rollovers as business start ups

rollovers as business start ups have become an increasingly popular option for entrepreneurs looking
to launch their ventures while leveraging their existing retirement funds. This unique funding strategy
allows individuals to tap into their retirement savings without incurring early withdrawal penalties or
taxes and can provide a significant capital boost at the onset of a new business. In this article, we will
explore the mechanics of rollovers as business start ups (ROBS), including how they work, their
benefits, potential pitfalls, and the steps involved in setting one up. By the end, you will have a
comprehensive understanding of how ROBS can serve as an effective vehicle for financing a new

business.
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Understanding Rollover as Business Start Ups (ROBS)

Rollover as Business Start Ups (ROBS) is a financing method that allows entrepreneurs to use their



retirement savings to fund their new business ventures. This approach is primarily utilized by
individuals with a 401(k) or another qualified retirement plan. Essentially, a ROBS transaction involves
rolling over these retirement funds into a newly established C corporation, which can then use the
funds for business operations. The law allows this rollover to occur without incurring taxes or penalties,

provided certain regulations and guidelines are followed.

The ROBS structure can be broken down into several key components. First, the entrepreneur must
establish a new C corporation. Next, they create a new retirement plan for this corporation, typically a
401(k) plan. After the plan is established, the entrepreneur rolls over their existing retirement funds into
the new 401(k). Finally, the corporation uses these funds to purchase stock in the business, effectively

providing the necessary capital to kickstart operations.

Benefits of Using ROBS for Business Financing

Utilizing rollovers as business start ups presents numerous advantages for aspiring entrepreneurs.

Below are some of the notable benéefits:

¢ Access to Capital: ROBS allows individuals to access substantial capital without the burden of
debt. This can be particularly beneficial for start-ups that may find it difficult to secure traditional

financing.

¢ No Early Withdrawal Penalties: By using a ROBS, individuals can avoid the typical 10% penalty

for early withdrawal from retirement accounts, thereby preserving their savings for business use.

e Tax Advantages: The funds rolled over into the ROBS structure maintain their tax-deferred

status, allowing entrepreneurs to use them without immediate tax implications.

¢ Flexibility: ROBS financing provides significant flexibility in how funds can be used, including for



working capital, purchasing equipment, or covering start-up expenses.

Potential Risks and Considerations

While ROBS offers many benefits, it is not without risks. Entrepreneurs should be aware of the

following considerations:

e Compliance Requirements: ROBS transactions must comply with strict IRS and Department of
Labor regulations. Failure to adhere to these regulations can result in penalties or disqualification

of the retirement plan.
 Investment Risk: Using retirement funds to finance a business inherently carries the risk of
losing those funds if the business fails. Entrepreneurs must be prepared for the possibility that

their investment may not yield returns.

 Limited Retirement Savings: Tapping into retirement savings can significantly reduce future

retirement funds, which may impact long-term financial security.

Steps to Set Up a ROBS

Setting up a ROBS involves several critical steps. Each step must be executed carefully to ensure

compliance and effectiveness. The process typically includes:



1. Establish a C Corporation: The first step is to create a C corporation, as ROBS is only applicable

for this type of entity.

2. Create a New 401(k) Plan: Next, a new 401(k) retirement plan must be established for the

corporation.

3. Roll Over Existing Funds: The entrepreneur then rolls over funds from their existing retirement

plan into the new 401(k) plan.

4. Purchase Stock in the Corporation: Using the rolled-over funds, the new 401(k) purchases stock

in the corporation, providing capital for business operations.

5. Comply with Ongoing Requirements: Finally, it is essential to maintain compliance with IRS

regulations, including filing necessary reports and ensuring plan adherence.

Common Myths about ROBS

Despite the advantages of rollovers as business start ups, several myths and misconceptions persist.
Understanding the truth behind these myths is crucial for entrepreneurs considering this funding

strategy:

e Myth 1: ROBS is Only for Large Businesses: In reality, ROBS can be an effective funding

strategy for small and medium-sized enterprises as well.

e Myth 2: ROBS is lllegal: ROBS is a legal funding mechanism when compliant with IRS

regulations.



e Myth 3: ROBS Guarantees Business Success: While ROBS provides capital, it does not ensure

business success; entrepreneurs must still execute a solid business plan.

Alternatives to ROBS for Business Funding

For entrepreneurs who may not wish to pursue ROBS, several alternative funding strategies exist.

Some of these include:

¢ Traditional Bank Loans: Entrepreneurs can apply for business loans through banks or credit

unions, although these often require collateral and a strong credit history.

* Angel Investors: Seeking investment from angel investors can provide capital in exchange for

equity in the business.

e Venture Capital: For businesses with high growth potential, venture capitalists may provide

substantial funding, though they typically seek a significant ownership stake.

¢ Crowdfunding: Platforms like Kickstarter or Indiegogo offer a way to raise small amounts of

money from a large number of people.

Conclusion

Rollover as Business Start Ups (ROBS) offers a unique and advantageous way for entrepreneurs to

access funding for their new ventures without incurring penalties or taxes. By understanding the



mechanics, benefits, risks, and steps involved in setting up a ROBS, individuals can make informed
decisions about leveraging their retirement savings for business success. As with any financial
strategy, careful consideration and compliance with regulations are essential to maximize the potential

of this funding method.

Q: What is a Rollover as Business Start Up (ROBS)?

A: A Rollover as Business Start Up (ROBS) is a financing method that allows individuals to use funds
from their retirement accounts to invest in a new business without incurring penalties or taxes. This
involves rolling over retirement funds into a new 401(k) plan and then using those funds to purchase

stock in a newly formed C corporation.

Q: What types of retirement accounts can be used for ROBS?

A: ROBS can typically be funded using 401(k) plans, 403(b) plans, and certain types of IRAs.

However, the specific rules may vary based on the retirement plan provider and the type of account.

Q: Are there any penalties for using ROBS?

A: When executed correctly, ROBS allows individuals to avoid early withdrawal penalties and taxes
typically associated with taking money out of retirement accounts. However, failure to comply with IRS

regulations can result in penalties.

Q: Can | use ROBS for any type of business?

A: Yes, ROBS can be used to fund a wide variety of businesses, including franchises, retail, service-
based businesses, and startups in various industries. However, the business must be structured as a

C corporation to utilize ROBS.



Q: What are the ongoing compliance requirements for ROBS?

A: Businesses utilizing ROBS must adhere to ongoing compliance requirements, including filing annual
reports, maintaining proper documentation, and ensuring the retirement plan is compliant with IRS

regulations.

Q: Can | take a salary from my business funded by ROBS?

A: Yes, as a business owner, you can take a salary from the business funded by ROBS. However, the

salary must be reasonable and align with what similar businesses would pay for your role.

Q: What happens if my business fails while using ROBS?

A: If the business fails, the funds invested through ROBS may be lost, impacting your retirement
savings. Entrepreneurs should carefully assess the risks before utilizing their retirement funds for

business ventures.

Q: Do | need a professional to help set up a ROBS?

A: While it is possible to set up a ROBS independently, it is highly recommended to work with a

professional who specializes in ROBS to ensure compliance and proper execution of the transaction.

Q: How long does the ROBS setup process take?

A: The ROBS setup process can vary in duration but typically takes between 4 to 8 weeks, depending

on the complexity of the business structure and the efficiency of the professionals involved.



Q: Is ROBS a common funding strategy for startups?

A: Yes, ROBS is increasingly recognized as a viable funding strategy for startups, especially among

entrepreneurs who have substantial retirement savings and seek to avoid traditional loan financing.
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