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Concerned about Potential Income Tax Increases?

Consider supercharging your 401k plan by combining it with a Cash Balance plan

Common 401k Plan Design

Many 401k plans are designed as safe harbor 401k plans enabling the highly compensated Owner/Partners to make
maximum salary deferrals. Maximum contributions into a 401k plan are limited to $49,000 ($54,500 for those over 50
years old). Example | contains key elements of this plan design.

Salary Safe Profit Total Target &
Age Salary Deferral Habor Sharing ER
Owner 1 38| $245000 | $ 16,500|% 7,350 % 25150 $ 49,000
Owner 2 48| $ 245000 | § 16,500|% 7,350 % 25,150 | $ 49,000
Owner 3 55/ $ 245,000 | $ 22000|% 7,350 % 25,150 | § 54,500
Owner 4 59) $ 245,000 | $ 22000(% 7,350 (% 25,150 [$ 54,500
Manager 31| $ 245,000 ($ 16500 (% 7,350 | % - $ 7,350
Asst Manager| 31|$ 90,000|$ 4,500|% 2700(% 1,800 $ 4,500
Asst Manager| 30| $ 93698 |% 1456|3% 2811|$ 1874 % 4,685
Office Manger 29| $ 55,000 (% 5 $ 1650($ 1,100($ 2,750
Employee 1 41| $ 35,000 | $ - $ 1,050|% 700 | $ 1,750
Employee 2 28| $ 30,000 % - $ 900 [ $ 600 | $ 1,500
Employee 3 241% 35,000 $ - $ 1,050 (% 700 | $ 1,750
Employee 4 22|$ 25,000 (% - $ 750 | $ 500 | $ 1,250
$ 99,456 | $ 47,661 |$ 107,874 |$ 232,535
Percent to Target Group 89.0%
[ 1
Target employee deferrals (Owners 1-4) are used in percent to target group computations

Safe Harbor 401k Plan - Example |

The partners will defer (assuming a 35% marginal tax bracket) just under $81,500 of income tax. Not bad. What if the
partners in the above example produce an additional profit of several hundred thousand dollars? What if the partners
desire to reduce their tax bill even more significantly? What if the partners desire to save more for retirement?

Enter the Cash Balance Combo Plan. By combining the 401k plan and Cash balance plan we might be able to
significantly increase tax deferred contributions.

What is a Cash Balance Plan?

A Cash Balance plan is a type of Defined Benefit plan but operates on very different rules. In a Cash Balance plan a
target cash balance at retirement age is identified (e.g. $1,500,000) versus a target defined benefit (e.g., $16,000 per
month for life). Contribution amounts are determined by formula and each year an actuary needs to perform computations
to identify subsequent contribution amounts. Because of the way Cash Balance plans work, younger Owner/Partners are
able to contribute significantly higher amounts than many other plan types. The effectiveness of the plan design depends
on many factors like the demographics of your organization, normal retirement age, and others.
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