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Tax Credits for Small Employer Plans

While the original SECURE Act increased tax credits for small
employer plans, SECURE 2.0 significantly increases the
available tax credits—including some that could cover the
costs of operating/administering a small plan for up to three

years.

Employer -
Size of Employerr ~ S2r-iP Cost Contribution || AutomaticiEnroliment
ax Credit T : Credit
ax Credit
1 - 50 employees 100% of Eligible Up to 100% employer |$500
Start-up Costs contribution for first 2
years;
75% in third year;
50% in fourth year;
25% in fifth year
51 — 100 employees 50% of Eligible Same as above, but $500
Start-up Costs phased out based on
number of employees
above 50
100+ employees 0% of costs $0 $0

Notes

Available for first three
tax years plan is main-
tained.

Maximum credit is less-
er of

$5,000 or $250 times
the number of eligible
non-highly compen-
sated employees.

Available for first five
tax years plan is main-
tained.

Credit available only for
contributions for em-
ployees that make
$100,000 orless in
FICA wages.

Maximum credit per em-
ployee is $1,000.

Available for first three tax
years plan offers an eligi-
ble automatic contribution
arrangement.

*Employees are based on the number of employees who made at least $5,000 in the preceding year.




Credit for Start-Up Administrative Costs

Certain small employers who establish a new plan are eligible
for a tax credit for the first three years in which the plan is

maintained.

“Eligible startup costs” includes ordinary and necessary costs
to set up and administer the new plan and educate
employees about the new plan. This might include document
fees, advisor fees, plan documentation fees, and any other
expense necessary to establish and run the plan. The costs to
establish in the year prior to the plan being effective could
count as the first year (establishing that as the first year for

the three-year cycle).

NOTE: This tax credit often makes it nearly free for employers

with 50 or fewer employees to start a plan.

An employer is eligible for the tax credit if the employer had
no more than 100 employees making at least $5,000 in the
prior year and did not maintain a 401(a), 403, SIMPLE, or SEP
plan in the three taxable years immediately preceding the tax
year in which the plan is adopted. An eligible employer can

take a credit as follows;

Size of Employer*

100% of Eligible
Start-up Costs

1 - 50 employees

Amount of Tax Credit

Maximum Credit

Lesser of $5,000 or
$250 times the number
of eligible non-highly
compensated employ-
ees (for 2023, generally
those making less than
$150,000)

Additional Notes

Must have at least one non-
highly compensated em-
ployee
Minimum credit is $500
Eligible for up to three tax
years

50% of Eligible
Start-up Costs

51— 100 employees

Lesser of $5,000 or
$250 times the number
of eligible non-highly
compensated employ-
ees (for 2023, generally
those making less than
$150,000)

Must have at least one non-
highly compensated em-
ployee
Minimum credit is $500
Eligible for up to three tax
years

100+ employees 0% of costs

$0

*Employees are based on the humber of employees who made at least $5,000 in the preceding ye




Credit for Employer Contributions

SECURE 2.0 also added a new tax credit for small employers
that provide employer contributions to a new defined
contribution plan. An employer is eligible the for a tax credit
if the employer had no more than 100 employees making at

least $5,000 in the prior year as follows:

Years Since Plan
Adoption

Year of Adoption*

Tax Credit

1-50 employees

100% of eligible em-
ployer contribution

51-100 employees

Same minus 2% times
number of employees
over 50

Maximum Credit

Lesser of actual employer
contribution or $1,000
for each employee mak-
ing$100,000 orless in
FICA wages
$0 for each employee mak-
ing >$100,000 in FICA
wages

1st tax year after adop-
tion

100% of eligible em-
ployer contribution

Same minus 2% times
number of employees
over 50

Same as above

2nd tax year after adop-
tion

75% of eligible employ-
er contribution

Same minus 1.5% times
number of employees
over 50

Same as above

3rd tax year after adop-
tion

50% of eligible employ-
er contribution

Same minus 1% times
number of employees
over 50

Same as above

4th tax year after adop-
tion

25% of eligible employ-
er contribution

Same minus 0.5% times
number of employees
over 50

Same as above

*If the employer maintained a 401(a), 403(a), SIMPLE, or SEP plan in the three taxable years immediately preceding the tax year in which

the plan is adopted, the employer cannot take a deduction for the year of adoption, but is eligible for tax credits in the next four tax years




Credit for Automatic Enrollment

SECURE 2.0 also requires plans established after Dec. 29,
2022, to add an eligible automatic contribution arrangement
(EACA) to the plan no later than the 2025 plan year. While this
is an administrative complexity, the addition of a EACA
feature will generate an additional tax credit for eligible small
employers for the first three tax years in which the EACA

feature is maintained.

Size of Employer*

Amount of Tax Credit

Additional Notes

1 - 100 employees $500 Eligible for up to three tax years
Unlike the start-up credit, there is
no requirement that there be at
least 1 non-highly compensated
employee

100+ employees $0

*Employees are based on the number of employees who made at least $5,000 in the preceding year




Estimated Tax Credit for
Start-Up Retirement Plans

Client Name:; ABC Law Firm

Start-up Tax Credit is Lesser of $250 per NHCE or 100% of
Annual Administrative Costs, Not to Exceed $5,000.00.

15

$ 3,750 Not to Exceed $5,000

(Minimum $500 Credit)

$ 3,750

Tax Credit May be Taken for 3 Consecutive
Years

$ 11,250 Not to Exceed $15,000

Please share this information with your CPA to ensure
they take the appropriate tax credit on Form 8881 on
your next three corporate tax return filings.

*Tax credit available is subject to change based on the
annual count of non-highly compensated employees.



..8881 Credits for Small Employer Pension Plan Startup Costs,

(Rev. December 2025) Contributions, Aute-Enrollment, and Military Spouse Participation

OMB No. 1645-1810

o Attach to your tax return. Adbachment

Inminm;fuﬂ;usLﬁu Go 1o www.irs gov/FormB851 for insiructions and the latest information. Sequence Ho. 130

Name(s) shawn on retum Identifying number
Small r Pension Plan Startup Costs Credit and Contributions Credit

Section 1—Small Employer Pension Plan Startup Costs Credit

A Enter tha numbear of qualifying employess. Sae instructions
1 Qualified startup costs incurred during the tax year . . . 1

Employers with 1-50 employees enter the amount from line 1. Erq:rl-n‘_!,m with 51-100 Empl-n‘_!,reaa
anter 50% (0.50) of line 1 .
3  Enter the number of amployees eigl:.la-tn partnpata in ﬂm pensian pIElrl Sae rrEltrul::hurﬁ
x 85250 . .
4 E|1l:arthagraata'ufSED:]urH'laanmunﬂmmirES{DunmanhﬂrmuraﬂmnﬁUEﬂ}
§  Enter the smaller of line 2 or line 4 .
If you are M]Tcah.llntlngﬂiacreﬁtfurmpbyermnmmmﬂ gutu-i'la-? Aluﬂ'lar'& Eu-tullnaﬂa

Section 2— Small E Employer Contributions Credit

Ba Enter the number of employees from the preceding tax year. See instructions .

b Enter employer contributions mads to the plan, but don™t includa (i) elective defarrals, (i) contributions.
made to employess whose wages paid to the employes wers in excess of $105,000, and i) any
amount of contributions to an employee to whom you made contributions of mora than $1,000 . .

¢ For employees for whom you made matching and nonelective confributions of more than $1,000 (and
whao are not disqualified becausa they mest Bblii) above), sese the instructions for information on how
to detarmine the amount to enter on line Be. If you do not make thase types of contributions, anter -0-

d Add lines &b and Bc .

If the mnﬁadmp‘nﬁmaﬂmﬂdmllmﬂaﬁﬁﬂurhﬁ elﬂerhasrnuuﬂiﬂrnlmﬁdunimﬂi H
the number of employees entered on line Ga is 51-100, continue to line Ge(1).

& (1) Subiract 50 (50.0) from the number of employesas entered an line Ba
{2) Multiply line Be{1) by 2% (0.02] .

{3 Multiply line 62{2) by line 6d .
{4) Subfract line Ge(3) from line 6d . .o

f If you did NOT completa line G2, enter the amount from fine Gd. Hynunnrnplatﬂdinaﬁa anter tha

g Applicable percentages. Ses instructions . .
-Htautmatadm&mfmturumundyearnfﬁmplun erterhesrnuurrtfmmllrmﬁf
= [f this is treated as the third year of the plan, multiply lime 8f by 75% (0.75).
= [f this is treated as the fourth year of the plan, multiply line 6 by 50% (0.50).
= [f this is treated as the fifth year of the plan, multiply the amount on line &f by 25% (0.25).

Section 3—Total Credits from Part |

T Small employer pension plan startup costs credit and small employer contributions credit from
partnarships and 5 corporations

8 Addlines 5, 6g.and 7. Parmwpamidﬁnnrpnrsﬁunﬂ mpu'fﬂ'uanrrnuﬂnnﬁcha-@lal(..ﬂluhﬂr&
mpnrtt?laan'lnuﬂnnFurrnEE]U Part lII, lina 1j . . Ce e e o

[ Part Il | Il Employer Auto-Enroliment Credit

a &taﬂﬂﬂmmﬂn—mmlmﬂupﬁunhprwﬁadhrmﬁmﬂuﬁng&ﬂaehﬁm.
10 Small employar auto-enrollment credit from partnerships and 5 corporations

11 Addllrmaﬂﬂnd1ﬂ.F‘El‘LnErﬂl‘qﬁEl1dEnurpumhﬂnErﬂp{u'ttrﬁmmurltmﬁuhaddaltﬁlu&mr&
mpnrtthaan‘nuﬂnnFurrnEE]ﬂ Part |Il, line 1dd - Ce e e

Part Il Il Employer Military Spouse Participation Gredit

Caution: ¥ou can't claim the credit if you had more than 100 employees in the preceding tax year.

12  Enter the number of military spouse employees participating in an eligible plan. Ses instructions.

% 5200

13 Amount of contributions paid b}larrq:lu‘_.ra’furaaﬁaigiﬂa nirta.ryspumaarq:luye-a Do not anter
more than $300 per employes. See instructions . . .

14 Emn]lﬂmpinyﬂrrritﬂryapnmapﬁlmﬁlnnaﬂdﬂhﬂmp&rhﬂmmﬂﬁuﬂ'pﬂrﬂtnrﬁ

15  Add lnes 12, 13, and 14. Partnerships and 5 corporaticns, mpnrtmaa'nnmt on Schedule K. All
athers, report this amount an Form 3800, Part Il, lina 1es .

12

13

14

15

For Paperwork Reduction Act Notice, see separate instructions. Cat. Nao. Z3436H rmnm1 {Few. 12-2028) Created 1244725
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