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SEP IRA vs. Solo 401(k) Retirement Plans 

Self-employed professionals and small business owners in the United States often use 
tax-advantaged retirement plans to build long-term savings. Two of the most common options are 
the SEP IRA (Simplified Employee Pension) and the Solo 401(k) (also called Individual 401(k)). 
While both plans may allow tax-advantaged retirement savings, features, eligibility, and 
contribution limits are subject to IRS rules and individual circumstances. 

1. SEP IRA (Simplified Employee Pension) 
A SEP IRA is a retirement plan designed for self-employed individuals and small businesses. It 
allows the employer to make tax-deductible contributions to employees’ retirement accounts. 

Key characteristics: 

 Contributions are made only by the employer. 
 Contribution limits are subject to IRS formulas and calculation methods and may be adjusted 

periodically. For self-employed individuals, the effective contribution rate may differ from 
stated percentages due to IRS adjustment rules.  

 Simple and inexpensive to establish and administer. 
 Does not typically allow Roth contributions. 
 Loans from the account are not permitted. 

2. Solo 401(k) (Individual 401(k)) 
A Solo 401(k) is a retirement plan designed for business owners with no eligible full-time 
employees other than a spouse, as defined under IRS rules (including hours-based eligibility 
requirements). It allows the business owner to contribute both as an employee and as an 
employer. Hiring employees who meet IRS eligibility requirements may require transitioning to a 
traditional 401(k) plan. 

Key characteristics: 

 Two types of contributions: employee salary deferral and employer profit-sharing 
contribution. 

 Higher potential contribution compared with SEP IRA at the same income level. 
 Some plan providers offer a Roth contribution option, depending on plan design. 
 Some plans may allow participant loans; however, loans are subject to IRS rules and may 

result in taxes or penalties if not repaid according to plan requirements. 
 Certain advanced planning strategies, such as Roth conversion approaches, may be 

considered, subject to IRS rules and individual tax circumstances. 
 May require additional reporting (Form 5500-EZ) when plan assets exceed certain thresholds. 
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3. Contribution Structure Comparison 
Feature SEP IRA Solo 401(k) 
Who can contribute Employer only Employee + Employer 
Contribution calculation Up to ~25% of 

compensation 
Salary deferral + ~25% employer 
contribution 

Roth option Generally, not 
available 

Often available 

Loans allowed No Often allowed depending on plan 
Administrative complexity Very simple Moderate 
Advanced tax planning flexibility Limited High 

 
4. Which Plan May Be Suitable? 
Examples of situations where these plans are commonly considered: 

SEP IRA: 

 May be considered by self-employed individuals or small business owners seeking a relatively 
simple retirement plan structure, depending on administrative preferences and business 
characteristics. 

 May be used in situations where employer contributions are intended to be consistent across 
eligible employees. 

 May be considered by individuals with variable income who prefer flexibility in employer 
contribution decisions. 

Solo 401(k): 

 May be considered by self-employed individuals or business owners with no eligible full-time 
employees other than a spouse, subject to IRS eligibility rules. 

 May be evaluated by individuals seeking flexibility in contribution structures, including 
employee deferrals and employer contributions. 

 May be considered in situations where additional retirement planning flexibility is desired. 

Suitability of any retirement plan depends on individual financial circumstances, tax 
considerations, and long-term planning objectives. 

5. Summary Comparison Chart 
Category SEP IRA Solo 401(k) Typical User 
Simplicity Very simple Moderate setup Small business owners seeking 

simplicity 
Contribution 
potential 

Moderate Higher High-income self-employed 
professionals 

Planning 
flexibility 

Low High Advisors, consultants, 
professionals 

Best fit Small businesses 
with employees 

Solo entrepreneurs 
or couples 

Self-employed professionals 

This chart is a simplified comparison and does not reflect all IRS rules, plan features, or individual considerations. 
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Disclosures 

This material is provided for informational and educational purposes only and does not constitute 
individualized investment, tax, or legal advice. 

Tax rules, contribution limits, and eligibility requirements are complex and subject to change. 
Actual outcomes and benefits may vary based on individual circumstances. 

No assurance can be given that any strategy will achieve its intended objective or tax outcome. 

Suitability of any retirement plan depends on each individual’s financial situation, objectives, and 
tax considerations. Investors should consult qualified tax, legal, and financial professionals before 
making decisions. 

 


