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Deciding on a Solo 401(k)

Individual retirement plans can carry high expenses, which makes it all the more important to identify your specific needs and priorities Q: I'm a 60-year-old, full-time attorney working part-time as an independent contractor for a real estate title company. I get $15,000 to $20,000 annually from the self-employment income, and would like to set it aside for retirement through a solo 401(k). My accountant says that I qualify, but the two companies I found that offer solo 401(k) plans had very high fees that defeat the purpose unless you fund $40,000 annually. Do I have some alternatives?

-- R.F., Ft. Lauderdale

A: The pension-reform legislation that created individual 401(k) retirement plans was passed just last year and only became effective as of Jan. 1, 2002. The new plans, designed for owner-only businesses and those with employees that can be excluded from retirement coverage under federal law, can help those who qualify to substantially increase the amount of money they are able to shelter for retirement -- up to $40,000 annually in some cases.

The downside is that the associated expenses tend to be high, experts say. "These plans can be very competitive, cost-wise, when there's $1 million or $1.5 million in the plan," says Paul Thomas, an investment advisor/representative with Cleveland Financial Group, an affiliate of Lincoln Financial Advisors.

The high fees you encountered probably result from the fact that the so-called "Individual(k)" is labor-intensive to administer and is accessed largely through third-party administrators (TPAs), who charge fees for handling the copious paperwork required.

Irving M. Eisenberg, a CPA/Personal Financial Specialist and president of the San Diego-based Wealth Manager Group, recommends that you ask your accountant or financial planner for a "needs assessment" that will include an analysis of your personal financial situation and discussion of several different types of retirement-plan options.

LOWER OVERHEAD.  "The problem is that, with the amount of money you're thinking about putting into the plan annually, you want to make sure that the extra return you're looking for is not going to be spent on plan administration," Eisenberg warns.

He points out that contribution limits on SEP-IRAs -- which have no tax filings or administrative costs associated with them -- have increased this year and will continue to rise over the next several years. Also, since you are 60, you can contribute additional funds to a SEP-IRA under the "catch-up" provisions recently passed into law.

If a needs analysis does show that an Individual(k) is most beneficial for you, you'll want to find a local TPA firm that will be responsible for managing the assets of your plan, doing the annual tax filings, and handling the specialized administration, including compliance testing.

"It is easy to find these TPAs, especially in a big city. I prefer the mom-and-pop shops that are more responsible with your filings and provide better quality of service than the larger, more distant firms," Eisenberg says.

NOT SO BAD.  For more information, check out individualk.com, a Web site that includes some background and calculators useful in planning retirement savings with an Individual(k).

Finally, there are variations in what individual investors will tolerate in terms of fees on a given investment product, Eisenberg says. "If you are a 60-year-old, planning to invest $20,000 per year in a solo 401(k), and the administrative fee is say, $1,000 per year, you will gain a 35% tax savings, which roughly equates to $7,000," he says. "When you factor in gains at the end of the primary investment period, what at first seems like an exorbitant fee, might actually work out to be worth it over the life of the investment."

Have a question about running your business? Ask our small-business experts. Send us an e-mail at smartanswers@businessweek.com, or write to Smart Answers, BW Online, 46th Floor, 1221 Avenue of the Americas, New York, NY 10020. Please include your real name and phone number in case we need more information; only your initials and city will be printed. Because of the volume of mail, we won't be able to respond to all questions personally.
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