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The Single Highest Tax
Deduction That Puts Money
Directly In Your Pocket!

What Is a Solo 401(k)
Self-Employed Retirement Plan?

A solo 401(k) is an individual 401(k) designed for a business
owner with no employees. In fact, IRS rules say you can’t
contribute to a solo 401(k) if you have full-time employees,
though you can use the plan to cover both you and your
spouse.
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Eligibility
Rules

No age or income restrictions, but must be
a business owner with no employees.

Tax position on contributions

» Traditional Solo 401(k):
Contributions are made pre-tax,
reducing taxable income for the
year.

2 Roth Solo 401(k):
Contributions are made with after-
tax dollars. No reduction of
taxable income

/

Solo 401(k) contribution limits

“The total solo 401(k) contribution it s up to $58,000 in 2021 and $61,000 in 2022. There is a
catch-up contribution of an extra $6,500 for those 50 or older.

To understand solo 401(k) contribution rules, you want to think of yourself as two people: an
employer (of yourself) and an employee (yes, also of yourself. Within that overall $58,000
contribution limit in 2021 and $61,000 in 2022, your contributions are subject to additional limits in
each role:

As the employee, you can contribute up to $19,500 in 2021 and $20,500 in 2022, or 100% of
compensation, whichever is less. Those 50 or older get to contribute an additional $6,500 here.

As the employer, you can make an additional profit-sharing contribution of up o 25% of your
compensation or net self-employment income, which is your net profit less half your self-
employment tax and the plan contributions you made for yourself. The limit on compensation that
can be used to factor your contribution is $290,000 in 2021 and $305,000 in 2022
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Is Solo 401(k) tax deductible?

‘The nice thing about a Solo 401(K) is you get to pick your tax advantage: You can opt
for the traditional 401(k), under which contributions reduce your income in the year
they are made. In that case, distributions in retirement will be taxed as ordinary
income.

The alternative is the Roth Solo 401(k), which offers no initial tax break but allows you
to take distributions in retirement tax-free. In general, a Roth is a better option if you
expect your income to be higher in retirement.

Because of these tax perks, the IRS has pretty strict rules about when you can tap
the money you put into either type of account: With few exceptions, you'll pay taxes
and penalties on any distributions before age 59 .

=
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2022 401k T“:\l

Contribution Limits
$20,500 $6,500 $61,000

Maximum Employee. Combined
employoo slective catch-up contribution empioyee + employer
deferral if sge 50+ contribution

Covering your spouse under your Solo 401(k)

The IRS allows one exception to the no-
employees rule on the solo 401(k): your spouse, if
he or she earns income from your business.

That could effectively double the amount you can
contribute as a family, depending on your income.
Your spouse would make elective deferrals as
your employee, up to the $20,500 employee
i limit (plus the 50-and-older catch-up

provision, if applicable). As the employer, you can
then make the plan’s profit-sharing contribution for
your spouse, of up to 25% of compensation.
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Contribution Limits x 2! \

$20,500 $6,500 $61,000

Poasible Maximum Deductian of $121,000

Taxes on qualified distributions

V- ‘ « Traditional Solo 401(k):

'é‘\ Qualified distributions are
(‘ taxed as income. (Generally 28%)
ﬁ h()\' + Roth Solo 401(k): Qualified

distributions are tax-free.

Required Minimum Distribution
RMD

You'l be required to take minimum distributions (RMD) from a
Roth 401(k) once you turn age 72.

However, you might be able to avoid RMDs if you can move the
money from a Roth 401(k) into a Roth IRA, which isn't subject
to required minimum distributions.
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How to open a Solo
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You can open a Solo 401(k) at most online brokers, though you'll \

need an Employer Identification Number. The broker will provide a
“plan adoption” agreement for you to complete, as well as an
account application. Once you've done that, you can set up
contributions.

You'll have access to many of the
investments offered by your broker,
including mutual funds, index funds,

exchange-traded funds, individual N
stocks and bonds.
\ ee——
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If you want to make a contribution for
this year, you must establish the plan by
Dec. 31 and make your employee
contribution by the end of the calendar
year. You can typically make employer
profit-sharing contributions until your
tax-filing deadline for the tax year.

The IRS requires an annual report on Form 5500~
SF if your 401(K) plan has $250,000 or more in
assets at the end of a given year.
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7 best 401(k) brokers for small businesses
Here are seven of the best and most reputable 401(k) providers for small businesses
that you should consider in 2022.

1. ADP

ADP s one of the most respected names in payroll processing, but their comprehensive
HR and employer services stite includes retirement plans and administration. While
they can serve businesses of al sizes, ADP is unique in that they extend their full
arsenal of services and decades’ worth of expertise to small businesses (which they
define as businesses with one to 49 employees), in addition to large enterprises.

If you sign up for ADP’s retirement planning service, you'll have access 10 a team of
professionals who can help you browse, choose and customize which of their available
retirement plans is best for you and your employees

Once they've helped you design a retirement pian, your ADP advisors will help you
implement and manage your plan to ensure you're staying compliant.

2. Betterment for Business

Betterment for Business is the 401(k) channel of Betterment, a robo-advisor that
helps consumers make smarter investment choices using a combination of
technology and human expertise. With this service, Betterment for Business'
human advisors and technology help business owners design 401(k) plans and
advise employees on the smartest investments they can make in a variety of ETFs
to optimize their retirement savings. Betterment for Business s a certfied 3(38)
fiduciary, so they're legally and ethically required to act in your company's best
interests when giving investment advice.

Obviously, Betterment for Business is only a viable option if you and your
employees are comfortable using a robo-advisor and managing your plan digitally.
If you are interested, we'd recommend taking a look at our Betterment for Business
review for a more in-depth understanding of this unique 401(k) provider.

3. Charles Schwab

Charles Schwab is one of the most established and best-known investment
and retirement firms in the country — a better option if you consider yourself
abit too much of a technophobe to opt for a robo-advisor. Charles Schwab
offers a managed account service that offers your employees personalized
advice on a range of investment options, including ETFs or index mutual
funds,

Theyl also provide ongoing account monitoring and automatic adjustments
As an altenative, Charles Schwab also offers SIMPLE and SEP IRA plans;
or, if you're self-employed, you can opt for their Individual 401(K) plan, which
i essentilly a traditional 401(k) plan designed particularly for individually
owned businesses. It's worth noting that this plan has no setup or monthly.
maintenance fees.
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4. ShareBuilder 401k

Sharebuilder 401k allows self-employed individuals and small
businesses 0 buy and set up low-cost 401(K) plans completely online.
They also act as 3(38) fiduciaries, so they're certified to make
investment advice, manage portfolios, and handle plan administration.
With Sharebuilder 401k, you'll have four retirement plan options: Solo
401(K), Safe Harbor 401(K), Traditional 401(k) and Tiered Profit-Sharing
401(K). All plans require a one-time setup fee, a flat monthly
administration fee and an annual fund fee that varies from 0.04% to
0.39% per year. Investment options include index ETFs and five types of
model portfolios based on the individual investor's risk tolerance.

5. Fidelity Investments

Another trusted name in retirement services, Fidelity has over 30 years of
experience and currently over 30 million plan participants under their belt
Fidelty can service businesses of all sizes, but they say that 86% of their
business clients have fewer than 500 employees — so despite the big name,
they'e fully equipped to serve small businesses.
Fidelity's 401(K) plan offers a wide range of investment options, including over
16,000 mutual funds from 380 fund companies. They also offer comprehensive
advisory services, as well as administrative, reporting and compliance support,
:an reach their advisors either in person, online o over the phone.
Their advisors will help you design a plan or you can choose to work with your
current broker. Plus, Fidelity has an app and online dashboard where you and

your employees can view and manage their plans and get in touch with advisors

Whenever they need. Beyond retirement plans, Fidelity also offers integrated
employer benefits, including payroll and health plans

6.T. Rowe Price

At83 years old, T. Rowe Price is the most established asset management
firm on this list. They offer four retirement plans for small businesses: SEP-
IRA, SIMPLE IRA, Individual 401(k) and a 401(k) for Small Business. The
former three plans are best for self-employed individuals or businesses
with under 100 employees, while the latter plan is best suited for
businesses with up to 1,000 employees.

Under the 401(K) for Small Business, plan sponsors can choose from over
100 no-load mutual funds and over 5,400 non-proprietary funds. T. Rowe
Price also offers plan participants 24/7 phone support, plus an online portal
where they can manage their plans and conduct transactions.
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7. Merrill Edge

Under the Merrill Small Business 401(k) plan, independent advisors select and
manage funds and model portfolios for all participants. Unlike the other partcipants
on this list, pricing for this plan s very transparent: It costs a one-time setup fee of
$390 and a monthly administration fee of $90. Then, each participant is
responsible for a $4 monthly recordkeeping fee and an annual asset-based fee of
0.52%. You also have the option of converting your existing 401(K) plan to a Merril
‘Small Business 401(k), in which case you may end up saving money.

Merrill Edge’s Merril Small Business 401(K) is suitable for corporations,
partnerships and nonprofts, but they also ofer SEP-IRA, SIMPLE IRA and
Individual 401(K) plans for sole proprietorships and self-employed individuals.

1. CashApp to $RayRen98
2. Zelleto RayRen98@aol.com

Follow PSN




