financial fitness

By Erik Ford

401(k)?

The introduction of the 401(k) in the early 1980s changed the
way most Americans save for retirement. Providing a means for
employees to save amounts larger than allowed in a traditional
IRA, deferring taxes on those savings and having a wide range of
investment choices has created a benefit for employees second
only to employer-provided healthcare. Our economy is changing
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with the growth of the “gig economy.” The growth of the service
economy and the capabilities of technology have created an
explosion of opportunities for the self-employed, contract worker
and small business. But where does that leave the prudent saver
for their retirement? Well, there are options.

Unknown to many, an individual or small Partnership of self-em-
ployed can have their own 401(k) and this can be done at a
reasonable cost. Certainly at a cost that makes sense given the
benefits. A traditional IRA allows for $6,000 in annual contribu-
tions ($7,000 if over 50 years old) in 2019. A 401(k) permits up to
$56,000 in combined salary deferral and profit sharing, $62,000
if you are over 50. Clearly, the 401(k) provides a better vehicle
for retirement savings in a tax-deferred vehicle. Another option
for the self-employed is a SEP IRA, which provides for the same
maximum as the 401(k), but how you get there generally favors
the 401(k) for situations below the maximum.

The specifics of the 401(k) limits are the ability to defer up to
$19,000 of compensation ($25,000 if over 50) plus profit sharing
up to 25% of total compensation. The SEP IRA only permits the
deferral of 25% of compensation.

There are also very cost-effective 401(k) options for small busi-
nesses with only a few employees. In today’s tight market for
employees, there is an increasing importance placed on benefits
to attract quality employees and a 401(k) plan, with or without
employer matches, is an important benefit for potential employ-
ees and a way to differentiate you as an employer.

Another feature available with the 401(k) that is not available
with other retirement savings vehicles is the ability to borrow a
portion of your balance. This feature is included as an incentive
to encourage a higher savings rate because you have access to
your funds in an emergency. While definitely not a preferred



action, borrowing a portion of your retirement funds, it does
provide access to capital without taking a straight distribution.
Taking a distribution results in both income taxes on the distri-
bution plus a 10% penalty if you are under 59 1/2. Any 401(k)
loan does need to be repaid over a five-year period, but if you are
setting up your own business as a self-employed, capital may be
scarce. Additionally, the interest you pay on the loan is paid to

yourself' back into your 401(k).

Building savings for our retirement is difficult in an ideal world.
Seing self-employed or working as a contract employee can make
that even more difficult. Establishing an individual 401(k), or one
for your small business if you have employees, can make a big

difference for you and your family and any employees and theirs.

The state of linois has implemented a state-sponsored plan

for employers with at least 25 employees. By November of this
year, any employer with at least 25 employees must either offer
a plan or participate in the sta te-sponsored plan (earlier for
larger employers). While the thought behind this requirement is
good, the state of [llinois is not the best fiseal ma nager and there
is something to be said for having control of such an important

employee benefit.

If this is an area of interest for you or your business, contact a

professional advisor involved in the qualified plan market.
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e Attic Insulation

® Exterior Walls

= Garage Walls & Ceiling

* Basements

¢ Crawlspaces

* Mold Remediation

® Professional Soundproofing

10™ OFF
with $795
purchase

Providing Chicagoland an affordable way to
insulate through several energy saving methods.

We have 3 locations to help serve you best,
Downers Grove e Channahon * Lemont

Bonded & Insured &% L

illinois.insulators@gmail.com
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At Travanse Living at Wheaton, our assisted living
and memory care residents enjoy the freedom of
living a vibrant, active lifestyle while enjoying peace
of mind knowing our wellness services and amenities
are personalized to fit their individual needs.

Call (888) 491-5408 to come visit us today!
travanseliving.com | 219 Parkway Drive, Wheaton, IL 60187
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