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FAQs – Investing in Promissory Notes 

QUESTION:
Can my solo 401k write a note to my LLC?

ANSWER:
No as that would result in a prohibited transaction . The rules do not allow for promissory notes to your own
business.

QUESTION:
Is it okay to write an interest only + balloon loan to myself to be used for down payment on investment real
estate as I can get better financing personally than my Solo 401k?

ANSWER:
No as the rules do not allow for that, but you could take a solo 401k participant loan and we prepare those
loan documents as specific forms apply.



FAQs – Investing in Promissory Notes 

QUESTION
If I create a solo 401K plan and it invests in a promissory note that pays interest and I get a 1099-INT, does
the 401K plan need to pay taxes on that interest? Let’s say I invest $100K in a note that pays 10% interest
and I get a 1099-INT for $10K. Let’s say the tax liability for that is $4K. Then does the 401K plan need to
pay $4K in taxes?

ANSWER:
Because a solo 401(k) is a tax-sheltered vehicle, note payments continue to grow on a tax-deferred basis
and taxes are paid once solo 401k distribution commence, generally at retirement age or age 72. Please
also note that unrelated Business Income Tax does not apply to interest earned on a promissory note
investment.



FAQs – Investing in Promissory Notes 

QUESTION:
If I lend funds from the account as a hard money loan, and I also charge points, are the points also
considered a “gain” for purposes of the Solo 401K?

ANSWER:
Yes and this would grow on a tax-deferred basis in the Solo 401k.

QUESTION:
Can my Solo 401k buy an existing promissory note?

ANSWER:
Yes provided that the Solo 401k purchases the note from an unrelated person and the borrower is also an
unrelated person. The note will need to be assigned to the Solo 401k and possibly recorded with the
county.



FAQs – Investing in Promissory Notes 

QUESTION:
I have invested my Solo 401k in a Promissory Note secured by real estate (i.e. a home mortgage) and
the borrower is deducting the interest paid to the solo 401k (as the lender) from their personal tax
return. Does my Solo 401k need to issue a Form 1098 "Mortgage Interest Statement“ reflecting the
interest paid?

ANSWER:
From a 401k reporting perspective, a Form 1098 is not required as it only pertains to lending money
as part of a "trade or business" which does not apply to a retirement trust such as a 401k as the 401k
is a passive investor. However, you are not prohibited from issuing a Form 1098 to the borrower if
they are requesting such documentation to file with their personal tax return.



FAQs – Investing in Promissory Notes 

QUESTION:
Can my Solo 401k invest in a promissory note secured by foreign real estate?

ANSWER:
Yes provided that the borrower is an unrelated person. Please note that it would be best to work with a
local legal advisor to determine the cost and process to foreclose on the property.

QUESTION:
Can my Solo 401k invest in a promissory note that holds junior/second lien?

ANSWER:
Yes provided that the borrower is an unrelated person.



FAQs – Investing in Promissory Notes 

QUESTION:
Are promissory note investments subject to Unrelated Business Income Tax?

ANSWER:
No - Unrelated Business Income Tax does not apply to interest earned on a promissory note investment. Please note
that a convertible note that converts to equity could subject the income attributable to such investment to UBIT.

QUESTION:
Can I rollover a promissory note from self-directed IRA to my Solo 401k?

ANSWER:
Yes provided that the IRA is not a Roth IRA. The borrower will need to be informed that the note has been assigned to
your Solo 401k and payments made to the Solo 401k going forward. The IRA custodian will need to report the rollover
on a 1099-R.



Learn More!

Contact Us:

 Business@mysolo401k.net
 (800) 489-7571
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