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A R ECENT STUDY by Willis Towers
Watson highlighted that more Americans
are planning to retire after reaching age
65 than ever before.  As the baby boomer
generation ages, the media has focused on
that age group’s inability to successfully
prepare for retirement.  In 2014, more than
46 million people turned age 65.  However,
the average amount saved for retirement for
55 to 64 year olds was only $104,000.

Business owners and entrepreneurs
suffered serious financial setbacks during
the 2008 financial crisis. Eight years later,
many have recovered and are now looking
for ways to improve their financial security
and are focusing on maximizing their
retirement plan savings.

Cash balance pension plans have
changed the landscape of retirement

planning for many business owners, al-
lowing them to maximize or catch up on
retirement savings, reduce taxable income,
and take advantage of asset and creditor
protection strategies.

What is a Cash Balance Plan?
First introduced in the mid-1980s, these
plans were used sparingly and didn’t catch
on until certain legal issues were clari-
fied in the 2006 Pension Protection Act,
2010 IRS Cash Balance regulations and
2014 Final IRS Cash Balance regulations.
According to the Kravitz 2016 National
Cash Balance Research Report, during the
14 years from 2001 to 2015, cash balance
plans soared 1,035 percent, had a com-
bined value greater than $1 trillion, and
represented more than 29 percent of all

defined benefit plans.
Cash balance pension plans are em-

ployer-sponsored retirement plans that
incorporate elements from traditional
defined benefit plans along with the flex-
ible characteristics of defined contribution
plans (401k).  These hybrid plans provide
the ability for high-income business owners
and partners in professional service firms to
save upwards of $261,000 annually based
upon demographics and plan design.

Similar to traditional defined benefit
plans, employers make contributions for
the benefit of each employee.  However,
instead of using an actuarial rate of return,
the employer makes two contributions
for each employee.  The first is a pay
credit, which is either a fixed amount or a
percentage of annual compensation.  The
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second contribution is an interest credit
rate (ICR), which is typically set to equal
the actual rate of return of the portfolio,
thereby reducing the investment risk of
market volatility and the possibility of hav-
ing an underfunded plan.

Another defining difference is that a
hypothetical account is maintained for
each employee.  Contributions are recorded
into these accounts, providing employees
with the ability to understand their benefits
as a hypothetical account balance, similar
to a 401(k) account, instead of a specific
monthly benefit upon retirement.

Benefits of Cash Balance
Pension Plans

• Not all participants are equal. Plans 
can be designed to maximize benefits
to owners, while minimizing contri-
butions to other employees.  Since
contributions are age-based, older busi-
ness owners may be able to contribute
as much as $261,000 annually and reap
upwards of 90 percent of the benefits
of the plan.

• Income tax reduction strategies. 
Contributions to retirement plans
reduce your taxable income dollar for
dollar.  With a 39.6 percent maximum
federal tax bracket, along with ad-
ditional taxes on earned income over
$200,000 ($250,000 married, filing
jointly) for Medicare and Obamacare
surcharges, the income tax savings
for high-income earners could be
significant.

• Asset protection. All qualified pen-
sion plans are protected under the
Employee Retirement Income Security
Act of 1974 (ERISA).  The ability to
accumulate large sums makes these
plans particularly attractive to doctors,
lawyers and entrepreneurs.

• Eliminate the potential of an under-
funded pension liability.  Regulatory

revisions allow the plan’s ICR to equal
the plan’s actual rate of return, thereby
eliminating a plan’s ability to be
underfunded due to market declines.
The plan’s assets must be adequately
diversified.

• Federal guarantee. As with all pen-
sion plans, cash balance plans can be
guaranteed by the Pension Benefit
Guaranty Corporation for a nominal
fee.

• Portability and value.  IRS regula-
tions allow for a maximum accumula-
tion of $2.5 million.  After a three-year
vesting period, account values can be
rolled over to an Individual Retirement
Account (IRA) or a lifetime annu-
ity can be purchased.  Knowing the
market value of your retirement benefit
makes planning more meaningful and
easier to understand.

Is a Cash Balance Plan Right
for You?
While some Fortune 500 companies have
converted their traditional pension plans
to cash balance, small and medium-sized
businesses have contributed most to the re-
cent popularity of these plans.  Companies
with 100 employees or less now represent
91 percent of all cash balance pension
plans.  The largest growth segment has
been with businesses employing less than
25 people.

Cash balance plans are ideally suited for
businesses that have consistent cash flow
and are highly profitable.  Based on the
2016 Kravitz report, more than 50 percent
of all plans are represented by doctors/den-
tists (37 percent) and lawyers, accountants
and financial services firms (17 percent).
A variety of other businesses make up the
remaining percentage.

To maximize their effectiveness, more 
than 95 percent of these plans are combined 
with 401(k), profit sharing and other defined 

contribution plans.  This allows for plans 
that are maximized for the benefit of the 
business owner, while creating an effective 
tool to help recruit and retain employees.

Global uncertainty from Brexit and the 
presidential elections, along with the direc-
tion of interest rates in the U.S. and negative 
interest rates in many of the international 
markets is anticipated to keep market volatil-
ity elevated.  Cash balance pension plans 
represent an opportunity for business owners 
to take advantage of enhanced tax savings, 
maximizing their retirement savings and 
protecting their assets.  

Because all qualified retirement plans are 
subject to a myriad of regulatory issues, we 
recommend engaging a qualified third-party 
actuary to design a plan to meet your needs.

Calamos Wealth Management’s South Florida-
based Senior Wealth Advisors Richard A. 
Gotterer, Joseph P. Nader and Scott A. Poulin 
each bring more than 25 years of experience in 
providing wealth management and advisory 
services to affluent individuals, families and 
foundations in the greater Miami/South
Florida area. The firm can be contacted at 220 
Alhambra Circle, Suite 300, Coral Gables, FL
33134; 305.699.0008; 
www.calamoswealthmanagement.com.

Sources: Willis Towers Watson; U.S. Department
of Health and Human Services – Administration
on Aging (AoA); U.S. Government Accountability
Office; Kravitz 2016 National Cash Balance
Research Report

Opinions and estimates offered constitute our
judgment and are subject to change without notice.
This material has been prepared for informational
purposes only, and is not intended to provide, and
should not be relied on for, accounting, legal or
tax advice. We believe the information provided
here is reliable, but do not warrant its accuracy or
completeness. Calamos Wealth Management, LLC is
neither a law firm nor a certified public account-
ing firm and no portion of the content should be
construed as legal or accounting advice.
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Reprinted with permission from South Florida Legal Guide. 
Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no 
assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended 
or undertaken by Calamos Wealth Management LLC), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable,
equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Moreover, you should not 
assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Calamos Wealth 
Management LLC.  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. If you are a Calamos Wealth Management LLC  client, please remember to contact Calamos Wealth 
Management LLC, 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. A copy of the Calamos Wealth Management LLC’s current written disclosure statement discussing our advisory services and fees 
is available upon request.


