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More retirement plan flexibility gives entrepreneurs relief
Several plans can be combined in one packaged design

Capital. Time. Sweat. Forgoing
personal time with friends and
family. Immense amounts of risk.
Those are just some of the require-
ments for any business owner: Still,
even the success stories have no
guarantee of mate-
rial comfort.
Proper succession

and retirement plan-
ning, buy/sell agree-
ments and capital
structures can cer-
tainly enhance an
exit strategy. But BENEFITS
many principals still PLANS
feel it's too little re-
turn for the effort. MfVolimer
Those maxing out

the IRS individual
savings limit of $42,000in their re-
tirement plans need not sing the
blues. In recent years, the IRS has
increased the flexibility of retire-
ment plan designs. enabling larger
owner contributions. Depending
on the business's demographics,
combining multiple plans in one
packaged design provides an op-
portunity for those looking to do
more.
Traditional retirement plans can

be compared to an hourglass. So
long as savings accrued at the top,
those same opportunities trickled
down to employees. The problem
occurred when the hourglass was
turned on its side. Lackluster

employee participation limited
the savings potential for owners.
Recent IRS changes permit owners
to stand the hourglasses back on
end, placing the savings opportu-
nities for principals on top, while
enabling employees to continue
saving.
First, changing a 401(k) plan to

a safe harbor 401(k) enables own-
ers to defer the maximum amount
of salary regardless of employee
participation. In return, owners
make a minimal contribution to
all eligible employees following a
year of service.
Next, owners may add a new

comparability profit-sharing plan,
allowing additional tax-deferred re-
tirement contributions. These plan
designs are advantageous since
they permit significant benefits to
the owner, while requiring mini-
mal employer contributions to em-
ployees. Finally, these designs can
be easily coupled with a defined
benefit pension plan.
Defined benefit plans provide

a pre-determined annual benefit
upon retirement. Projected con-
tributions to the plan, as deter-
mined by an actuary, are based
upon age, compensation and
length of service. While each
employee is eligible for the plan,
the benefits from the plan may
be offset by contributions made
to the profit-sharing plan. That

is, if contributions from the prof-
it sharing plan can be shown to
meet each employee's retirement
needs, then they do not receive
a defined benefit contribution.
Ideally; only the owner will not
have his retirement needs met by
the profit-sharing contribution
and so will
be the sole
recipient
of a defined
benefit con-
tribution.
While this

integrated
design can
provide
enormous
benefit to
the own-
er, it is not
without risk. •
The plan is retirement
predicated
upon actu- plans need
arial mod-
eling that not sing the
relies upon
specific bl
rates of long- ues.
term return. -
While projections should always be
conservative, the risk is that actual
performance does not match the
necessary performance, requiring
the employer to make additional
contributions into the defined ben-
efit and profit-sharing plans.
Further, if an employee leaves,

and her profit-sharing benefit is

Those maxing
out the IRS
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Reprinted with permission from the Business Courier, ©200S

FEATHERINGTHENESH
Plan designs now exist that al-
low larger owner contributions.
A safe harbor 401(k) can be com-
bined with a profit-sharing plan
and a defined benefit plan.

less than what the defined benefit
should have been, the employer
must make up that difference.
Like anything else, this integrat-

ed retirement plan design requires
cost.benefit analysis on behalf of
the principals. However, this type
of plan can bring enormous val-
ue to business owners, including
medical and dental arts practitio-
ners, attorneys and other profes-
sionals who:
• Seek to dramatically increase

retirement savings in a relatively
short amount of time,
• Seek to shelter more salary

from income taxes,
• Have reached an age of 40 or

older,
• Plan to retire over the next 15

years.
Bottom line? With a little time

and effort, business owners can
dramatically enhance the means
by which they save for retirement,
while also increasing their annual
tax break. That's music to self-em-
ployed ears.

Vollmer is a financial consultant with the Cornerstone
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