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Benefits in a Pension, for Now and Beyond
By CHARLES DELAFUENTE

FOR a long time, owners of small businesses have been able to put 
more income into a pension plan than salaried employees can, 
deferring tens of thousands of dollars in taxes. Gradual changes in 
the tax law and the advent of simpler ways to maximize contribu-
tions have sweetened that perk, especially for small-business 
owners who can afford to divert more of what they make into 
pensions.

One tool that well-off business people can use is a defined-benefit 
pension plan authorized by Section 415 of the tax code. Karen 
Shapiro, chief executive of Dedicated DB, a San Francisco firm 
that specializes in setting up and administering such plans, said that 
the effort and expense of doing so was daunting, but that for a 
surprising number of small-business owners, the tax benefits make 
it worthwhile.

To set up a plan, a participant calculates — or has an expert 
calculate — how much would have to be contributed each year, 
given the person’s age and assumptions about interest rates, to 
yield a given pension at a predetermined age.

“The older you are,” Ms. Shapiro said, “the more you can put in,” 
to make sure the plan has enough to pay out the desired amount at 
retirement.

The Section 415 defined-benefit plans do not limit contributions to 
a fixed percentage of income, Ms. Shapiro said. Whatever the 
formula calls for is what the law allows.

Obviously, many self-employed people or partners in small 
businesses cannot afford to put the majority of their earnings into 
pension plans. But certain owners can, Ms. Shapiro said. These are 
people who have a salaried job and a second business, perhaps as a 
consultant, and may not need that income immediately. That is also 
true of people who have a lot of income from investments and can 
use that for living expenses while shielding their earnings from tax. 
Living on the same amount of income by reinvesting the invest-
ment income and spending current earnings could result in a tax 
bill that is tens of thousands of dollars higher, she said.

The maximum annual payout that the tax law allows to be used in 
the calculation is $180,000 — up from $175,000 last year and due 
to rise by another $5,000 next year. That might let a business 
owner in her 50s, for example, contribute more than $100,000 
annually, tax-deferred, to a pension. That, said Ms. Shapiro, a 
former senior vice president at Bank of America, could be three or
four times as much as the same person could put into the older  

defined-contribution, self-employed pension plans like Keoghs and 
SEPs because of absolute dollar limits and percentage-of-income 
restrictions.

Glenn Sulzer, a lawyer who is a pension law analyst with CCH, the 
publisher of tax materials, and a leading contributor to the CCH 
Pension Plan Guide, said such a strategy made sense. “There are 
still issues that you have to be concerned with,” he said, adding, 
“Beware of the funding obligation,” which makes contributions 
mandatory for several years.

Diane Giordano, an accountant and certified financial planner at 
Marcum & Kliegman, in Melville, N.Y., was asked whether she 
would recommend a Section 415 defined-benefit plan to a self-
employed person who, say, earned $200,000 a year and could 
afford to put half of that away. The answer turns on age. “An older 
person could really load up” on contributions to a defined-benefit 
plan, she said.

While the plans are theoretically available to any size firm, Ms. 
Shapiro said they worked best for sole proprietorships and small 
partnerships, limited liability companies and S corporations. Many 
small businesses with one or two nonowner employees can use 
them. But Ms. Giordano cautioned that when there were employees 
other than the owners, they have to be included, too, albeit at 
smaller amounts, which could reduce the savings.

The typical client of Ms. Shapiro’s firm is a one- to five-employee 
business whose owners put about $110,000 to $130,000 a year into 
their pensions. Dedicated DB sets up the plan and does the annual 
administrative work for an initial $1,250 fee and a $1,600-a-year 
maintenance fee. “We don’t give investment advice” on where to 
put the pension money, she said, but added that her nationwide 
client base includes many people referred by financial planners, 
who typically do offer such advice.

Unlike an I.R.A., which can be set up any time before a return is 
due, a 415 plan must be created by the end of the year, although the 
funds can be put in later.

Despite the tax advantages, many small-business owners have 
shied away from defined-benefit plans, even though they allowed 
larger deductions, because of the expense and complexity of setting 
them up. But now, with the spread in allowed contributions larger, 
they may appear more tempting to those who qualify. “They’re 
saving a huge amount in taxes, so the fee doesn’t bother them,” 
Ms. Shapiro said.


