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Learning Objectives

At the completion of this course you will be able to

	 compare the benefits and advantages of SEP and SIMPLE IRA plans for small 
employers,

	 identify the types of employers eligible to establish SEP and SIMPLE IRA plans,

	 describe the plan document choices available,

	 explain employee eligibility requirements, and

	 understand contribution limits.

	 Individual Exercise	 Group Exercise	 Group Discussion

	 Example	 Job Aid	 Additional Information

Icon Legend
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Introduction
Many small business owners find that offering and maintaining a retirement plan is a challenge. 
Small business owners often are so focused on the growth and survival of the business that 
they don’t think about saving for retirement. And at some point in their business development, 
many small business owners come to understand that they need to offer a retirement plan to 
be competitive in attracting employees.

Some viable retirement plan and retirement saving options for small employers are simplified 
employee pension (SEP) plans and savings incentive match plan for employees of small 
employers (SIMPLE) IRA plans. These options tend to be simpler to operate and maintain than 
other employer-sponsored retirement plans, like profit sharing and 401(k) plans, and therefore, 
are more attractive to small employers.

SEP Plans

A SEP plan is an IRA-based plan similar in concept to a profit sharing plan. It allows an employer 
to make discretionary contributions to an employee’s Traditional IRA. Once contributions are in 
the IRA, they take on the characteristics of Traditional IRA assets.

SEP plans often appeal to small business owners—including owner-only business owners—who 
want to provide retirement benefits without spending too much time, effort, and money 
administrating a retirement plan.

SIMPLE IRA Plans

SIMPLE IRA plans are designed for small businesses (generally those with 100 or fewer 
employees) and employers who are seeking a salary deferral feature, plan simplicity, and cost-
effectiveness. In exchange for this simplicity, the employer must commit to making modest 
annual contributions. Unlike qualified retirement plans (e.g., 401(k) plans) in which the assets 
are held in a trust for the benefit of plan participants, SIMPLE IRA plan employer contributions 
and employee deferrals are made to each employee’s own SIMPLE IRA.
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Benefits of SEPs and SIMPLEs

SEP Plans SIMPLE IRA Plans

Employer Benefits

Less expensive to administer

Simple to maintain

No IRS or DOL reporting

No nondiscrimination testing

Discretionary contributions Mandatory contributions

Tax deduction for contributions

Owners eligible to receive contributions

Possible tax credit for establishing the plan

No responsibility for managing investments

No limit on number of enrolled employees 100 employee limitation

Employee Benefits

Full control of investments

Contributions are made pretax

Have immediate access to assets

Contributions are in a Traditional IRA Contributions are in a SIMPLE IRA

Contributions made entirely by employer Allowed to make additional salary deferrals

Possible tax credit for contributions

Financial Organization Benefits

Bring in potentially large, long-term deposits

Build relationships with employers

Build long-term relationships with employees

Full-service provider
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SEP Plans

Employer Eligibility

Although a SEP plan typically is established by smaller employers, these plans are available to all 
types of businesses, including sole proprietorships, partnerships, corporations (S or C 
corporations), state and local governments, any political subdivisions, and organizations exempt 
from tax, such as credit unions, churches, schools, and rural power cooperatives.

Controlled Groups

If an individual (or group of individuals) owns or controls more than one business entity, a 
controlled group of businesses may exist. Each business entity owned or controlled by an 
individual is deemed to be a member of the controlled group. As a result, an employer 
establishing a SEP plan may be required to cover all eligible employees of all business entities 
that the employer owns or controls.
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Establishing a Plan

To establish a SEP plan, an employer must sign a plan document. Plan document options 
include the following. 

•	 Form 5305-SEP, Simplified Employee Pension—Individual Retirement Accounts 
Contribution Agreement

•	 A prototype

•	 An individually designed SEP plan

The plan agreement outlines the SEP plan eligibility requirements, contribution rate, and 
allocation method.

The employer is responsible for establishing and amending the plan as often as required.

Each eligible employee is required to maintain a Traditional IRA to receive SEP plan 
contributions.

•	 This can be a new Traditional IRA or an existing IRA.

•	 Some financial organizations may require the individual to establish a Traditional IRA 
dedicated to receiving and holding only SEP plan contributions.

•	 If even one eligible employee does not have a Traditional IRA to accept the SEP plan 
contributions, the SEP plan may be disqualified.

•	 The employer is authorized to establish a Traditional IRA in the employee’s name for the 
purpose of receiving the SEP plan contributions.
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Employee Eligibility

The employer may choose to limit eligibility to those employees who meet certain minimum 
eligibility requirements. Employers may choose to be less restrictive than these minimum 
eligibility requirements but cannot impose more restrictive requirements for SEP plan eligibility.

If a contribution is made, the employer must make SEP plan contributions for all employees who 
meet the eligibility requirements. This includes employees who died, retired, or were terminated 
during the plan year.

SEP Plan Eligibility Requirements

Ascensus or IRS Agreement

Minimum Age An employer may require employees to attain a certain age by year end, 
up to age 21, before they are eligible to participate in the SEP plan. Note 
that contributions may be made for individuals over age 70½.

Years of 
Service

An employer may require an employee to work (for any period of time, 
however short) during three out of the immediately preceding five years.

Minimum 
Compensation

Employers may exclude from coverage employees earning less than $600 
(for 2019) in compensation for the year.

Other 
Excludable 
Employees

Employers may exclude from coverage

•	 employees who are covered by a collective bargaining agreement 
(e.g., union employees) where retirement benefits were part of the 
bargaining agreement, and

•	 nonresident aliens with no U.S. income.

Leased 
Employee

To determine if leased employees are considered eligible employees for 
SEP plan purposes, the employer must evaluate the following question.

Does the leasing organization cover the leased employees under a safe 
harbor plan?

Yes

The employer may ignore the 
leased employees for retirement 
plan purposes if certain other 
factors are met.

No

The employer may have to treat the 
leased employees as “common-law” 
employees for retirement plan 
purposes.
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Contributions

Employer Contributions

The employer sets the contribution rate, which is the percentage by which the employee’s 
compensation is multiplied to determine the SEP plan contribution.

Under a SEP plan, the employer contributes to the Traditional IRAs of its employees.

•	 If a self-employed individual is establishing the SEP plan, he contributes to his Traditional 
IRA and to the Traditional IRAs of his employees, if any.

•	 SEP plan contributions cannot be made to a Roth IRA.

–	 If a SEP plan contribution is mistakenly made to a Roth IRA, it cannot be 
recharacterized to a Traditional IRA.

–	 Once SEP plan contributions are deposited into a Traditional IRA, they are eligible 
to be converted to a Roth IRA.

Three types of SEP plan calculation methods are available.

1.	 Pro rata allocation

2.	 Flat dollar*

3.	 Social Security integration*

*	SEP plans established using the IRS model SEP document may only use the pro rata 
allocation method. Prototype SEP plan documents may allow for other allocation methods.

Pro Rata Method

Catco Media offers a SEP plan for its employees. The contribution rate for the plan year 
is 10%. To calculate the year’s SEP plan contributions, each eligible employee’s 
compensation is multiplied by 10%.

	 Compensation		  Percentage		  SEP Contribution

James	 $74,000	 x	 10%	 =	 $7,400

Kara	 $52,750	 x	 10%	 =	 $5,275

Alex	 $31,500	 x	 10%	 =	 $3,150

While each employee is receiving a different amount, the contribution is the same 
percentage of each employee’s salary.
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The SEP plan rules place the following restrictions on the amount of an employee’s contribution.

•	 The maximum annual contribution rate is the lesser of 25 percent of the employee’s 
compensation or $56,000 for 2019.

•	 Only the first $280,000 (for 2019) of an employee’s compensation may be used to 
determine the SEP plan contribution. This is the defined compensation cap.

•	 The contribution rate generally must be the same for all eligible employees.

•	 The employer is allowed to change the contribution rate each year.

SEP plan contributions are reported separately from regular Traditional IRA contributions.

Employers who established salary reduction SEP (SAR-SEP) plans before December 31, 1996, 
may continue to maintain these plans.

The IRS requires the employer to notify each employee of his contribution amount each year. 

A form such as Ascensus’ SEP Plan Employer Annual Contribution form can be used by the 
employer to notify employees of the SEP plan contribution amount. The IRS does not have a 
form for this purpose.

The contribution deadline is the employer’s tax return due date, including extensions. Note that 
this is different from regular IRA contributions for which the deadline does not include 
extensions.

Employee Contributions

An employee does not make SEP plan contributions, unless he is the owner of the business.

An employee receiving SEP plan contributions also may make regular IRA contributions under 
the normal contribution rules, if eligible.
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Portability

Once a SEP plan contribution is in the IRA, it becomes subject to the same general rules as Traditional 
IRAs. A financial organization should be aware of all of the underlying Traditional IRA rules.

Rollover

Traditional IRA
(including SEP plan 

contributions)

Traditional IRA

SIMPLE IRA
(after 2 years)

TransferTraditional IRA
(including SEP plan 

contributions)

Traditional IRA

SIMPLE IRA
(after 2 years)

Direct ConversionTraditional IRA
(including SEP plan 

contributions)
Roth IRA

Indirect Conversion

Direct RolloverTraditional IRA
(including SEP plan 

contributions)

Employer-
sponsored 

retirement plan

Indirect Rollover
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Distributions

Once a SEP plan contribution is in the IRA, it becomes subject to the same general rules as 
Traditional IRAs. A financial organization should be aware of all of the underlying Traditional IRA 
rules.

•	 Required minimum distributions (RMDs), transfers, rollovers, and other transactions 
involving IRAs containing SEP plan contributions generally are handled in the same 
manner as Traditional IRA assets. 

•	 A permitted SEP plan contribution (a SEP plan contribution that is not an excess 
contribution) cannot be treated as a deemed excess and removed with net income 
attributable before the early withdrawal deadline.

•	 Regular Traditional IRA distribution codes and forms should be used when the IRA owner 
withdraws assets from a Traditional IRA to which SEP plan contributions have been 
made, even if it is a dedicated SEP plan account.

SEP plan participants who continue employment after attaining age 70½ continue to receive 
employer contributions, even though they also are required to take RMDs from the IRA.
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Reporting

The Employee Retirement Income Security Act (ERISA) requirements for filing annual plan 
reports, such as the Form 5500 series, generally do not apply to SEP plans. But other reporting 
requirements must be followed.

As described earlier, SEP plan contributions are made to Traditional IRAs (though some financial 
organizations call these “SEP IRAs”). Once in the IRA, SEP plan assets become subject to the 
following Traditional IRA reporting requirements.

FMV Statement

•	 Must provide to IRA owners or beneficiaries

•	 Due by January 31 each year

•	 Must show IRA’s fair market value (FMV) on December 31 of prior year

•	 No particular format

RMD Statement

•	 Must provide to IRA owners age 70½ and older

•	 Due by January 31 each year

•	 Use same rules as other Traditional IRAs

IRS Form 1099-R

•	 Must provide to IRA owners or beneficiaries and IRS

•	 Due to IRA owners January 31 each year

•	 Due to IRS February 28 (paper) or March 31 (electronic) each year

•	 Use same rules as other Traditional IRAs

Account Statement

•	 Must provide to IRA owners or beneficiaries

•	 Due by May 31 each year

•	 Must include account balance as of close of prior year

•	 Must include a summary of account activity for prior year

•	 No particular format
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IRS Form 5498

SEP plan contributions are reported in Box 8 of Form 5498, IRA Contribution Information, for 
the year in which the SEP plan contributions were deposited, regardless of the year for which 
the employer takes the tax deduction. Form 5498 is due to the IRS by May 31 each year. A copy 
of Form 5498 also may be used to meet the account statement requirement.

2019 IRS Form 5498
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SIMPLE IRA Plans

Employer Eligibility

All types of business entities may establish a SIMPLE IRA plan as long as they meet the exclusive 
plan rule and employee limit.

Controlled Groups

If an individual owns or controls more than one business entity, a controlled group of businesses 
may exist. Each business entity owned or controlled by an individual is deemed to be a member 
of the controlled group. As a result, an employer establishing a SIMPLE IRA plan may be 
required to cover all eligible employees of all business entities that the employer owns or 
controls.
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Employer Restrictions

Certain employer restrictions are unique to SIMPLE IRA plans.

Exclusive Plan Rule

An employer establishing or maintaining a SIMPLE IRA plan generally may not maintain another 
retirement plan in which employees currently accrue benefits. There are two exceptions to this 
rule. First, an employer may maintain a separate plan for union employees if those employees 
are excluded from the SIMPLE IRA plan. Second, in most cases of a business merger or 
acquisition, the employer may maintain both the SIMPLE IRA plan and another plan for the year 
the transaction takes place and for the following two calendar years.

Limitation on Number of Employees

Only employers that had no more than 100 employees who received at least $5,000 of 
compensation from the employer for the preceding calendar year may establish a SIMPLE IRA 
plan (Internal Revenue Code Section (IRC Sec.) 408(p)(2)(C)(i)).

If an employer exceeds the 100-employee limitation after establishing a SIMPLE IRA plan, the 
employer generally is entitled to a two-year grace period during which time it may continue to 
fund the plan (IRC Sec. 408(p)(2)(C)(i)(II)). Employer eligibility is based on the preceding year’s 
employee count. The first year of the two-year period begins the year following the last year 
the employer was an eligible employer.

Establishment Deadline

An employer may establish a SIMPLE IRA plan any time between January 1 and October 1 for 
the current year. This rule is intended to prevent employers from establishing a plan late in the 
year to maximize their own contributions while restricting employees from deferring. An 
employer may adopt a SIMPLE IRA plan between October 1 and December 31 if the  plan is not 
effective until January 1 of the following year. Businesses established after October 1 of the year 
are not limited by this restriction.

Must be Maintained on a Calendar-Year Basis

Even if an employer’s tax year does not follow the calendar year, the SIMPLE IRA plan must be 
maintained on a calendar-year basis. This requirement simplifies eligibility and compensation  
determinations.

Changes Must Be Made Prospectively

Once the summary description has been communicated to the employee, no changes or 
amendments may be made until the following calendar year.
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Establishing a Plan

To establish a SIMPLE IRA plan, an employer must sign a plan document. Plan document 
options include the following.

•	 Form 5305-SIMPLE, Savings Incentive Match Plan for Employees of Small Employers 
(SIMPLE)—for Use With a Designated Financial Institution

–	 Employer must designate a single financial organization to receive initial SIMPLE 
IRA contributions.

–	 Form 5305-SIMPLE simplifies employer administration.

–	 Participants must be allowed to transfer SIMPLE IRA assets from at least one 
investment without fees or penalties.

DFIs may limit participants’ options to transfer without fees or penalties 
according to the following guidelines.

•	 DFIs need only provide one investment alternative from which 
employees may elect to transfer out without cost or penalty.

•	 Employees may be limited to a 60-day period, generally before the 
beginning of the plan year, in which they can elect to have either all or 
none of their contributions for the coming plan year transferred 
without fee or penalty to another financial organization. If employees 
have not made this election, appropriate fees and penalties may be 
charged for transfers.

•	 Transfers may be limited to one per month, and other maintenance 
fees may be charged to either the employee or the employer.

•	 5304-SIMPLE, Savings Incentive Match Plan for Employees of Small Employers (SIMPLE)—
Not for Use With a Designated Financial Institution

–	 Employees can choose where SIMPLE IRA contributions are deposited.

–	 Financial organizations have the flexibility to charge fees for movement of SIMPLE 
IRA assets.

–	 Employers who use Form 5304-SIMPLE may find it cumbersome to make deposits 
at multiple financial organizations.
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•	 Prototype

–	 Financial organizations may have the flexibility of acting as DFI for some 
employers but not for others.

–	 The document is submitted with IRS Form 5306-A, Application for Approval of 
Prototype Simplified Employee Pension (SEP) or Savings Incentive Match Plan for 
Employees of Small Employers (SIMPLE IRA Plan).

–	 An IRS approval letter may be issued in the financial organization’s name.

Each eligible employee is required to maintain a SIMPLE IRA to receive the contributions.

•	 This cannot be a Traditional or Roth IRA.

•	 The following documents can be used to establish the SIMPLE IRA for the employee.

–	 IRS Form 5305-S, SIMPLE Individual Retirement Trust Account

–	 IRS Form 5305-SA, SIMPLE Individual Retirement Custodial Account

–	 Prototype SIMPLE IRA document

•	 The employer is authorized to establish a SIMPLE IRA in the employee’s name for the 
purpose of receiving the SIMPLE IRA contributions.
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Employee Eligibility

Employers may set some eligibility requirements for participation in the plan.

SIMPLE IRA Plan Eligibility Requirements

IRS Agreement

Years of 
Service

The most restrictive requirements that an employer may choose is that 
employees must have earned at least $5,000 in compensation from their 
employer during any two preceding years and are reasonably expected to 
receive at least $5,000 in compensation in the current year

Other 
Excludable 
Employees

Employers may exclude from coverage

•	 employees who are covered by a collective bargaining agreement 
(e.g., union employees) where retirement benefits were part of the 
bargaining agreement, and

•	 nonresident aliens with no U.S. income.

Leased 
Employee

To determine if leased employees are considered eligible employees for 
SIMPLE IRA plan purposes, the employer must evaluate the following 
question.

Does the leasing organization cover the leased employees under a safe 
harbor plan?

Yes

The employer may ignore the 
leased employees for retirement 
plan purposes if certain other 
factors are met.

No

The employer may have to treat the 
leased employees as “common-law” 
employees for retirement plan 
purposes.
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Contributions

Employer Contributions

SIMPLE IRA plans are not subject to nondiscrimination testing and top-heavy rules. Employers, 
however, are required to contribute to employees’ SIMPLE IRAs using one of the following 
contribution formulas.

Three Percent Match

Employers may match employee deferrals dollar-for-dollar up to three percent of an employee’s 
compensation (compensation includes the employee’s deferrals).

Employers may elect to match a percentage lower than three percent, but not lower than one 
percent. This particular matching option is allowed only for two years in any five-year period. The 
five-year period includes the current year and the previous four years. If any one of the years in 
the five-year period is a year in which the SIMPLE IRA plan was not established, the employer 
shall be treated as having satisfied the three percent contribution requirement for that year.

Two Percent Contribution

Employers may make a two percent nonelective contribution to all eligible employees (even those 
who do not defer) who have at least $5,000 of compensation from the employer for the year.

Unlike the three percent match, the two percent nonelective contribution is subject to an IRS-
defined compensation cap, which is $280,000 for 2019.

Determining the Contribution

If the Overlook Company has 25 employees and all 25 employees are eligible for the 
Overlook SIMPLE IRA plan, but only 10 employees choose to defer, the 3% match may 
be more cost effective because the Overlook Company has to provide a 3% match to 
only those 10 employees who are deferring. But if the Overlook Company decided to 
make a 2% nonelective contribution, it would need to make a 2% contribution to all 
25 eligible employees—even if some of the employees chose not to defer into the 
SIMPLE IRA plan.

Employee Contributions

One of the advantages of SIMPLE IRA plans is that the burden of saving for retirement is shifted 
primarily to the employee, although the employer must make a contribution each year.
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Employee Deferrals

For 2019, employees may defer up to $13,000, plus an additional $3,000 catch-up 
contribution, if eligible. Employees may elect to defer either a given percentage of income  or a 
specific dollar amount up to 100 percent of compensation, as long as they do not exceed the 
maximum deferral amount. Employers may not limit the contribution percentage or dollar 
amount except to the extent needed to comply with the annual limit ($13,000 for 2019). The 
annual limit is subject to cost-of-living adjustments in increments of $500.

NOTE: Even though income tax withholding does not apply to an employee’s deferrals, 
deferrals must be included with other wages when determining Federal Insurance Contribution 
Act and Federal Unemployment Tax Act payments.

Employee Catch-Up Deferrals

SIMPLE IRA plan participants who have attained age 50 before the close of the plan year may 
make elective deferrals above the normal SIMPLE IRA deferral limits (i.e., catch-up contributions) 
up to the applicable annual limit, which is $3,000 for 2019. (Employers that wish to prohibit 
catch-up contributions must use a prototype document.) The annual catch-up contribution limit 
is subject to cost-of-living adjustments.

Catch-up contributions do not count toward any other plan contribution limits (e.g., deferral 
limit, employer’s deduction limit, or annual additions limit).

Contribution Deadline

The Department of Labor regulations provide a safe harbor time frame for small employers to 
make deferral deposits. Deferrals made under small plans—plans with fewer than 100 
participants at the beginning of the plan year—would be considered timely deposited if the 
deferrals are deposited to the SIMPLE IRAs within seven business days after they are withheld by 
the employer. Eligible small plans that do not use the seven-business-day safe harbor must make 
deposits as soon as possible, but no later than 30 business days following the month of deferral.

The deadline for contributing employer matching and nonelective contributions is the 
employer’s tax return due date, including extensions.



19Copyright ©2019 Ascensus, LLC. All Rights Reserved.
800-346-3860 • www.ascensus.com

Employer Options:  
SEP and SIMPLE IRA Plans

Portability

SIMPLE IRA assets generally may be transferred or rolled over to other SIMPLE IRAs at any time.

SIMPLE IRA assets moved to any other account must satisfy the two-year waiting period, which 
starts with the first deposit date.

•	 SIMPLE IRA assets can be transferred or rolled over to a Traditional IRA.

•	 Traditional IRA assets can be transferred or rolled over to a SIMPLE IRA.

•	 SIMPLE IRA assets can be converted to a Roth IRA.

•	 SIMPLE IRA assets can be rolled over to an employer-sponsored retirement plan.

•	 Eligible employer-sponsored retirement plan assets can be rolled over to a SIMPLE IRA.

Transfer
SIMPLE IRASIMPLE IRA

Rollover

Roth IRASIMPLE IRA

Traditional IRAEmployer-sponsored 
retirement plan

After 2 years

After 2 years Afte
r 2

 y
ea

rs
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Distributions

Most Traditional IRA distribution rules apply to SIMPLE IRAs. For example, RMDs must be taken 
from SIMPLE IRAs. SIMPLE IRA assets are fully vested and may be distributed at any time, and 
SIMPLE IRA assets are taxed as ordinary income.

But unlike Traditional IRA distributions, SIMPLE IRA distributions are subject to a 25 percent 
early distribution penalty tax if a distribution is taken within the first two year years, beginning 
on the date the employee first participates in the SIMPLE IRA plan (the date that the first 
contribution is deposited to her SIMPLE IRA).

The Form 1099-R distribution code S, Early distribution from a SIMPLE IRA in first 2 years, no 
known exception (under age 59½), should be entered in Box 7 when an individual takes a 
distribution in the first two years if the individual is under age 59½ and no other penalty tax 
exceptions are known to apply. 

This penalty tax will not apply if the employee is age 59½ or older or can claim another early 
distribution penalty tax exception under IRC Sec. 72(t). If an employee under age 59½ satisfies 
the two-year requirement, the 10 percent early distribution penalty tax applies unless the IRA 
owner meets a penalty tax exception.
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Reporting

The ERISA requirement for filing annual plan reports, such as the Form 5500 series, does not 
apply to SIMPLE IRA plans. But financial organizations must follow other reporting requirements. 

FMV Statement

•	 Must provide to SIMPLE IRA owners or beneficiaries

•	 Due by January 31 each year

•	 Must include SIMPLE IRA’s value on December 31 of prior year

•	 No particular format

RMD Statement

•	 Must provide to IRA owners age 70½ and older

•	 Due by January 31 each year

•	 Use same rules as other Traditional IRAs

Account Statement

•	 Must provide to SIMPLE IRA owners or beneficiaries

•	 Due by January 31 each year

•	 Must include account balance as of close of prior year

•	 Must include a summary of account activity for prior year

•	 No particular format

IRS Form 1099-R

•	 Must provide to IRA owners or beneficiaries and IRS

•	 Due to IRA owners by January 31 each year 

•	 Due to IRS by February 28 (paper) or March 31 (electronic) each year

IRS Form 5498

•	 Must submit to the IRS for each SIMPLE IRA owner or beneficiary

•	 Due by May 31 each year 

•	 SIMPLE IRA employee deferrals and employer contributions shown in Box 9 for the year 
in which deposited, regardless of the tax year for which the employer takes the tax 
deduction.
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2019 IRS Form 5498
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Deferral Notice

Immediately before the employee’s 60-day deferral election period, the employer must notify 
each employee of the opportunity to begin deferrals or to modify a prior deferral election. This 
notification, often called a “deferral notice,” must include the summary description for the plan 
(described below). It also must disclose the employee’s right to choose a financial organization if 
the employer is not using a DFI.

The 60-day deferral election period generally is the 60 days immediately before the beginning 
of the new plan year (i.e., November 2 through December 31 of the preceding year). 

If the employer fails to provide the required disclosures, the employer will be subject to a 
penalty of $50 per day until the notices are provided (Notice 98-4, G-3).

Summary Description

Both the employer operating the SIMPLE IRA plan and the financial organization holding the 
SIMPLE IRA assets play a role in providing a summary description to employees. Financial 
organizations generally must provide to the employer sponsoring the SIMPLE IRA plan a 
summary description each year. In turn, employers must provide the annual summary 
description to each employee along with the deferral notice mentioned above. The summary 
description must contain the following information.

•	 Name and address of the employer and financial organization

•	 Plan eligibility requirements

•	 Plan benefits, including contribution allocation method

•	 Timing and method of making employee elections

•	 Procedures for and effects of withdrawals (including rollovers)

As part of the requirement to disclose plan benefits, the employer must indicate the employer 
contribution amount for the year (three percent matching contribution, one percent matching 
contribution, or two percent nonelective contribution). By clearly disclosing the employer 
contribution for each year in the summary description, this requirement is met.

If using the IRS model Forms 5305-SIMPLE or 5304-SIMPLE, providing a current copy of the 
model form plus the instructions satisfies the summary description requirement as long as the 
procedures for and effects of withdrawals, as well as the financial organization’s name, are 
provided.
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Deadline

The financial organization must provide the summary description to the employer “early enough 
for the employer to meet its notification obligation” to the employees (Notice 98-4). 

The employer must provide the summary description to each employee before the employee’s 
60-day election period (generally November 2 through December 31). For the employer to meet 
its deadline, the financial organization should provide the summary description to the employer 
before November 1, so on or before October 31.

One exception is that for the year in which an employee first becomes eligible to make salary 
deferral contributions into a SIMPLE IRA plan, the 60-day election period may begin as early as 
60 days before the date on which the employee becomes eligible or begin as late as the date the 
employee becomes eligible (Notice 98-4). Once the employee becomes eligible, however, he must 
be allowed to begin deferrals regardless of whether the 60-day election period has expired.

Summary Description Deadline

The robotechnology firm, Osbourne and Parker, establishes a SIMPLE IRA plan effective 
July 1, 2019. The 60-day election period for all eligible employees at the firm may begin 
no earlier than May 2, 2019 (60 days before the date employees become eligible), and 
must begin no later than July 1, 2019 (the date the employees become eligible). 
Because the plan is effective July 1, 2019, each eligible employee becomes eligible to 
make contributions into the SIMPLE IRA plan on July 1, even if the 60-day election 
period has not expired by July 1. Note, however, that because SIMPLE IRA plans must 
operate on a calendar year, the firm must again give a summary description with the 
deferral election notice before November 2, 2019, for the 2020 plan year.
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Penalty

The IRS may fine a financial organization $50 per day for failing to provide a summary 
description to the employer, unless the financial organization can show that the failure is due to 
reasonable cause (Notice 98-4, H-1). 

Notice 98-4 indicates that reasonable cause is deemed satisfied if the employee for whom the 
SIMPLE IRA is established receives a summary description from the employer or from another 
financial organization. The notice also suggests that reasonable cause is deemed satisfied if an 
employer working with a DFI provides all eligible employees with all of the summary description 
information except for the procedures for withdrawal, and the financial organization holding 
the employees’ SIMPLE IRAs provides its name, address, and the procedures for withdrawal.

Financial organizations should create a written agreement with employers describing how the 
summary description will be distributed so that it can show proof of reasonable cause if asked 
by the IRS.

For example, a financial organization may provide the employer with its name, address, and 
withdrawal procedures, and ask the employer to sign an agreement stating that it will provide the 
complete summary description to its eligible employees each year. Or a financial organization may 
ask the employer to sign an agreement stating that the financial organization will provide its 
name, address, and withdrawal procedures to its SIMPLE IRA owners directly, and the employer 
will provide the remaining summary description information to its employees each year. 

These types of agreements may resolve any logistical problems that either the financial 
organization or employer may encounter when gathering all of the summary description 
information.
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Key Features of Small Employer Retirement Plans

SEP Plan SIMPLE IRA Plan

Employer 
Eligibility

Any employer. Any employer with 100 or fewer 
employees who earned $5,000 or 
more in preceding calendar year, 
and does not currently maintain 
another retirement plan.

Plan 
Establishment

May use IRS Form 5305-SEP, 
prototype, or individually designed 
document to set up the plan.

Employees establish Traditional IRA 
with financial organization to 
receive contributions.

May use IRS Forms 5304-SIMPLE or 
5305-SIMPLE, a prototype plan, or 
individually designed document to 
set up the plan.

Employees establish SIMPLE IRA with 
financial organization to receive 
contributions.

Employee 
Eligibility

Plan may exclude employees under 
age 21.

Plan may require employees to work 
up to 3 out of immediately 
preceding 5 years before being 
eligible to enter the plan. “Service” 
means work of any duration, 
however brief.

Employees may be excluded if their 
annual compensation is under $600 
as indexed for 2019.

Certain employees covered by a 
collective bargaining agreement and 
certain nonresident aliens may be 
excluded.

No age requirements permitted

Plan may require that employees 
earn at least $5,000 in 
compensation from the employer 
during any 2 preceding years and 
that they are reasonably expected to 
receive at least $5,000 in 
compensation in the current year. 
The employer may adopt less 
restrictive requirements.

Certain employees covered by a 
collective bargaining agreement and 
certain nonresident aliens may be 
excluded.

Employer 
Contributions

Employer contributions may not 
exceed the lesser of 25% of 
compensation or $56,000 for 2019.

Employers may choose 1 of 3 
contribution formulas: a dollar-for-
dollar match on the employee’s 
deferrals that do not exceed 3% of 
compensation; a reduced dollar-for-
dollar match (on at least the first 
1% of compensation, but only in 2 
of any 5 years); or a 2% nonelective 
contribution.
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Key Features of Small Employer Retirement Plans

SEP Plan SIMPLE IRA Plan

Employee 
Contributions

No employee deferral allowed. Employees may defer up to $13,000 
for 2019.

Employees age 50 and older may 
contribute up to $3,000 more.

Distributions Distributions permitted anytime 
subject to income tax and early 
distribution penalty taxes.

Distributions permitted anytime 
subject to income tax and early 
distribution penalty taxes.

Employer 
Reporting

No 5500 reporting for employer. No 5500 reporting for employer.

Financial 
Organization 
Reporting

Account statement, FMV statement, 
RMD statement, Form 1099-R,  
Form 5498

Account statement, FMV statement, 
RMD statement, Form 1099-R, 
summary description, and Form 5498
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Employer Options: SEP and SIMPLE IRA Plans

In the following list of benefits, determine if the benefit is for SEP plans, SIMPLE IRA 
plans, or both.

Inexpensive and simple to administer and maintain SEP SIMPLE BOTH

No IRS or DOL reporting SEP SIMPLE BOTH

Discretionary contributions SEP SIMPLE BOTH

No employee limit SEP SIMPLE BOTH

Full control of assets for employee SEP SIMPLE BOTH

Employee makes no contributions, all done by employer SEP SIMPLE BOTH

Employee allowed to make additional salary deferrals SEP SIMPLE BOTH

Possible tax credit for employers who establish a plan SEP SIMPLE BOTH

Employer receives tax deduction for contributions SEP SIMPLE BOTH



29Copyright ©2019 Ascensus, LLC. All Rights Reserved.
800-346-3860 • www.ascensus.com

Employer Options:  
SEP and SIMPLE IRA Plans

SEP and SIMPLE IRA Plan Support From Ascensus
Operating Forms

•	 SEP agreement

•	 SIMPLE agreement for DFI

•	 SIMPLE agreement for non-DFI

•	 Annual contribution form

Technical Reference Manual

•	 Chapter 8 in the IRA Reference Service covers SEP plans.

•	 Chapter 9 in the IRA Reference Service covers SIMPLE IRA plans.

IRA Call Center for financial organizations on an Ascensus IRA program

800 Consulting 

Webinars 

Visit www.ascensus.com for the webinar session dates and registration information.

Other Resources
IRS SEP Plan Website

www.irs.gov/retirement-plans/plan-sponsor/simplified-employee-pension-plan-sep

IRS SIMPLE Plan Website

www.irs.gov/retirement-plans/plan-sponsor/simple-ira-plan

IRS Publication 560, Retirement Plans for Small Business (SEP, SIMPLE, and Qualified Plans)

www.irs.gov/pub/irs-pdf/p560.pdf

IRS Publication 3998, Choosing a Retirement Solution for Your Small Business

www.irs.gov/pub/irs-pdf/p3998.pdf

IRS Publication 4333, SEP Retirement Plans for Small Businesses

www.irs.gov/pub/irs-pdf/p4333.pdf

IRS Publication 4334, SIMPLE IRA Plans for Small Businesses

www.irs.gov/pub/irs-pdf/p4334.pdf

https://www2.ascensus.com/
http://www.irs.gov/retirement-plans/plan-sponsor/simplified-employee-pension-plan-sep
http://www.irs.gov/retirement-plans/plan-sponsor/simple-ira-plan
http://www.irs.gov/pub/irs-pdf/p560.pdf
http://www.irs.gov/pub/irs-pdf/p3998.pdf
https://www.irs.gov/pub/irs-pdf/p4333.pdf
http://www.irs.gov/pub/irs-pdf/p4334.pdf
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Job Aids
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