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Two Tax-Friendly Retirement Plans for the Self-
Employed 

 

As a business owner, you may devote most of your time, energy, and profits to running and growing your business. But 
working for yourself means that saving money for retirement is entirely up to you. 

This is not the only reason it may be worthwhile to divert a sizable portion of your earnings to one of these tax-deferred 
retirement accounts. Doing so could significantly reduce your taxable income. 

Solo 401(k) 

A solo 401(k) is a one-participant plan for business owners who have no employees (other than a spouse). As the 
employee, you can contribute as much as 100% of your annual compensation on a pre-tax basis, up to the $23,000 
annual maximum in 2024 ($30,500 if you are age 50 or older). As the employer, you can also contribute an additional 
20% of your earnings (25% if the business is incorporated) and deduct it as a business expense. Total contributions are 
capped at $69,000 in 2024 ($76,500 if age 50 or older). 

A solo 401(k) plan may also allow plan loans and/or hardship withdrawals. 

The deadline to establish a solo 401(k) and formally elect salary deferrals is December 31 of the year in which you want 
to receive the tax deduction (or before fiscal year-end for corporations). For businesses taxed as sole proprietors and 
partnerships, salary deferrals and profit-sharing contributions for 2024 must be deposited into the account by the April 
15, 2025, tax filing deadline* (October 15 if an extension is filed). 

SEP IRA 

If you are self-employed, you can contribute 20% of net earnings, up to $69,000 in 2024, to a Simplified Employee 
Pension (SEP) plan. A SEP IRA may also be an appropriate choice for business owners with a small number of employees 
for whom they would like to provide retirement benefits. All employees age 21 and older who have worked for the 
employer for at least three of the last five years must be included. The plan may exclude employees earning less than 
$750 in the current year. 
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The same percentage of salary (up to 25% of compensation or $69,000) must be contributed to each eligible employee's 
SEP IRA, including the owner's. However, the business is not required to contribute every year. You have until the due 
date of your business's federal income tax return (including extensions) to set up a SEP IRA and make contributions. 

Distributions from 401(k) plans and SEP IRAs are taxed as ordinary income. Early withdrawals (prior to age 59½) may be 
subject to a 10% federal income tax penalty. 

*In Maine and Massachusetts, the tax filing deadline is April 17, 2025, due to state holidays. 

 

 

IMPORTANT DISCLOSURES  

The information presented here is not specific to any individual's personal circumstances. To the extent that this material concerns tax matters, it is 
not intended or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each 
taxpayer should seek independent advice from a tax professional based on his or her individual circumstances. These materials are provided for 
general information and educational purposes based upon publicly available information from sources believed to be reliable—we cannot assure 
the accuracy or completeness of these materials. The information in these materials may change at any time and without notice. 

Securities and investment advice offered through Investment Planners, Inc. (Member FINRA/SIPC) and IPI Wealth Management, Inc., 226 W. 
Eldorado Street, Decatur, IL 62522. 217-425-6340. 
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