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SO YOU’VE DECIDED TO START YOUR OWN BUSINESS. You’ve named your LLC and 
picked out office space, and the big day is approaching. Now, on the precipice of this 
new chapter of your career, you realize that something critical has slipped your mind, 
namely, your retirement plan. 

Now that you can no longer contribute to your former employer’s sponsored  
retirement plan:

• What should you do with your now inactive 401k?

• What should you do to continue saving for retirement as you strike out on your own?

• How can you sock away as much money as possible for your retirement?

One of the most important benefits of an employer-sponsored 401k is the dollar-for-
dollar match of a certain percentage that many employers offer. However, after you 
leave, you will most likely no longer be able to contribute. 

But you do have options. In some cases you can leave your 401k account where it is 
being held, that is with the custodian your employer selected to hold account funds. You 
can still make rebalancing trades among the plan options, take loans, and eventually pull 
your required minimum distributions when that time comes. But leaving your account 
where it is not usually a good idea because of higher-than-average plan fees, the limited 
investment options that come with employer-sponsored 401ks, and that your retirement 
program remains in the hands of your former employer. In a worst-case scenario, that 
company goes belly-up, and though the money in your account is protected and 
remains available to you, plan maintenance shuts down. 

A better move: Roll those retirement funds into another plan, your own employer-
sponsored plan or an IRA. There are variations of the IRA, but the most common is the 
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traditional IRA. You can open an IRA at any number of custodians relatively easily, or you 
can work with a financial advisor to open one. As a startup business, you might wait to 
roll your funds until you decide which account you plan to open for your new business. 

RETIREMENT PLAN OPTIONS 
There are several types of retirement accounts for self-employed individuals, and each 
comes with its own benefits and drawbacks. I’ll limit my discussion here to the pre-tax 
variations, though most plans have a Roth after-tax component available. 

• The traditional IRA allows you to contribute $6,500 per year (2023 amount) pre-tax 
with a catch-up contribution of $1,000 for individuals who are more than 50 years old. 
The benefit of this type of plan is its simplicity. Anyone with employment income can 
set up an IRA; there is no income limit. The main drawback is the lack of tax savings, 
$6,500 being rather paltry compared to the savings associated with other types  
of accounts. 

• A Simplified Employee Pension (SEP) IRA is just that — simple. It lets you put away a 
combination of employee and employer deferrals up to the lesser of 25 percent of your 
income or $66,000 per year (2023 amount), which generates a much larger deduction 
than the $6,500 ceiling for a traditional IRA. The drawback of a SEP IRA is that it is only 
beneficial if you do not have W-2 employees on your payroll. If you do, you can still 
contribute to a SEP IRA, but whatever percentage you contribute as owner you must 
match for any employee. A common practice for those with SEP IRAs is to contract 
1099 workers to avoid having to contribute to employee SEP IRAs. 

• If you do or will have employees, you might consider opening a Savings Incentive 
Match PLan for Employees (SIMPLE) IRA. These plans are designed for businesses 
with a hundred or fewer employees. The SIMPLE IRA is slightly more complicated than 
the SEP, and has a smaller maximum deferral amount, but it is cheaper than a 401k 
as a basic retirement plan for your employees that can include an employer match. 
SIMPLE plans can be thought of as smaller 401ks without the testing requirements 
and 401k administration costs. The employer can elect to match up to 3 percent of 
compensation of contributing employees or contribute 2 percent across the board 
whether or not an employee decides to contribute to their plan. This allows you to 
attract talent with a match program, but one in which both employees and you as 
employer share the responsibility for their retirement savings.  

• The solo 401k is another option for the self-employed. The plan functions similarly to a 
SEP IRA, but cannot be used if the employer has W-2 employees (other than a spouse) 
regardless of matching. One added benefit of a solo 401k is that, regardless of your 
income level, you can put away the employee 401k maximum, $22,500 per year plus 
any catch-up contribution and not be restricted to the 25 percent income cap of SEP 
IRAs. Once the employee max is accounted for, you can contribute up to 25 percent 
of your income up to a combined total of $66,000 (for 2023). Another benefit is that, 
unlike the SEP IRA, a solo 401k allows for a Roth component. 
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• As a small business owner, you could also set up a cash balance plan, which can 
be used in conjunction with a solo or employer-sponsored 401k. This option can 
supercharge your retirement savings if your business is as successful as you believe it 
will be. The 401k plus cash balance plan option will help you save more pre-tax money. 
Your contribution ceiling can be well over $200,000 per year in deferred income. But it 
comes at a price. Cash balance plans, as do 401ks, need to be tested and administered 
by a third party administrator (TPA), which comes with an additional layer of fees the 
other options don’t incur. The TPA will be responsible for preparing tax documents and 
the state and federal testing the other options do not require. Cash balance plans also 
require annual maintenance fees due to their complex designs and regulations. Again, 
these are much more complicated plans, so it is highly recommended that you talk 
with a financial professional before venturing down this path.

There are many options available to you when it comes to retirement savings as a 
business owner, and you can often revisit and adjust your retirement plan as your 
business grows. Whatever you decide, we can help guide you. We’ve developed 
retirement planning for many new business owners like you, and would be happy to 
work with you and be part of your journey.

IMPORTANT DISCLOSURES
The information included in this document is for general, informational purposes only. It does not contain any investment advice and does not address 
any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice 
regarding your specific facts and circumstances, please contact a qualified financial advisor.

Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. It should 
not be assumed that future performance of any specific investment, strategy or allocation (including those recommended by HBKS® Wealth Advisors) 
will be profitable or equal the corresponding indicated or intended results or performance level(s). Past performance of any security, indices, strategy 
or allocation may not be indicative of future results.

The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information obtained from 
or prepared by other sources. It has not been independently verified, but was obtained from sources believed to be reliable. HBKS® Wealth Advisors 
does not guarantee the accuracy of this information and does not assume liability for any errors in information obtained from or prepared by these 
other sources.

HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if 
you wish to receive legal, accounting or tax advice.


