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Disclaimer

This research was conducted while Goodman was an employee at the U.S. 
Department of the Treasury. The findings, interpretations, and conclusions 
expressed in this paper are entirely those of the authors and do not necessarily 
reflect the views or the official positions of the U.S. Department of the 
Treasury, Federal Reserve Bank of Chicago, Federal Reserve System, FDIC, 
or the U.S. Government. Any taxpayer data used in this research was kept in a 
secured Treasury or IRS data repository, and all results have been reviewed to 
ensure that no confidential information is disclosed. 



Introduction
• Policy makers have taken steps to incentivize the creation of 

employer-sponsored retirement plans (ESRPs), particularly among 
small employers.

• Section 45E credit offsets retirement plan startup/admin costs for  
small firms (≤ 100 employees)

• Introduced in 2001 – 50% of costs, capped at $500 / year, for 3 years

• SECURE Act raised cap to $5,000 in 2020

• SECURE 2.0 Act increased subsidy rate to 100% for firms with < 50 
employees.

• Main finding: take-up is very low despite increased generosity.



Research Questions
1. Who takes up the Section 45E credit?

2. What explains differences in take-up across firms/tax 
preparers?

3. Do tax preparers change behavior after learning about the 
credit?

4. Are credits claimed across all three eligible years?



Preview of Results
• Take-up of Section 45E credit is low

• Take-up rate = 1% (early years) to 5.5% (2023)

• Large heterogeneity: industry, education, tax preparer use.
• Higher take-up: CPA preparers, educated owners, experienced preparers

• Preparer learning observed: take-up rises after first filing.
• But far from 100%

• Credit often claimed for only one year.

• Credit’s influence on ESRP formation appears modest.



Literature: Incomplete Firm Take-up of Tax 
Benefits

• Firm use of tax incentives often incomplete.

• Section 45E take-up much lower than NOL refunds (Zwick 
2021)  or bonus depreciation (Kitchen and Knittel 2016; Cui et 
al. 2022 ), and corporate income tax cuts (Pham 2019).



Literature: Individual Savings Tax Incentives
• Low take-up of Saver’s Credit for low-income individuals (e.g., Koenig and 

Harvey 2005; Bryant 2020).

• Individuals adjust behavior in response to Saver’s Credit (e.g., Ramnath 2013; 
Duflo et al. 2006; Duflo et al. 2007; Heim and Lurie 2014; Bryant 2020).

• Debate around impact of tax preferences for retirement saving (e.g., Poterba et 
al. 1996; Engen et al. 1996; Hubbard and Skinner 1996; Gelber 2011; Attanasio 
and DeLeire 2002; Chetty et al. 2014; Bernheim 2002). 

• Behavioral frictions (Duflo et al. 2006, Chetty et al. 2014).

• This study shifts lens: firm behavior, not individual.



Literature: Tax Incentives and Employer 
Fringe Benefit Offers

• Tax incentives may shift compensation structure

• Prior work on tax subsidies and ESRP/health plan offers (Long 
and Scott 1982; 1984; Pauly 1986; Turner 1987a; 1987b; 
Woodbury and Huang 1991; Gentry and Peress 1994; Mulligan 
2021). 

• We study a relatively new and targeted tax incentive for starting 
an ESRP.



Literature: Behavioral Economics of Firms

• Firms may exhibit same cognitive biases and knowledge gaps 
as consumers (e.g., Gertler et al. 2025; Heidhues and Koszegi
2018 and Malmendier 2018 provide reviews) 

• We document an area in which the behavior of small firms 
deviates from predictions of standard neoclassical model.



Literature: Intermediaries and Financial Decisions

• Financial intermediaries influence individual behavior.
• Tax preparers influence responses to EITC (Chetty and Saez 2013)

• Financial advisors influence portfolio choice (Foerester et al. 2017; Von 
Gaudecker 2015; Hoechle et al 2017)

• We document similar effect for firm behavior.



Background: Section 45E Timeline

• 2001: 50% administrative cost reimbursement, maximum of 
$500/year for 3 years.

• 2019 SECURE: Raised maximum credit to $5,000 + $500 auto-
enrollment bonus. (Fully effective in 2020.)

• 2022 SECURE 2.0
• Raised reimbursement rate to 100% for firms with <50 employees
• New $1,000 credit for employer contributions.
• Fully effective in 2023.



Background: Additional Policy Context
• 2025 mandate: new 401(k)/403(b) plans must include auto-

enrollment

• Default contributions: 3–10%, escalating annually to 15%

• States: auto-IRA mandates (Oregon, California, etc.)

• Prior work: state mandates → ↑ employer plan offers



Data Sources
• IRS admin data: 2014–2023:

• Forms 1120/1120S/1065 – universe of businesses
• Form 8881 – used to claim Section 45E credit
• Form W-2 – employee contributions to ESRP (determine ESRP start)
• Form 1098-T – tuition and scholarship payments between individuals and educational 

institutions (to capture firm owner graduate education).

• ACS (2013–2023) for industry education proxy.

• Stratified sampling.
• 100% of firms that ever file Form 8881 or appear to start an ESRP
• Sample remaining firms at a declining rate based on average size.

• Data allows for detailed eligibility and credit claim tracking.



Construction Apparent Eligibility

• A firm is “apparently eligible” to claim the Section 45E credit if:

• Firm starts new plan (exclude EIN renaming/rollovers).
• Plan start year = first W-2 with retirement contributions

• ≤100 employees with ≥$5k wages in prior year.

• At least one non-highly compensated employee contributing.



Summary Statistics: Apparently Eligible Firms 
Mean

Tax preparer types

Preparer, no credential 0.079

No preparer 0.057

Preparer, credential other than CPA 0.137

Preparer, CPA 0.727

Log preparer size 1.819

Prior credit claim by tax preparer 0.127

Share of firm owner with post-graduate 

schooling

0.323

Share with at least a bachelor’s degree 

(from ACS)

0.468

Log average wages at firm 10.446

Mean

Firm Size

<= 5 employees 0.170

6-20 employees 0.470

21-50 employees 0.222

> 50 employees 0.138

Business form

S Corporation 0.674

C Corporation 0.139

Partnership 0.187

Number of observations 214,600



Tax Credit for Small Employer Pension Plan Startup Costs, by year



Dollars of Credit by Component



Interpreting Take-up Rates

• Claiming firm is an ‘always-taker’ (would have started ESRP 
regardless of policy) or ‘complier’ (started ESRP in response to 
policy)

• Assuming all compliers claim the credit, take-up gives upper 
bound on credit-induced retirement plans.

• Even at 5.5%, behavioral impact is modest.



Table 2. Regression Results, Probability of Credit Take-up 
Marginal Effect on Take-up, 2023 (1) (2) (3) (4) (5) (6)

Tax preparer types

(Ref: Preparer, no credential)

No preparer 0.015 0.012 0.028 0.013

(0.003) (0.003) (0.009) (0.004)

Preparer, credential other than CPA 0.008 0.007 0.008 0.007

(0.001) (0.001) (0.003) (0.001)

Preparer, CPA 0.011 0.011 0.019 0.010

(0.001) (0.001) (0.003) (0.001)

Log preparer size -0.0002 0.0005 0.0001 0.0003

(0.0003) (0.0003) (0.0009) (0.0004)

Prior credit claim by tax preparer 0.111 0.105 0.100 0.108

(0.002) (0.000) (0.003) (0.002)

Share of firm owner with post-graduate schooling 0.040 0.030

(0.002) (0.002)

Share with at least a bachelor’s degree (from ACS) 0.053 0.033

(0.002) (0.002)

Log average wages at firm 0.005 0.003 0.002

(0.000) (0.001) (0.000)



Table 2. Regression Results, Probability of Credit Take-up 
Firm Size (Ref: ≤ 5 employees)

6-20 employees 0.009 0.009 0.011

(0.001) (0.002) (0.001)

21-50 employees 0.004 0.002 0.018

(0.001) (0.003) (0.001)

> 50 employees -0.005 -0.009 0.000

(0.001) (0.004) (0.001)

Business form (Ref: S Corp)

C Corp -0.026 -0.028 -0.027

(0.001) (0.003) (0.001)

Partnership -0.018 -0.023 -0.020

(0.001) (0.002) (0.001)

Year fixed effects X X X X

Restricted sample X X

Baseline mean 0.051 0.051 0.063 0.053 0.063 0.053

Firm-year observations (000s) 1,234 1,234 93 960 93 960

Firm observations (000s) 599 599 93 474 93 474



Tax Preparer Learning as a Channel

• Credit use by one client → ↑ take-up for others.

• Experience increases – but far from guarantees - take-up.

• Evidence of awareness bottlenecks in practice.



Tax Preparer Learning



Constraints on Learning Propagation

• 2023: Only 13% of firms had preparer with prior exposure

• Median preparer had only 6 prior eligible clients

• Slow diffusion = structural barrier to widespread learning



Persistence in Claiming



Interpretation of patterns

• Firms may not know credit lasts 3 years.

• Burden of repeated filing may outweigh benefit.

• Preparer/client forgets or deprioritizes credit after first year.

• Late discovery → retroactive claiming only.



Conclusion

• Take-up of Section 45E credit remains low despite increased 
generosity.

• CPA preparer + educated owners → higher take-up.

• Preparer learning is real but limited.

• Most firms only claim once.
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Small Business Tax Incentives – Recent Legislative Offers

Mindset Small Business Tax Incentives 31

SECURE Sec. 104 –
Small ER Credit Limit 

Increase

Increased credit for small employer 

pension plan startup costs to a maximum 

of $5,000 per year up to 3 years.

Increased from previous limit of $500.

50% of eligible costs or $250 multiplied by 

the number of NHCEs (whichever is less).

Increased credit for small employer 

pension plan startup costs to a maximum 

of $5,000 per year up to 3 years.

Increased from previous limit of $500.

50% of eligible costs or $250 multiplied 

by the number of NHCEs (whichever is 

less).

SECURE 2.0 Sec. 102 –
Modification of Credit for 

Small Plans

SECURE 2.0 Sec. 111 –

Small ER Startup to Join 
Existing Plan

Clarifies that startup credit is available for 

3 years for employers joining a MEP and 

PEP regardless of how long the MEP or 

PEP has been in existence. 



Small Business Tax Incentives – Future Outlook

Mindset Small Business Tax Incentives 32

RISE Act

H.R. 6007

Fixes calculation issue with Sec. 102 of 

SECURE 2.0 to ensure that micro 

employers receive the full benefit of 

SECURE’s start-up credit - $2,500 credit 

for businesses with 10 or fewer employees

Bipartisan.

H.R. 6007 (118th Congress)

S. 1840 (119th Congress) 

Will Congress continue to add new and 

bigger tax incentives to incentivize small 

businesses to adopt or join a retirement 

plan? 

SECURE 3.0? Mandate?

Will Congress decide to “save” money 

and do away with the incentives? 

Alternatively, will Congress decide to 

approach closing the coverage gap by 

mandating that employers provide a 

retirement plan (i.e., Neal’s autoIRA or 

Hickenlooper/Tillis’ TSP for All)? 
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Helping small business owners 
claim retirement tax credits
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Gusto, the small business platform

Gusto serves 400,000+ businesses across the country, and millions of employees.  

We provide services across:
● Payroll - employees in all 50 States 
● Healthcare insurance (Small Group and Large)
● Tax Credits (R&D, 401k) 
● Retirement benefits (401k, et al)
● Insurance products (Workers comp, Life, Disability, etc.)
● Tax advantaged accounts (529s, HSAs, FSAs)
● Human resource support (hiring, on/offboarding, people management)
● Embedded financial services for employees 
● SaaS payroll software (Chase Business Banking Payroll is powered by Gusto) 
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Offering the 401(k) tax credit

Cost savings
Gusto helps customers reduce their 
overall retirement expenses, for free

Simple & quick
Gusto and Guideline can predict clients’ 
retirement credit eligibility and credit 
amounts. 

Customers can confirm eligibility and 
download a draft Form 8881 in minutes 

Value for Customers

Increase adoption
Educate eligible employers about the 
credit, which incentivizes adoption

Build trust
While Gusto does not provide tax advice, 
our software service helps employers 
manage their benefits and cash flow

Value for Gusto
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Step 1: Learn about the credit
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Step 2: Check eligibility and calculation
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Step 3: Download and file credit form 
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Takeaways

● While Gusto initially had low uptake of the 401(k) tax credit with 
a spring email campaign, we were able to solve the adoption 
gap by identifying eligible customers and notifying them of their 
credit estimate. These actions grew adoption from ~5% to ~30% 
of our eligible base.

● Our experience supports the conclusions of Georgetown"s 
Center for Retirement Initiatives report that without intervention, 
small businesses will continue to claim the credit at low rates.

● Leveraging platforms with payroll and data integrations to 
401(k) providers can reduce friction, close knowledge gaps, 
and increase credits claimed. 
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