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There’s a new retirement plan op-
tion that’s growing with small 
businesses. It’s called a pooled 

employer plan or PEP. PEPs are spe-
cifically designed for small-business 
owners to help their employees save. 
Thanks to both the SECURE Act of 
2019 and 2022’s SECURE 2.0, more 
small businesses and nonprofits can 
now participate.

Employers with retirement plans 
generally have their own stand-
alone 401(k) or 403(b) retirement 
plan. With a PEP, employers can 
link up with many other unrelated 
employers. They can even be from 
different industries and regions, or 
have other affiliations, in contrast 
with the requirements of other 
kinds of plans.

A PEP “pools” the assets of all of 
these members’ retirement plans 
together, then they are supervised 
by a pooled plan provider, who 
serves as both the named fiduciary 
and plan administrator.

Recent studies have shown that 
PEPs are growing fast, with more 
than 1 million total participants 
nationwide and assets almost dou-
bling since their expansion to small 
businesses allowed by the SECURE 
Act. The PEP market is expected to 
continue its upward trajectory, with 
projections suggesting assets could 
reach $25 billion by the end of 2025, 

which is up from the $9 billion re-
ported at the end of 2023.

“We’ve seen a big jump in the 
number of clients moving to our 
retirement plan administrative 
services over the past year, thanks 
to PEPs,” said Michael Majors, a 
vice president of human resources 
services at the payroll processing 
firm Paychex. The firm recently an-
nounced that it had passed 100,000 
401(k) clients, and Majors credits 
PEPs as a big factor.

Jim Kais, the Head of Group Re-
tirement for Equitable, a financial 
services company with a variety of 
small and midsize clients in the Phil-
adelphia area, said there have been 
as many as 350 PEPs established 
since the original SECURE Act.

“Given the structural improve-
ments and regulatory push, PEPs 
could become a dominant force in 
the retirement market over the 
next decade,” he said. PEPs provide 
at least three main benefits to small 
businesses.

For starters, the arrangement re-
duces liabilities to the owner.  With 
standard retirement plans, the 
business owner is usually named 
as a fiduciary and is responsible for 
making sure that there are diverse 
investment selections, timely re-
mittance of contributions, and that 
the plan follows its documentation. 
If something goes wrong, it’s the 
fiduciary’s responsibility, and this 

creates an added headache and ob-
ligation for a business owner.

Joining a PEP means that a busi-
ness owner can generally avoid 
these liabilities by delegating this 
responsibility to the PEP adminis-
trator who also serves as a financial 
adviser.

Kelly Michel, a retirement expert, 
said the administrators of PEPs 
are generally financial experts and 
it’s “incredibly important to have 
a financial adviser support you if 
you’re a small-business owner. You 
don’t know what you don’t know 
and you don’t want to get yourself 
in trouble.”

Establishing a PEP outsources 
these responsibilities to advisers 
with more experience.

Also important: PEPs lower re-
tirement plan costs for employers.

All the administrative and com-
pliance work for companies that 
belong to a PEP — filing tax forms, 
audits, payment management, com-
munications to employees, “dis-
crimination” testing (an annual 
process for companies sponsor-
ing retirement plans to ensure the 
plans do not unfairly favor highly 
compensated employees over non-
highly compensated employees) — 
is done by one administrator and 
the costs are shared among the 
participating plans. This is almost 
always a less expensive approach 
thanks to economies of scale.
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Pooled employer plans can be less costly for business owners to set up and maintain. 
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“If you’re a business owner I’m 
sure you’d like to put maybe a few 
grand back in your pocket as sav-
ings,” Kais said. “You can then re-
deploy your staff who were pre-
viously doing this administrative 
work to more revenue-producing 
tasks in the firm.”

Finally, being part of a PEP means 
that a company’s retirement plan 
benefits are competitive and likely 
offer more options than if the plan 
was being maintained by an individ-
ual business. This helps attract and 
retain workers.

“PEPs allow for tailored plan 
features such as new comparabil-
ity formulas, unique vesting sched-
ules, and eligibility rules,” Kais 
said. “These factors make them ex-

tremely suitable for high-income or 
closely held firms.”

While all of these reasons are at-
tractive, joining a PEP is not with-
out its challenges.

Because the retirement plan in-
volves multiple employers, it offers 
fewer options to customize. Busi-
ness owners will relinquish much of 
the control of their 401(k) plans to 
the PEP administrator, and there’s 
always the risk of poor quality of 
service or fees that are similar to 
what’s currently being paid.

And while transitioning from a 
401(k) to a PEP is not a full plan ter-
mination, it does involve a restate-
ment and a new implementation, 
which can take an estimated 8 to 12 
weeks, according to Kais. All of this 

will also need to be explained to em-
ployees.

Still, the benefits of PEPs can sig-
nificantly outweigh the costs, par-
ticularly for small businesses.

“Small businesses often avoid 
offering retirement plans due to 
perceived high costs, fiduciary 
complexity, and administrative 
burden,” Kais said. “PEPs directly 
address these barriers.”

Michel said 55 million Americans 
don’t have retirement savings and 
are often employed by small busi-
nesses “where the owner doesn’t 
believe they can afford to set a plan 
up.”

“A PEP makes it much easier for 
employers to provide a retirement 
plan for these employees,” she said.
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