
12/22/10 9:31 AMYou Can Afford to Offer a 401(k) Plan Business on Main

Page 1 of 1http://businessonmain.msn.com/browseresources/articles/print.aspx?cp-documentid=26483957

You Can Afford to Offer a 401(k) Plan
By Randy Myers

I don’t care how big your company is or how much money it makes. If you want to
offer your employees a 401(k) plan — and you probably should — you almost
certainly can afford it.

That wasn’t necessarily the case 10 years ago. Back then, small employers often did
pay exorbitant amounts to sponsor a 401(k) plan. Some still do. But competitive
pressures and technological advances have made it unnecessary.
 
There are now numerous 401(k) providers offering affordable and sophisticated
retirement plans for the small-company market, from boutique investment advisors to
online financial services companies and payroll vendors. In addition, many small
businesses qualify for federal tax credits of up to $500 per year for the first three
years their plan is in operation.

Assessing the costs for your business
ShareBuilder 401k, a subsidiary of the online bank ING Direct, says on its website that a business with two to 15 employees should pay less
than $1,200 a year for a 401(k) plan. Companies with 16 to 50 employees should pay less than $1,800, it says, and those with 51 or more
employees should pay less than $2,500.

These are real-world prices. Thomas Howard, founder and president of MemberClicks, a 26-employee firm that provides websites and
software for associations and other nonprofit organizations, launched a 401(k) for his employees three years ago. The cost to his Atlanta-
based company: about $1,500 a year.

Howard chose an Atlanta-based investment advisory firm, Buckhead Investment Partners, to provide his company’s plan. In addition to
offering competitive rates, Howard says, Buckhead offers hands-on service, including educational programs for his employees. “They have
been absolutely amazing in terms of understanding the small-business environment,” he says.

Modern Drummer Publications, a Cedar Grove, New Jersey, magazine publisher with just 12 employees, recently chose payroll-services
company Paychex Inc. to manage its 401(k) plan after working with a large bank for years. The move slashed the company’s annual
administrative and recordkeeping costs for its plan to $1,800 from about $8,800, says associate publisher Tracy Kearns.
 
Matching employees’ contributions
Modern Drummer’s all-in cost for its 401(k) plan is, in fact, higher than $1,800, because it generously matches its employees’ contributions
dollar for dollar up to a total of 6 percent of their salary. But as Paychex vice president Janice Nearen-Bell explains, small businesses have
no legal obligation to match employee contributions.

 

MemberClicks, for example, does not do it. If you are worried about the ongoing costs, you can simply forgo a match when launching your
plan and then add it later if you wish. Alternatively, you can incorporate a profit-sharing option into your plan. That allows you to make
contributions in years when you can afford them, with no obligation to continue them in subsequent years.

 

To be sure, an employer match makes a 401(k) plan a more potent tool for attracting and retaining top talent. But even without it, offering a
401(k) plan gives your employees the chance to save for retirement in a tax-advantaged account through convenient payroll deductions, and
that alone makes it a valuable perk.

 

“It’s an important factor in establishing credibility and legitimacy among an increasingly discerning labor market,” Howard says. “Simply put,
there is a growing expectation out there for it.

 

For more advice on choosing a cost-effective retirement plan, take a look at our recent article “The 401(k) Cost Challenge.” If you really want
to offer a plan, cost is no longer an insurmountable obstacle.

 

A former reporter and editor for Dow Jones, where he wrote for The Wall Street Journal and Barron’s, Randy Myers is a contributing editor for
CFO and Corporate Board Member magazines.
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