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While salary is often the way in which most employees
quantify how much a company values their work, be
sure to fully understand what benefits are being offered
to prevent underestimation of the total compensation
package. Medical, vision, and dental benefits are the
most common healthcare offerings, and a company will
have predetermined the percentage of the premium
cost that they are willing to cover (the average employer
will cover approximately 80% of the total premium cost,
according to the Kaiser/HRET Survey of Employer-
Sponsored Health Benefits — 2018). Sick leave and
vacation time (often referred to as Paid Time Off, or
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What is a 401(k) plan?

A 401(k) is a voluntary retirement plan that companies
may offer to their workers. Employees set aside a
percentage of their wages before taxes, up to a certain
maximum, and invest those funds within the retirement
plan. The percentage you contribute varies from
company to company, and the federally mandated yearly
maximum may increase over the years. An employer
often contributes to its employees’ 401(k) by matching
the employee’s contributions up to a certain percentage.
The contributions and the interest and gains that accrue
are not taxed until the funds are withdrawn. There are
restrictions on when and how 401(k) funds can be
withdrawn.

How does a 401(k) plan work?
You decide how much of your paycheck (up to the

maximum allowed) you will contribute to your 401(k) plan.

That amount is deducted from your paycheck before
taxes are taken out and is deposited automatically into
the plan. Normally, you have a choice of several possible
mutual funds and other investment vehicles with a variety
of levels of potential risk and return. You will be given
information about the investment opportunities when you
sign up for the 401(k). Many corporations do not allow
you to participate in their 401(k) plans until you have
worked there for at least one year.

PTO) is also a large component of the benefit package
that is offered. Some companies will allow their employees
to begin accruing their PTO immediately, while others may
require an employee to work 30-90 days before they begin
to accumulate PTO.

Other options that employers offer their employees
include: life insurance, flexible spending accounts, 401(k)
and 403(b) plans, and defined-benefit pensions. The
following definitions are excerpts from Suze Orman’s
book, The Road to Wealth: A Comprehensive Guide to
Your Money.

What is a 403(b)?

Employees of nonprofit organizations, for example, some
hospitals, universities, and charitable organizations,
generally have 403(b) plans available to them.

What is the difference between a 401(k) and a
403(b)?

From the perspective of an investor, they work almost
identically. The main difference is that in some 403(b)s, you
cannot change the amount of money that you put in every
month. You must decide once, at the beginning of the year.
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What is a defined-benefit pension plan?

A defined-benefit pension plan is a qualified retirement
plan that promises to pay a specific amount to an
employee who retires after a certain number of years.
The benefit might be an exact dollar amount, for example,
$4,000 per month. More common, the benefit might

be determined by a formula that takes into account
factors such as salary and length of employment with
the company. For example, you might receive a monthly
payment of 1 percent of your average salary during the
last five years of employment for every year of service
with your employer. A defined-benefit pension plan

is funded by the employer that creates it, not by the
employees. The money that is held within a defined-
benefit plan is not allocated to individual accounts; it

is kept in one big account with all the money for all the
employees. Money from this plan is usually not available
for withdrawal until you reach your retirement age, at
which time you can receive it as a lump-sum payment,

if your plans allow it, or as a lifetime annuity. Also,
though you have been promised a defined benefit when
you retire, if you leave that job or retire before the set
retirement date, benefits will be redefined. The bottom
line is that the company is responsible for funding the
plan, and it is responsible for giving the full benefit that
has been defined.

Flexible Spending Account

A flexible spending account (FSA) is designed to provide
tax-exempt funds to employees for childcare or dependent
expenses. Dependent care FSA contributions are typically
exempt from federal income tax, FICA, and state income
taxes, which can save taxpayers a significant amount.

Stock Option Plan

Employees are afforded the opportunity (or option) to
purchase a particular amount of the company’s stock for a
fixed price within a specified period. Acting on this opportunity
is known as exercise the option, and the fixed price is known
as the exercise price.

Stock Purchase Plan

Typically, with a stock purchase plan, employees can
designate an amount of money to be withheld from their
regular paychecks and used to buy stock in the company,
sometimes at rates discounted from the market price.

The money then grows (or shrinks!) tax-deferred until the
employee sells the stock, usually after an extended period.

Vested vs. Non-vested

Your stock is considered vested if, according to the agreement
you made with your employer, you retain the full value of the
stock no matter what happens. “No matter what” includes
quitting your job or getting fired. It also means that you have
the right, if you wish, to transfer this stock to anyone you
want.




