
Tax Advantages
 ȥ Participants pay no income taxes on contribu tions or earnings until they are received 

by them or their beneficiary

 ȥ Tax-deferral maximizes the compounding value and increases the participant’s 

ultimate retirement income

 ȥ Withdrawals are subject to ordinary income tax and, if made prior to age 59½, may be 

subject to a 10% IRS penalty tax

 ȥ Flexible distributions are available through Participant-controlled periodic payments 

from a “rollover” IRA

Plan Features
 ȥ Ability to cover only specified employees

 ȥ Only plan that allows Employer contributions to be made for five years after severance 

from service

 ȥ Eligibility requirements are flexible

 ȥ Contributions are discretionary each year, but must be substantial and recurring

 ȥ Contributions are allocated according to the plan

 ȥ Ownership of an Employee’s account can be tied to a vesting schedule based on years 

of service

 ȥ The participant’s vested account balance is generally payable upon retirement, 

severance from employment, disability or death

 ȥ Taxable distributions on account of disability, death or after age 55 and severance from 

employment avoid the IRS 10% early withdrawal penalty

 ȥ Employees can defer any or all distributions until they are subject to IRS minimum 

distribution rules at the later of age 70½ or retirement

 ȥ Younger and long-term Employees benefit the most because they have more 

contribution opportunities and a longer period of tax-deferred earnings
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Contributions
 ȥ Accumulated leave can be used to fund the contribution

 ȥ The maximum annual addition to a participant’s account is 100% of their 

compensation, subject to a $54,000 annual limit (2017)

Plan Suitability
403(b) Special Pay Plans are favored when the Employer:

 ȥ Wants flexibility in making contributions

 ȥ Wants an inexpensive and easy-to-understand plan

 ȥ Wants to attract, keep and reward Key Employees

Advantages of Using a 403(b) Special Pay Plan for Employer Contributions
 ȥ Contributions can be made for five years after severance from employment

 ȥ Contributions are not subject to FICA tax

 ȥ A vesting schedule can apply to the contributions

 ȥ The IRS 10% early withdrawal penalty can be avoided at age 55 and severance from 

employment (instead of 59½)

 ȥ Allows the Employer discretion in the choice of individuals that are to be covered by 

the plan, and the amount of contributions to be made to those individuals


