Entity/Tax Status
The owners of an LLC are called members and they can elect to be taxed in a number of ways. By default, a
single member LLC is taxed as a sole proprietorship and an LLC with more than one member is taxed as a
partnership. However, an LLC can elect to be taxed as a corporation or S corporation. The status of an LLC for
tax purposes determines what type of compensation can be used for the plan.
Non-owner employees of an LLC receive W-2 income. An individual owner of an LLC who performs services for
the LLC receives Schedule C income, if the LLC is taxed as a sole proprietorship. Owners of an LLC who
perform services for the LLC receive Schedule K-1 income, if the LLC is taxed as a partnership. Owners of an
LLC who perform services for the LLC receive W-2 income if the LLC is taxed as a corporation, and W-2 plus
1099 income if taxed as an S corporation.
The foregoing is summarized in the table below.
Type of Entity
Corporation
S Corporation
Sole Proprietorship
Partnership

Source of Income
W-2 income
W-2 + K-1 income
Schedule C
Schedule K-1

Plan Compensation
W-2 income
W-2 income only
Earned Income (calculate)
Earned Income (calculate)

LLCs Classified as Partnerships
A member in an LLC that provides services to the LLC (a “service member”) may not be treated as an
employee for federal income tax purposes. Consequently, the service member will not receive a W -2 reflecting
the service member’s wages paid by the LLC but instead will have such compensation reflected in a K-1 as a
“guaranteed payment.”
If an LLC has at least two members and is classified as a partnership, it generally must file Form 1065, U.S.
Return of Partnership Income. Generally, an LLC classified as a partnership is subject to the same filing and
reporting requirements as partnerships. See the Instructions for Form 1065 for reporting rules that apply
specifically to LLCs.
Solo 401(k) Eligibility
In order to qualify for a Solo 401(k), an individual must claim some self-employed income. However, he/she
does not need to work full-time in a self-employed capacity. A common example of part-time self-employed
income is an individual who works for an employer, but also does a little consulting on the side. The consulting
income would be considered self-employed income, thereby rendering the individual’s business eligible for
adopting a Solo 401(k). A Solo 401(k) Plan can be adopted by any self-employed business, including a sole
proprietorship, limited liability company, partnership, C-Corporation, S-Corporation etc.
In order to be eligible to benefit from the solo 401(k) plan, the investor must meet two eligibility requirements:
(i) The presence of self-employment activity.
(ii) The absence of full-time employees.

