
Solo 401(k)s

The Benefits and Drawbacks of Implementing a Solo 401(k) for a

Small Business Owner

A Solo 401(k), also known as an individual 401(k), is a powerful

retirement savings tool specifically designed for self-employed

individuals and business owners with no employees. As a small

business owner without employees, you can take full advantage

of the benefits that a Solo 401(k) offers, but there are also

important considerations, especially if you plan to hire

employees in the future.

 Benefits of Implementing a Solo 401(k)

1. High Contribution Limits

   One of the most attractive features of a Solo 401(k) is the

ability to contribute as both the employer and the employee,

which allows for substantial savings potential. For 2024, the total

contribution limit can be up to **$66,000** or **$73,500** if

you’re age 50 or older. Here’s how the contributions work:

   

   - Employee contributions: Up to 100% of your compensation,

with a limit of $22,500 (or $30,000 if you’re 50+ due to catch-up

contributions).

   - Employer contributions: Up to 25% of your net self-

employment earnings.

   

   This dual contribution structure can significantly accelerate

retirement savings compared to other plans, such as SEP IRAs.

2. Tax Advantages

 Solo 401(k)s offer significant tax benefits, including the option

for tax-deferred contributions (traditional 401(k)) or **Roth

contributions** (after-tax, for tax-free withdrawals in

retirement). With a traditional Solo 401(k), your contributions

reduce your taxable income, which can lead to lower tax bills in

the year you make them.

3. Flexibility in Investments

 With a Solo 401(k), you generally have more control over your

investment choices. This includes the ability to invest in a wide

range of assets like stocks, bonds, mutual funds, ETFs, and in

some cases, real estate or alternative investments (depending

on the plan provider).

4. Loan Option

 A Solo 401(k) allows you to borrow from your account if needed.

The loan limit is up to **50% of the account balance or

$50,000**, whichever is less. This can be helpful if you need

temporary access to funds for business or personal expenses

without incurring penalties or taxes.

5. Cost-Effective for Solo Business Owners

 As long as you don’t have employees, a Solo 401(k) is relatively

inexpensive to maintain. Many providers offer low or no setup

fees and low administrative costs, making it a cost-effective

solution for small business owners.

B E N E F I T S  A N D  D R A W B A C K S



 Drawbacks of  Implementing a Solo 401(k)

1 .  Complexity
 Whi le a Solo 401(k) provides great benefits ,  i t  also comes with more administrat ive requirements than simpler
plans l ike a SEP IRA.  Once your plan reaches $250,000 in assets ,  you must f i le an IRS Form 5500 annual ly .  This adds a
layer of  compliance that you must be prepared to handle.

2 .  No Employees Al lowed
 A key l imitation of  the Solo 401(k) is  that i t  is  only avai lable to business owners with no ful l-t ime employees other
than their  spouse.  I f  you plan to hire employees in the future,  maintaining this plan structure wi l l  no longer be an
option,  and you' l l  need to consider switching to a tradit ional 401(k) plan.

3.  L imited Roth Contr ibutions
 While Roth contr ibutions are al lowed,  the overal l  Roth l imit  (currently $22,500) may not be enough for some small
business owners who want to maximize tax-free ret irement savings.  This is  especial ly true i f  they’re in a high-
income bracket .

4 .  Loan Repayment Risk
 Whi le borrowing from your Solo 401(k) can be advantageous,  i t  comes with r isks.  I f  you fai l  to repay the loan within
the required t ime frame, the loan amount may be treated as a distr ibution and subject to income tax and a 10%
early withdrawal penalty i f  you are under age 59½.

 What Happens i f  You Add Employees?

If  your business grows and you decide to hire employees,  the Solo 401(k) can no longer be used as a ret irement plan
option.  Here’s what would happen:

1 .  Transit ion to a Tradit ional 401(k)
 When you hire ful l-t ime employees who work over 1 ,000 hours a year ,  you are required to offer them the same
401(k) plan benefits .  At  this point ,  you would need to transit ion to a **tradit ional 401(k)** plan,  which has more
administrat ive requirements and higher costs ,  including:
 
 -  ERISA compliance:  Tradit ional 401(k) plans must comply with the Employee Retirement Income Security Act
(ERISA),  which sets standards for plan administrat ion,  f iduciary duties,  and report ing.
 - Annual non-discrimination test ing:  You wi l l  need to conduct tests to ensure the plan does not disproport ionately
benefit  highly compensated employees.
 - Increased costs:  Tradit ional 401(k) plans typical ly come with higher setup and administrat ive fees,  along with the
cost of  matching employee contr ibutions i f  you choose to do so.

2 .  Potential  for  Employee Match Contr ibutions
 I f  you transit ion to a tradit ional 401(k) ,  you may want to offer an employer match to attract and retain talent .  Whi le
this is  a valuable benefit  for  employees,  i t  adds to the overal l  costs of  maintaining the ret irement plan.

3.  Addit ional Record-Keeping
 Administer ing a 401(k) plan for mult iple employees requires thorough record-keeping,  which may mean hir ing a
third-party administrator or using payrol l  integration services to manage contr ibutions,  distr ibutions,  and
compliance.

 Conclusion

A Solo 401(k) is  an excel lent option for small  business owners with no employees,  offer ing high contr ibution l imits ,
tax advantages,  and investment f lexibi l i ty .  However ,  i f  you plan to expand your business and hire employees,  i t ’s
important to understand that you’ l l  need to transit ion to a more tradit ional 401(k) plan with increased costs and
administrat ive responsibi l i t ies .  Careful ly evaluating your long-term business goals can help you determine i f  a Solo
401(k) is  the r ight choice for you now, and how to prepare for future growth.

DISCLOSURES 

Investment Advisory Services offered through Retirement Wealth Advisors ,  Inc.  (RWA) an SEC Registered Investment Advisor .  Professional
Planning Services and RWA are not aff i l iated.  Investing involves r isk including the potential  loss of  pr incipal .  No investment strategy can
guarantee a prof it  or  protect against loss in periods of  decl ining values.  Opinions expressed are subject to change without notice and
are not intended as investment advice or to predict future performance.  Past performance does not guarantee future results .  Consult
your f inancial  professional before making any investment decision.

This information is  designed to provide general  information on the subjects covered,  i t  is  not ,  however ,  intended to provide specif ic
legal or tax advice and cannot be used to avoid tax penalt ies or to promote,  market ,  or  recommend any tax plan or arrangement.
Please note that Professional Planning Services and its aff i l iates do not give legal or tax advice.  You are encouraged to consult  your tax
advisor or attorney.


