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CHOOSING THE RIGHT KIND OF PENSION PLAN: 

 

A QUICK OVERVIEW FOR THE BUSINESS OWNER 

 

 
 

Closely held business owners usually search hard to find tax-advantaged 

benefits for themselves and for their employees.  Qualified retirement plans--

pension plans--are usually high on the list of desirable strategies. 

 

A qualified retirement plan, sometimes referred to as a pension plan, allows 

the employer to take a tax deduction for amounts that it commits to the plan.  

The participating employee generally does not have to pay any current income 

taxes on the amounts put in the plan.  The employee only pays income taxes 

when receiving actual distributions—presumably at retirement. 

 

So why doesn’t every business have a pension plan?  Qualified retirement plans 

come with substantial baggage: 

 

o All eligible employees must be included 

 

o The plan cannot discriminate in favor of certain employees 

 

o Related businesses must be aggregated together 

 

o A plan document must be implemented and kept up-to-date 

 

o Other strict administrative requirements must be observed 

 

Still, for many closely held business owners, the tax and practical rewards of a 

pension plan outweigh the hassle. 

 

There are two important categories of pension plans—full administration 

plans and simplified pension plans.  A defined benefit plan promises a 

specified monthly benefit at retirement.  The plan may calculate the promised 

benefit through a formula.  The formula usually includes factors for salary, 

service or age. 
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A defined contribution plan does not promise a predictable monthly benefit at 

retirement.  Instead, the employer and sometimes the employee contribute to an 

individual sub-account within the plan.  The contributions are invested on the 

employee’s behalf, and the participant ultimately receives the balance in the 

account.   

 

Full administration plans usually require hiring the services of a plan 

administrator.  To avoid that hassle and expense, many closely held business 

owners opt for plans with simplified administration.  The two most popular 

alternatives are the Simplified Employee Pension (SEP) or the Savings 

Incentive Match Plan for Employees Individual Retirement Account 

(SIMPLE IRA). 
 

Under a SEP, the employer makes regular contributions to each employee’s 

IRA.  Under a SIMPLE IRA plan, which works similarly to a Section 401K 

plan, usually both the employer and employee contribute to the employee’s 

retirement account.   

 

Are you a candidate for implementing a retirement plan in your business?  Are 

you wondering which choice is right for you?  I help my business owner clients 

sort through the choices to come up with the right fit. 
 

AS ALWAYS, PLEASE FEEL FREE TO CALL TO DISCUSS THESE OR 

OTHER FINANCIAL SECURITY ISSUES OF CONCERN. 
 

 

 

 

Lincoln Financial Advisors Corp. and its representatives do not provide legal or 

tax advice. You may want to consult a legal or tax advisor regarding any legal or 

tax information as it relates to your personal circumstances. 
 

 

 

 

 

 

 

› * Divorce Financial Analysis not offered through Lincoln Financial Advisors Corp. 

› Ivy H. Menchel is a registered representative of Lincoln Financial Advisors Corp. 
› “Securities offered through Lincoln Financial Advisors Corp., a broker/dealer. Member SIPC. 

›  “Investment advisory services offered through Lincoln Financial Advisors or Sagemark Consulting, a division 

of Lincoln Financial Advisors Corp., a registered investment advisor.” 
›  Insurance offered through Lincoln affiliates and other fine companies.” Michigan. Securities offered through 

Lincoln Financial Advisors Corp., a broker/dealer (member SIPC) and an insurance agency. 

› California. Insurance offered through Lincoln Marketing and Insurance Agency, LLC and Lincoln Associates 
Insurance Agency, Inc. and other fine companies.   

› Utah. LFA Insurance Agency. Insurance offered through Lincoln affiliates and other fine companies.   

› Washington. Insurance offered through Lincoln Financial Advisors Corp. and LFA Limited Liability Company. 
› “The content of this material was provided to you by Lincoln Financial Advisors for its representatives and their 

clients and is for informational purposes only.  We do not offer legal or tax advice.  Seek the advice of a tax 

advisor prior to making a tax-related insurance/investment transaction.” 
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