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RETIREMENT PLANS — PLAN TYPES

People driven. Outcome focused.

A 401(k) plan is an employer-sponsored retirement plan made possible by Section 401(k) 

of the Internal Revenue Code. Th e plan allows employees to save a portion of their sal-

ary on a pre-tax basis for accumulation until retirement. If the plan so provides, employ-

ees can also contribute on an after-tax basis (Roth after-tax contributions), which can be 

withdrawn tax-free at a later date (certain conditions apply).

All About 401(k) Plans

401(K) BASICS

How does a 401(k) plan work?
1. Employees can voluntarily elect to contribute a percentage of their salary into the plan (called 

elective contributions or salary deferrals).

2. Each pay period, the elected amount is withheld from the employee’s paycheck and deposited into his 
or her 401(k) account. (Employees cannot make pre-tax contributions from money they have already 
received).

3. Employee pre-tax contributions are not subject to federal (and, in most cases, state) income tax. 
They are, however, subject to FICA (social security) tax, so participation in a 401(k) will not reduce 
an employee’s social security benefi ts.

4. All contributions and investment earnings grow tax-deferred until the employee receives a 
distribution from the plan.

5. The employer may choose to make additional contributions to the plan, although there is generally no 
requirement to do so.

6. Both employee and employer contributions are fully tax deductible by the employer.

Why are 401(k) plans so popular?

Employer Advantages

1. Low-Cost Employee Benefi t. The plan is funded partially or totally with employee pre-tax 
contributions. The employer may contribute as much or as little as desired.

2. Employee Appreciation. Unlike many other benefi t programs, 401(k) plans are highly visible because 
employees are actively involved in the contribution and investment decision-making.

3. Increases Competitive Position. The popularity of 401(k) gives employers a competitive edge in 
attracting and retaining quality employees.

4. Deductible Contributions. Employee and employer contributions are fully deductible, so a relatively 
small outlay can provide a very cost-effective program.
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401(k) Plans 

A 401(k) plan is an employer-sponsored retirement plan made possible by Section 401(k) of 
the Internal Revenue Code. The plan allows employees to save a portion of their salary on a 
pre-tax basis for accumulation until retirement. If the plan so provides, employees can also 
contribute on an after-tax basis (Roth after-tax contributions), which can be withdrawn tax-
free at a later date (certain conditions apply). 

The information provided will guide you through all aspects of a 401(k) plan.

People driven. Outcome focused.

A 403(b) plan is a retirement program adopted in accordance with the Internal Revenue 

Code to allow employees of 501(c)(3) organizations and public schools to voluntarily save for 

retirement with pre-tax dollars.

ELIGIBILITY REQUIREMENTS
Employers 
Eligible employers includes public schools, nonprofi t organizations (those classifi ed under section 501(c)(3) 

of the Internal Revenue Code), nonprofi t hospitals, religious organizations, humane societies, social welfare 

agencies, charitable institutions, museums, and universities.

Employees 
Eligible employees is defi ned as all employees unless excludable by law (i.e. normally work less than 20 hours 

per week for non-ERISA covered plans or nonresident aliens who do not receive any earned income).

PLAN BENEFITS
Tax-deferred contributions

Employer contributions, if applicable

Tax-deferred earnings until assets are 
withdrawn

No ADP (Actual Deferral Percentage) testing

CONTRIBUTIONS
Participants may contribute up to a maximum of $17,000, plus the employer can contribute additional 
amounts up to a combined  total of $50,000 or 100% of includable compensation, whichever is less 
(as indexed). 

» Age 50+ and pre-retirement catch-up rules may apply.

DISTRIBUTIONS
Retirement

Separation from employment

Death

Disability

Financial hardship

Required minimum distributions for those 
individuals over 70 ½ or retired

If provided in the plan document, participant 
loans are allowed

403(b) Retirement Plans
MEDICAL | EDUCATIONAL | JUDICIAL

Note. Withdrawals are subject to ordinary income tax. Distributions prior to age 59 ½ 
may be subject to a 10% penalty.

403(b) Plans 

A 403(b) plan is a retirement program adopted in accordance with the Internal Revenue 
Code to allow employees of 501(c)(3) organizations and public schools to voluntarily save for 
retirement with pre-tax dollars.

Eligible employers includes public schools, nonprofi t organizations (those classifi ed under 
section 501(c)(3) of the Internal Revenue Code), nonprofi t hospitals, religious organizations, 
humane societies, social welfare agencies, charitable institutions, museums, and universities.

People driven. Outcome focused.

One of the most exciting and innovative provisions of the Economic Growth and 

Tax Relief Reconciliation Act of 2001 (EGTRRA) was the Roth. While created 

in 2001, Roth contributions first became available on January 1, 2006. Roth 

contributions were made permanent by the Pension Protection Act of 2006. 

Roth (after-tax contributions, pre-tax growth, and tax-free distributions) vs. 401(k) or 403(b) 

(pre-tax contributions, pre-tax growth and taxable distributions) . . . . Off ering participants a 

choice!

Roth
A  401(k) or 403(b) Program Option

WHAT EXACTLY IS A ROTH? 
Think of Roth 401(k) or 403(b) as a cousin to the Roth IRA. A traditional contribution is made on a before-tax 

basis. Roth contributions, however, are made on an after-tax basis, the same as a Roth IRA. The earnings on 

traditional contributions are taxed upon distribution whereas earnings on Roth contributions are distributed 

tax-free (as long as the Roth account has been in place for at least fi ve years). 

TAX-FREE GROWTH
This tax-free growth and distribution of Roth earnings can be a retirement boon for retirement plan 

participants, especially younger participants. Upon retirement, the lion’s share of a younger participant’s 

account will usually be made up of tax-free earnings. So which contribution — traditional or Roth — costs 

the participant less in tax dollars in the long term? Compare the tax liability when making a traditional 

contribution to the tax liability when making a Roth contribution. 

The tax liability on the traditional contribution 
will occur at the time of distribution and is 
calculated on the total amount distributed, 
made up of the amount deferred plus 
earnings. 

» The participant realizes tax savings as 
contributions are made to the retirement 
plan since no income tax is paid on income 
contributed to an employer-sponsored 
retirment plan. 

The tax liability on the Roth contribution is the 
tax paid on the income contributed each year 
to the retirement plan. 

Roth 401(k) or 403(b) Plans

Roth retirement plan contributions can be considered a cousin to the Roth IRA. A traditional 
contribution is made on a before-tax basis available to 401(k) and 403(b) plans. 

Roth contributions, however, are made on an after-tax basis, the same as a Roth IRA. The 
earnings on traditional contributions are taxed upon distribution whereas earnings on Roth 
contributions are distributed tax-free (as long as the Roth account has been in place for at 
least fi ve years).

People driven. Outcome focused.

403(b) Tax Sheltered Annuities (TSAs) and 403(b) mutual fund accounts are now subject 

to legislative requirements — similar to 401(k) plans. Professional educators need a 

service provider that will assume all of the recordkeeping and compliance responsibilities. 

We provide that solution. 

PLAN BENEFITS
Designed to transfer individual 403(b) 
accounts to a pooled mutual fund custodian 
account

Tax deferred contributions will continue to be 
invested in mutual funds

Mutual fund options provide a larger variety 
of funds and fund families

Earnings will continue to be tax-deferred until 
assets are withdrawn

Transfers from TSAs without surrender 
charges are allowed

Loan provisions are allowed with quarterly 
repayments through salary reduction or a 
personal check

Hardship withdrawal provisions are allowed

Catch-up provisions for both age 50 and 15 
years of service are allowed

Participant accounts are valued daily

Participants have access to their account 
through the website, IVR, or Participant 
Service Center

Unlimited fund trades with no transaction 
fees

Up to 45 mutual fund menu options

Financial adviser will access the Plan level 
and Participant level accounts through the 
website

CONTRIBUTIONS
Participants may contribute up to a maximum of $17,000.00 (as indexed). For participants age 50 and older, 
an additional $5,500.00 (as indexed) catch-up contribution can be deposited.

DISTRIBUTIONS
Retirement

Separation from employment

Death

Disability

Financial hardship

Minimum required distributions for those 
individuals over 70 1/2 or retired

Th e Vendor Solution
specifi cally designed for profesional educations

Note. Withdrawals are subject to ordinary income tax. Distributions prior to age 
59 1/2 may be subject to a 10% penalty.

The Vendor Solution

Our Vendor Solution program was designed to transfer individual 403(b) accounts to a pooled 
mutual fund custodian account.

403(b) Tax Sheltered Annuities (TSAs) and 403(b) mutual fund accounts are now subject 
to legislative requirements — similar to 401(k) plans. Professional educators need a service 
provider that will assume all of the recordkeeping and compliance responsibilities. We provide 
that solution. 
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People driven. Outcome focused.

A profi t-sharing agreement is the agreement that establishes a pension plan maintained 

by the employer to share its profi ts with its employees, generally based on a “discretionary” 

contribution.  Th at is, as the employer, you do not have a set minimum dollar requirement that 

must be made each year. Money purchase plans, however, are also covered in this article and 

have required contributions vs. “discretionary” contributions.  

Profi t Sharing and Money Purchase Programs 

Your 401a Solution

PROFIT SHARING PLAN KEY FACTS
Profi ts shared with employees | Elective contributions | Benefi ts younger employees
With a profi t sharing plan, an employer offers to share profi ts with employees by contributing a portion to a 

qualifi ed retirement plan. 

Each year, the amount contributed can be 
determined by formula, Board of Directors, 
or similar entity.

Funds contributed are allocated to the 
employee’s account and invested. Like the 
money purchase pension plan, amounts 
are accumulated tax-free until retirement, 
providing a greater benefi t to younger 
employees. The employee will receive the 
value of his/her account at retirement. 

Profi t sharing plan contributions cannot 
exceed 25% of the payroll and the limited 
amount allocated to a participant’s account is 
$50,000 per year (as indexed).

Profi t sharing and money purchase pension 
plans stipulate contributions under plan 
terms and benefi ts are not determinable until 
the retirement of the participant.

AGE-BASED AND CROSS-TESTED PROFIT SHARING PLAN KEY FACTS
Profi ts shared with employees | Benefi ts highly compensated and older employees
If a profi t sharing plan is weighted by age and compensation, an older employee can obtain a larger share of 

allocated contributions. These plans include limitations such as: plan contributions cannot exceed 25% of the 

payroll and the limited amount allocated to a participant’s account is $50,000 per year (as indexed).

Each year, the amount can be determined 
by formula, Board of Directors, or similar 
entity. Funds contributed are allocated to the 
employee’s account and invested.

Such allocation can result in a formula that 
suits the needs of a company enabling it to 
have fl exible contributions that favor older 
employees. The employee will receive the 
value of his/her account at retirement. 

Profit Sharing and Money Purchase Plans

The 401(a) Solution

With a profi t sharing plan, an employer offers to share profi ts with employees by contributing 
a portion to a qualifi ed retirement plan. 

A profi t-sharing agreement is established generally based on a “discretionary” contribution; 
the employer does not have a set minimum dollar requirement that must be made each 
year. Money purchase plans, however, are also covered in this article and have required 
contributions vs. “discretionary” contributions.

A Compliance-Only Service

Plan Sponsors periodically engage certain fi nancial institutions to provide 

the day-to-day recordkeeping of their qualifi ed retirement plan while the 

compliance work is provided by a third-party administrator. 

This type of retirement plan solution allows the employer access to mutual fund options 
or certain services that would not typically be available to the small plan market without 
incurring exorbitant fees. As a qualifi ed third-party administrator, we will provide the compliance 
services outlined by the Department of Labor and the Internal Revenue Service to the retirement 
plan. We are  a nationally recognized fi rm with the expertise to provide compliance-only services 
to fi rms anywhere in the country. 

PROGRAM FEATURES*

The prototype document appropriate 
for the plan.  

Program fl exibility enables the Plan 
Sponsor to determine the following:

» Eligibility requirements

» Matching contributions

» Vesting schedules

» Loan provisions

Other pertinent plan features 

A vesting statement at the end of 
the plan-year.

Complete the ADP/ACP testing both 
monthly and at plan year-end.

Complete 5500 Series tax returns 
and participant disclosures. 

» CPI will not, however, calculate 
matching contributions or perform 
allocation work. This function is 
the responsibility of the employer 
or the fi nancial institution.

Confi rm required plan elements at 
plan year-end.

» Employee compensation

» Deferral amounts 

» Employer contributions, if 
applicable

The communication of testing results 
back to the Plan Sponsor.

Not only does CPI take care of the compliance needs for the plan at year-end, but we will 
also discount fees when including a safe harbor provision based on specifi c parameters. 

Compliance Only Services

Plan Sponsors periodically engage certain fi nancial institutions to provide the day-to-day 
recordkeeping of their qualifi ed retirement plan while the compliance work is provided by a 
third-party administrator like CPI. This type of retirement plan solution allows the employer 
access to mutual fund options or certain services that would not typically be available to the 
small plan market without incurring exorbitant fees.

People driven. Outcome focused.

A 457(b) plan is a retirement program adopted in accordance with the Internal Revenue Code 

to allow employees of certain eligible governmental or tax-exempt entities to voluntarily save 

for retirement with pre-tax dollars. A 457(b) plan is generally funded solely with employee 

salary reduction contributions.

ELIGIBILITY REQUIREMENTS
Eligible employers include tax-exempt 
employers and state and local governments.

Eligible employees are generally those 
working for state and local governments. 

If the entity is a tax-exempt employer, only 
a select group of management or highly 
compensated employees can participate in 
the plan.

PLAN BENEFITS
Contributions are tax-deferred until assets 
are withdrawn

Earnings are tax-deferred until assets are 
withdrawn

Employer contributions, if applicable

No combined testing

No discrimination testing

No ADP testing

No Top-Heavy testing

No Form 5500 fi ling

CONTRIBUTIONS
Participants may contribute up to a maximum of $17,000 (as indexed), or 100% of includable 
compensation, whichever is less. 

» Pre-retirement catch-up rules increase these limits for participants age 50 and older

DISTRIBUTIONS
Retirement

Separation from employment

Death

Disability

Unforeseeable emergency

If permitted by local and state government-
sponsored plans, loans are available

457(b) Retirement Plans
for tax exempt and governmental organizations

Note. Withdrawals are subject to ordinary income tax. 

457(b) Plans

A 457(b) plan is a retirement program adopted in accordance with the Internal Revenue Code 
to allow employees of certain eligible governmental or tax-exempt entities to voluntarily save 
for retirement with pre-tax dollars. A 457(b) plan is generally funded solely with employee 
salary reduction contributions. 

Eligible employers include tax-exempt employers and state and local governments.

People driven. Outcome focused.

Executive nonqualifi ed deferred compensation plans bridge the gap and help to achieve 

retirement prosperity. 

When business owners or key executives are on the upper end of the tax bracket, they are often looking for 

alternatives to bridge the gap between what their qualifi ed retirement plan will provide at retirement, and 

what they actually need to maintain their current lifestyle. Many executives foresee a gap of 25% to 35% 

between their income prior to retirement and their income during retirement. And many times this gap will 

become even wider because their 401(k) deferrals and any employer matching contributions are limited 

based on the results of the plan’s ADP/ACP test results. 

CPI’s 409A-compliant executive nonqualifi ed deferred compensation plan allows owners and executives to set 

aside unlimited amounts on a tax-deferred basis in a separate retirement plan designed for only them, the 

executive nonqualifi ed deferred compensation plan. The benefi ts of a nonqualifi ed deferred compensation 

program include:

Nonqualifi ed Deferred Compensation Plans
a retirement plan for executives

The additional funds set aside for retirement 

through elective deferral are not subject to 

current taxation.

Account balances in a nonqualifi ed deferred 

compensation plan remain assets of the 

employer. Elective deferrals are subject 

to FICA and Medicare withholding, and 

are not deductible by the employer until 

the participant takes constructive receipt. 

Earnings on plan accounts are not taxable to 

the participant; however, the employer will 

be taxed on all of the plan’s current income 

and capital gains.

The inability for the employer to defer 

contributions at the time they are made has 

important implications for S corporations, 

partnerships, sole proprietors, and other 

types of “pass-through” entities. In 

pass-through entities, salary deferrals 

by owners do not result in deferral of 

income taxes.

In addition to employee deferrals from 

earned income or bonuses, contribution 

sources can include additional employer 

contributions. Employer contributions to the 

nonqualifi ed plan are not deductible to the 

employer until the account balance is paid to 

the participant.

The plan design can include a vesting 

schedule that applies to employer 

contributions to create “golden handcuffs,” 

helping to retain key executives.

Executive Nonqualified Deferred Compensation Plans

A nonqualifi ed deferred compensation plan allows owners and executives to set aside 
unlimited amounts on a tax-deferred basis in a separate retirement plan designed only 
for them. This retirement plan alternative helps bridge the gap between what a qualifi ed 
retirement plan will provide at retirement — and what they actually need to maintain their 
current lifestyle. A 409A-compliant program.




