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When advising clients on their optimal planning choices, it’s
best to thoroughly examine and analyze prior to any
recommendation being made. Often, the SEP, or Simplified
Employee Pension, is recommended. Usually the SEP is
actually the worst option for the client!
 
Frequently, the reaction to this statement is, “What? How can
that be? I’ll recommend a SEP because:”
 

You can download the form for free from IRS.gov.
There are no annual administration fees.
There are no annual filings.
Minimal recordkeeping.
Maximum employer contributions are 25% of payroll, just
like a 401(k).

 
So why is a 401(k) a better option?
 

In a 401(k), the client can contribute 25% of salary PLUS a
$24,500 salary deferral (2026).
In a SEP, the employer contribution is uniform. In other
words, every employee receives the same employer
contribution when expressed as a percentage of salary. 
In a 401(k), the employer contribution is not uniform, and
employer contributions are oftentimes significantly less
for employees when compared to the business owner.
The employer’s profit sharing contribution has a six-year
graduated vesting schedule. Employer SEP contributions
are immediately vested.
Employees are eligible for a SEP if they have provided
services in three of the last five years and earned $800 or
more.
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