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Comparing Self-Employed Retirement Plans 

 SEP-IRA Solo 401(k) 

Contribution 
limit per year 
(as of 2016) 

The lesser of either: 
(a) 25% of your net earnings from self-

employment (Example: For a net 
income1 of $100,000 the maximum 
contribution would be $25,000.) 

       or 
(b) $53,000 for 2016  

The lesser of either:  
(a) $53,000 per year ($59,000 if you are over 50), or 
(b) Your net earnings from self-employment. 2 

Example: If your net earnings are $100,000, your 
limit will be $38,000 calculated by an employee 
contribution of $18,000, plus an employer 
contribution of $20,000 (20% of $100,000). 

Flexibility of 
contributions 

Maximum contribution is the lesser of a 
percentage of your net profits and the 
plan limit. 

Due to different ways of calculating employer and 
employee contribution limits, you may be able to 
contribute more money to your Individual 401(k) than 
to your SEP-IRA at the same level of income. 

Investment 
options 

You can open your account with any 
investment firm that offers them, and may 
be able to self-direct investments in 
vehicles other than mutual funds (e.g., 
stock, real estate).  

You can open your account with any investment firm 
that offers them, and may be able to self-direct 
investments in vehicles other than mutual funds. (The 
Individual 401(k) may also allow you to direct some 
money into after-tax investments even if you earn too 
much to qualify for a Roth IRA or Roth 401(k).) 

Portability No need to change accounts if you move 
from client to client. 

No need to change accounts if you move from client to 
client. 

Loan provisions No loans are permitted, but you can roll 
your SEP-IRA assets into another IRA 
account and take a short-term loan 
against that one if you need to. 

Can be set up to include a loan provision. 

Retirement 
benefits for 
your own 
employees 

If you hire employees, you must open 
accounts for them. This can be an 
attractive pre-tax benefit to offer. You 
must contribute the same percentage of 
wage to your employee’s account as you 
do to yours. 

If you hire employees, you must convert your Individual 
401(k) to a company 401(k). You do not have to 
contribute, but would have to allow all eligible 
employees to contribute. (Note: Converting to a 
company IRA subjects the plan to ERISA requirements, 
which complicates administration.) 

Ease to 
administer 

Fill out paperwork with the firm you 
choose. As long as you are the only 
“employee” of your company, tax reporting 
is simple; include your SEP contributions 
on your business tax return. 

Easy to open the account. Additional IRS reporting 
requirements kick in if account balance exceeds 
$250,000. 

Start-Up Costs None Some brokerage firms and mutual fund companies 
have no fees but you may need to shop around.  

                                                             
1 “Net income” for this purpose is essentially all your revenues minus your expenses, minus two other items: 

1. The deduction for one-half of your self-employment tax, and 
2. The deduction for contributions to your SEP IRA. 

 
2 “Net earnings” in this case means your profit minus the deduction for one-half of your self-employment tax, minus any employer 
contributions you made to the plan.  
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