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Retirement Planning

Retroactive First-Year Solo-401(k) Plan
Deferrals Allowed for Sole Proprietors

Eligible employers can now establish and fund a Solo-401(k) plan with salary deferrals for the prior tax
year. Here are the details.
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Retirement Solutions Lead

From a timing perspective, both SECURE Act 1.0 and 2.0 have made it easier for small business owners to both establish and
fund a qualified retirement plan.

Prior to the SECURE Act of 2019, a small business that sought to establish a qualified retirement plan (i.e., 401(k)) for a specific
tax year generally had to establish it by the last day of the business’s prior tax year. Notably, a small business owner could
establish and fund a Simplified Employee Pension Plan (SEP) IRA after the end of the year (up until the individual tax filing
deadline plus extension) for the previous year. For example, a SEP-IRA established in June 2024 could receive contributions
for the 2023 tax year.

Under the Secure Act of 2019, effective in 2020, an employer was given additional time to establish a qualified retirement plan
to which deductible contributions could be made. But this extended deadline (tax filing, including extension) only applies to
qualified retirement plans that are entirely funded with employer contributions such as Profit Sharing and Pension Plans. In other
words, an employer now has the flexibility to establish a new, employer-funded qualified plan after the end of the taxable year,
but before the employer’s tax filing date (including extensions) and treat the plan as having been established on the last day of
the prior taxable year. The change allowed an employer, for example, to establish a new, employer-funded qualified retirement
plan for 2022 as late as September 15 or October 15, 2023, depending on the business type. The issue, however, is that the
timing did not extend to employee salary-deferral contributions (i.e., pre-tax, Roth or after-tax). This limitation prevented a sole
proprietor from opening a Solo-401(Kk) for the prior taxable year. Enter Secure Act 2.0.

Secure 2.0 corrects this oversight by allowing sole proprietors to establish a Solo-401(k) plan retroactively with both employer
contributions and employee salary deferrals for the initial year.

Secure Act 2.0, Section 317, builds upon qualified plan establishment timing by allowing a Solo-401 (k) plan set up by a

sole proprietor or single-member Limited Liability Company (LLC) to make employee salary-deferral contributions retroactively
up to the date of employer’s tax return filing date for the initial plan year. In other words, an eligible employer can now establish
and fund a Solo-401(k) plan—for the first year only—including employee salary deferrals (i.e., pre-tax, Roth, or after-tax
contributions) for the previous tax year, up to the due date of the individual’s tax return (without extension).

Section 317 is generally effective for plan years beginning in 2023. The specific plan establishment deadline is based on the type
of business entity and its associated tax filing.



https://www.lordabbett.com/en-us/financial-advisor/insights/retirement-planning/what-you-need-to-know-about-the-secure-act-2-0.html
https://www.lordabbett.com/en-us/financial-advisor/insights/retirement-planning/what-you-need-to-know-about-the-secure-act-2-0.html
https://www.irs.gov/retirement-plans/one-participant-401k-plans
https://www.irs.gov/businesses/small-businesses-self-employed/sole-proprietorships
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Example (Secure Act 2.0; Section 317): Tony, a sole proprietor, owns a landscaping company. In March 2024, Tony’s advisor
makes him aware of the extended deadline to open a new Solo-401(k) plan for the prior tax year. Tony can retroactively open a new
Solo-401(k) for 2023 funded with both employer contributions and employee salary deferrals—so long as the plan is opened by his
business’s 2023 tax filing deadline, not including extensions (generally April 15, 2024).

A sole proprietor is considered both an employee and employer with regard to a Solo-401(k)—thus allowing the sole proprietor to make
employee salary deferrals and employer contributions. For 2024, the employee salary deferral limit is $23,000 (pre-tax and/or Roth)

and $30,500 for those individuals age 50+, while employer contributions are 20% of adjusted net earnings (25% of compensation if
business is incorporated). Overall, the 2024 limit for both employee deferrals and employer contributions is $69,000 ($76,500 when
including the $7,500 age-50 catch-up contribution).

The extended deadline to adopt a Solo 401(k) plan (for the prior tax year) allows the employer to retroactively adopt a new plan while
also allowing for tax-deductible contributions.

Questions? Please contact your Lord Abbett representative at 888-522-2388.

The value of investments and any income from them is not guaranteed and may fall as well as rise, and an investor may not get back the amount originally
invested. Investment decisions should always be made based on an investor’s specific financial needs, objectives, goals, time horizon, and risk tolerance.

To comply with Treasury Department regulations, we inform you that, unless otherwise expressly indicated, any tax information contained herein is not
intended or written to be used and cannot be used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any
other applicable tax law, or (i) promoting, marketing, recommending to another party any transaction, arrangement, or other matter.

The information presented in this section is intended for general information and is not intended to be relied upon and should not be relied upon, as
financial, legal, tax, or accounting advice for any particular investor. We strongly recommend that you contact your financial, legal or tax advisor regarding
your particular tax situation.

A Solo 401(k) plan is a traditional 401(k) plan covering a business owner with no employees, or that person and his or her spouse. These plans have the
same rules and requirements as any other 401(k) plan.

A 401(k) plan is a qualified plan that includes a feature allowing an employee to elect to have the employer contribute a portion of the employee’s wages
to an individual account under the plan. The underlying plan can be a profit-sharing, stock bonus, pre-ERISA money purchase pension, or a rural
cooperative plan. Generally, deferred wages (elective deferrals) are not subject to federal income tax withholding at the time of deferral, and they are not
reported as taxable income on the employee’s individual income tax return. A Solo 401(k) is a traditional 401 (k) plan covering a business owner with no
employees, or that person and his or her spouse.

Simplified Employee Pension (SEP) plans can provide a significant source of income at retirement by allowing employers to set aside money in retirement
accounts for themselves and their employees. A SEP does not have the start-up and operating costs of a conventional retirement plan and allows for a
contribution of up to 25 percent of each employee’s pay.

The information is being provided for general educational purposes only and is not intended to provide legal or tax advice. You should consult your own
legal or tax advisor for guidance on regulatory compliance matters. Any examples provided are for informational purposes only and are not intended to be
reflective of actual results and are not indicative of any particular client situation.
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