Fund a Business Using Retirement Funds

Using Rollovers for Business Start-ups (ROBS) to finance a business isn’t new, but it is
unfamiliar to many. As a result, there are a lot of myths swirling around about the use of ROBS
that stop would-be entrepreneurs from chasing their dreams. ROBS involve using money from
an eligible retirement account to finance a business (i.e., franchise business).

Here are the basics. A corporation is formed, and that corporation then sponsors a 401(k) plan.
Funds are rolled from an existing retirement account into the new 401(k) without triggering a
taxable distribution. This new 401(k) purchases (or invests in) shares of the corporation, which
can then finance a business.

ROBS allow you to take control of your finances and invest in yourself. Here’s the truth behind
the most common ROBS myths:

¢ It’s not tax avoidance.
Using the ROBS structure isn’t a way to evade taxes by any means. The Employee
Retirement Income Security Act of 1974 (ERISA) was set up explicitly to encourage
investment in small businesses — businesses that pay taxes.

¢ ROBS are an investment, not a loan.
With ROBS, you're investing in your new business, not taking on debt. This means you won’t
have to make monthly loan payments or incur interest, and you have the opportunity
increase the value of your investment.

¢ Use ROBS to diversify your nest egg.
You don’t have to take every penny from your existing retirement fund for ROBS to work.
Many people only use a portion of their retirement assets, leaving the remainder in their
existing 401(k) or IRA to be invested traditionally. What’s more, the ROBS arrangement can
be used in conjunction with a small business loan or other financing option, so you can
diversify your investments even further.

¢ ROBS are not for absentee business owners.
If you're hoping to use ROBS, you must be a bona fide employee of your new business. Semi-
absentee (~15-20 hours/week) is okay, just not passive.

¢ ROBS cannot fund an LLC or S Corp.
To meet the compliance requirements of Rollovers for Business Start-ups, the business must
be a C Corporation. A Limited Liability Company (LLC), Partnership or S Corporation
doesn’t meet the necessary requirements.

¢ Getting funded using ROBS can take as little as three weeks.
Depending on the state in which you’re filing, and how fast you're able to file the necessary
paperwork, funding can take as little as a few weeks. Most are completed in less than 30
days.

e ROBS are not the same as Self-directed IRAs.
While it’s possible to finance a business with both self-directed IRAs (SDIRAs) and ROBS,
there are some major differences between the two. If you use an SDIRA, the owner may not
work for the business they invest in or take a salary. The investment amount is also
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potentially liable for the unrelated business income tax, which can get very expensive. With
ROBS, the 401(k) owner must work for the new business, and the unrelated business income
tax doesn’t apply.

¢ ROBS can be used to fund start-ups.
As the name suggest, Rollovers for Business Start-ups are a great option to finance not only
start-ups, but also purchases of existing businesses and franchises.

¢ Retirement funds related to a current employer may not be eligible.
If you plan on scaling a business while keeping your present job, then any retirement funds
related to your current employer would not be eligible for ROBS. That would hold true for
funds related to your wife as well.

To some, the ROBS process can appear to have complex rules and regulations. But if you have a
qualified retirement plan with a balance that’s sufficient for your start-up needs and work with
an experienced company to support its formation, it can be a great option to start a business
debt-free. And, new lower corporate tax laws make ROBs even more attractive.

Ask questions and get clarification on all your funding options and cost of
capital. Let me know if you would like to learn more. I will put you in touch with
an experienced, professional that will answer your questions for free.
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