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Retirement Planning

TOPIC: SEP-IRA ACCOUNTS
One of the challenges that many self-employed individuals face is choosing the right
retirement plan to meet their needs. Qualified retirement plans can be difficult to set
up and administer, with many rules and tests under I.R.S. and ERISA regulations,
leading to substantial costs. The Simplified Employee Pension Plan (SEP), however,
is a simpler alternative to traditional retirement plans. A SEP is relatively easy to
adopt and administer, and offers flexibility to the small business owner with few
employees.
SEP plans are available to S corporations, C corporations, partnerships and sole
proprietorships. A SEP plan is adopted and fully funded by the employer; employee
contributions are not permitted. Each participant in the plan has an individual
retirement account (SEP-IRA) set up in his or her own name, and the employer
makes contributions to each account. The participant is then responsible for the
management of the assets within the account.
All employees are eligible to participate in the plan provided they are at least 21 years
old, have worked for the employer during the year for which the contribution is
made, and for at least three of the immediately preceding five years has received at
least $600 in compensation (in 2015 - subject to cost of living increases in future
years) from the employer for the year. If an employer chooses to make a
contribution in a given plan year, the contribution must be made for all eligible
employees.
All SEP-IRA contributions are immediately vested and not forfeitable by the
participating employees.
Plan contributions are limited to the lesser of 25% of compensation up to a
maximum compensation of $265,000 in 2015, or $53,000 (in 2015). The $265,000
maximum compensation amount is indexed to inflation in future years in $5,000
increments. The contribution limit will also be subject to future cost of living
adjustments. An employer can make different contributions from year to year,
provided that, in any one year, all employees receive contributions equal to the same
percentage of their compensation and the contributions do not exceed the maximum
contribution limits.

The contributions are tax deductible for the employer. In order for contributions to
be deductible in a given tax year, they must be made by the date that the employer’s
tax return is filed.
Is a SEP-IRA the right plan for my company?

The primary advantage of this plan is the ease of adoption and administration. Also,
the employer is relieved from fiduciary responsibilities, as each employee directs the
investments in his or her own account. Another advantage is that the employer may
change the contribution percentage from year to year, of particular importance to
businesses with irregular annual cash flows.
There are, however, some drawbacks which you should consider. The eligibility rules
for participation are very loose, requiring contributions for even part-time and
seasonal workers. Each participant is also immediately vested in the full amount of
any contribution. These two factors could result in higher costs to the employer, and
lessen the plan’s impact as an incentive for employee retention. The plan is also
subject to top-heavy rules, which could require greater percentage contributions to
lower paid employees.
A profit sharing plan has the same contribution and compensation allowances, but
allows a range of vesting schedules that can save an employer money. In addition,
the SEP-IRA is not considered an ERISA-qualified plan like a profit sharing plan. It
does not, therefore, enjoy the higher level of creditor protection that other retirement
plans may offer.
There are other types of retirement savings plans designed for small business owners
that are worth your consideration, including Profit Sharing, Defined Benefit,
Individual 401(k) and Simple IRA plans. We at Bingham, Osborn and Scarborough,
LLC can discuss with you the relative advantages and disadvantages of each plan and
assist you in deciding on the best plan for you and your business.
We at Bingham, Osborn & Scarborough, LLC (BOS), are ready to work with clients,
their attorneys and tax professionals on the merits and specifics of these and other
investment and financial planning options. For additional information on this or
related topics, or to learn more about the investment management and financial
planning services offered by BOS, please visit our website at www.bosinvest.com.
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Disclosure:
This white paper is for informational purposes only and is not intended to be used as a general guide to investing or
financial planning, or as a source of any specific recommendations, and makes no implied or express recommendations
concerning the manner in which any individual's account should or would be handled, as appropriate investment
strategies depend upon the individual's specific objectives. It is the responsibility of any person or persons in possession of
this material to inform himself or herself of and to seek appropriate advice regarding any investment or financial
planning decisions, legal requirements, and taxation regulations which might be relevant to the topic of this white paper
or the subscription, purchase, holding, exchange, redemption or disposal of any investments.
The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.
Past performance is not indicative of future results, which may vary. The value of investments and the income derived
from investments can go down as well as up. Future returns are not guaranteed and inherent in any investment is the
potential for loss.
This white paper does not constitute a solicitation in any jurisdiction in which such a solicitation is unlawful or to any
person to whom it is unlawful. Moreover, this white paper neither constitutes an offer to enter into an investment
agreement with the recipient nor an invitation to respond by making an offer to enter into an investment agreement.
Opinions expressed are current opinions as of the date appearing in this material only and are subject to change. No
part of this material may, without the prior written consent of Bingham, Osborn & Scarborough, LLC, be (i) copied,
photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer,
director, or authorized agent of the recipient.
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