
Deciding on the Appropriate Plan Involves
An Examination of Your Tax Objectives

Clients ask this question again and
again. Which is better-a profit shar-
ing or a pension plan?

Almost always a financial analyst
will respond to this question with two
questions of my own: (1) What do
you want to accomplish? . . . and . . .
(2) Do you want to favor the highly
paid people?

Most contractor clients respond in
essence that they would (1) Like to
put away as much as the law allows or
as much as they can afford and (2)
Like to eliminate or reduce the
amount that must be put away for
line and low paid employees. If that
sounds like your objectives, you are
not a Scrooge—you are typical.

In most cases the client’s objectives,
as stated, can be accomplished best by
a “pension plan.”In this article these
words will always mean a “defined
benefit pension plan.” (There are
other types of pension plans.) First, a

clear warning—this entire subject is
extremely complex and interwoven
with a tough fabric of traps and ex-
ceptions. The purpose here is to show
the results that can be attained rather
than go too deeply into the technical
“how to.” A simple plan proposal
should set the stage.

The contribution to the profit shar-
ing plan—$20,000—is obviously
divided up using salary as the sole
criteria. For example, Tarzan got
15% ($30,000) of the total ($200,000)
compensation so he get 15% ($3,00)
of the total contribution ($20,000).
Simple enough.

How was the contribution to the
pension plan determined? In a word,
actuarially.

The contribution could have been
more or less depending on a large
number of variables allowed under
the law. Some of the most important
variables are (1) Age—The older a

PLAN PROPOSAL:

Contribution to Plan

Participant A g e
B o s s 55
Son 25
Tarzan 4 5
Jane 30

Annual
Compensation

$100,000
55,000
30,000
15,000

Profit
Sharing
$10,000

5,500
3,000
1,500

Pension
$27,455

1,557
2,310
none

Total $200,000 $20,000 $31,322
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participant, the higher the contribu-
tion; (2) Social Security Integration
Level—Generally, for 1981, contribu-
tions for any employee earning
$29,700 or less can be eliminated from
the plan; (3) The Actuarial Assump-
tion—The lower the rate of earnings
assumed for the funds to be put in the
plan, the greater the amount of con-
tributions required.

In the example, four variables in-
fluenced the contribution—compen-
sation and the three variables listed
above. And there are more vari-
ables—like age of retirement, turn-
over and mortality.

Actually, the many variables and
intricacies are what usually makes a
pension plan the “best” choice.

What is even more important is
that a pension plan—in the hands of a
qualified professional—is a flexible
and desirable tax-saving device for
every profitable business. You can
almost always tailor your plan to fit
both your pocketbook and your ob-
jectives. For example, every figure in
the “Pension” column of the “Plan
Proposal” usually can be adjusted to
your liking.

ADVICE: See a qualified profes-
sional He can help you build your
own tax shelter in the form of a pen-
sion plan.
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