traditional nondiscrimination testing.
· Employer contribution is required each year under the SIMPLE formula selected.
· Participant loans are not permitted from SIMPLE IRAs.
· Eligible employees are always fully vested in SIMPLE IRA contributions.
Source: IRS SIMPLE IRA plan guidance
2. SEP IRA
Best for: Businesses that want a simple, employER-funded plan and value the ability to decide each year whether to contribute. A SEP often works best when there are no employees or only a small number of employees.
Contribution structure
· No employee elective salary-deferral contribution is made under the SEP arrangement.
· Employer contribution can be up to 25% of compensation for an employee, subject to the $72,000 2026 limit and the plan formula.
· For an S-corporation shareholder-employee, the employer contribution is based on eligible W-2 compensation - not S-corporation distributions.
· Under a standard SEP formula, eligible participants generally receive the same contribution percentage of compensation; plan terms control eligibility and allocation.
Tax and Roth treatment
Traditional SEP employer contributions are generally deductible by the employer and tax-deferred to participants. SECURE 2.0 permits designated Roth SEP contributions when the plan/provider supports the feature; Roth employer contributions are generally included in the participant's income and require special reporting.
Key advantages / cautions
· Very little ongoing administration and generally no Form 5500 filing.
· Employer can generally reduce or skip a discretionary SEP contribution in a lean year.
· Can become expensive with employees because the owner cannot simply receive a high percentage while giving a lower percentage to otherwise similarly situated eligible employees under a standard SEP allocation.
· Loans are not permitted from SEP IRAs.
Source: IRS Publication 560 - Retirement Plans for Small Business
3. Safe Harbor 401(k)
Best for: Profitable businesses that want employees to save through payroll while improving the owner's ability to make substantial contributions without the usual ADP/ACP testing constraints, assuming the Safe Harbor requirements are satisfied.
2026 employee contributions
· Elective-deferral limit: $24,500.
· Age-50+ catch-up: $8,000.
· Ages 60-63 catch-up: $11,250 in 2026 instead of the regular $8,000 catch-up.
Employer Safe Harbor funding
· Basic match: generally 100% of the first 3% deferred plus 50% of deferrals over 3% through 5% of compensation, or an eligible enhanced matching formula.
· Alternative: generally a 3% nonelective contribution for eligible employees, whether or not the employee defers.
· Additional profit-sharing contributions may be available, subject to plan terms, nondiscrimination rules, deduction limits, and the $72,000 annual-additions limit.
	Safe Harbor does not mean "no compliance testing"
A properly designed Safe Harbor arrangement generally satisfies the ADP test and, when applicable requirements are met, can satisfy the ACP test. Other qualification, coverage, top-heavy, contribution, eligibility, and operational rules can still apply. Adding profit sharing can create additional testing or design considerations.



Notices, vesting, Roth, and loans
· Traditional Safe Harbor contributions are generally immediately 100% vested. QACA designs have separate vesting rules and should be reviewed with the TPA.
· Annual Safe Harbor notices are not required for certain nonelective Safe Harbor plans; matching and QACA arrangements can still carry notice requirements.
· Plans can offer traditional pre-tax and Roth employee deferrals. Loans may be permitted if the plan document provides for them.
· Certain 401(k) plans first established after December 28, 2022 are subject to SECURE 2.0 automatic-enrollment requirements for plan years beginning after 2024, unless an exception applies (including certain new or small employers).
Source: IRS - Operating a 401(k) plan
Source: IRS - Safe Harbor notice requirements
4. Solo 401(k) / One-Participant 401(k)
Best for: A business owner with no common-law employees, or the owner and spouse, who wants the contribution flexibility of a 401(k) without the employee-plan administration of a larger plan.
2026 contribution structure
· Employee elective deferral: up to $24,500, limited by compensation and coordinated with the participant's elective deferrals to other plans.
· Employer contribution: optional; for an S corporation, generally up to 25% of eligible W-2 compensation, subject to plan and tax limits.
· Combined annual-additions limit: generally the lesser of 100% of compensation or $72,000 for 2026, before permitted catch-up contributions.
· Age-50+ catch-up: $8,000; ages 60-63: $11,250 for 2026, if permitted.
Eligibility and filing
· A one-participant plan covers a business owner with no employees, or the owner and spouse. Controlled-group/affiliated-service-group and employee eligibility rules can affect whether a business truly qualifies as owner-only.
· Long-term part-time employee rules can cause a 401(k) employee to become eligible for elective deferrals even if the employee never completes a traditional 1,000-hour year. Recheck eligibility every year.
· Most one-participant plans with $250,000 or less in total plan assets at year-end are exempt from the annual Form 5500-EZ filing requirement. A final return/report is required when the plan terminates regardless of asset value.
· Roth deferrals and participant loans may be available if included in the plan document/provider offering.
Source: IRS - One-Participant 401(k) Plans
Special Planning for S-Corporation Owners
	W-2 wages drive retirement-plan capacity
S-corporation distributions are not earned income for qualified retirement-plan contribution purposes. Employee deferrals must come from eligible compensation, and employer contributions for a shareholder-employee are generally calculated from eligible W-2 compensation. An artificially low wage can therefore reduce retirement-plan contribution capacity.



Source: IRS - S-corporation retirement-plan contribution FAQ
Do not increase salary in a vacuum
A higher W-2 salary can create room for a larger employer contribution, but it can also increase payroll taxes and affect other tax calculations. Reasonable compensation should first be supportable under the facts. Then compare the incremental payroll-tax cost with the retirement-plan and income-tax benefit.
	Planning question
	Why it matters

	What is reasonable compensation?
	The wage must be supportable for tax compliance; it also limits contribution capacity.

	How much can the owner comfortably save?
	A plan should fit actual cash flow, not merely produce the largest theoretical deduction.

	How much employer funding is acceptable for staff?
	SEP and Safe Harbor formulas can create meaningful employee contribution costs.

	Traditional or Roth?
	Current tax bracket, expected future tax rate, time horizon, liquidity, and diversification of tax buckets matter.

	Will hiring change soon?
	A Solo 401(k) or SEP decision can look very different once employees become eligible.



Source: IRS - S corporation compensation guidance
The CFP Lens: A Deduction Is Not the Whole Decision
The tax deduction is valuable, but retirement-plan design should also support the owner's broader financial plan.
· Liquidity: Do not lock so much cash into retirement accounts that the business or household lacks an adequate reserve.
· Tax diversification: Compare traditional pre-tax savings with Roth savings rather than assuming the largest current deduction is always best.
· Investment menu and fees: Low administrative cost is not the same as low total cost. Review investment expenses, advisory fees, recordkeeping, and TPA charges.
· Business concentration: Owners often already have substantial net worth tied to their company. Retirement assets can help diversify away from the business.
· Exit and retirement timing: The preferred contribution strategy can change as the owner approaches a sale, retirement, RMD years, or Medicare IRMAA-sensitive years.
Do Not Miss the Small-Employer Tax Credits
SECURE 2.0 made the federal tax credits for establishing and funding certain small-employer retirement plans much more meaningful. These credits can materially offset the first years of plan cost.
Startup-cost credit
· An eligible employer may claim a credit for qualified costs of establishing/administering an eligible plan and educating employees.
· For an eligible employer with 1-50 employees, the credit is generally 100% of qualified startup costs, subject to a formula and a maximum of $5,000 per year for up to three years.
· For an eligible employer with 51-100 employees, the percentage is generally 50%, subject to the same statutory limit formula.
Employer-contribution and auto-enrollment credits
· Certain small employers can qualify for an additional credit tied to qualifying employer contributions, subject to employee-count, compensation, plan-year, and per-employee limitations.
· An eligible employer adding a qualifying automatic-enrollment feature may be eligible for a separate $500 annual credit for three years.
	Tax return action item
When a client starts or materially redesigns a retirement plan, ask for the plan adoption documents, provider/TPA invoices, eligible-employee census, employer contribution detail, and auto-enrollment information so Form 8881 credits can be evaluated. The same expense generally cannot both generate the startup credit and a deduction.



Source: IRS - Retirement plans startup costs tax credit
Source: IRS - Instructions for Form 8881
Practical Selection Guide
	If the client says...
	Start by evaluating...

	"I want something simple and employees need to save through payroll."
	SIMPLE IRA

	"I want maximum flexibility to contribute or skip the employer contribution each year."
	SEP IRA, especially with few/no employees

	"I have no employees and want high contribution flexibility."
	Solo 401(k)

	"I have employees and want to maximize owner savings."
	Safe Harbor 401(k), potentially with profit sharing

	"I do not want a mandatory employer contribution."
	Traditional 401(k) may deserve analysis, understanding nondiscrimination testing risk

	"The 401(k) setup cost worries me."
	Model SECURE 2.0 startup/contribution/auto-enrollment credits before rejecting the plan



Before establishing a plan
· Confirm ownership and related businesses for controlled-group or affiliated-service-group issues.
· Prepare an employee census: age, compensation, hire date, hours/service, and ownership/family relationships as relevant.
· Model owner and employee contributions under at least two plan designs.
· Confirm the provider supports desired features such as Roth, loans, profit sharing, automatic enrollment, and payroll integration.
· Review establishment, notice, election, deposit, and funding deadlines with the TPA/provider before year-end planning.
Primary Sources and 2026 Reference Links
IRS 2026 retirement-plan limits
IRS Publication 560 - Retirement Plans for Small Business
IRS SIMPLE IRA plan guidance
IRS SECURE 2.0 Roth SEP/SIMPLE reporting guidance
IRS Operating a 401(k) plan
IRS One-Participant 401(k) Plans
IRS S-corporation retirement-plan FAQ
IRS Retirement plans startup costs tax credit
IRS Form 8881 instructions
Prepared using federal guidance available as of August 7, 2026. Dollar limits are indexed and generally change annually. State tax treatment and plan-provider implementation may differ.
Educational disclaimer: This guide provides general information and is not individualized tax, legal, ERISA, investment, or financial-planning advice. Retirement-plan eligibility, contribution limits, deductions, credits, testing, deadlines, and reporting depend on the employer's facts and governing plan documents. Consult the appropriate professional advisers before acting.
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