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For many business owners, a 401(k) plan is the cornerstone of their retirement
program. But as a business becomes more profitable, owners may find that the 401(k)
contribution limits do not allow them to save as much as they would like. That is
where a cash balance plan may come into the conversation.

A cash balance plan is a type of defined benefit pension plan that can be added alongside an existing 401(k). In the right
situation, it may allow business owners and other key employees to make significantly larger retirement contributions
while also creating additional tax deductions for the business.

WHEN MIGHT IT MAKE SENSE?

Cash balance plans are often most attractive for businesses that share a few common characteristics:

- The owners are already maximizing their 401(k). If owners are consistently reaching the contribution limits in
their 401(k), a cash balance plan may provide an additional way to save for retirement.

- The business has strong and predictable cash flow. Unlike some employer contributions to a 401(k), cash
balance plans generally involve an ongoing funding commitment. Businesses should be comfortable making
contributions over multiple years.

- The owners are older than many of the employees. Because of the way defined benefit plans are structured,
older owners may be able to receive larger annual contributions than younger employees. This can make cash
balance plans particularly attractive for professional practices and closely held businesses.

- The business is looking for larger tax deductions. Employer contributions to qualified retirement plans are
generally tax deductible, subject to applicable rules and limits. For a highly profitable business, adding a cash
balance plan can potentially create a meaningful deduction while helping owners accelerate retirement savings.

A cash balance plan usually does not replace a 401(k). Instead, the two plans are designed to work together. A company
may have a 401(k) plan that allows employees to defer salary, an employer match or profit-sharing contribution, and a
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separate cash balance plan funded by the employer.

When properly designed, the combination can provide substantial retirement benefits for owners while continuing to
provide meaningful benefits to employees.

Cash balance plans can be powerful, but they also bring additional complexity. They require annual actuarial calculations,
ongoing funding, and careful coordination with the company’s 401(k) plan. Investment strategy is also important because
the employer bears more of the investment and funding risk than it would in a traditional 401(k). For these reasons, cash
balance plans are typically designed with input from a financial advisor, TPA, actuary, and tax professional.

The bottom line is that a cash balance plan may be worth exploring when a business is consistently profitable, owners
want to save more than the 401(k) allows, and the company is comfortable making ongoing retirement plan
contributions. The best starting point is often a plan design illustration. This can show the potential contributions for
owners and employees and help determine if the economics make sense before the company moves forward.

Grimes & Company has a dedicated team that specializes in providing investment advisory services to retirement plan
fiduciaries and their employees. We assist clients with investment selection and monitoring, fee benchmarking, plan
design and employee education, so please reach out with any questions as to how we can help you achieve your
goals. goals.

IMPORTANT DISCLOSURES:

Past performance is not indicative of future results. Different types of investments involve varying degrees of risk. Therefore, there can be no assurance that the future
performance of any specific investment or investment strategy (including the investments and/or investment strategies recommended and/or undertaken by Grimes &
Company Wealth Management, LLC [“Grimes”]), or any non-investment related content, made reference to directly or indirectly in this blog will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing
market conditions and/or applicable laws, the content in this blog may no longer be reflective of current opinions or positions. Moreover, you should not assume that any
discussion or information contained in this blog serves as the receipt of, or as a substitute for, personalized investment advice from Grimes. To the extent that a reader has
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of
his/her choosing. No amount of prior experience or success should be construed that a certain level of results or satisfaction will be achieved if Grimes is engaged, or
continues to be engaged, to provide investment advisory services. Grimes is not a law firm and does not provide legal advice. Grimes is not a certified public accounting firm.
Grimes is affiliated with S&C Tax Advisors, which provides tax preparation and related tax services. Tax services provided by S&C Tax Advisors are separate and distinct from
the investment advisory services provided by Grimes and are subject to a separate engagement. Clients are under no obligation to engage S&C Tax Advisors and may obtain
tax preparation or other tax services from any provider of their choosing. Information provided by Grimes regarding tax matters in connection with its investment advisory
services should not be construed as individualized tax advice or a substitute for services provided by a qualified tax professional. Grimes is not an insurance agent. Grimes
Representatives may, however, separately provide insurance products and services through our affiliate, Grimes Wealth Protection Group, LLC. If the client desires, one of
Grimes’ representatives, acting in their capacity as a representative of Grimes Wealth Protection Group, LLC or in their separate licensed individual capacities, can be engaged
to provide insurance sales/services as described on Grimes’ written disclosure Brochure per the terms and conditions of a separate engagement. Grimes is affiliated with
Grimes Trust Services, a corporate trustee that offers trustee services under a separate engagement. Clients are under no obligation to retain Grimes Trust Services for
trustee services. Any information provided by Grimes regarding trust matters in connection with its investment advisory services should not constitute trustee services and
be considered a substitute for services provided by a qualified professional. Nothing contained herein should be construed as the receipt of, or a substitute for, personalized
investment advice from Grimes. A copy of our current written disclosure Brochure discussing our advisory services and fees is available for review upon request or
athttps://www.grimesco.com/form-crs-adv/ Please Note: Grimes does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or
relevance of any information prepared by any unaffiliated third party, whether linked to Grimes’ web site or blog or incorporated herein, and takes no responsibility for any
such content. All such information is provided solely for convenience purposes only and all users thereof should be guided accordingly. Please Remember: If you are a
Grimes client, please contact Grimes, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of
reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment
advisory services. Unless, and until, you notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Please Also Remember to advise us if
you have not been receiving account statements (at least quarterly) from the account custodian.
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