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Introduction

One of the most important things you will ever do as a real estate investing business owner is to set up retirement 

accounts and retirement plans for you and your employees. 

In fact, it may just be one of the best investments you will ever make in the future of your business. 

The benefits of doing so are many: 

• It will help ensure that you’re financially prepared to maintain the standard of living to which you have       

   been accustomed to during your working years. 

• It’s one of the best ways to attract and retain talented employees. 

• It will help your business save money in the form of tax deductions for the contributions you make         

   each year.

 

It’s no wonder that more employers than ever are offering retirement plans and more employees than ever are jumping at 

the opportunity to participate in retirement plans.

This guide will help you gain a basic understanding about the different kinds of retirement accounts that are available to 

you and your employees and will hopefully aid you in choosing the right accounts for your business. 

It will outline the many options available to you and your employees so that you and they will be able to make informed 

decisions that will provide a sound and comfortable retirement. 

In it, we will discuss each option available and provide you with our best assessment of which type of program best fits 

your company, your needs and the needs of your employees.
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What is a Retirement Account?

A Retirement Account is an investing tool used by individuals to earn and earmark funds for retirement savings. One of 

the most common types of Retirement Accounts is an IRA, or individual retirement account. There are several types of 

IRAs: Traditional IRAs, Roth IRAs, SIMPLE IRAs and SEP IRAs.

What is an IRA?

This is basically a fancy name for a savings account that offers good returns and big tax breaks, making it an ideal way to 

put cash away for your retirement. Many people mistakenly think an IRA is an investment itself, but actually, it’s just the 

basket in which you keep stocks, bonds, mutual funds and other assets.

Unlike a 401(k), which is a retirement account provided by an employer, the most common types of IRAs are accounts that 

you open on your own. Other kinds of retirement accounts can be opened by self-employed individuals and small 

business owners. 

There are several different types of IRAs, including traditional IRAs, Roth IRAs, SEP IRAs, and SIMPLE IRAs.

Unfortunately, not everyone has an opportunity to take advantage of these kinds of retirement accounts. It’s important to 

keep in mind that each of them has eligibility restrictions based on your income or employment status. And all have caps 

on how much you can contribute each year as well as early withdrawal penalties if you jump the gun and take out your 

money before you reach the required designated retirement age.

What is a Traditional IRA?

A traditional IRA is a tax-deferred retirement savings account. One of the biggest advantages of Traditional IRAs is that 

you pay taxes on your money only when you make withdrawals in retirement. Deferring taxes means all of your dividends, 

interest payments and capital gains can compound each year without being hindered by taxes being taken out of your 

money- allowing an IRA to grow much faster than a taxable account. 

Traditional IRAs come in two varieties: deductible and nondeductible. Whether you qualify for a full or partial tax 

deduction depends mostly on your income and whether you have access to a work-related retirement account like a 

401(k).

What is a Roth IRA?

A Roth IRA is a retirement savings account that allows your money to grow tax-free. You fund a Roth with after-tax dollars, 

meaning you’ve already paid taxes on the money you put into it. In return for a no up-front tax break, your money grows 

tax free. And, as an added benefit, when you withdraw money from these accounts at retirement, you pay no additional 

taxes on your money. That’s right - every penny goes straight in your pocket.
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How is a Roth IRA different from a Traditional IRA?

The main difference between the two types of IRAs is when you pay taxes on your investments. Traditional IRAs can delay 

the taxes until retirement, but with Roth IRAs, you pay taxes now, rather than later. Here’s how it works: With a Roth IRA, 

there is no up-front tax break, but you don’t have to pay tax on any withdrawals you make in retirement. That’s the 

opposite of a traditional IRA, which may allow you to deduct at least part of your contributions if you qualify, but requires 

you to pay income tax on the money you withdraw in retirement. Both accounts allow investments within them to grow 

without getting clipped by taxes each year.

There are other differences too.

What are the Advantages of the Roth IRA?

Roth IRAs offer a bit more flexibility than traditional IRAs do. You can withdraw your contributions to a Roth IRA 

penalty-free at any time for any reason (but you’ll be penalized for withdrawing any investment earnings before age 59 ½ 

unless it’s for a qualifying reason). Conversely, if you convert money from a traditional IRA into a Roth IRA, you can’t take it 

out penalty-free until at least five years after the conversion. Roth IRAs also allow you to leave your money untouched for 

as long as you like. That’s not the case with a traditional IRA. With them, you must start making withdrawals called 

“required minimum distributions” after you reach age 70 ½. And while you can no longer make contributions to a 

traditional IRA after you have turned 70 ½, you can keep contributing to a Roth IRA regardless of your age.

Who can contribute to a Roth IRA?

Roth IRA contributions are limited by income level. In general, you can contribute to a Roth IRA if you have taxable 

income and your modified adjusted gross income is either: (contribution amounts can change from year to year, always 

consult with a professional for the correct amounts)

• less than $184,000 - if you are married filing jointly 

• less than $117,000 - if you are single, head of household, or married filing separately (if you did not live with your spouse 

at any time during the previous year) 

• less than $10,000 - if you’re married filing separately and you lived with your spouse at any time during the previous year.

Which is Better for Me?

First things first: Start by looking at your income. As was mentioned above, there are income limits for Roth IRAs, so if 

your income is above those limits, then it’s a no-brainer: a traditional IRA is the only one for you.

What if you’re eligible for both a Roth and a traditional IRA? Generally speaking, you’re better off in a traditional IRA if 

you expect to be in a lower tax bracket when you retire. By deducting your contributions now, you lower your current tax 

bill. That way, when you retire and start withdrawing money, you’ll be in a lower tax bracket, thereby giving less money 

overall to the tax man. On the other hand, if you expect to be in the same or higher tax bracket when you retire, you may 

want to consider contributing to a Roth IRA instead, which allows you to get your tax bill settled now rather than later.
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The thing is, it can be quite difficult, if not impossible to guess what tax bracket you will be in later in life, particularly if 

you’ve got a long way to go until you retire. So, if you’re not sure, another rule of thumb is to keep your retirement savings 

tax diversified – meaning you have accounts that will be both taxable and tax-free when you cash out in retirement. For 

example, if you already have a tax-deferred 401(k) plan through your employer, you might want to also invest in a Roth IRA 

if you are eligible.

Roth IRAs also offer more flexibility. You can withdraw your contributions (but not the earnings) without incurring a penalty 

so you have more access to your money. So, if you’ve got a long way to go before retirement, and you want access to your 

money before you retire, a Roth might be the way to go.

What is a Simple IRA?

A SIMPLE IRA, or Savings Incentive Match Plan for Employees, is a type of traditional IRA for small businesses and self-

employed individuals. As with most traditional IRAs, your contributions are tax deductible, and your investments grow tax 

deferred until you’re ready to make withdrawals in retirement. Unlike SEP IRAs, SIMPLE IRAs allow employees to make 

contributions. What makes a SIMPLE IRA unique is that the employer is required to make a contribution on the 

employee’s behalf - either a dollar-for-dollar match of up to 3 percent of salary or a flat 2 percent of pay - regardless of 

whether the employee contributes to the account. SIMPLE IRAs have higher contribution limits than traditional and Roth 

IRAs, and it’s cheaper to set up and run a SIMPLE IRA plan than it is to administer many other workplace retirement plans.

What is a 401K?

A 401(k) is a feature of a qualified profit-sharing plan that allows employees to contribute a portion of their wages to 

individual accounts.

• Elective salary deferrals are excluded from the employee’s taxable income (except for designated Roth deferrals).

• Employers can contribute to employees’ accounts.

• Distributions, including earnings, are includible in taxable income at retirement (except for qualified distributions of    

   designated Roth accounts).

401(k) and Profit-Sharing Plan Contribution Limits
Two annual limits apply to contributions:

• A limit on employee elective deferrals; and

• An overall limit on contributions to a participant’s plan account (including the total of all employer contributions, 

   employee elective deferrals and any forfeiture allocations).

Deferral limits for 401(k) plans 
The limit on employee elective deferrals (for traditional and safe harbor plans) is:

• $19,000 in 2019

• The $19,000 amount may be increased in future years for cost-of-living adjustments

Generally, you aggregate all elective deferrals you made to all plans in which you participate  to determine if you have 

exceeded these limits. If a plan participant’s elective deferrals are more than the annual limit, find out how you can correct 

this plan mistake.
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Deferral limits for a SIMPLE 401(k) plan
The limit on employee elective deferrals to a SIMPLE 401(k) plan is:

• $13,000 in 2019

• This amount may be increased in future years for cost-of-living adjustments

Plan-based restrictions on elective deferrals
These restrictions may further reduce the maximum allowable elective deferrals:

• Your plan’s terms may impose a lower limit on elective deferrals

• If you are a manager, owner, or highly compensated employee, your plan might need to limit your elective deferrals to      

   pass nondiscrimination tests

Catch-up contributions for those age 50 and over
If permitted by the 401(k) plan, participants who are age 50 or over at the end of the calendar year can also make catch-up 

contributions. The additional elective deferrals you may contribute is:

• $7,000 in 2019 to traditional and safe harbor 401(k) plans

• $3,500 in 2019 to SIMPLE 401(k) plans

• These amounts may be increased in future years for cost-of-living adjustments

You don’t need to be “behind” in your plan contributions in order to be eligible to make these additional elective 

deferrals.

Catch-ups for participants in plans of unrelated employers
If you participate in plans of different employers, you can treat amounts as catch-up contributions regardless of whether 

the individual plans permit those contributions. In this case, it is up to you to monitor your deferrals to make sure that they 

do not exceed the applicable limits.

Example:  If Joe Saver, who’s over 50, has only one employer and participates in that employer’s 401(k) plan, the plan 

would have to permit catch-up contributions before he could defer the maximum of $26,000 for 2019 (the $19,000 regular 

limit for 2019 plus the $7,000 catch-up limit for 2019). If the plan didn’t permit catch-up contributions, the most Joe could 

defer would be $19,000. However, if Joe participates in two 401(k) plans, each maintained by an unrelated employer, he 

can defer a total of $26,000 even if neither plan has catch-up provisions. Of course, Joe couldn’t defer more than $19,000 

under either plan and he would be responsible for monitoring his own contributions.

The rules relating to catch-up contributions are complex and your limits may differ according to provisions in your specific 

plan. You should contact your plan administrator to find out whether your plan allows catch-up contributions and how the 

catch-up rules apply to you.

Treatment of excess deferrals
You have an excess deferral if the total of your elective deferrals to all plans is more than the elective deferral limit for the 

year. You may notify your plan administrator before April 15 of the following year that you would like the excess deferral 

amount, adjusted for any gains and losses, to be paid from the plan. The plan must then pay you that amount plus 

allocable earnings by April 15 of the year following the year in which the excess occurred.
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Excess withdrawn by April 15. If you withdraw the excess deferral for 2018 by April 15, 2019, it is includable in your 

gross income for 2018, but not for 2019. The April 15 date is not tied to the due date for your return. However, any income 

earned on the excess deferral taken out is taxable in the tax year in which it is taken out. The distribution is not subject to 

the additional 10% tax on early distributions.

Excess not withdrawn by April 15. If you don’t take out the excess deferral by April 15, 2019, the excess, though taxable 

in 2019, is not included in your cost basis in figuring the taxable amount of any eventual distributions from the plan. In 

effect, an excess deferral left in the plan is taxed twice, once when contributed and again when distributed. Also, if the 

entire deferral is allowed to stay in the plan, the plan may not be a qualified plan.

Reporting corrective distributions on Form 1099-R. Corrective distributions of excess deferrals (including any earnings) 

are reported to you by the plan on Form 1099-R, Distributions From Pensions, Annuities, Retirement or Profit-Sharing 

Plans, IRAs, Insurance Contracts, etc.

Overall limit on contributions
Total annual contributions (annual additions) to all of your accounts in plans maintained by one employer (and any related 

employer) are limited. The limit applies to the total of:

• elective deferrals

• employer matching contributions

• employer nonelective contributions

• allocations of forfeitures

The annual additions paid to a participant’s account cannot exceed the lesser of:

• 100% of the participant’s compensation, or

• $54,000 ($60,000 including catch-up contributions) for 2019.

There are separate, smaller limits for SIMPLE 401(k) plans.

Example 1: Greg, 46, is employed by an employer with a 401(k) plan and he also works as an independent contractor 

for an unrelated business. Greg sets up a solo 401(k) plan for his independent contracting business. Greg contributes 

the maximum amount to his employer’s 401(k) plan for 2015, $19,000. Greg would also like to contribute the maximum 

amount to his solo 401(k) plan. He is not able to make further elective deferrals to his solo 401(k) plan because he has 

already contributed his personal maximum, $19,000. He has enough earned income from his business to contribute the 

overall maximum for the year, $54,000. Greg can make a nonelective contribution of $54,000 to his solo 401(k) plan. This 

limit is not reduced by the elective deferrals under his employer’s plan because the limit on annual additions applies to 

each plan separately.

Example 2:  In Example 1, if Greg were 52 years old and eligible to make catch-up contributions, he could contribute 

an additional $7,000 of elective deferrals for 2019. His catch-up contribution could be split between the plans in any 

proportion he chooses. His maximum nonelective contribution to his solo 401(k) plan would remain $54,000 even if he 

contributed the full $7,000 catch-up contribution to this plan.
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Compensation limit for contributions 
Remember that annual contributions to all of your accounts - this includes elective deferrals, employee contributions, 

employer matching and discretionary contributions and allocations of forfeitures to your accounts - may not exceed the 

lesser of 100% of your compensation or $54,000 for 2019. In addition, the amount of your compensation that can be taken 

into account when determining employer and employee contributions is limited. The compensation limitation is $280,000.

What is a Solo OR Self directed 401K?

In the United States, a 401(k) plan is the tax-qualified, defined contribution pension account defined in subsection 401(k) 

of the Internal Revenue Code. Under the plan, retirement savings contributions are provided (and sometimes 

proportionately matched) by an employer, deducted from the employee’s paycheck before taxation (therefore 

tax-deferred) until withdrawn after retirement or as otherwise permitted by applicable law, and limited to a maximum 

pre-tax annual contribution of $19,000 (as of 2019).

Other employer-provided defined-contribution plans include 403(b) plans, for nonprofit institutions, and 457(b) plans for 

governmental employers. These plans are all established under section 401(a) of the Internal Revenue Code. 401(a) plans 

may provide total annual addition of $54,000 (as of 2019) per plan participant, including both employee and employer 

contributions.

By now, you’ve no doubt heard for years that investing in 401(k) and other retirement plans are the key to a secure 

retirement – but do you have any idea what you’re actually investing in?  Section 401 of the Internal Revenue Code defines 

a 401(k) as Retirement Savings Trust, part of an IRS-approved retirement plan. You may have come to associate 401(k) 

plans with present or past employers, who set up the plan at the company where you worked and may have contributed 

to your account. 

Now let’s look at the Solo 401(k) basics.

A self-directed IRA is technically not any different than other IRAs (or 401(k) plans). The government created the IRA to 

allow investments to grow tax-free or tax-deferred compounded over time to maximize growth. The IRA can also qualify 

for yearly tax-deductions (depending on the account type), provide asset protection, and assets may be passed to future 

generations for qualifying accounts.

A self-directed IRA is unique due to the available investment options and because it puts the IRA owner in control over 

what they invest their money in.

Most IRA custodians only allow approved stocks, bonds, mutual funds and CDs. A truly self-directed IRA custodian on the 

other hand, allows this type of investing in addition to real estate, notes, private placements, tax lien certificates and much 

more.
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Self-Directed IRA’s are Critical to Your Financial Future

As with any IRA, the goal of a self-directed account is to provide for your financial future. As you know, your financial future 

is vitally important, and the unfortunate reality of today’s investing environment is this: Social Security, pensions, and other 

government programs are in trouble and may, in fact, not be enough to support your retirement. The same holds true for 

investing in stocks. The stock market is always highly volatile and merely leaving money in the typical savings account for 

retirement could lose purchasing value due to inflation ¬– ultimately crippling your nest egg.

So where do you turn to secure your financial future? How do you do what’s best for your long term financial future when 

you reach your Golden Years? You become an advocate for yourself. You remember that knowledge is power. You do your 

homework. You act in your own best self-interest. In short – you rely on you. You acquire more education and 

understanding – and you secure your financial future through taking advantage of the power of self-directed IRAs.

Real Estate IRA’s

For generations, real estate has provided many industrious Americans with a reliable, stable investment vehicle that offers 

both income and appreciation. And one of the greatest tools available to real estate investors is the self-directed IRA – a 

government-sponsored retirement plan that allows individuals to put their money into real property investments.

 

Most investors mistakenly believe that the only options they have when it comes to IRA investments are bank CDs, the 

stock market, and mutual funds.

 

And very few Americans realize that they have the option to take control of their retirement plans by putting the power of 

self-directed IRAs and other retirement plans into real estate. Most important, they don’t realize that they can benefit from 

the great tax advantages those plans provide.

 

These include earned tax-deferred OR tax-free profits. To understand how that affects your retirement savings, imagine 

not having to pay taxes right away—or ever—on your real estate deals. All of which means that instead of paying 25, or 

30, or even 50 percent of your profits to the government in taxes, you keep it.

What are Real Estate IRA’s?

Technically speaking, real estate IRAs are no different than any other IRA or 401(k). The government created IRAs to allow 

investments to grow tax-free or tax-deferred compounded over time to maximize growth. IRAs can also qualify for yearly 

tax-deductions (depending on the account), provide asset protection and allow assets to be passed from one generation 

to the next.

 

A real estate IRA is unique because it allows investments in real property.

Most IRA custodians only allow approved stocks, bonds, mutual funds and CDs. A truly self-directed IRA custodian allows 

that type of investment in addition to any type of real estate investment, such as, residential real estate, commercial real 

estate, raw land, and mobile homes, etc.
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The Power of Self-Directed IRA’s

If you have knowledge, expertise, and success with investments outside the market, or if you’re looking to truly diversify 

and take control of your financial future, self-directed IRAs could be the key to your financial dreams.

Four Self-Directed IRA Advantages to Creating Financial Freedom

1) Investing Diversity: With a self-directed IRA, 

you can diversify beyond the market into assets such 

as real property, tax liens, mortgage notes, precious 

metals, foreign currency, and more. If you have 

expertise with a specific asset type, you can invest in 

the assets you know best to achieve your investing 

goals and secure your financial future.

2) Tax-Advantages = Lasting Wealth: 
Investing over time in a tax-advantage 

account like a self-directed IRA  (tax-deferred/tax-free 

profits, plus the possibility of large tax deductions) 

can have a tremendous impact on your future wealth 

(see chart below). When you combine these benefits 

with the freedom to truly diversify and invest in a full 

range of assets, you could be well on your way to a 

creating a winning combination.

3) Secure Hard-Earned Assets: Self-directed IRAs are afforded protection under federal bankruptcy laws that ensure 

that your financial assets are secure.

4) Provide Wealth for Your Future Generations: Some self-directed IRAs allow assets to be passed on to beneficiaries 

you designate after death with little or no tax implications, allowing you to share your wealth across generations.

Solo 401(k) Basics: Going Solo

Solo 401(k) plans are designed to build the retirement assets of a small business owner or self-employed individual such 

as an independent contractor or consultant. This IRS-approved plan is available to you if you’re an independent 

contractor or if your business has no full time employees other than you or your spouse.

The Economic Growth and Tax Relief Reconciliation Act (EGTRRA), passed in 2001, stipulates precisely how the 

self-employed or sole business owner can use a 401(k) without being subject to financial penalties. In particular, the act 

clarifies that a single qualifying participant can make contributions in the role of employee and employer. 

Note about Chart: The example assumes contributions of $4,000 a year, for 30 
years, assuming 8 percent compound interest in a tax-advantage account vs. in 
an account that is taxed at a 31 percent rate.
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This can lead to very high contribution limits – provided you meet two Solo 401(k) eligibility requirements:

1. The presence of self-employment activity

2. The absence of full-time employees

Be Your Own Trustee
Every 401(k) designates a trustee to hold onto the assets of your retirement plan. However, in the case of the Solo 401(k), 

you may act as your own trustee, which gives you complete “checkbook control” over your assets. This means, as Trustee 

of the Plan, you will be able to make investments by simply writing a check from your 401(k) Trust account. This feature 

makes a Solo 401(k) ideal for real estate and other non-traditional investments. However, as a trustee you are prohibited 

from benefiting directly from the trust. Additionally, you may not combine personal money with the trust or make any 

transactions with the trust.

Flexible Investment Options
If you’re self-employed, a Solo 401(k) plan allows you to choose the investment option best for you, with no custodian 

consent required (although the IRS does pinpoint a handful of prohibited investments, which you can find on their 

website).

Much like the Checkbook IRA, the Solo 401(k) plan lets you broaden your investment options, but without the need to 

establish an LLC or pay fees to a custodian. In addition, a Solo 401(k) plan offers a high annual contribution limit (up to 

$56,500), allows you to borrow up to $50,000 for any purpose, and imposes no custodian fees.

A Solo 401(k) can invest in almost anything. Examples are: Real Estate – residential or commercial – rentals, foreclosures 

raw land, tax liens, precious metals, private placements, foreign currency, hard money lending, private money lending, 

(loans) etc.

Real Estate Investments
If you like the idea of a tax-deferred real estate investment, you’re going to love Solo 401(k) plans. That’s another financial 

benefit of going with a Solo 401(k) to keep in mind. The income generated from your investment in these programs will 

flow back into your retirement plan and you won’t pay a penny of tax on it until you take a distribution.

If you’re using an IRA with nonrecourse debt to finance a real estate purchase (personal debt associated with an IRA 

investment is a prohibited transaction, often called “arms length transactions”), your income investment would trigger an 

Unrelated Debt Financed Income (UDFI) tax. BEWARE: UDFI is a penalty that could subject you to a 35 percent tax! 

Fortunately, a 401(k) Plan using nonrecourse financing for a real estate investment is exempt from the UDFI tax according 

to IRS Section 514(c)(9). Thus, the profits or earnings from this type of real estate investment can flow back into your 

retirement account tax free or tax deferred!
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Other Advantages and Benefits of Solo 401(k) Plans:

• You may contribute up to $59,000 in your Solo 401(k), which can boost your retirement earning considerably while also   

   offering great tax advantages.

• You may borrow up to $50,000 from the plan for any purpose, including financing your business or paying personal bills  

   – tax free and penalty free.  Plus, you can take loans out at any time prior to qualified retirement age.

• Any contributions made to these plans, as well as investment returns and earnings are tax-deferred until withdrawal, and   

   employers receive excellent tax benefits too.

• You can opt for voluntary elective contributions from your base salary, and your employer can also make contributions    

   on your behalf.

• You’re allowed to defer up to $19,000 or all of your earnings annually (whichever is less), with catch-up contribution limits  

   of $7,000 once you’re over the age of 50.

• You retain greater control over investments, and you can choose where your funds will be invested from any of the 

   options offered by the plan.

• These plans are highly portable and you can roll them over if you change jobs, rather than establishing a new plan for   

   every employer.

Determining Your Eligibility

Solo 401(k) plans are available to any individual who is already a business owner or who will be establishing a business and 

does not have, or plan to have, full-time employees. Eligible participants may include independent contractors, 

home-based businesses and real estate professionals.

If that describes you, a Solo 401(k) plan is an ideal investment option to consider. And as a participant, you may also have 

your spouse contribute to your plan if he or she is an employee of your business.

Borrowing From Your Plan

One of the most attractive benefits of Solo 401(k) plans is that they allow plan participants to take out a loan from them. 

Under Internal Revenue Code Section 72(p), you may borrow up to 50 percent of the total Solo 401(k) value or $50,000 

(whichever is less tax-free) for any reason. Your repayment schedule is based on when the loan was initiated and can span 

as much as five years.

• The loan must be paid back at least quarterly at a minimum interest rate of the current Prime Interest Rate.

• The entire loan must be paid back in full, including interest.

• A loan default can incur IRS penalties.
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Funding Your Solo 401(k)

Initially, funding your Solo 401(k) is much like funding your Checkbook IRA in that you have the option to roll over funds 

from a variety of sources. From IRAs, SEPs and previous 401(k) plans to profit-sharing, Keogh plans and Defined Benefit 

plans, the Solo 401(k) offers tax-free rollovers that enable you to continue amassing wealth effortlessly! You’ll begin by 

opening a Solo 401(k) Trust account at any participating bank or credit union; then you’ll transfer the funds from the 

current custodial plans into your new Solo 401(k) account.

Maximum Contributions

If you’re under 50 years old during calendar year 2016, you can contribute the regular 401(k) maximum of $18,000 as salary 

deferral. If you are age 50 or older by year’s end, you may increase your annual maximum contribution another $6,000 – for 

a total maximum contribution of $24,000. An additional 25 percent (20 percent if you run a sole proprietorship or 

single-member LLC) can be contributed by your employer as part of the profit-sharing component. The combined 

maximum of these contributions can’t exceed $59,000, which includes applicable catch-up additions. At any age, if you 

prefer Roth-type contributions you can design your Solo 401(k) Plan with a Roth component.

The material contained in this manual has been prepared by FortuneBuilders, Inc.  FortuneBuilders, Inc. makes no representations or guarantees as to the accuracy of the 
content of this manual and  assumes no obligation to update the material as laws may change. This document is for information purposes only and any information appearing 
within should not be regarded as tax, financial or legal advice or as a recommendation regarding any particular course of action.  FortuneBuilders, Inc. is not in the business 
of providing tax, investment or legal advice.  Students should consult with their own tax consultant, financial advisor or attorney with regards to their personal situation. 
Consultation with the appropriate professional should be performed before any commitments or actions are undertaken with regards to the material covered in this manual. 
FortuneBuilders, Inc. shall not have any liability for damages of any kind whatsoever relating to the use, misuse or reliance of information contained herein. By accepting this 
manual, you acknowledge, understand and accept the foregoing.
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Glossary of Terms
Accrued Interest: The amount credited to a bond or other fixed-income security between the last payment and when the security is sold, or any 
intermediate date. The buyer usually pays the seller the security’s price plus the accrued interest.

Active Management: When a person or team, often called the portfolio manager, actively makes investment decisions and initiates buying and selling of 
securities using analytical research, forecasts, and their own judgment and experience. The opposite of active management is called passive 
management, better known as “indexing.”

Actual Contribution Percentage (ACP): In a 401(k) plan, this is the result of the average of ratios of combined contributions to compensation for both 
highly compensated and non-highly compensated employees. Each employee’s ratio is calculated and then averaged for the group.

Actual Deferral Percentage (ADP): The percentage of a plan participant’s compensation contributed to a 401(k) plan as an employee elective deferral.

Annual Defined Contribution Limit: The maximum 401(k) contribution limit that applies to all employee and employer 401(k) contributions within a 
calendar year. This limit is the lesser of 100 percent of the employee’s total pre-tax compensation or a fixed amount that can vary annually.

Annuity: This is a contract in which an insurance company agrees to make regular payments to someone for life or for a fixed period of time.

Appreciation: The increase in value of an investment over time.

Asset Allocation: How you divide your investment portfolio among the major asset categories. It’s the most important decision you will make when 
managing your investment portfolio.

Asset Allocation Fund: A common trust fund or mutual fund that distributes its portfolio among a wide range of investments, from domestic and foreign 
stocks and bonds, to government securities, and real estate stocks. This gives small investors far more diversification than they could ever have access to 
allocating money on their own. Some of these funds keep the proportions allocated between different sectors relatively constant, while others alter the 
mix as market conditions change.

Asset: An asset is a resource that has financial value to its owner. Examples of an asset are cash, accounts receivable, inventory, real estate, and securities.

Automatic Contribution Arrangement: A feature in a plan whereby a covered employee’s salary is withdrawn by an amount specified in the plan and 
deposited into the plan on the employee’s behalf, unless the employee makes an affirmative election to have a different amount or no amount contrib-
uted to the plan. In the case of a 401(k) plan with an automatic contribution arrangement, the amounts withheld from employees’ compensation are 
contributed to the plan as elective deferrals and the percentage of compensation contributed is called the default deferral rate.

Auto Enrollment: Auto enrollment is the practice of enrolling all eligible employees in a plan and beginning participant deferrals without requiring the 
employees to submit a request to participate. The plan’s design specifies how these automatic deferrals will be invested. Employees who do not want to 
make deferrals to the plan must actively file a request to be excluded from the plan. Participants can generally change the amount of pay that is deferred 
and how it is invested.

Auto Escalation: This is a plan which automatically increases the percentage of (retirement) funds saved from an annual salary. This type of plan 
generally features a default or standard contribution escalation rate.

Balance Sheet: The overall financial statement of the firm overseeing and managing the retirement accounts. It provides a complete picture of its assets, 
debts, and net worth at a specific point in time.

Balanced Fund: A common trust fund or mutual fund that maintains a balanced portfolio – generally 50 percent bonds or preferred stocks and 50 
percent common stocks. However, this percentage can and often does vary.

Blackout Period: Whenever a plan sponsor decides to switch from one plan vendor to another, there is typically a period when participants are not 
permitted to make any changes in their investment selections. This period is known as the blackout period. Once a blackout period commences, 
participants can no longer direct the investments in their accounts until it ends. Blackout periods can last up to 60 days.

Bond: This is a certificate of debt issued by a company or the government. Bonds generally pay a specific rate of interest and pay back the original 
investment after a specified period of time.

Bundled Plan: This is a 401(k) package that includes all investment, administration, education, and recordkeeping that is sold as one unit. This is in 
contrast to a basic 401(k) plan in which the plan sponsor can hire each component provider separately, individually.

Buy-And-Hold: The purchase of an investment that the investor holds onto for a period of time that will be rented and/or leased. It provides a return to 
another individual with the purpose of creating cash flow.

Balance Plan: This is a defined benefit plan in which each participant has an account that is credited with a dollar amount that resembles an employer 
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contribution, generally determined as a percentage of pay. Each participant’s account is credited with earned interest. The balance plan provides its 
benefits in the form of a lump-sum distribution or annuity.

Capital Gain: A capital gain is an increase in the value of a capital asset such as common stock. If the asset is sold, the gain is a “realized” capital gain. 
A capital gain may be short-term (one year or less) or long-term (more than one year).

Catch-Up Provision: This provision is found in some 401(k) plans. It allows eligible employees who are at least age 50 to make higher annual 
contributions in the years prior to retirement.

Certificate of Deposit: Also known as a CD, this is a bank deposit that pays a specified rate of interest for a certain period of time.

Churning: Churning is highly frowned upon and for good reason. It’s the unethical and excessive practice of the trading of a client account in order to 
generate commissions for a broker – but which may not be in the best interests of the client. Not only does the client pay high commissions, they also 
get stuck with high tax bills due to the short-term holding of assets associated with churning. 

Cliff Vesting: A 401(k) plan with “cliff vesting” is one that vests 100 percent of employer contributions after a specified number of years of service. To 
qualify, after three years of service, the benefits must be fully vested.

Collective Trust Fund: Collective trust funds work and act much like a traditional mutual fund. Collective trust (also known as a common trust) funds 
offer investors many of the same benefits as mutual funds, such as portfolio diversification, professional management and investment flexibility. However, 
since collective funds do not impose the same administrative fees and do not require some of the regulatory requirements that mutual funds do, they 
generally have lower operating expenses.

Commission: This is a broker’s fee for buying or selling securities.

Compliance Testing: This is testing which is required by the IRS to ensure that 401(k) plans are fair to both highly compensated employees and those 
who are not high salary earners.

Compounding: The feature of a given asset that allows it to generate additional earnings which are then reinvested and generate their own earnings 
(earnings on top of earnings).

Contingent Beneficiary: A contingent beneficiary stands second in line, behind the primary beneficiary, to inherit the assets of a retirement plan.

Controlled Group: This is a group of trades or businesses (employers) that are related through ownership. A controlled group of employers is either:
1) One or more chains of employers connected through ownership with a common parent employer where at least 80 percent of each 
employer, other than the common parent, is owned by one or more of the other employers and the common parent owns at least 80 percent       
of one or more of the other employers (“parent-subsidiary controlled group”).
2) Two or more employers where five or fewer common owners satisfy an 80 percent common ownership test and a 50 percent identical 
ownership test (“brother-sister controlled group”); 
3) Three or more employers where each employer is in either a parent-subsidiary controlled group or a brother-sister controlled group and                     
at least one of the employers is the common parent employer in a parent-subsidiary controlled group and is also in a brother-sister controlled      
 group (“combined group”).

Conversion Premium: The amount, expressed as a dollar value or as a percentage, by which the price of the convertible security exceeds the current 
market value of the common stock into which it may be converted.

Corrective Distribution: This is a distribution of funds from the plan designated to correct a nondiscrimination test or to correct a contribution in excess 
of a statutory limitation.

Current Ratio: These are current assets, including cash, accounts receivable and inventory, divided by current liabilities, including all short-term debt. 
Here’s a rough measure of financial risk to be aware of: the smaller current assets relative to current liabilities, the greater the risk of credit failure.

Current Yield: This is annual income (interest or dividends) divided by the current price of the security. By comparison, for stocks, the current yield is the 
same as the dividend yield.

Custodian: Custodians are the bank or trust company that maintains a retirement plan’s assets, including its portfolio of securities or some record of 
them. Custodians provide safekeeping of securities, but have no role in portfolio management.

Cyclical Industry: A cyclical industry is one such as automobile manufacturing, whose performance is closely tied to the condition of the general 
economy. As such, you’ll find that a company in this kind of industry (and their stock) tends to do well during good economic times, and not as well 
during poor economic times.

Debt-To-Equity Ratio: This is long-term debt divided by stockholders’ equity. The ratio identifies the relationship of debt to ownership interest in the 
firm’s financial structure. It’s a dependable and accurate assessment of the financial risk associated with investments made by an organization.
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Deemed IRA: The “Deemed IRA” (also called a “Sidecar IRA”) was part of “The Economic Growth and Tax Reconciliation Act of 2001” (EGTRRA), 
although the concept has been around since the early 1980’s. Basically, it means that if your 401(k) plan adopts this provision of EGTRRA, for plan years 
beginning on or after January 1, 2003, a 401(k) plan may allow employees to make voluntary employee contributions to a “Deemed IRA” which is a 
separate account established under the plan.

Deep Discount Bond: This is a bond that features a coupon rate that is far below rates currently available on investments and whose value is at a 
significant discount from par value.

Default: This term describes the failure to repay a plan loan in accordance with the provisions specified in the plan document. The document must 
identify the events that constitute default and the parameters for any grace period.

Default Deferral Rate: In the case of an automatic contribution arrangement in a 401(k) plan, a default deferral rate refers to the percentage of 
compensation, specified in the plan, withheld automatically from a covered participant’s compensation (unless the participant elects otherwise) and 
contributed to the plan as an elective deferral.

Default Risk: The amount that a company will be unable to pay on contractual interest or principal on its debt obligations.

Defined Benefit: A defined benefit plan is an employer-maintained plan that pays out a specific, pre-determined amount to retirees. Defined benefit 
plans are guaranteed by PBGC.

Defined Contribution: A defined contribution plan does not promise a specific benefit at retirement, but does provide regular, set contributions to a 
pension fund. Defined contribution plans tend to be less expensive than defined benefit plans.

Deflation: The increase of purchasing power due to a general decrease in the prices of goods and services.

Depreciation: This is a decrease in the value of an investment over time.

Direct Rollover: A direct rollover is a tax-deferred transfer of assets from one qualified retirement plan to another qualified retirement plan or IRA. This 
is sometimes also known as a “trustee to trustee” transfer. This type of transfer is made without any funds being distributed directly to the plan 
participant.

Discount Broker: This is a stockbroker who charges a reduced commission and provides no investment advice.

Discount Rate: The interest rate used in discounting future cash flows. It’s also often referred to as the “capitalization rate.”

Discrimination Testing: All tax-qualified retirement plans must be administered in compliance with several regulations to meet Internal Revenue Service 
guidelines. Every tax-qualified retirement plan (like a 401(k)) must also pass a series of numerical measurements each year. These include the ADP Test 
(Actual Deferral Percentage), ACP Test (Actual Contribution Percentage), Multiple Use Test and Top-Heavy Test. Typically, administering these tests is 
called discrimination testing.

Designated Roth Contribution: A Designated Roth account is a separate account in a 401(k), 403(b) or governmental 457(b) plan that holds designat-
ed Roth contributions. Designated Roth contributions are elective deferrals that the participant elects to include in gross income and is therefore not 
excludable from gross income.

Distributions and Withdrawals: Whenever money is withdrawn from a 401(k) plan, the withdrawal is referred to as a distribution. 401(k) plan assets can 
be withdrawn without penalty after age 59½. Employees are required to begin taking distributions after age 70½.

Diversification: Diversification is the practice of portioning out risk by investing in a number of securities that have different return patterns over time. 
The benefit of employing this tactic is that often, when one investment is yielding a low or negative rate of return in a diversified portfolio, another 
investment may be enjoying positive or above-normal returns.

Dividend: Dividends are payments made by a company to its stockholders. A dividend is usually comprised of a portion of profits. Payment of dividends 
on common stock is generally discretionary. Dividends to common-stock shareholders may be withheld if business is poor or if the corporation’s 
directors decide to withhold earnings to reinvest in business operations.

Dividend Payout Ratio: The dividend payout ratio measures the percentage of net income that is distributed to shareholders in the form of dividends 
during the year. More specifically, it’s the portion of profits the company decides to keep to fund operations and the portion of profits dispersed to its 
shareholders. Knowing the dividend payout ratio tells you if a company is paying a reasonable portion of its net income to investors. It’s determined by 
calculating the annual dividends per share divided by the annual earnings per share.

Dividend Yield: The Dividend yield is a financial ratio that measures cash dividends paid to each common stock shareholder as a percentage of the 
market value per share. Annual dividends are determined by the amount per share divided by the price per share or are an indication of the income 
generated by a share of stock. The dividend yield plus capital gains percentage equals total return.

Elective Deferral: Elective deferrals are specified amounts of money contributed to a 401(k) plan by an employee. Elective deferrals can be either 
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pre-tax or designated as Roth contributions if the plan has a Roth IRA option.

Eligible Automatic Contribution Arrangement: An EACA is a type of automatic contribution arrangement that must uniformly apply the plan’s default 
percentage to all employees after providing them with a required notice. It may allow employees to withdraw automatic enrollment contributions (with 
earnings) by making a withdrawal election as required by the terms of the plan (no earlier than 30 days or later than 90 days after the employee’s first 
automatic enrollment contribution was withheld from the employee’s wages). The arrangement must satisfy both a uniformity requirement and a notice 
requirement.

Employer Matching Contribution: The amount, if any, that an employer contributes to an employee’s 401(k) account. Matching contributions are 
usually configured to provide a set percentage of an employee’s contribution up to a fixed limit.

Employer Discretionary Contributions: Some employers also make an additional contribution at plan-year end in the form of increased matching 
contributions and/or a profit sharing contribution. These employer contributions are considered a tax-deductible business expense and also grow on a 
tax-deferred basis.

Enhanced Matching Contribution: A matching contribution under a safe harbor 401(k) plan that provides each participant in the plan with a matching 
contribution that is greater than the basic matching contribution.

Equity Risk Premium: An extra risk premium that the stock market must provide over the rate on Treasury bills to compensate for market risk.

Equities: Investments in which the investors obtain a portion of ownership. Real estate and common stocks represent equity instruments. Usually, their 
chief benefit is potential growth in value. Equity is another word for stock.

ERISA: ERISA is an acronym for the Employee Retirement Income Security Act. This law was passed in 1974 and is a comprehensive package dealing 
with all areas of pensions and employee benefits, not just 401(k) plans. ERISA includes requirements on pension disclosure, participation standards, 
vesting rules, funding, and administration.

Expected Return: Generally speaking, an expected return is a tool used to determine whether or not an investment has a positive or negative average 
net outcome. It’s not a set-in-stone figure representing a profit or a loss.

Expense Ratio: A ratio that denotes the total expenses to net assets of a mutual fund. These expenses may include management fees, 12(b)1 charges, 
if any, the cost of shareholder mailings, and other administrative expenses. The expense ratio is listed in a fund’s prospectus. Expense ratios may be a 
function of a fund’s size rather than of its success in controlling expenses.

401(k) Plan: A tax-deferred retirement plan that can be offered by businesses of any kind. A company’s 401(k) plan can be a “cash election” 
profit-sharing, stock bonus plan, or a salary reduction plan. 401(k) plans offer many unique advantages for both employer and employee.

403(b) Plan: Section 403(b) of the Internal Revenue Code allows employees of public school systems and certain charitable and nonprofit organizations 
to establish tax-deferred retirement plans similar to 401(k) plans, which can be funded with mutual fund shares.

404(c): Optional regulations on plan sponsors compelling them to provide certain information and fund choices so plan participants can make informed 
decisions about their retirement plan investments. They partially relieve a company’s fiduciaries (sponsors, owners, internal investment committee 
members, etc.) from investment losses employees could experience.

Face Value: The stated nominal value or dollar value of a debt instrument. For stocks, it’s the original cost of the stock shown on the certificate. For 
bonds, it’s the amount paid to the holder at maturity.

Fiduciary: An individual or an institution charged with the duty of acting for the benefit of another party pertaining to matters coming within the scope 
of the relationship that exists between them. For example, any person who exercises any discretionary authority or control over the management of a 
401(k) retirement plan or its assets. A fiduciary’s sole responsibility is to act in the best interests of plan participants and their beneficiaries.

Fiscal Year: Aperiod consisting of 12 consecutive months that a company or government uses for accounting purposes and preparing financial 
statements. The fiscal year may or may not be the same as a calendar year. For tax purposes, companies can choose to be calendar-year taxpayers or 
fiscal-year taxpayers.

Fixed Match: A matching contribution that is specifically provided for in a retirement plan document that must be contributed each year unless and until 
the plan is amended.

Fixed-Income Securities: Investments that represent an IOU from the government or from a corporation to the investor. They offer specific payments at 
predetermined times. Public and private bonds, government securities, and 401(k)’s guaranteed accounts, are commonly known fixed-income 
investments. Guaranteed fixed-income accounts offer investors a guarantee against the loss of both principal and the interest earned on that principal.

Frozen Plan: A qualified plan which has been amended to discontinue contributions and benefit accruals, but in which the assets have not been 
distributed to participants or their beneficiaries. Frozen plans typically exclude new participants from entering the plan.
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GNMA (Ginnie Mae): A wholly owned government association that operates the mortgage-backed securities program designed to facilitate the flow of 
capital into the housing industry. They are fixed-income securities that represent an undivided interest in a pool of federally insured mortgages. Ginnie 
Mae-approved private institutions issue mortgage-backed securities with payments that are guaranteed even if borrowers or issuers default on their 
obligations. GNMA was created in 1968 when the Federal National Mortgage Association was partitioned into two parts. It was formerly called the Gov-
ernment National Mortgage Association.

Glide Path: This refers to a formula that defines the asset allocation mix and the gradual reduction of risk of a target date fund, based on the number 
of years to the target date. It’s achieved by adjusting the allocation of assets to more conservative investments and is typically used when referring to 
target-date mutual fund strategies.

Gross Domestic Product (GDP): GDP measures the overall health of a nation’s economy. The Gross Domestic Product is defined as the value of all 
goods and services produced in a country including consumption, investments, government spending, and exports minus imports during a given year. It 
does not include products made by U.S. companies in foreign markets.

Guaranteed Investment (interest) Contract (GIC): These are debt instruments sold in large denominations issued by Insurance Companies and are 
often bought for retirement plans. The word “guaranteed” refers to the interest rate paid on the GIC; the principal is at risk. NOTE: The company issuing 
the GIC makes the guarantee, not the U.S. Government.

Hardship Withdrawal: An in-service distribution from a retirement plan that is made because the participant has suffered severe financial difficulty or 
due to an extraordinary event as defined by the plan document. Go to 401(k) Hardship Withdrawals for a detailed overview. 

Highly Compensated Employee: An employee who owned more than 5 percent of the interest in the business at any time during the year or the 
preceding year. This is regardless of how much compensation that person earned or received, or for the preceding year, received compensation from 
the business of more than $115,000 (if the preceding year is 2012 or 2013) and, if the employer so chooses, was in the top 20 percent of employees when 
ranked by compensation.

Holding Period Return/Yield: The total return on an asset or portfolio over a period during which it was held. It’s one of the simplest and most 
important measures of investment performance. It’s calculated by adding income plus price appreciation during a specified time period divided by the 
cost of the investment.

Income Dividend: The distribution of earnings to shareholders. This may be in the form of cash, stock, or property. Mutual fund dividends are paid out 
of income, usually on a quarterly basis, from interest generated by a fund’s investments. Income dividend is also known as a dividend distribution.

Income Fund: Common trust or mutual funds that emphasize current income in the form of dividends or coupon payments from bonds and/or preferred 
stocks, rather than emphasizing growth. Income funds are considered to be conservative investments, since they avoid volatile growth stocks. For this 
reason, income funds are popular with retirees and other investors who are looking for a steady cash flow without assuming too much risk. The funds can 
hold bonds, preferred stock, common stock or even real estate investment trusts (REITs).

Index Fund: An index fund is a type of mutual fund with a portfolio constructed to match or track the components of a market index, such as the 
Standard & Poor’s 500 Index (S&P 500). They seek to mirror general stock-market performance by matching its portfolio to a broad-based index, most 
often the S&P 500. Index mutual funds are prized for offering broad market exposure, low operating expenses and low portfolio turnover.

Individual Retirement Account (IRA): An IRA is a personal, tax-sheltered retirement savings account available to wage earners who are not covered by 
a company retirement plan or, if covered, meet certain income limitations. A traditional IRA differs from a Roth IRA in that the contributions to a 
traditional IRA are tax-deductible at the time they are deposited and both the principal and the income earned in the account are taxed as regular 
income when they are withdrawn as distributions.

Individual Retirement Account (IRA) Rollover: An IRA rollover is a tax-free reinvestment of a distribution from a qualified retirement plan into an IRA 
or other qualified plan within a specific time frame, usually 60 days. These transfers can happen when leaving a job at an employer who offered a 
retirement plan such as a 401(k) plan. The company can issue a check for the amount minus 20 percent in withheld taxes. To avoid this penalty, the 
rollover must be done trustee to trustee, meaning that the check is made out to the new trustee or custodian of the rollover IRA. The company will 
provide the check and the participant must deposit the check into the new account within 60 days.

Income Statement: The financial statement of a firm that serves as a total accounting of sales, revenues, net profit and expenses over a specified time 
period. It’s also known as a statement of profit and loss. 

Inflation Risk: The possibility that the value of assets or income will decrease as inflation shrinks the purchasing power of a currency. Inflation causes 
money to decrease in value, and does so whether the money is invested or not.

Inflation: Inflation is loss of purchasing power and is the overall general upward price movement of goods and services in an economy (often caused by 
an increase in the supply of money), usually as measured by the Consumer Price Index and the Producer Price Index. Over time, as the cost of goods and 
services increases, the value of the dollar falls due to the fact consumers can’t purchase as much with the same amount of money as could be purchased 
previously.
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In-Service Withdrawal: Withdrawals from a retirement savings plan by a participant who remains employed. In-service withdrawals are severely 
restricted by law and most plans.
• In-service withdrawals of elective deferrals (employee salary reduction contributions) are prohibited by law prior to age 59½. While allowed    
   by law after that age, most plans do not allow it.
• In-service withdrawals of employer contributions are allowed under some circumstances prior to age 59½, but most plans prohibit it.

Integration: A pension design tool in which contributions reflect the existence of Social Security benefits. In this process, FICA taxes are considered part 
of the contribution to the pension fund. Because Social Security provides a greater percentage benefit to lower paid employees, integration allows the 
company to increase contributions to higher paid employees.

Interest: What a borrower pays a lender for the use of money. It’s usually expressed as an annual percentage of the principal; the rate is dependent upon 
the time value of money, the credit risk of the borrower, and the inflation rate. It’s also the income you receive from a bond, note, certificate of deposit, 
or other form of IOU.

Investment Adviser: A financial expert or organization that manages assets, making portfolio composition and individual security selection decisions for 
a fee, usually as a percentage of assets invested. They are typically employed by an individual or mutual fund to manage assets or provide investment 
advice. 

Investment Risk: The probability that an investment will be lower than the investor’s expectations and may not generate the desired returns over time, 
and may even result in the loss of any initial capital invested. All investments have some level of risk involved, due to the unpredictability of the market’s 
direction.
 
Keogh Plan: A a tax-deferred retirement account for self-employed individuals or employees of unincorporated businesses. Keogh plans can be funded 
with mutual fund shares. (Also known as H.R. 10 Plans.) 

Key Employee: An employee who at any time during the plan year meets certain income or ownership criteria.

Lifestyle Fund: A a mutual fund that maintains an asset allocation based on the expected retirement age of the investor. Generally, the investor’s 
portfolio will be shifted into less-risky assets as she/he grows older, or closer to the time when she/he wants to withdraw their investment.

Limit Order: An order placed with a broker to buy a specified quantity of a security at or below a specified price, or to sell it at or above a specified 
price (called the limit price). This ensures that a person will never pay more for the stock than whatever price is set as his/her limit. This is one of the two 
most common types of orders, the other being a market order. It’s the opposite of a no limit order.

Liquidity: The degree of ease and certainty of value with which a security can be converted into cash. It’s also the ability of an asset to be converted into 
cash quickly and without any price discount.

Longevity Risk: The risk of outliving one’s retirement savings and income. There are two forms of longevity risk:
1. The risk that a pension fund or life insurance company takes on by offering its plans, due to the chance that the company could end up paying out 
more than anticipated due to increasing life expectancy. This form of risk is particularly high for any plans that ensure lifetime benefits for the recipient.
2. The risk that the amount of money an individual saves for retirement might not be enough to sustain them, due to increased life expectancy.

Lump Sum: The distribution, in a single payment, of a participant’s entire vested accrued benefit under the plan (or what remains of the participant’s 
vested benefit at the time of the single-sum distribution).

Margin: The use of borrowed money to purchase securities, also known as buying “on margin”. Margins are:
1. Money borrowed from a broker/dealer used to purchase securities; here also called buying on margin.
2. The amount of equity required for an investment in securities purchased on credit.
3. The face value of a loan minus the value of the pledged collateral.

Market Capitalization: The number of common stock shares outstanding times the share price. It provides a measure of firm size and represents the 
combined total value of a company or stock. It is obtained by multiplying the number of shares outstanding by their current price per share. 

Market Order: An order placed with a broker to buy or sell a security at whatever the price may be when the order is executed. These are often the 
lowest-commission trades because they involve very little work by the broker.

Market Risk: The volatility of a stock price relative to an entire class of assets or liabilities. The value of investments may decline over a given time 
period simply because of economic changes or other events that impact large portions of the market. Asset allocation and diversification can protect 
against market risk because different portions of the market tend to underperform at different times. Market risk is also called systematic risk.

Market Sentiment: The overall feeling, sentiment, or tone of a market. This is usually evidenced by the activity or price movement of the securities 
represented within the market. For example, a bullish market sentiment would be indicated by rising prices and strong demand for securities, while a 
bearish sentiment would be indicated by falling prices and a lack of demand for securities.
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This gauge is used by many analysts and investors to try to guess which direction the market will head. Market sentiment can be influenced by many 
things such as economic and corporate news.

Market Timing: Attempting to predict future market directions, usually by examining recent price and volume data or economic data, and investing 
based on those predictions. This is also called timing the market.

Master/Prototype Plan: A plan that is made available by a sponsor for adoption by employers and for which a single funding medium is established for 
use by all adopting employers. A prototype plan is a plan that is made available by a sponsor for adoption by employers and under which a separate 
funding medium is established for each adopting employer.

Matching Contribution: The amount, if any, that a company contributes to its employees’ retirement accounts, typically in proportion to each employ-
ee’s contribution.

Maturity: Maturity or maturity date is the length of time until the principal amount of a bond or debt becomes due for payment. 

Minimum Contribution: Also called the top-heavy minimum contribution, this is based on a total compensation definition (not just compensation while 
a participant). A plan can be structured so that the top-heavy minimum allocation requirement and vesting schedule is automatically satisfied every year. 
This eliminates the need to test for top-heavy status.

Money Market Fund: A common trust fund or mutual fund that aims to pay money market interest rates. This is accomplished by investing in safe, high-
ly liquid securities, including bank certificates of deposit, commercial paper, U.S. government securities and repurchase agreements. Money funds make 
these high interest securities available to the average investor who is seeking immediate income and high investment safety.

Money Purchase Pension Plan (MPPP): A a defined contribution plan in which employer contributions are usually determined as a percentage of pay. 
Unlike profit sharing plans, these contributions are mandatory every year, regardless of profits. Forfeitures resulting from separation of service prior to full 
vesting can be used to reduce the employer’s contributions or may be reallocated among remaining employees. 

Mutual Fund: An open-end investment company that buys back or redeems its shares at current net asset value. Mutual funds raise money by selling 
shares of the fund to the public, much like any other type of company can sell stock in itself to the public. Mutual funds then take the money they receive 
from the sale of their shares (along with any money made from previous investments) and use it to purchase various investment vehicles, such as stocks, 
bonds and money market instruments. Most mutual funds continuously offer new shares to investors.

Net Asset Value (NAV): The the current market value of a mutual fund share based on the value of the underlying assets of the fund minus its liabilities, 
divided by the number of shares outstanding. NAV is calculated at the end of each business day.

Non-Discrimination Rules: Rules that mandate denying an employer, employee or both the benefits of tax advantages if the plan discriminates in favor 
of highly compensated or key employees as demonstrated by government-specified tests.

Non-Elective Contribution: A contribution that an employer chooses to make to their employee’s retirement plan account, regardless of whether the 
employees make a contribution to the plan. It’s also any contribution to a Cash or Deferred Arrangement other than an elective deferral.

Non-Highly Compensated Employee (NHCE): Employees who have been designated as such on the basis of compensation or ownership interest. 
(See Highly Compensated Employees.)

Non-Qualified Deferred Compensation Plan: A plan that is subject to tax, in which the assets of certain employees (usually Highly Compensated Em-
ployees) are deferred. This kind of retirement plan does not meet the IRS (or ERISA) requirements for favorable tax treatment. Non-qualified retirement 
plans are funded by employers and are more flexible than, but do not have the tax benefits of, qualified retirement plans. Benefits are paid at the retire-
ment age in the form of annuities, which are taxed as ordinary income tax, or in lump sum payments, which can be transferred into an IRA to defer taxes. 
These funds may be seized by an employer’s creditors. It’s the opposite of a qualified retirement plan.

Non-Qualified Plan: A pension plan that does not meet the requirements for preferential tax treatment. This type of plan allows an employer more 
flexibility and freedom with coverage requirements, benefit structures, and financing methods.

Orphan Plan: A contribution plan that no longer has a sponsor or other plan fiduciary willing to act with respect to the plan. An orphan plan typically 
results from the death of the lone sponsor, bankruptcy, or corporate mergers. The IRS has developed procedures to protect participants in orphan plans 
and allow them to receive distributions.

Participant: An employee who is eligible to receive benefits from a health, life, or pension plan to either make contributions to the retirement plan or to 
share in employer contributions to the plan.

Participant Contributions: Participant contributions are the dollars that employees contribute to their 401(k) plans. The IRS has announced the 2016 
contribution limits for retirement savings accounts, including contribution limits for 401(k), 403(b), and most 457 plans, as well as income limits for IRA 
contribution deductibility. Please review an overview of the limits below.
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Review the IRS limits for 2016: 

• 401(k), 403(b), and most 457 plans

2018 2019

Age 49 and under $18,000 $19,000

Age 50 and older Additional $6,000 Additional $7,000
   

• Roth and Traditional IRA contribution limits

2018 2019

Age 49 and under Up to $5,500 (must have employment 
compensation)

Up to $6,000 (must have employment 
compensation)

Age 50 and older Additional $1,000 Additional $1,000

• Traditional IRA modified adjusted gross income limit for partial deductibility

2018 2019

Single $81,000-$92,000 $122,000-$137,000

Married—Filing joint returns $100,000-$120,000 $103,000-$123,000

Married—Filing separately $0-$10,000 $0-$10,000

Non-active participant spouse $183,000-$193,000 $184,000-$194,000

• Roth IRA modified adjusted gross income phase-out ranges*

2018 2019

Single $120,000 - $135,000 $122,000 - $137,000

Married—Filing joint returns $189,000 - $199,000 $193,000 - $203,000

Married—Filing separately $0-$10,000 $0-$10,000

* As of 2010, there is no income limit for taxpayers who wish to convert a traditional IRA to a Roth IRA.

Participant-Directed Account: An employer-sponsored retirement plan in which employees are allowed to decide how to invest their contributions. In 
this type of plan, an employer typically gives employees several investment options to choose from. See Participant Directed Investing.

Participant-Directed Investing: In participant-directed investing, the employee decides how to invest his or her funds. It is the company’s responsibility 
to offer a variety of investment opportunities so that the employee can make investments according to his or her long term goals and the risk involved in 
investment types.

PBGC: PBGC is an acronym for Pension Benefit Guarantee Corp. The PBGC is a guarantee fund, established by ERISA, which covers all defined-benefit 
pension plans. Companies with a defined benefit plan must pay premiums into this fund according to the number of employees in the plan and the 
current ratio of assets to liabilities in the plan.

Plan Administrator: The individual, group or corporation named in the plan document who manages the running of a pension program in a company. 
Regular operations, like collecting payments, properly allocating them to the assets that form part of the pension plan’s portfolio, and disbursing funds 
to those who qualify, are managed by the pension plan administrator. The plan sponsor is generally the plan administrator if no other entity is named.

Plan Document: The written instrument under which the plan is established and operated. It serves as the contractual agreement between an IRA and 
the providing financial institution. The agreement must be signed and dated. It explains the term of the plan, which includes the age of withdrawal and 
contribution limits.

Plan Fiduciary: Anyone who exercises discretionary authority or discretionary control over the management or administration of the plan, exercises 
any authority or control over the management or disposition of plan assets, or gives investment advice for a fee or other compensation with respect to 
assets of the plan.

Plan Sponsor: The the entity (generally the employer) responsible for establishing and maintaining the plan.
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Plan Trustee: The individual who is given the exclusive authority and discretion to manage and control the assets of the plan. The trustee can be subject 
to the direction of a named fiduciary and the named fiduciary can appoint one or more investment managers for the plan’s assets.

Plan Vendor: The plan vendor of a retirement savings plan, such as a 401(k), 403(b), or 457 plan, is the mutual fund company, insurance company, 
brokerage firm, or other financial services company that creates, sells, and manages the plan that your employer selects.

Plan Year: The calendar or fiscal year for which plan records are maintained.

Portability: The the ability of an employee to retain benefits, such as a pension plan or insurance coverage, upon termination of employment when 
switching employers. It allows employees to transfer plan funds from one employer’s plan to another without penalty.

Portfolio: The group of individual securities held by a person or an institution.

Premium Bond: A bond that is valued at more than its face amount.

Present Value: The present value of a future payment, or stream of payments, discounted at some appropriate interest rate.

Principal: The original amount of money invested or lent, as distinguished from profits or interest earned on that money.

Profit Margin: The net earnings after taxes divided by sales. It measures the ability of a firm to generate earnings from sales.

Profit-Sharing Plan: A defined-contribution pension plan that uses a variable level of contributions based on company profits. Profit sharing plans allow 
firms to limit allocations to a pension fund in lean years. Profit sharing plans allow lower maximum deduction limits than standard plans.

Program Trading: Involves computer-based trigger points in which large-volume trades are indicated. The technique is used by institutional investors.

Prohibited Transaction: Activities regarding treatment of plan assets by fiduciaries that are prohibited by ERISA. This includes transactions with a 
party-in-interest, including sale, exchange, lease, or loan of plan securities or other properties. Any treatment of plan assets by the fiduciary that is not 
consistent with the best interests of the plan participants is a prohibited transaction.

Prudent Investor Rule: The Prudent Investor Rule is the latest development in evaluating fiduciary prudence. The current (1992) model uniform act 
differs from the traditional Prudent Man Rule in that it indicates that: (1) no asset is automatically imprudent, but must be suitable to the needs of the 
beneficiaries, (2) the entire portfolio is viewed when evaluating the prudence of a fiduciary, and (3) certain actions can be delegated to other agents and 
fiduciaries. ERISA [ § 404(a)(1)(C) ] generally follows the approach of the Prudent Investor Rule.

Prudent Man Rule: The Prudent Man Rule is a rule originally stated in 1830 by the Supreme Judicial Court of Massachusetts in Harvard College v. 
Amory [9 Pick. (Mass.) 446]. It states that, in investing, all that can be required of a trustee is that she/he conduct herself or himself faithfully and exercise 
a sound discretion and observe how a person of prudence, discretion, and intelligence manages his or her own affairs, not in regard to speculation, but 
in regard to the permanent disposition of their funds considering the probable income as well as the probable safety of the capital to be invested. The 
current (1959) model uniform rule categorizes certain types of assets as automatically imprudent, looks at each investment separately in determining 
prudence, and prohibits the delegation of responsibilities. Most states have adopted the Prudent Man Rule as a part of state fiduciary law, usually with 
certain different specifics from state to state.

Qualified Default Investment Alternative (QDIA): An investment option that a plan sponsor may use for 401(k) plan contributions in the absence of 
direction from a plan participant.

Qualified Domestic Relations Order (QDRO): A judgment, decree or order that creates or recognizes an alternate payee’s (such as former spouse, 
child, etc.) right to receive all or a portion of a participant’s retirement plan benefits.

Qualified Plan: A private retirement plan that meets the rules and regulations of the Internal Revenue Service. Contributions to such a plan are 
generally tax-deductible. Earnings on such contributions are always tax sheltered until withdrawal.

Real Rate Of Return: The annual percentage return realized on an investment, adjusted for changes in the price level due to inflation or deflation.

Relative Strength: The price performance of a stock divided by the price performance of an appropriate index over the same time period. It’s a measure 
of price trend that indicates how a stock is performing relative to other stocks.

Required Rate of Return: The rate of return demanded to induce investors to invest in a security.

Retention Ratio: The percent of earnings retained in the firm for investment purposes.

Return On Equity (ROE): A ratio calculated by dividing common stock equity (net worth) at the beginning of the accounting period into net income 
for the period after preferred stock dividends, but before common stock dividends. ROE tells common stockholders how effectively their money is being 
employed.
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Return: Total income plus capital gains (or losses) relative to the investment.

Risk/Return Trade-Off: The balance an investor must decide on between the desire for low risk and high returns, since low levels of uncertainty (low 
risk) are associated with low potential returns and high levels of uncertainty (high risk) are associated with high potential returns.

Risk: The possibility that an investment’s actual return will be different than expected. This includes the possibility of losing some or all of the original 
investment. It is measured by variability of historical returns or dispersion of historical returns around their average return.

Risk Tolerance: The extent to which an investor will accept risk in the pursuit of a financial reward. The greater an investor’s tolerance, the more risk she/
he will accept in order to reach their goal.

Rollover: An employee’s transfer of retirement funds from one retirement plan to another plan of the same type or to an IRA without incurring a tax 
liability. The transfer must be made within 60 days of receiving a cash distribution. The law requires 20 percent federal income tax withholding on money 
eligible for rollover if it is not moved directly to the second plan or an investment company.

Roth 401(k): A 401(k) feature that allows employees to make elective contributions on an after-tax basis. Withdrawals from a Roth 401(k), generally after 
age 59½, of any money from the account (including investment gains) are tax-free.

Safe Harbor 401(k): Similar to a traditional 401(k) plan, except that the employer is required to make contributions for each employee. The safe harbor 
401(k) eases administrative burdens on employers by eliminating some of the complex tax rules ordinarily applied to traditional 401(k) plans.

Salary Reduction Plan (Cash or Deferred Arrangement): A CODA is a defined contribution plan that allows participants to have a portion of their 
compensation (otherwise payable in cash) contributed pre-tax to a retirement account on their behalf. They include 401(k), 403(b) and 457 plans.

Savings Or Thrift Plan: A a defined contribution plan in which participants make contributions on a discretionary basis with limits and to which 
employers may also contribute. This is done usually on the basis of fully or partially matching participants’ contributions. Contributions are commonly 
made with after-tax earnings.

Secondary Market: A market in which an investor purchases an asset from another investor rather than the issuing corporation. An example is the New 
York Stock Exchange.

Security Analyst: An analyst who studies various industries and companies and provides research reports and valuation reports.
Security Depository
A physical location or organization where securities certificates are deposited and transferred by bookkeeping entry.

Self-Directed Retirement Account: A self-directed retirement account is an individual retirement account (IRA) provided by some financial institutions 
in the United States, that allows alternative investments for retirement savings. Some examples of these alternative investments are real estate, private 
mortgages, private company stock, oil and gas limited partnerships, precious metals, horses, and intellectual property. IRS regulations require that a 
qualified trustee, or custodian, hold IRA assets on behalf of the IRA owner. The trustee/custodian provides custody of the assets, processes all 
transactions, maintains other records pertaining to them, files required IRS reports, issues client statements, helps clients understand the rules and 
regulations pertaining to certain prohibited transactions, and performs other administrative duties on behalf of the self-directed IRA owner.

Service Provider: A a company that provides some type of service to a 401(k) plan, including managing assets, recordkeeping, providing plan education, 
and plan administration.

Security Lending: A practice where owners of securities, either directly or indirectly, lend their securities to (primarily) brokerage firms for a fee. The 
borrower pledges cash, securities or a letter of credit to protect the lender. Securities are borrowed by cover fails of deliveries or short sales, provide 
proper denominations, and enable brokerage firms to engage in arbitrage trading activities.

Short Sale: A a market transaction in which an investor sells borrowed securities in anticipation of a price decline. If the seller can buy back that stock 
later at a lower price, a profit results. If the price rises, however, a loss results.

Sidecar IRA: The “ Sidecar IRA” (also called a “ Deemed IRA “) was part of “The Economic Growth and Tax Reconciliation Act of 2001” (EGTRRA), 
although the concept has been around since the early 1980’s. Basically, if your 401(k) plan adopts this provision of EGTRRA, for plan years beginning on 
or after January 1, 2003, a 401(k) plan may allow employees to make voluntary employee contributions to a “Deemed IRA” which is a separate account 
established under the plan.

Sinking Fund Provision: A means of repaying funds advanced through a bond issue. The issuer makes periodic payments to the trustee, who retires 
part of the issue by purchasing the bonds in the open market.

Socially Responsible Investing: An investment strategy that only purchases securities of individual companies that espouse some form of social 
responsibility, e.g., “green” funds that target investments reflecting environmental awareness.

Soft Dollars: The purchase of research materials from brokerage firms and paid for by commissions (or part of the commissions) generated by securities 
transactions of trust accounts. They are covered by Section 28(e)(1) of the Securities Exchange Act of 1934. Directly opposed to this is the purchase of 
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materials by “hard dollars”, which is when payment is made by the trust department itself, typically by issuing a check.

Summary Plan Description (SPD): ERISA requires that a Summary Plan Description (SPD) be distributed to each plan participant and to each 
beneficiary receiving benefits under the plan as follows: For existing plans, a new participant must receive a copy of the SPD within 90 days after 
becoming a participant, and a beneficiary must receive a copy within 90 days after first receiving benefits.

Target-Benefit Plan: A defined-contribution plan that acts more like a defined-benefit plan. Contributions are set for each year, but are variable based 
on the age of the employee. This allows older employees to receive similarly sized pensions as younger employees receive, despite having less time for 
investments to grow.

Tax-Free Rollover: A provision whereby an individual receiving a lump sum distribution from a qualified pension or profit sharing plan can preserve the 
tax deferred status of these funds by a “rollover” into an IRA or another qualified plan if rolled over within sixty days of receipt.

Third-Party Administrator: A party hired by a plan or its fiduciaries to aid in performing management and/or recordkeeping functions on behalf of the 
plan.

Total Debt To Total Assets: Total debt to total assets is determined by dividing short-term and long-term debt by the total assets of the firm. It’s a 
measure of a company’s financial risk that indicates how much of the assets of the firm have been financed by debt.

12(b)1 Fees: These fees apply to a plan that permits a fund to pay some or all of the costs of distributing its shares to the public. Some of these plans 
provide for payment of specific expenses, such as advertising, sales literature and dealer incentives. Others are simply intended to protect the fund 
against possible claims that certain operating expenses, such as administrative or advisory costs, constitute indirect forms of distribution expenses. Both 
load and no-load funds may adopt 12(b)1 plans. They are not hidden charges, but are clearly explained in the fund’s prospectus and in its 
semi-annual and annual reports. Many funds have 12(b)1 plans that have not been activated. The majority of such plans have maximum annual charges 
of 0.25 percent (one quarter of 1 percent). 12(b)1 charges are included in the total expense ratio figures which are provided in a fund’s literature. Some 
fund’s expense ratios, including management fee and 12(b)1 charges, may be lower than the ratios of funds that do not have 12(b)1 plans.

Trust: A fiduciary relationship in which one person (the trustee) is the holder of the legal title to property (the trust property) subject to an equitable 
obligation (an obligation enforceable in a court of equity) to keep or use the property for the benefit of another person (the beneficiary).
Unfunded Vested Pension Liability: The amount, at any given time, by which future payment obligations exceed the actuarially-determined present 
value of funds available to pay them. 

Unfunded Prior Service Pension Liability: In a defined benefit pension plan, the unfunded prior service pension liability is the difference between the 
actuarially-determined value of the projected future benefit costs (both vested and manifested) and administrative expenses, as well as the unamortized 
portion of prior benefit costs, under the plan, and the market value of the plan’s assets.

Valuation: The process of determining the current worth of an asset.

Value Line Index: This index represents 1,700 companies from the New York and American Stock Exchanges and the over-the-counter market. It is an 
equal-weighted index, which means each of the 1,700 stocks, regardless of market price or total market value, are weighted equally.

Variability: The possible different outcomes of an event. As an example, an investment with many different levels of return would have great variability.

Vesting: The period of time an employee must work at a firm before gaining access to employer-contributed pension income. For 401(k) plans, 
employee contributions are immediately vested, but employer contributions may be vested over a period of several years.

Volume Submitter Plan: A a type of individually-designed retirement plan that has been pre-approved by the IRS.
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