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These materials have been prepared for educational and informational
purposes only. It is not intended to be legal advice or a legal opinion on
any specific matters. Always consult an attorney before taking action.
© 2004 Bond, Schoeneck & King PLLC

We all know how important retirement planning is for our
financial future. A qualified retirement plan not only

provides financial security, but also offers attractive tax
benefits while helping to attract and retain quality employees.
The high costs of setting up and administering a 401(k) have
made these plans unappealing to self-employed individuals
and small family-operated businesses.

Recent pension reform legislation has created new
retirement vehicles to help small-business owners shelter a
significantly greater portion of their income from taxation
that they were previously unable to do with conventional
business retirement plans.

Unlike a traditional 401(k),
these plans are designed
specifically for small and self-
employed businesses. Financial
service providers refer to these
new plans as the Uni-K, the Self-
Employed 401(k), the Mini-
401(k) and the Solo 401(k).
These plans may be adopted by sole-proprietorships and
small businesses (including partnerships, S-Corporations,
LLCs and LLPs), provided the only eligible plan participants
are the business owners and their family.

What makes a Solo 401(k) simpler?What makes a Solo 401(k) simpler?What makes a Solo 401(k) simpler?What makes a Solo 401(k) simpler?What makes a Solo 401(k) simpler?
A Solo 401(k) covers the business owners who are also the

only employees; therefore, the complex 401(k) rules on
coverage and nondiscrimination don’t come into play.
Further, these plans are less complex, and less costly to
manage than traditional 401(k) plans. In fact, some financial
administrators charge a very low annual fee to administer the
plans.

Who is eligible to participate in a Solo 401(k)?Who is eligible to participate in a Solo 401(k)?Who is eligible to participate in a Solo 401(k)?Who is eligible to participate in a Solo 401(k)?Who is eligible to participate in a Solo 401(k)?
The Solo 401(k) may be adopted by businesses whose only

eligible persons are the business owners. Although specific
plan administrators may have their own guidelines or
limitations regarding participants in a Solo 401(k), generally
your family members, including spouses, children, parents
and grandparents may also participate if they earn income
from the business.
What other advantages are there to a SoloWhat other advantages are there to a SoloWhat other advantages are there to a SoloWhat other advantages are there to a SoloWhat other advantages are there to a Solo
401(k)?401(k)?401(k)?401(k)?401(k)?

Depending on your earnings, you may be able to
contribute more to a Solo 401(k) than to another retirement
plan.

There are two components to a Solo 401(k) plan: salary
deferral contributions and profit sharing contributions. For
example, in 2004 a small-business owner can make a salary
deferral contribution of 100% of compensation, not to
exceed $13,000. The business could make a profit sharing
contribution for the same participant of up to 25% of
compensation, not to exceed $41,000. As with traditional
401(k) plans, there are limits on the total amount
contributed, and catch-up contributions are allowed for
participants age 50 and over. By allowing higher
contributions than other plans, such as SIMPLEs and SEPs,
these 401(k)s may give you more opportunity to cut your
taxes while building a bigger retirement nest egg.

The calculation of the profit sharing contribution is a
little more involved for a sole-
proprietorship than it is for a small
corporation; however, the IRS provides a
step-by-step formula in publication 560,
which is available at www.irs.gov.

Are these contributions tax-Are these contributions tax-Are these contributions tax-Are these contributions tax-Are these contributions tax-
deductible?deductible?deductible?deductible?deductible?

Salary deferral contributions or
elective deferrals are excluded from taxable income rather
than being deducted from it. Your contributions are subject
to Social Security tax, but they won’t be subject to income tax
until you withdraw money from the account. The profit
sharing contributions are generally tax-deductible by the
business.

Are loans available from a Solo 401(k)?Are loans available from a Solo 401(k)?Are loans available from a Solo 401(k)?Are loans available from a Solo 401(k)?Are loans available from a Solo 401(k)?
Another benefit to a Solo 401(k) is that you have access to

the money you have invested. While borrowing against SEPs
or SIMPLEs isn’t allowed, the Solo 401(k) plans allow you to
borrow as much as 50% of the balance in your account, up to
$50,000.

While you can borrow against your account at any time,
you cannot withdraw from it penalty-free until you’re retired
or become disabled. However, there are provisions for
withdrawals for severe hardship but it’s subject to an IRS
penalty. When one stops working for the business, or if the
plan is terminated, one can move their savings into another
retirement plan without paying the IRS penalty.

Are rollovers allowed into a Solo 401(k)?Are rollovers allowed into a Solo 401(k)?Are rollovers allowed into a Solo 401(k)?Are rollovers allowed into a Solo 401(k)?Are rollovers allowed into a Solo 401(k)?
Yes, if you have money in another retirement plan, you

have the option of rolling over money from other eligible
retirement accounts into your 401(k) account. Doing so may
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A qualified retirement plan not
 only provides financial security,

but also offers attractive tax benefits
while helping to attract and retain
quality employees.
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ASK THE LAWYER
Continued from page 11

OWN YOUR OWN BUSINESS?
Now You Can Get...

A Big Company Retirement Plan
with a Small Company Price Twith a Small Company Price Twith a Small Company Price Twith a Small Company Price Twith a Small Company Price Tagagagagag

If you think a good retirement plan means high costs
and heavy administration, we’d like to prove you wrong.
Today, there are simple, easy ways to give yourself and
your employees this big company benefit – without the
big company costs.  Ask about the Safe Harbor, Solo,

Self-employed and SBO 401(k) plans.

Please contact us for an informative look atPlease contact us for an informative look atPlease contact us for an informative look atPlease contact us for an informative look atPlease contact us for an informative look at
retirement plans specifically designed to meet theretirement plans specifically designed to meet theretirement plans specifically designed to meet theretirement plans specifically designed to meet theretirement plans specifically designed to meet the

needs of businesses like yours.needs of businesses like yours.needs of businesses like yours.needs of businesses like yours.needs of businesses like yours.
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White House

7030 E. Genesee Street
Fayetteville, NY  13066

(315) 449-4730
www.annwolfson.com

wolfsoa@ae.cadaretgrant.com

Branch office of United Financial Services, Inc.
4769 Buckley Road, Liverpool, NY  13088 (315) 451-5885

Registered Representative of Cadaret Grant & Company, Inc.,
member NASD & SIPC

OWN YOUR OWN BUSINESS?

make it easier for you to track investment returns.

What are the disadvantages to a Solo 401(k)?What are the disadvantages to a Solo 401(k)?What are the disadvantages to a Solo 401(k)?What are the disadvantages to a Solo 401(k)?What are the disadvantages to a Solo 401(k)?
Perhaps the main problem is that if your business grows

and you hire employees, your 401(k) plan must also cover
them. Your plan then is subject to all the complex rules and
costly administration of a regular 401(k) plan. The main
benefit of having a Solo 401(k) plan would be lost because
nondiscrimination rules would no longer allow you to make
large contributions just for yourself.

ConclusionConclusionConclusionConclusionConclusion
A Solo 401(k) is especially appealing for the self-

employed and other small businesses that employ no full-
time employees except the owners and their immediate
family members. This type of plan typically works well for
participants who make $40,000-200,000 per year. Before you
elect a Solo 401(k), be sure you don’t intend to add full-
time permanent employees in the near future.

There is a great deal of information on the Internet
about these plans to allow employers to become familiar
with the specifics. One such Web site is
www.401khelpcenter.com. As usual, one should contact
their counsel, financial advisor and/or accountant before
taking any action.
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