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Push it to the Limit
Op mizing your Qualiﬁed Re rement Plans in 2020

To subscribe to our Pension
Trends newsletter, visit

Se ng up a qualiﬁed re rement plan is an
eﬀec ve strategy that allows business
owners to get a substan al tax deduc on by
saving for re rement. If a business owner
wants to fully op mize the tax beneﬁts of
these plans, what’s the most they can
contribute and deduct each year?
The answer depends on several factors, but
let’s look at a few examples using the IRS
limits for 2020:
Deﬁned Contribu on (DC) Plan

How about both?
The same business owner can set up and
operate both a deﬁned beneﬁt plan and a
deﬁned contribu on plan in order to
contribute even more. Answering the
ques on, “how much more?” will depend on
the business. For some businesses, such as a
business without employees, there is a
combined plan deduc on limit to consider.
Con nuing with our example above, we’ll
assume the business owner doesn’t have
employees, and is subject to this limit. As
long as the owner contributes no more than
6% of their eligible compensa on (or
$17,100, if less) as a proﬁt sharing
contribu on to the DC plan, they can s ll
contribute the full amount to the DB plan.
They can also make the maximum allowable
salary deferrals. In our example, the most the
owner can contribute to both plans in 2020 is
as follows:

A business owner who sets up a deﬁned
contribu on (DC) plan (such as a 401(k) proﬁt
sharing plan) can contribute up to $57,000 in
2020. Of the $57,000, up to $19,500 can
come from salary deferrals (contribu ons
made from the owner’s compensa on), and
$37,500 would be classiﬁed as a proﬁt
sharing contribu on, which is a contribu on
from the owner’s business. If the owner is at
least age 50, they can contribute an
addi onal $6,500 “catch‐up” contribu on, $234,000
for a total of $63,500 in 2020.
$19,500

DB plan contribu on
401(k) salary deferral

Deﬁned Beneﬁt (DB) Plan

$6,500

401(k) catch‐up

If a business owner wants to contribute and
deduct more than $63,500 per year, a
deﬁned beneﬁt (DB) plan may be more
appropriate. In a DB plan, the most an
owner can contribute will depend on several
factors including age, compensa on, and the
number of years they operate the plan. If an
owner, age 52, sets up and maintains a plan
for ten years, and then terminates the plan
at age 62, the most they can roll over to an
individual re rement account (IRA) is roughly
$2.95 million as of 2020. Over ten years, this
amounts to an average annual contribu on
of around $234,000, assuming 5% annual
investment returns.

$17,100

Proﬁt sharing contribu on

$277,100

Total deduc ble amount
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The numbers listed above will vary based on
the circumstances of your business, and a
plan design study is the best way to see how
these numbers would shake out for you. If
you are interested in exploring a qualiﬁed
re rement plan with a free plan design
study, contact an IAI Consultant through our
website at IndependentActuaries.com, or call
us at 503‐520‐0848.
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