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f you're self-employed, take a new look at your retirement plan 
:hoices. You may be able to get a bigger tax break. 

D 0 YOU WORK FOR YOURSELF OR HAVE 
moonlighting income? The good news 
is that Congress has given you some 
decent retirement savings options. The 

bad news is that choosing the best plan takes effort. 
A psychiatrist in her late 50s contacted Blue Bell, 

Pa. pension plan consultant Barry R. Milberg last 
year. She was putting 20% of her $70,000 a year 

income, pretax, into 
an obsolete retirement 
plan she'd gotten 
through her stockbro- 
ker a decade before. 
She wanted to shelter 
even more. Milberg 
helped her update her 
plan and open a one- 
person 401(k) for 
2007, allowing her to 
put away an additional 
$20,500 pretax. For 
2008 he advised her to 
set up a defined bene- 4 fit pension plan that 

L will allow her to shel- 

s ter nearly all her earn- 
ings pretax. (She does- 
n't need the cash now. 
She's getting alimony.) 

"It's virtually im- 
5. ... 

7- . possible for a lay per- 
son to figure out what 
the right plan is. It's 

bizarre," says Milberg. Not that he's complaining. He 
can charge $3,500 to set up and $2,500 a year to 
administer a combo defined benefit/40l(k) pension 
plan that allows an older, high-earning self- 
employed person to sock away as much as $292,300 
a year pretax 

Most folks don't need that sort of custom design. 
The best plan for you will depend on your age, earn- 
ings, how much you want to save and your tolerance 
for paperwork (or for paying a pro to do paper- 

work). The table opposite shows the maximum that 
three different off-the-shelf plans for the self- 
employed allow you to save with various incomes. 

An even simpler approach is to contribute to a 
plain old IRA, not one designed for the self- 
employed. But you can put in only $5,000 a year 
($6,000 if you're 50 or older), and your eligibiity to 
make tax-deductible contributions could be limited 
by your family's income. For details on regular IRAs, 
see page 22. Here's q run-down on special plans: 

SEP IRA 
This is often the best choice for a high-earning self- 
employed person who doesn't have any employees: 
There's a big pretax contribution limit and not too 
much paperwork It's also the best plan for a moon- 
lighter who has a 401(k) at work to which he also 
contributes; your contributions to a SEP aren't 
affected by your workplace plan. 

How much can you shelter in a SEP? For 2008 up 
to $46,000, depending on how much you earn. The 
calculations work like h s :  If you report your busi- 
ness on Schedule C, as most self-employed folks do, 
you can save 20% of your net earnings after sub- 
tracting one-half of your self-employment (Social 
Security and Medicare) taxes. So after doing that 
subtraction, you must have a net of at least $230,000 
to contribute the maximum $46,000. 

Note that the money you put into a SEP counts as 
an "employer" contribution. If you have long-term 
employees (as opposed to folks you pay as inde- 
pendent contractors), a SEP can get expensive, since 
you must make the same percentage contributions 
for all "covered" employees, other than your spouse. 
Who's covered? Workers who are 2 1 and who have 
been employed by you for at least three of the last 
five years and who are expected to earn $500 in the 
current year. 

But if you don't have any employees, this plan is 
relatively painless. You can set up a SEP for no cost at 
the Vanguard Group, Fidelity Investments, T. Rowe 
Price or Charles Schwab. Plus, you have until the 
due date for your 2008 returns (including exten- 
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employee, can con- 4 tribute up to $15,500, or 

Not All Shelters Are Equal $20,500 if y o u k  50 or 
older. That's the same 

iow much in pretax earnings can you stuff into a retirement savings limit as for a big com- 
slan if you're self-employed and 50 or older? The answer depends not pany 401(k). As with snly on your earnings, but also on the plan you use. 

the Simple, there's no 
1: MAXIMUM PRETAX CONlRlBUnON FOR mit to the percentage 
1. NET EARNINGS1 SIMPLE SEP U H O  of your earnings you ' l+ FROM SELF-EMPLOYMENT IRA UIA 401 (10 
I .  can contribute as an 
r .  $1 op- S10,ooo $2,000 SlO,000 - 

employee. But also, as 

@ 25.0 13,750 5,000 25,000 with the Simple, if you 

IP ' 0 0  16,000 20,000 40,500 make employee 401(k) 
iir- #.am 19,900 46,000 51,000 contributions at a day 

job, the Solo K isn't for 
LA. Medicare) taxes. Sourre: Milberg Comulting. 

- I 
you; each person gets 

only one combined 
sions) to set up a SEP and shovel in the cash. $15,500/$20,500 employee contribution limit, no 

matter how many jobs he holds. 
SIMPLE IRA You also can make employer contributions for 
This is a better choice if you earn less or if you have yourself-up to 20% of your net, after deducting 
long-term employees. Most of the money you put one-half of your Social Security and Medicare taxes. 
into a Simple counts as an employee, not employer, The combined employee/employer contribution 
contribution. For 2008 you can make an employee limit is a hefty $51,000, including the $5,000 bonus 
contribution of up to $10,500 pretax, or $13,000 if you get for being 50 or older. The real advantage to 
you're 50 or older. What's important is that there's no a Solo K, however, is that you can shelter big dollars 
percent-of-income restriction on this. If you're 60 with lower earnings than with a SEP. 
and net $14,000 working part-time, you can put The disadvantage? This is a traditional "quali- 
$13,000 in a Simple as your employee contribution. fied pension plan governed by all the same rules as 
But this isn't for moonlighters. You can't contribute a big company's plan. You must file an annual Form 
if you've already maxed out employee contributions 5500 report once you have $250,000 of assets in it. 
to a 401(k) at your day job. Plus, if you make a mistake in administering the 

Employer contributions? You typically must plan, the IRs can levy a fine or even strip your plan 
match contributions made by any eligible employee of its tax deferral. You can set up a Solo K at Fidelity, 
(including you) up to 3% of pay. So if a worker earns T. Rowe or Schwab, or at dozens of other firms listed 
$100,000 and doesn't contribute to the Simple, you at www.40lkhelpcenter.com. 
put in nothing. If he makes $100,000 and puts in A Solo K can also offer a Roth subaccount; you 
$13,000, you must contribute $3,000. The match for contribute aftertax money that grows tax free. T. 
you works the same way-if you put $13,000 of Rowe offers a Roth option; Fidelity and Schwab 
employee contributions in and you make $300,000, don't. Vanguard says it plans to roll out a Solo K with 
you contribute $9,000 as an employer match. Work- a Roth option within the year. 
ers who have made at least $5,000 in any prior two 
years and are expected to earn $5,000 in the current DEFINED BENEFIT 
year are eligible. You must set up a Simple by Oct. 1 If you're older than 45, earn a lot and want to sock 
to make contributions for the year, and all employee away a lot, consider paying a pro to custom design a 
contributions must be made by Dec. 31. traditional defined benefit plan for you The law lets 

You can contribute to a SEP or Simple no matter you fully fund a traditional pension for yourself in 
your age. But you must start taking required mini- just your last few years of work. A 65-year-old earning 
mum distributions after you turn 70%-even if $500,000 could make $258,000 a year of deductible 
you're still workmg and making contributions. contributions for five years, Milberg calculates. (That 

climbs to $292,300 if you use a Solo K, too.) F 
SOLO 401(K) For more on retirement plans for the self- 
With a Solo K, as it's sometimes called, you, as an employed, see IRs Publication 560. 
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