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Prototype Simplified Employee Pension Plan Agreement

ARTICLE I — ADOPTION AND PURPOSE OF PLAN

1.01	� Adoption of Plan: By completing and signing the Adoption Agreement, the Employer adopts the Sponsoring 
Organization’s Prototype Simplified Employee Pension Plan. This Agreement must be used with an Internal 
Revenue Service Model traditional IRA (Form 5305 or Form 5305-A) or an IRS approved Master or Prototype 
traditional IRA.

1.02	� Purpose: The purpose of this Plan is to provide benefits for the individuals who are eligible to participate 
hereunder. It is intended that this Plan be for the exclusive benefit of the Employer’s Employees, and that the 
Plan qualify under Section 408(k) of the Code.

1.03	 �Limitation: If the Employer amends this plan other than by making an election permitted in the Adoption 
Agreement, the Employer will no longer participate in the Sponsoring Organization’s Prototype Simplified 
Employee Pension Plan, the Employer will be considered to have an individually designed SEP Plan, and the 
Employer may no longer rely on the IRS opinion letter received in connection with this Prototype Simplified 
Employee Pension Plan.

ARTICLE II — ELIGIBILITY AND PARTICIPATION

2.01	 �Eligible Employees: All Employees of the Employer shall be eligible to participate in this Plan except for 
Excludible Employees as defined under Section 2.02 of this Plan.

2.02	 �Excludible Employees: If the Employer elects in the Adoption Agreement, the following Employees shall be 
excluded from eligibility:

	 (a) 	�Employees included in a unit of employees covered by a collective bargaining agreement between 
employee representatives and the Employer, provided that there is evidence that retirement benefits were 
the subject of good faith bargaining between such parties, unless such agreement provides that some or 
all of such covered employees are to be covered by this Plan. For purposes of this paragraph, the term 
“employee representatives” does not include any organization more than half of whose members are 
employees who are owners, officers, or executives of the Employer.

	 (b) 	�Non-resident alien employees who receive no earned income from the Employer which constitutes income 
from sources within the United States.

	 (c) 	Employees who have not met the age and service requirements specified in the Adoption Agreement.

	 (d) 	�Employees who did not earn at least $450 (as adjusted for cost of living increases in accordance with 
Code §408(k)(8)) of Compensation from the Employer during the Plan Year.

2.03	 Participation:

	 (a) 	�Each Employee who meets the eligibility requirements as specified in the Adoption Agreement shall, as a 
condition for further employment, become a Participant under this SEP Plan.

	 (b) 	�Each eligible Employee shall establish an IRA in order to receive Employer contributions under this 
Agreement, and any Employer contributions shall be made directly to such IRA plan. Unless otherwise 
elected in the Adoption Agreement, such IRA shall be established with the Trustee.

	 (c) 	� If a Participant fails to timely establish or to maintain an IRA in which SEP contributions may be made on 
such Participant’s behalf, the Employer may execute any necessary documents to establish an IRA with 
the Trustee into which such contributions shall be made on behalf of the Participant.

	 (d) 	�If an Employer maintained a SEP Plan and desires to change to a Plan Year other than a calendar year, an 
Employee who has any service during the short Plan Year must be given credit for that service in three of the 
last five years. Such an Employee must also receive a contribution for the short Plan Year if such Employee 
would have been entitled to a contribution for the calendar year in which the short Plan year begins if there 
had been no change.

ARTICLE III — WRITTEN ALLOCATION FORMULA

3.01	� Amount of Contribution: The Employer agrees to contribute on behalf of each eligible Employee for the Plan 
Year an amount determined under the written allocation formula specified in the Adoption Agreement.
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3.02	 Uniform Relationship to Compensation:

	 (a)	� All Employer contributions to this Plan shall bear a uniform relationship to the total Compensation (not to 
exceed $350,000, or such higher amount as may be permitted under law) of each Participant.

	 (b)	� If the Employer elects the Flat Dollar Contribution allocation in the Adoption Agreement, such 
contributions shall be deemed to bear a uniform relationship to the total compensation of each 
Participant.

3.03	� Limitation on Employer Contributions: The maximum employer contribution which may be made for any 
one Plan Year with respect to any Participant and allocated to each Participant’s IRA is the lesser of 25% of 
such Participant’s Compensation for the Plan Year or $70,000 as adjusted under Code § 415(d). For purposes 
of the 25% limitation described in the preceding sentence, a participant’s compensation does not include 
any elective deferral described in Code § 402(g)(3) or any amount that is contributed by the employer at the 
election of the employee and that is not includible in the gross income of the employee under Code §§ 125, 
132(f)(4) or 457.

3.04	 Permitted Disparity for Certain Contributions:

	 (a) 	�Definite Integrated Contribution Formula: If elected in the Adoption Agreement, the Employer will 
contribute an amount equal to the Base Contribution Percentage selected in the Adoption Agreement (but 
not less than 3%) of each Participant’s Compensation (as defined in Section 4.04 of the Plan) for the Plan 
Year, up to the Integration Level plus an amount equal to the Excess Contribution Percentage selected 
in the Adoption Agreement (but not less than 3% and not to exceed the Base Contribution Percentage by 
more than the lesser of: (i) the Base Contribution Percentage, or (ii) the Maximum Disparity Rate) of such 
Participant’s Excess Compensation.

	 (b) 	�Discretionary Integrated Contribution Formula: If elected in the Adoption Agreement, Employer 
contributions for the Plan Year will be allocated to Participants’ accounts as follows:

		  STEP 1:	� Contributions will be allocated to each Participant’s account in the ratio that each Participant’s 
total Compensation bears to the total Compensation of all Participants, at a rate not in excess of 
3% of each Participant’s Compensation.

		  STEP 2:	� Any contributions remaining after the allocation in Step One will be allocated to each 
Participant’s account in the ratio that each Participant’s Excess Compensation bears to 
the Excess Compensation of all Participants, at a rate not in excess of 3% of such Excess 
Compensation. For purposes of this Step Two, in the case of any Participant who has exceeded 
the Cumulative Permitted Disparity Limit described below, such Participant’s total Compensation 
for the calendar year will be taken into account. 

		  STEP 3:	� Any contributions remaining after the allocation in Step Two will be allocated to each 
Participant’s account in the ratio that the sum of each Participant’s total Compensation and 
Excess Compensation bears to the sum of all Participants’ total Compensation and Excess 
Compensation, at a rate not in excess of the Maximum Disparity Rate. For purposes of this Step 
Three, in the case of any Participant who has exceeded the Cumulative Permitted Disparity Limit 
described below, 2 times such Participant’s total Compensation for the calendar year will be 
taken into account.

		  STEP 4:	� Any remaining Employer contributions will be allocated to each Participant’s account in the ratio 
that each Participant’s total Compensation bears to the total Compensation of all Participants.

	 (c)	� For purposes of the allocations made pursuant to this Section 3.04, in no event can the amount allocated 
to each Participant’s IRA exceed the lesser of 25% of the first $350,000 (or such higher amount, as may be 
permitted under law) of compensation or $70,000, as adjusted under Code §415(d). For purposes of the 
25% limitation described in the preceding sentence, a Participant’s compensation does not include any 
elective deferral described in Code §402(g)(3) or any amount that is contributed by the employer at the 
election of the employee and that is not includible in the gross income of the employee under Code §§125, 
132(f)(4) or 457.

	 (d)	� Annual Overall Permitted Disparity Limit: Notwithstanding the preceding paragraphs, for any calendar 
year this SEP benefits any Participant who benefits under another SEP or qualified plan described in Code 
Section 401(a) maintained by the Employer that provides for Permitted Disparity (or imputes disparity), 
Employer contributions will be allocated to each Participant’s IRA in the ratio that the participant’s total 
compensation for the calendar year bears to all Participants’ total Compensation for that year.
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	 (e)	� Cumulative Permitted Disparity Limit: Effective for calendar years beginning on or after January1, 1995, the 
Cumulative Permitted Disparity Limit for a Participant is 35 total Cumulative Permitted Disparity Years. 
Total Cumulative Permitted Disparity Years means the number of years credited to the Participant for 
allocation or accrual purposes under this SEP or any other SEP or any qualified plan described in Code 
Section 401(a) (whether or not terminated) ever maintained by the Employer. For purposes of determining 
the Participant’s Cumulative Permitted Disparity Limit, all years ending in the same Calendar Year are 
treated as the same year. If the Participant has not benefited under a defined benefit or target benefit 
plan for any year beginning on or after January 1, 1994, the Participant has no Cumulative Permitted 
Disparity Limit.

ARTICLE IV — GLOSSARY OF PLAN TERMS

4.01	 �Adoption Agreement: The document executed by the Employer through which it adopts the Plan and agrees 
to be bound by all terms and conditions of the Plan.

4.02	 �Base Contribution Percentage: The percentage of Compensation contributed under the Plan (but in no event 
less than 3%) with respect to that portion of each Participant’s Compensation not in excess of the Integration 
Level.

4.03	 �Code: The Internal Revenue Code of 1986 and the regulations issued thereunder as heretofore or hereafter 
amended. Reference to a section of the Code shall include that section and any comparable section or 
sections of future legislation that amends, supplements or supersedes that section.

4.04	 �Compensation; 415 Safe Harbor Compensation: Compensation is defined as wages, salaries, and fees for 
professional services and other amounts received (without regard to whether or not an amount is paid in 
cash) for personal services actually rendered in the course of employment with the employer maintaining the 
plan to the extent that the amounts are includible in gross income (including but not limited to, commissions 
paid salesmen, compensation for services on the basis of a percentage of profits, commissions on insurance 
premiums, tips, bonuses, fringe benefits, and reimbursements, or other expense allowances under a 
nonaccountable plan (as described in Section 1.61-2(c) IRC), and excluding the following:

	 (a)	� Employer contributions to a plan of deferred compensation which are not includible in the employee’s 
gross income for the taxable year in which contributed, or employer contributions under a simplified 
employee pension plan, or any distributions from a plan of deferred compensation;

	 (b)	� Amounts realized from the exercise of a nonqualified stock option, or when restricted stock (or property) held 
by the employee either becomes freely transferable or is no longer subject to a substantial risk of forfeiture;

	 (c)	� Amounts realized from the sale, exchange or other disposition of stock acquired under a qualified stock 
option; and

	 (d)	� Other amounts which received special tax benefits, such as premiums for group-term life insurance (but 
only to the extent the premiums are not includible in the gross income of the employee).

	 For any Self-Employed individual covered under the plan, Compensation will mean Earned Income.

	� Compensation shall include only that compensation which is actually paid or made available to the 
Participant during the year. 

	� Except where specifically stated otherwise in this plan, a Participant’s Compensation shall include any elective 
deferral described in Code § 402(g)(3) or any amount that is contributed by the employer at the election of the 
employee and that is not includible in the gross income of the employee under Code §§ 125, 132(f)(4) or 457.

	� The annual compensation of each participant taken into account under the SEP for any year shall not exceed 
$200,000, as adjusted for increases in the cost of living in accordance with Code § 401(a)(17)(B). If the SEP 
determines compensation for a period of time that contains fewer than 12 calendar months, then the annual 
compensation limit is an amount equal to the annual compensation limit for the calendar year in which the 
compensation period begins multiplied by a fraction, the numerator of which is the number of full months in 
the short compensation period, and the denominator of which is 12.

4.05	� Earned Income: The net earnings from self-employment in the trade or business with respect to which the 
Plan is established, for which personal services of the individual are a material income-producing factor. 
Net earnings will be determined without regard to items not included in gross income and the deductions 
allocable to such items. Net earnings are reduced by contributions by the Employer to qualified plans or to a 
SEP plan to the extent deductible under Section 404 of the Code. Net earnings shall be determined with regard 
to the deduction allowed to the Employer by Section 164(f) of the Code.
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4.06	� Employee: An individual, including a Self-Employed, employed by the Employer, who performs services with 
respect to the trade or business of the Employer. Also any employee of any other employer required to be 
aggregated under Section 414(b), (c) or (m) of the Code; any leased employee within the meaning of Section 
414(n) of the Code shall be considered an Employee; and all Employees required to be aggregated under 
section 414(o) of the Code.

4.07	� Employer: The sole proprietorship, partnership, corporation or other entity identified as such in the Adoption 
Agreement.

4.08	 Excess Compensation: A Participant’s Compensation in excess of the Integration Level.

4.09	� Excess Contribution Percentage: The percentage of Compensation contributed under the Plan with respect 
to each Participant’s Excess Compensation.

4.10	� Integration Level: The taxable wage base, or such lesser amount elected by the Employer in the Adoption 
Agreement. The taxable wage base is the maximum amount of earnings which may be considered wages for a 
year under section 3121(a)(1) of the Code in effect as of the beginning of the Plan Year.

4.11	 Maximum Disparity Rate:

	 (a) 	�If the Definite Integrated Contribution Formula is selected by the Employer under Section 3.04(a) above, 
the Maximum Disparity Rate is equal to the lesser of:

		  (i)	 5.7%; or

		  (ii)	 the applicable percentage determined in accordance with Table I below.

		  *X = the greater of $10,000 or 20% of the Taxable Wage Base.

		  **Y = any amount more than 80% of the Taxable Wage Base but less than 100% of the Taxable Wage Base.

	 (b)	�  If the Discretionary Integrated Contribution Formula is selected by the Employer under Section 3.04(b) 
above, the Maximum Disparity Rate is equal to the lesser of:

		  (i)	 2.7%; or

		  (ii)	 the applicable percentage determined in accordance with Table II below:

		  *X = the greater of $10,000 or 20% of the Taxable Wage Base

		  **Y = any amount more than 80% of the Taxable Wage Base but less than 100% of the Taxable Wage Base.

	 (c)	� In no event can the amount allocated to each participant’s IRA exceed the lesser of 25% of the 
participant’s compensation or $40,000, as adjusted under Code § 415(d). For purposes of the 25% 
limitation described in the preceding sentence, a participant’s compensation does not include any elective 
deferral described in Code § 402(g)(3) or any amount that is contributed by the employer at the election 
of the employee and that is not includible in the gross income of the employee under Code §§ 125, 132(f)(4) 
or 457.

Table I

If the Integration Level is more than But not more than the applicable percentage is:

$0 X* 5.7%

X* of Taxable Wage Base 80% of Taxable Wage Base 4.3%

80% of Taxable Wage Base Y** 5.4%

Equal to the Taxable Wage Base N/A 5.7%

Table II

If the Integration Level is more than But not more than the applicable percentage is:

$0 X* 2.7%

X* of Taxable Wage Base 80% of Taxable Wage Base 1.3%

80% of Taxable Wage Base Y** 2.4%

Equal to the Taxable Wage Base N/A 2.7%



Page 5 of 8 © 1994-2011, PenServ Plan Service, Inc. (07/11) (06/13)
25-20-3438301_2002 (09/25)

RBC Wealth Management, a division of RBC Capital Markets, LLC, 
registered investment adviser and Member NYSE/FINRA/SIPC.

4.12	� Participant: Any Employee who has met the eligibility requirements of this Plan and who is eligible to receive 
an Employer contribution.

4.13	 �Plan: The Sponsoring Organization’s Prototype Simplified Employee Pension Plan consisting of this plan 
document and the Adoption Agreement as completed and signed by the Employer.

4.14	 Plan Year: The 12-consecutive month period specified by the Employer in the Adoption Agreement.

4.15	 �Self-Employed: An individual who has Earned Income for a Plan Year from the trade or business for which the 
Plan is established. A Self-Employed also includes an individual who would have had Earned Income but for 
the fact that the trade or business had no net profits for the Plan Year.

4.16	 Sponsoring Organization: The entity specified in the Adoption Agreement.

4.17	� Trustee: The financial institution or other organization specified in the Adoption Agreement which qualifies 
under section 408(a) of the Code and is serving as Trustee or Custodian of the IRA plan to which an Employer 
contribution is made.

Prototype SEP Disclosure Statement

INFORMATION FOR THE EMPLOYEE

The information provided below explains what a Simplified Employee Pension (SEP) plan is, how contributions 
are made, and how to treat your employer’s contributions for tax purposes. Please read the questions and answer 
carefully. For more specific information, see the Prototype SEP Plan document and Adoption Agreement executed by 
your Employer. Also, see IRS Publication 560.

QUESTIONS & ANSWERS

Q1	 What is a Simplified Employee Pension, or SEP?

A1	� A SEP is a written arrangement (a plan) that allows an employer to make contributions toward your 
retirement. Contributions are made to a traditional individual retirement account/annuity (IRA).

	� Your employer will provide you with a copy of the agreement containing participation rules and a description 
of how employer contributions may be made to your IRA.

	� All amounts contributed to your IRA by your employer belong to you even after you stop working for that 
employer.

Q2	 Must my employer contribute to my IRA under the SEP?

A2	� No. An employer is not required to make SEP contributions. If a contribution is made, it must be allocated 
to all the eligible employees according to the SEP agreement. The Prototype SEP Plan specifies that 
the contribution for each eligible employee will be the same percentage of compensation (excluding 
compensation higher than a specified dollar limit that is subject to cost-of-living adjustments) for all 
employees. The compensation limit is:

Tax Year Contribution Limit
2019 $280,000
2020 $285,000
2021 $290,000
2022 $305,000
2023 $330,000
2024 $345,000
2025 $350,000
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Q3	 How much may my employer contribute to my SEP IRA in any year?

A3	� Your employer will determine the amount to be contributed to your traditional IRA each year. However, the 
amount for any year is limited to the smaller of $70,000 or 25% of your compensation for that year. The $70,000 
maximum SEP contribution limit is subject to cost-of-living adjustments. Compensation does not include any 
amount that is contributed by your employer to your traditional IRA under the SEP. Your employer is not required 
to make contributions every year or to maintain a particular level of contributions. See Question 5. The SEP 
contribution limit is:

Q4	 How do I treat my employer’s SEP contributions for my taxes?

A4	� Employer contributions to your SEP IRA are excluded from your income unless there are contributions in excess 
of the applicable limit. See Question 3. Employer contributions within these limits will not be included on your 
Form W-2.

Q5	 May I also contribute to my IRA if I am a participant in a SEP?

A5	� Yes. You may contribute the smaller of the annual regular IRA contribution limit or 100% or your compensation 
to an IRA. However, the amount you can deduct may be reduced or eliminated because, as a participant in a 
SEP, you are covered by an employer retirement plan. See Question 11.

Q6	 Are there any restrictions on the IRA I select to have my SEP contributions deposited?

A6	� Contributions must be made to either a Model traditional IRA executed on an IRS form or a master or 
prototype traditional IRA for which the IRS has issued a favorable opinion letter.

Q7	 What if I do not want to participate in a SEP?

A7	� If your employer does not require you to participate in a SEP as a condition of employment, and you elect 
not to participate, all other employees of your employer may be prohibited from participating. If one or more 
eligible employees do not participate and the employer fails to establish a SEP IRA for the remaining eligible 
employees, it could cause adverse tax consequences for the participating employees.

Q8	 Can I move funds from my SEP IRA to another traditional IRA?

A8	� Yes. You can withdraw or receive funds from your SEP IRA if within 60 days of receipt, you place those funds in 
the same or another traditional IRA or SEP IRA. This is called a “rollover” and can be done without penalty only 
once in any 1-year period. However, there are no restrictions on the number of times you may make “transfers” 
if you arrange to have these funds transferred between the trustees or the custodians so that you never have 
possession of the funds.

Q9	 Can I move my funds from my SEP IRA to another employer plan?

A9	� Yes. Beginning with distributions received in 2002, you may also roll over to a qualified plan (under section 
401(a)), a qualified annuity, a 403(b) tax-sheltered annuity or custodial agreement, or an eligible 457(b) plan 
of a state or local government.

Q10	 Are there any restrictions to rollovers from my IRA?

A10	� Yes. You may not roll over to an employer plan (See Question 9) any basis in your IRA. Basis includes 
nondeductible IRA contributions, after-tax monies that were rolled into the IRA from an employer plan, or 
repayments of qualified reservist distributions.

Q11	 What happens if I withdraw my employer’s contribution from my IRA?

A11	� You may withdraw your employer’s contribution at any time, but any amount withdrawn is includible in your 
income unless rolled over. Also, if withdrawals occur before you reach age 59½, you may be subject to an 
additional tax on early withdrawal.

Tax Year Contribution Limit
2019 $56,000
2020 $57,000
2021 $58,000
2022 $61,000
2023 $66,000
2024 $69,000
2025 $70,000
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Q12	 Are there any restrictions in withdrawing the funds in my SEP IRA?

A12	� You may withdraw the funds in your IRA at any time. However, a withdrawal from a certificate of deposit prior 
to maturity may result in a forfeiture of principal or interest. These penalties, as well as any fees which may be 
charged, are set forth in the IRA disclosure statement you received when you opened your account and/or any 
specific disclosure accompanying your certificate of deposit (including rules of class) or other investment.

	� An IRA with another institution may have different terms concerning transfers, withdrawals, rates of return, 
etc. It is possible that the terms offered at another institution may be more advantageous.

Q13	 May I participate in a SEP even though I am covered by another plan?

A13	� An employer may adopt this Prototype SEP in conjunction with any qualified plan, including a defined benefit 
plan. Also, if your employer maintained in the past a defined benefit plan, which is now terminated the 
employer may adopt this Prototype SEP.

Q14	 What happens if too much is contributed to my SEP IRA in one year?

A14	� Contributions exceeding the yearly limitations may be withdrawn without penalty by the due date (plus 
extensions) for filing your tax return (normally April 15), but are includible in your gross income. Excess 
contributions left in your SEP IRA account after that time may have adverse tax consequences. Withdrawals of 
those contributions may be taxed as premature withdrawals. 

Q15	 Is my employer required to provide me with information about SEP IRAs and the SEP agreement?

A15	� Yes. Your employer must provide you with a copy of the executed SEP Plan agreement with Adoption 
Agreement and a yearly statement showing any SEP contributions to your traditional IRA.

Q16	 Is the financial institution where my traditional IRA is established required to provide me with information?

A16	� Yes. It must provide you with a disclosure statement that contains the following information in plain, 
nontechnical language.

	 (1) 	 The law that relates to your traditional IRA.

	 (2)	 The tax consequences of various options concerning your traditional IRA.

	 (3)	 Participation eligibility rules, and rules on the deductibility of retirement savings.

	 (4)	� Situations and procedures for revoking your traditional IRA, including the name, address, and telephone 
number of the person designated to receive notice of revocation. This information must be clearly 
displayed at the beginning of the disclosure statement.

	 (5)	� A discussion of the penalties that may be assessed because of prohibited activities concerning your 
traditional IRA.

	 (6)	 Financial disclosure that provides the following information:

		  (a)	� Projects value growth rates of your traditional IRA under various contribution and retirement 
schedules, or describes the method of determining annual earnings and charges that may be 
assessed.

		  (b)	� Describes whether, and for when, the growth projections are guaranteed, or a statement of the 
earnings rate and the terms on which the projections are based.

		  (c)	 States the sales commission for each year expressed as a percentage of $1,000.

	� In addition, the financial institution must provide you with a financial statement each year. You may want to 
keep these statements to evaluate your traditional IRA’s investment performance.

	� See IRS Publication 590, Individual Retirement Arrangements (IRAs), available at most IRS offices, for a more 
complete explanation of the IRA disclosure requirements.

	� In addition to this disclosure statement, the financial institution is required to provide you with a financial 
statement each year. It may be necessary to retain and refer to statements for more than one year in order 
to evaluate the investment performance of the traditional IRA and in order that you will know how to report 
traditional IRA distributions for tax purposes.



Page 8 of 8 © 1994-2011, PenServ Plan Service, Inc. (07/11) (06/13)
25-20-3438301_2002 (09/25)

RBC Wealth Management, a division of RBC Capital Markets, LLC, 
registered investment adviser and Member NYSE/FINRA/SIPC.

Prototype SEP Contribution Disclosure

WRITTEN ALLOCATION FORMULA

1. 	 How much will my Employer contribute to my SEP IRA? 

	 The Employer has agreed to provide contributions for the ____________ Plan Year as follows (complete one):

 	 a).	 Fixed Percentage - ____________% of each Participant’s Compensation.

	 b).	 Flat Dollar - $________________________ per Participant.

 	 c).	� Contributions made by the Employer are integrated with Social Security. This means that in determining 
contributions made to your SEP  IRA your Employer has taken into account Social Security taxes paid by 
the Employer on your compensation.

2. 	� If #1 (c) is checked above, how will social security integration affect Employer contributions to my SEP 
IRA?

	� Employer contributions made on your behalf would be reduced by certain amounts being contributed on your 
behalf to the Social Security System, subject to strict guidelines under the Internal Revenue Code.

	� For more information on the effect of Social Security Integration in your particular situation, contact the 
individual named below.

ADDITIONAL INFORMATION

The Employer has designated __________________________________________________________________________ (insert 
Name & title) to provide additional information to participants about the Employer’s SEP Plan.
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Investment and insurance products offered through RBC Capital Markets, LLC are not insured by the FDIC or any other federal 
government agency, are not deposits or other obligations of, or guaranteed by, a bank or any bank affiliate, and are subject to 
investment risks, including possible loss of the principal amount invested.
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RBC Capital Markets, LLC (“RBC CM”) is registered as a broker-dealer and investment adviser with the U.S. Securities 
and Exchange Commission (SEC). You may receive services from RBC CM as a client of its RBC Wealth Management 
division or as a client of another broker-dealer or registered investment adviser for which RBC CM provides custody and 
clearing services through its RBC Clearing & Custody division. Neither RBC CM, nor its affiliates or employees provide 
legal, accounting or tax advice. All legal, accounting or tax decisions regarding your accounts and any transactions or 
investments entered into in relation to such accounts, should be made in consultation with your independent advisors. 
No information, including but not limited to written materials, provided by RBC CM or its affiliates or employees should 
be construed as legal, accounting or tax advice.

The information below is adapted from “Important information regarding your individual retirement account”, © PenServ 
Plan Services, Inc. Summary of Changes to IRAs (07-2024).

Several recent law changes have impacted Individual Retirement Accounts (IRAs). Your IRA Plan document cannot 
be updated to reflect these changes until the Internal Revenue Service releases their version of the language that 
must appear in your Plan. As your IRA provider, we await technical guidance from the Internal Revenue Service and 
the Department of Labor in order to administer the enacted provisions. In the meantime, we would like to take this 
opportunity to provide you with an informational summary to retain with your current IRA plan document.

SECURE Act – Setting Every Community Up for Retirement Enhancement Act of 2019

Repeal of maximum age for traditional IRA contributions 

• Individuals are able to make contributions to their IRA even after attaining the age of 70 ½ (now 73), as long as income
is earned.

• Effective for taxable years beginning after December 31, 2019.

Increase in age for required beginning date for mandatory distributions

• The required beginning date for mandatory distributions was amended from age 70 ½ to age 72.

• This only applies to persons turning 70 ½ after December 31, 2019. Anyone who turned 70 ½ prior to 2020 must begin
taking, and continue to take, distributions under pre-SECURE Act rules.

Modification of required distribution rules for designated beneficiaries

• Upon the death of an IRA account owner, distributions of the entire account balance to anyone other than an “eligible
designated beneficiary” must generally be made within 10 years of the account owner’s death.

• An eligible designated beneficiary includes the surviving spouse, a child of the IRA account owner who has not yet
reached the age of majority (age 21 as defined in IRS regulations), a disabled individual, a chronically ill individual, or
an individual who is not more than 10 years younger than the decedent.
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• This change eliminates the ability to have “stretch IRAs” by limiting the distribution period for certain beneficiaries.

• Effective for distributions on behalf of IRA account owners who die after December 31, 2019.

Penalty-free withdrawals from retirement plans for individuals in case of birth of child or adoption

• Distributions from a retirement plan, in the case of a qualified birth or adoption, are exempt from the 10% early
withdrawal penalty.

• The child must be under 18 years of age, the distribution must be made within the 1-year period after the birth or
adoption date of the child, and the distribution exception is capped at $5,000 per child, per parent.

• These funds may be repaid to the plan by a rollover, and the repayment would be treated as a nontaxable direct
rollover (reported as a “repayment”).

• Effective for distributions made after December 31, 2019.

Tax-exempt “difficulty of care payments”, a type of qualified foster care payment to individual care providers under a 
state Medicaid Home and Community-Based Services waiver program (Medicaid Waiver payments), may be treated as 
compensation for purposes of making an IRA contribution.

For tax years beginning after December 31, 2019, certain taxable non-tuition fellowship and stipend payments are treated 
as compensation for the purpose of IRA contributions. Compensation will include any amount included in gross income 
and paid to aid in pursuit of graduate or postdoctoral study.

CARES Act – Coronavirus Aid, Relief, and Economic Security Act of 2020
The CARES Act provided assistance to the American people from the public health and economic impact of COVID-19. 
The provisions under the CARES Act were mostly available during 2020, but the highlights are listed here:

• Coronavirus-related distributions – a coronavirus-related distribution (CRD) is a distribution made on or after
January 1, 2020 and before December 30, 2020 to a qualified individual from an IRA, qualified plan, 403(b), or
governmental 457(b) of up to $100,000 in the aggregate for any taxable year. A CRD was directly repaid (i.e., rolled
over) to any IRA or other eligible plan that accepts rollovers ratably within 3 years. Amounts not repaid could be
taxed over a 3-year period.

• The CARES Act provides for 2 special coronavirus-related loan conditions to qualified individuals: 1) increases the
amount that can be borrowed; and 2) extends the time to repay an existing loan. Loans are not permitted from
individual retirement accounts, however.

Waiver of Required Minimum Distribution (RMD)
All Required Minimum Distributions were waived for the calendar year 2020 under the CARES Act, including for a 
participant whose required beginning date is in 2020 (e.g., initial year 2019 RMDs due by April 1, 2020). Beneficiaries 
required to take RMDs from inherited IRAs were included in the waiver.

The 2020 RMD waiver applied to all IRA owners, not only to qualified individuals affected by COVID-19.

RMDs taken at any point during 2020 could have been rolled back into an eligible plan. IRS notice 2020-51 provided an 
extension to roll back any RMD taken on or after January 1, 2020 by August 31, 2020 without regard to the 60-day deadline 
that applies to IRA to IRA rollovers, or the one rollover in a 12-month period restriction.

RMD amounts that were received after August 31st were still eligible for rollover, but were subject to the normal 
rollover restrictions.

Qualified Charitable Distributions are not affected by the CARES Act. As it relates to the change in RMD age under the 
SECURE Act mentioned previously, an IRA owner or beneficiary who was age 70 ½ could still request a QCD even if they 
did not have a 2020 RMD. Those individuals continue to remain QCD eligible despite the increase in RMD age to 72. See 
Appendix D in IRS Publication 590-B to determine the correct amount of the QCD.

SECURE 2.0 Act of 2022 (SECURE 2.0)
Continuing the initiatives of the SECURE Act of 2019, SECURE 2.0 Act of 2022 (SECURE 2.0), Division T of the Consolidated 
Appropriations Act of 2023, was signed into law on December 29, 2022 (date of enactment). Some changes became 
effective on the date of enactment—or even retroactively, but the Internal Revenue Service and the Department of Labor 
must provide technical guidance to practitioners and taxpayers for them to be practicable.



Increase in Age for Required Beginning Date for Mandatory Distributions

• The required beginning date for Required Minimum Distributions (RMDs) has been increased from age 72 to age 73
starting on January 1, 2023.

• The Act further increases the RMD age, starting January 1, 2033, from 73 to 75.

Indexing IRA Catch-Up Limit

• Indexes the current $1,000 age 50 catch-up limit.

• Effective for taxable years beginning after December 31, 2023.

Withdrawals for Certain Emergency Expenses

• Provides an exception for certain distributions used for emergency expenses, which are unforeseeable or immediate
financial needs relating to personal or family emergency expenses.

• Only one distribution is permissible per year of up to $1,000, and a taxpayer has the option to repay the distribution
within 3 years.

• No further emergency distributions are permissible during the 3-year repayment period unless repayment occurs.

• Effective for distributions made after December 31, 2023.

Special Rules for Certain Distributions from Long-Term Qualified Tuition Programs to Roth IRAs

• SECURE 2.0 amended the Internal Revenue Code to allow for tax and penalty free rollovers, up to $35,000 over the
course of a taxpayer’s lifetime, from any 529 account in their name to their Roth IRA.

• These rollovers are subject to Roth IRA annual contribution limits, but not the income threshold for contributions. To
qualify, the 529 account must have been open for 15 years or more.

Remove Required Minimum Distribution Barriers of Life Annuities

• An actuarial test related to certain commercial lifetime annuities in qualified plans and IRAs in the required minimum
distribution regulations is eliminated. This will reinstitute certain guarantees for the benefit of individuals who are
otherwise unwilling to elect a life annuity under a defined contribution plan or IRA.

• This provision is effective for calendar years ending after the date of enactment of the Act.

Qualifying Longevity Annuity Contracts

• To preserve the intended longevity protection, the 25% limit is eliminated, and the dollar limit is increased to $200,000.

• In addition, QLACs with spousal survival rights are available, and free-look periods are permitted up to 90 days with
respect to contracts purchased or received in an exchange on or after July 2, 2014.

Eliminating a Penalty on Partial Annuitization

• A participant that holds an annuity contract in their retirement account may elect to calculate the Required Minimum
Distribution (RMD) by aggregating the value of the annuity with the value of the non-annuitized portion of the
account. The annuity contract payments for the year can then be deducted from the combined RMD amount.

• This became effective on the date of enactment of the Act, however, the Treasury Secretary is to update the relevant
regulations accordingly. Until then, taxpayers may rely on a good faith interpretation of the law.

Reduction in Excise Tax on Certain Accumulations in Qualified Retirement Plans

• The penalty for failure to take Required Minimum Distributions (RMDs) is reduced from 50% to 25%.

• In addition, if a failure to take the RMD is corrected within a 2-year correction period, the excise tax on the failure is
further reduced from 25% down to 10% percent. This correction window begins on the tax filing due date for the year
the excess occurred, and ends on the earlier of the last day of the second taxable year following such deadline or
when the taxpayer is audited.

• Effective for taxable years beginning after the date of enactment of the Act.
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Updating Dollar Limit for Mandatory Distributions

• Under current law, employers may automatically roll over former employees’ retirement accounts from a workplace
retirement plan into an IRA if their balances are between $1,000 and $5,000.

• The limit is now increased from $5,000 to $7,000, effective for distributions made after December 31, 2023.

One-Time Election for Qualified Charitable Distribution (QCD) to Split-Interest 
Entity; Increase in Qualified Charitable Distribution Limitation

• Expands the Qualified Charitable Distribution provision to allow for a one-time, $50,000 distribution to charities
through charitable gift annuities, charitable remainder unitrusts, and charitable remainder annuity trusts.

• This is effective for distributions made in taxable years beginning after the date of enactment of the Act.

• In addition, the $50,000 special distribution amount, as well as $108,000 overall QCD limit, will be indexed for inflation
for distributions made in taxable years ending after the date of enactment of the Act.

Repayment of Qualified Birth or Adoption Distribution Limited to 3 Years

• The recontribution period for distributions made in the case of birth or adoption, a qualified birth or adoption
distribution (QBAD), is restricted to 3 years.

• Effective to distributions made after the date of the enactment of the Act, and retroactively to the 3-year period
beginning on the day after the date on which such distribution was received.

Penalty-Free Withdrawal from Retirement Plans for Individual Case of Domestic Abuse

• Retirement plans may permit participants to self-certify that they experienced domestic abuse within the past year,
allowing the participant to withdraw a small amount of money (the lesser of $10,000, indexed for inflation, or 50% of
the participant’s account).

• This distribution is not subject to the 10% tax on early distributions. Additionally, a participant has the opportunity to
repay the withdrawn money from the retirement plan over 3 years, and will be refunded for income taxes on money
that is repaid.

• Effective for distributions made after December 31, 2023.

Tax Treatment of IRA Involved in a Prohibited Transaction

• When an individual engages in a prohibited transaction with respect to their IRA, the IRA is disqualified and treated as
distributed to the individual, irrespective of the size of the prohibited transaction.

• This provision clarifies that if an individual has multiple IRAs, only the IRA with respect to which the prohibited
transaction occurred will be disqualified.

• Effective for taxable years beginning after the date of enactment of the Act.

Clarification of Substantially Equal Periodic Payment Rule

• Clarification of what does not constitute a modification of the additional tax on early distributions for the
Substantially Equal Periodic Payment (SEPP) rule.

• The exception continues to apply in the case of a rollover of the account, an exchange of an annuity providing the
payments, or an annuity that satisfies the Required Minimum Distribution rules.

• This provision is effective for transfers, rollovers, and exchanges after December 31, 2023; and effective for annuity
distributions on or after the date of enactment of the Act.

Exception to Penalty on Early Distributions from Qualified Plans and IRAs to Individuals with a Terminal Illness 

• Provides an exception to the 10% additional tax on early distributions made to individuals with a terminal illness.

• A physician must certify that the illness is reasonably expected to result in death within 84 months.

• These withdrawals currently have no dollar limitation, and can be repaid to the account in a manner that is similar to
qualified birth or adoption distributions.

• The exception is effective for distributions made after the date of enactment of the Act.
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Special Rules for Use of Retirement Funds in Connection with Qualified Federally Declared Disasters

• Issues permanent rules that aim to standardize access to retirement funds in the event of a federally
declared disaster.

• To be eligible, an individual must have their primary residence in the federally declared disaster area, and sustain an
economic loss as a result of the disaster event.

• If eligible, up to $22,000 can be considered a Qualified Disaster Distribution (or Qualified Disaster Recovery
Distribution), taken no later than 180 days after the federal disaster was declared.

• The funds are exempt from the 10% excise tax on early distributions.

• There is a 3-year window following the date of distribution to repay all or a portion of the payment back to an eligible
retirement plan. Alternatively, taxes can be spread ratably over a 3-year period.

• A list of federally declared disasters can be found on the Federal Emergency Management Agency website, fema.org.

• Effective retroactively for disasters occurring on or after January 26, 2021.

Elimination of Additional Tax on Corrective Distributions of Excess Contributions

• Earnings attributable to timely correction of an excess contribution is not subject to the 10% additional tax on
early distributions.

• Effective for any determination made on or after the date of enactment of the Act, even if the correction occurred
before date of enactment.

Modification of Required Minimum Distribution Rules for Special Needs Trust

• In the case of a special needs trust established for a beneficiary with a disability, the trust may provide for a
charitable organization as the remainder beneficiary.

• Effective for calendar years beginning after the date of enactment of the Act.

IRA and Roth IRA Contribution Limits – Cost of Living Adjustments (COLAs)

2024 2025

Traditional IRA regular contribution limit $7,000 $7,000

Age 50 catch-up limit for traditional IRAs $1,000 $1,000

AGI phase-out ranges for determining traditional IRA deductions for active participants:

Unmarried taxpayers $77,000–$87,000 $79,000–$89,000

Married taxpayers filing joint returns $123,000–$143,000 $126,000–$146,000

Married taxpayers filing separate returns $0–$10,000 $0–$10,000

Non-active participant spouse $230,000–$240,000 $236,000–$246,000

Roth IRA regular contribution limit $7,000 $7,000

Age 50 catch-up limit for traditional and 
Roth IRAs

$1,000 $1,000

AGI phase-out ranges for determining Roth IRA regular contributions:

Unmarried taxpayers $146,000–$161,000 $150,000–$165,000

Married taxpayers filing joint returns $230,000–$240,000 $236,000–$246,000

Married taxpayers filing separate returns $0–$10,000 $0–$10,000
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