LAW PRACTICE MANAGEMENT

ATTORNEY RETIREMENT PLANS—
Do You Need More Than a 401(k)?

Sonia Agee, Kelly Trevethan, and Dan Kravitz
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age of pay; and the second is the interest rate based on
those contributions, which is not dependent on the plan’s
investment performance. The rate of return changes each
year as a floating benchmark and for many plans is equal
to the yield on the thirty-year treasury bond, which in
recent years has been around 4.5 percent.

Each participant has an account, similar to a 401(k) or
profit sharing plan account. Once participants terminate
employment, they are eligible to receive the vested por-
tion of their account balance, which is determined by
the plan’s vesting schedule. The plan actuary maintains
the accounts and generates annual statements for
the participants.

The types of businesses for which cash balance plans are
best include professional service businesses such as law
practices, medical groups, and CPA firms where there are

ance plans are often established for the benefit of share-
holders/partners, employees also benefit. Such plans nor-
mally provide a minimum contribution of 5 to 7 percent

of pay for the firm’s staff.

Law practices that have demonstrated consistent prof-
it patterns are well suited for cash balance plans. Be-
cause a cash balance plan is a defined benefit plan with
required contributions, a consistent cash flow and profit
are important.

If the annual contributions must change, the cash balance
plan has to be amended. Although law practices can des-
ignate different contribution amounts for various partici-
pants, the frequency of amendments to change benefits
may be restricted if a business reason is not valid.

One of the most attractive benefits of the cash balance

Law practices that have demonstrated consistent profit patterns are well suited
for cash balance plans. Because a cash balance plan is a defined benefit plan
with required contributions, a consistent cash flow and profit are important.

a number of shareholders/partners who are at their 401 (k)
and profit sharing contribution limits. Companies have
implemented approximately 5,500 cash balance plans na-
tionwide with about 9 percent of those plans installed in
law firms.

Law practices that are good candidates for cash balance
plans have one or more of the following characteristics:
The firm’s shareholders/partners desire to contribute more
than the $49,000 per year allowed by a 401(k)/profit
sharing plan. Those who have seen their retirement plan
assets decline may want to make up the losses quickly.
Also, those who may have neglected their personal pen-
sion plans while they were building their law practices
may need to catch up on their retirement savings. A cash
balance plan allows for both an acceleration of savings and
a large tax deduction.

Other ideal candidates are law practices that are already
contributing 3 percent or more to employees™ retirement
accounts or are at least willing to do so. While cash bal-

plan is the tax advantage. Contributions are not taxed
when they go into the plan. Interest on the investment
is not taxed as it is earned, so the investment grows tax-
deferred. Only when a distribution is made is the money
taxed, which gives groups a substantial tax benefit.

This planning must be reviewed with your tax and fi-
nancial advisors to ensure it is the right match for your
practice, but for law firms with shareholders/partners
who are interested in increasing their pretax contributions
to pension plans, the cash balance plan may be an excel-
lent vehicle.
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tax-oriented planning for businesses, corporations, and in-
dividuals. Kelly Trevethan, CIMA, is managing director
of Trevethan Capital Partners in San Francisco. Daniel
Kravitz is president of Kravitz, Inc., a leader in cash balance
plan design.
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