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This memorandum relates to general information only and does not constitute legal or tax advice. Facts and circumstances vary. We make no undertaking to 
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regarding prospective investments, platforms, sponsors, dealers or service providers. As a custodian, STRATA does not sponsor, endorse or sell any investment 
and is not affiliated with any investment sponsor, issuer or dealer. STRATA does not provide investment, legal or tax advice. Individuals should consult with 
their investment, legal or tax professionals for such services.

Investments Products:  Not FDIC-Insured  •  No Bank Guarantee  •   May Lose Value

BENEFITS OF A SEP PLAN
As of the end of 2017, SEP plans around the 
country held more than $525 billion dollars.1 

SEP plans are popular, in part, because they 
offer many of the same benefits as other 
employer-sponsored retirement plans. 

• You may contribute up to 25% of 
compensation or $56,000 for 2019, 
whichever is smaller.

• Contributions are discretionary from year 
to year.

• Contributions are tax deductible for the 
business.

• A small business may claim a tax credit for 
plan start-up costs.

A self-directed IRA allows you to invest in the types of alternative investments you want in 
a diversified portfolio, including real estate, private equity, and precious metals. But with an 
annual contribution limit of $6,000 (for 2019), you may not have the IRA balance to purchase 
investments as quickly as you’d like. There are two ways to boost your self-directed IRA balance 
faster:

A SEP plan is a business-sponsored retirement plan that allows you to put up to 25% of your 
compensation into your self-directed IRA each year – up to a maximum of $56,000 for 2019. With 
a contribution limit this large, a SEP plan provides an effective way to quickly build your self-
directed IRA balance. If you have business income, you may want to consider funding a SEP plan 
through your self-directed IRA. 

1. Consolidate your retirement savings by rolling over assets from another IRA  
   or a former employer’s retirement plan into your self-directed IRA, and

2. Fund a Simplified Employee Pension (SEP) plan through your self-directed IRA.

Unlike some qualified retirement plans, however, 
a SEP plan is easy and inexpensive to establish 
and maintain. A SEP plan can be established 
in minutes, for free, and has none of the 
complexities required by qualified plans.

• No government reporting (e.g., Form 5500) 
• No nondiscrimination testing
• No fiduciary liability for investments 
• No ERISA bonding requirements 

Perhaps the greatest benefit of a SEP plan is that 
you can deposit your SEP plan contributions into 
a self-directed IRA. SEP plan contributions are 
not held in a group trust and each participant in 

1 Investment Company Institute (ICI), The U.S. Retirement Market, Third Quarter 2018, Table 8, www.ici.org
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ESTABLISHMENT 
DEADLINE
A SEP plan can be established for a tax year 
up until the business’s tax-filing deadline plus 
extensions for that year. For example, if you 
have a 2018 tax-filing deadline of April 15, with 
an extension until October 15, you may establish 
a SEP plan for 2018 as late as October 15, 2019. 
This is another advantage SEP plans have 
over qualified retirement plans, which must be 
established before the end of the business’s tax 
year (e.g., by December 31 for a calendar-year 
business). 

STEPS TO A SEP
Once the plan is established, you have few 
administrative requirements to manage your  
SEP plan. 

1. ESTABLISH THE PLAN 

You can use an IRS model document to establish 
a SEP plan. Find this document – Form 5305-
SEP, Simplified Employee Pension—Individual 
Retirement Accounts Contribution Agreement 
– on STRATA Trust’s website.* To complete 
the form, choose from a short list of employee 
eligibility requirements and sign the document.

the SEP plan is responsible for selecting their 
own investments in their own IRA. Any and all 
investments that your IRA custodian permits 
in your self-directed IRA are available for 
investing your SEP plan contributions.

EMPLOYER ELIGIBILITY
The option to contribute – or not – each year 
and how much to contribute gives business 
owners great flexibility, making SEP plans 
particularly well-suited for small businesses, 
start-up companies, and businesses with 
significant fluctuations in profits. Any type 
of business entity can maintain a SEP plan 
including: 

• Sole proprietors
• Partnerships
• S Corporations 
• C Corporations
• Not-for-profit organizations
• State and local governmental entities

You can set up a SEP for your self-employed 
business and fund it up to the permitted limits 
even if you also work for an employer and 
participate in that employer's retirement plan.

* SEP plans established with IRS Form 5305-SEP must operate on a calendar year basis. Form 5305-SEP cannot be used if you maintain another retirement plan (that is not a SEP), 

use the services of leased employees, or are a member of an affiliated service group or controlled group of which one or more members will not participate in the SEP plan. 

https://quikforms.com/viewform/zpWO-XVuOavZL
https://quikforms.com/viewform/zpWO-XVuOavZL
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2. ESTABLISH AN IRA

You must establish a Traditional IRA or “SEP 
IRA” (a Traditional IRA established to receive 
SEP contributions) to receive your plan 
contributions. This can be a self-directed IRA 
(but cannot be a Roth IRA or SIMPLE IRA). See 
Instructions for Opening an Account to open a 
Traditional or SEP IRA with STRATA Trust. 

If You Have Employees 

You must notify any employees when a SEP 
plan is established. If you used the IRS model 
document to establish the plan, provide a copy 
of it to your employees. You must also provide: 

• A statement that IRAs other than the one 
you contribute to under the SEP plan may 
provide different rates of return and contain 
different terms.

• A statement that you will provide a copy 
of any amendments within 30 days of 
the effective date along with a written 
explanation of its effects on the SEP plan.

• A statement that you will give written 
notification to the employee of any employer 
contributions made to an employee's IRA.

Employees should also be instructed to establish 
or maintain a Traditional IRA to receive SEP 
plan contributions. Employees must inform you 
where their IRAs are maintained, so you know 

where to deposit the contributions. 

3. DEPOSIT CONTRIBUTIONS

If you decide to make a SEP contribution for 
a year, it must be deposited no later than your 
business’s tax-filing deadline plus extensions for 
that year. 

If You Have Employees Eligible to Receive a 
Contribution 

If you decide to make a contribution for a year 
and you have employees who meet the eligibility 
requirements, you must make a SEP contribution 
of the same percentage for all eligible 
employees and deposit the contribution to each 
recipient’s Traditional (or SEP) IRA. You must 
notify employees each time a SEP contribution 
is made by the later of January 31 of the year 
following the year for which a contribution is 
made or 30 days after the contribution is made. 

4. AMEND PLAN DOCUMENT AS NEEDED 

You may need to amend your plan document 
for regulatory changes. Your IRA custodian can 
help you understand when an amendment is 
required.

https://www.stratatrust.com/resource-center/forms/
https://www.stratatrust.com/resource-center/forms/
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EXAMPLE 1
Sam owns an incorporated business 
and does not have any employees. Sam 
has W-2 compensation of $75,000 for 
2019 and wants to make the maximum 
permissible SEP contribution. To calculate 
his contribution, Sam multiples his 
compensation by 25%: 

$75,000 x 25% = $18,750

In this case, 25% of compensation is 
smaller than $56,000, so his SEP plan 
contribution for 2019 is $18,750. 

EXAMPLE 2
Saari owns an incorporated business and 
does not have any employees. She earned 
$340,000 in W-2 compensation for 2019 
and would like to contribute the maximum 
permitted amount to her SEP plan. Even 
though Saari earned $340,000 for 2019, 
only $280,000 may be used to calculate 
her SEP plan contribution for 2019: 

$280,000 x 25% = $70,000

In this case, 25% of the maximum 
compensation that may be considered is 
larger than the dollar limit of $56,000 for 
2019. Saari’s 2019 SEP contribution must 
be capped at $56,000. 

CONTRIBUTIONS

IN GENERAL 

Under a SEP plan, as the business owner, you 
may choose whether to contribute and how 
much to contribute each year. Contributions 
must be made in cash to a Traditional (or SEP) 
IRA. The annual contribution limit is 25% of 
an individual’s compensation or $56,000 (for 
2019), whichever amount is smaller. However, 
like other employer-sponsored retirement plans, 
only compensation up to $280,000 may be 
considered for 2019. 

UNINCORPORATED BUSINESSES

Calculating SEP plan contributions and 
deductions for sole proprietors and partnerships 
is more complex. When figuring the deduction, 
your compensation is your net earnings from 
self-employment, which takes into account 
the deduction for the deductible part of your 
self-employment tax and for your SEP plan 
contribution. This means that the deduction 
for your SEP plan contribution and your net 
earnings depend on each other. You generally 
must determine the deduction for contributions 
to your SEP plan indirectly by reducing your 
contribution rate. You can find more information 
and a worksheet to calculate contributions in 
IRS Publication 560, Retirement Plans for Small 
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REPORTING CONTRIBUTIONS

IRA custodians report SEP plan contributions 
to the IRS on Form 5498, IRA Contribution 
Information, for each IRA that receives a SEP 
contribution. SEP contributions are reported in 
the year the contribution is received, even if the 
contribution was made for the prior tax year. 
This means that if you make a contribution for 
2018 in calendar year 2019 (by your tax return 
deadline plus extensions), you will not see a 
Form 5498 reporting that contribution to your 
IRA until May 31, 2020.

Businesses. Many self-employed individuals 
seek professional tax advice to calculate 
their SEP plan contributions and deductions.

BUSINESSES WITH EMPLOYEES 

Eligible Plans

If your business has employees and you 
choose to make a SEP plan contribution 
for the year, you must make contributions 
for all employees who meet the eligibility 
requirements you selected for your plan. 
The same annual contribution limit applies 
for employees (25% of compensation up to 
$56,000 for 2019, as does the compensation 
cap of $280,000 for 2019). If you used 
IRS Form 5305-SEP to establish your SEP 
plan, the contribution must be the same 
percentage of compensation for each 
eligible employee, including yourself.  

Example with employees

Benjamin owns a corporation with three 
employees. He has established a SEP plan 
using the IRS model document and wants 
to make the maximum SEP contribution 
he can to his own SEP IRA. If Benjamin 
wants to receive the maximum 2019 SEP 
contribution ($56,000), he would need 
to make significant contributions for each 
eligible employee.* 

* A prototype SEP plan document may offer more flexibility in contribution allocation formulas (e.g., pro rata, Social Security Integration) but generally will always require fairly 

significant employee contributions if the owner wants to receive the maximum contribution. 
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EMPLOYEE ELIGIBILITY
If you have employees, you may set certain 
eligibility requirements that employees must 
meet in order to participate in the plan and 
receive a contribution. The maximum permitted 
eligibility requirements for a SEP plan include

• Reaching age 21,
• Receiving at least $600 in compensation for 

the year (2019), and
• Working for the employer in at least three of 

the last five years (no matter how short or 
long a period of service in a year).

YOU MAY EXCLUDE 

• Employees covered by a union agreement 
provided their retirement benefits 
were bargained for in good faith by the 
employees' union, and

• Nonresident alien employees who received 
no U.S. source compensation from you. 

You may choose to impose less restrictive 
requirements (e.g., reaching age 18) or impose 
no eligibility requirements at all. 

Once an employee has met the eligibility 
requirements for a SEP plan contribution, they 
must receive a SEP plan contribution each year 
you receive a contribution, even if the employee 

• Terminated employment or died during  
the year,

• Is age 70 1/2 or older, or
• Fails to establish an IRA. (You must establish 

an IRA on their behalf.)

If you set eligibility requirements, make sure that 
you meet the requirements to participate. You 
can initially establish a SEP plan so that you are 
immediately eligible to participate in the plan 
and amend the plan later to set more restrictive 
eligibility requirements for future employees.

CONSIDERATIONS
SEP plans are funded solely by the employer, 
and once funded, contributions are 100% 
vested to the employee. Unlike 401(k) or 
403(b) plans, you and your employees will 
not be able to make pre-tax salary deferral 
contributions into the SEP. But you and your 
employees have the option to make annual 
Traditional or Roth IRA contributions provided 
the eligibility requirements for IRA contributions 
are met.  Receiving a SEP contribution does 
not reduce the amount you or your employees 
may contribute to a Traditional or Roth IRA 
for the year. Receiving a SEP plan contribution 
does, however, make an individual an “active 
participant” in a retirement plan, which may 
affect that individual’s or their spouse’s eligibility 
to take a tax deduction for a Traditional IRA 
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contribution, depending on their level of income.

DISTRIBUTIONS & 
TAXATION
Once SEP plan assets are deposited into the 
IRA, the Traditional IRAs rules apply, including 
the Traditional IRA distribution and taxation 
rules.

• A distribution can be taken at any time. 
• An additional 10% early distribution tax 

applies to the taxable portion of any 
distribution taken prior to age 59 1/2. The IRA 
exceptions to the early distribution tax apply. 

• The year an individual attains age 70 1/2 

and every year thereafter, they must take a 
required minimum distribution (RMD) from 
their Traditional (SEP) IRA.

• Distributions are typically subject to 
income taxation when withdrawn; however, 
if an individual has made nondeductible 
contributions to his or her Traditional IRA, 
distributions from a SEP IRA may be subject 
to basis recovery rules.

• The portability rules for moving  
Traditional IRA assets from IRA to IRA  
apply to SEP IRAs.

• Any distributions employees take from their 
Traditional IRAs containing SEP contributions 
will be reported to the IRS on Form 1099-R.

Before establishing a SEP plan, you may want 
to consult with your financial advisor or tax 
professional to understand the contribution 
potential based on your business income. 

For questions or for more information about 
SEP plans or other self-directed IRAs, visit: 
www.StrataTrust.com and our Types of Self-
Directed IRAs section.

https://www.stratatrust.com/
https://www.stratatrust.com/self-directed-iras/types-self-directed-iras/
https://www.stratatrust.com/self-directed-iras/types-self-directed-iras/
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ABOUT US
STRATA Trust Company has quickly catapulted to become a 
premier national custodian for alternative assets and non-exchange 
traded investments in self-directed IRAs. Formerly known as Self 
Directed IRA Services, Inc., STRATA has been helping investors use 
their retirement account funds to invest since 2008. STRATA currently 
serves over 35,000 individuals nationwide with over $1.8 billion in 
assets under custody.

With offices in Waco and Austin, Texas, our team’s vast experience 
in handling the details and complexities that real estate transactions 
require is unrivaled. Our seasoned team’s experience in the custody 
of alternative assets spans over 350 years. With a well-established 
reputation for honesty and integrity, STRATA is committed to 
delivering responsive, flexible and innovative solutions.

At STRATA, we work to ensure that the highest standards for safety 
and soundness are met. As a subsidiary of Horizon Bank, SSB, 
STRATA is a Texas-chartered trust company regulated by the Texas 
Department of Banking, which has long set the benchmark among 
state banking regulators. Strict controls are in place to ensure the 
safety of uninvested cash, and independent auditors are retained to 
conduct regular audits of our operations.

 7901 Woodway Drive, Ste 200, 

Waco, TX 76712

866.928.9394   

512.637.5739

BusDev@StrataTrust.com

www.StrataTrust.com
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