Howu High-Earning Real Estate Professionals
Can Slash Six Figures Off Their Tax Bill—

Leqgally

For high-earning real estate professionals facing substantial tax burdens, cash balance plans offer a powerful yet underutilized
strategy to legally reduce tax liability by six figures annually. This comprehensive guide explains how these sophisticated retirement

vehicles work, why they're particularly valuable for real estate professionals with significant income, and the step-by-step process

to implement this strategy while maintaining full compliance with IRS regulations.



The Sik-Figure Tax Burden Facing Real Estate
Top Earners

High-earning real estate professionals—whether top- Adding to these concerns, the IRS has recently increased its
producing agents, brokers managing large teams, or principals focus on high-income filers. With enhanced funding from the
of successful firms—face a substantial tax burden that can Inflation Reduction Act, the agency has publicly stated its
easily reach six figures annually. With federal income tax intention to increase audit rates for those earning over
brackets exceeding 35% for high earners, plus state income $400,000 annually—a threshold many successful real estate
taxes in many jurisdictions, these professionals often see professionals exceed. This heightened scrutiny makes it even
nearly 40 cents of each dollar earned going directly to tax more important to implement legitimate tax strategies rather
authorities. than aggressive positions that might invite unwanted
attention.

The commission-based and transactional nature of real estate
income exacerbates this issue. Unlike W-2 employees with
predictable withholding, real estate professionals often receive
large lump-sum payments throughout the year. This irregular
income pattern, combined with self-employment taxes of
15.3% on the first $160,200 (for 2023), creates a perfect storm

of tax liability.
35%+ 15.3% $100R+
Federal Tax Rate Self-Employment Tax Annual Tax Burden
Typical federal tax bracket for high- Additional tax on the first $160,200 of Common tax liability for top real estate

earning real estate professionals self-employment income (2023) producers and brokers



Introducing Cash Balance Plans: Advanced

Tax% Shelter Strategies

Cash balance plans represent one of the most powerful yet underutilized tax-advantaged retirement vehicles available to high-

income real estate professionals. Unlike more familiar options like 401(k)s or SEP IRAs, cash balance plans belong to a category

known as "defined benefit plans," functioning essentially as a personal pension system that can dramatically reduce current tax

liability while building substantial retirement wealth.

Defined Benefit Structure

Functions as a personal pension where
the employer (you or your firm)
promises a specific benefit at
retirement, based on a formula
considering age, compensation, and

years of service

Actuarially Determined

Contribution limits are calculated by
actuaries based on participant age,
income, and targeted benefit at
retirement, allowing older, high-
income individuals to contribute

significantly more

oll0

Employer-Funded

Contributions come from the business
entity rather than individual salary
deferrals, making them fully tax-
deductible business expenses that

reduce current year taxable income

Hybrid Features

Combines traditional pension security
with modern 401(k)-style account
statements, providing participants
with clear visibility into their growing

retirement balance

What makes cash balance plans particularly attractive is their ability to accommodate much larger annual contributions than other

retirement vehicles—often $200,000 or more for professionals in their 50s and 60s. These contributions are immediately tax-

deductible, creating a powerful mechanism for high-income real estate professionals to legally shelter substantial portions of their

earnings from immediate taxation.



Cash Balance Plans vs. Traditional
Retirement Plans

To fully appreciate the tax advantages of cash balance plans, it's essential to understand how they compare to more familiar
retirement savings options. While traditional vehicles like 401(k)s and IRAs serve many investors well, they impose strict

contribution limits that severely restrict their tax-sheltering potential for high-income professionals.
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Contribution Limits

While 401 (k) plans will allow
contributions of up to $70,000 per
year in 2025 ($77,500 with catch-
up provisions for those over 50),
cash balance plans can
accommodate contributions
exceeding $300,000 annually for
older, high-income participants.
This dramatic difference creates
an enormous tax-sheltering

advantage.

Tax% Treatment

Like other qualified retirement
plans, cash balance plans allow
assets to grow tax-deferred until
distribution. However, unlike
taxable investment accounts
where gains trigger annual tax
liability, all growth compounds
without immediate tax
consequences, significantly
enhancing long-term

accumulation potential.

Risk Structure

In a 401(k), participants bear all
investment risk. If markets
decline, their account values fall
accordingly. Cash balance plans
shift this risk to the employer,
who must fund the promised
benefit regardless of investment
performance—though this is less
concerning when the employer
and beneficiary are the same
person (as with many real estate

professionals).

This contribution differential is particularly valuable for high-earning real estate professionals who often experience income
fluctuations based on market conditions and deal flow. In high-income years, cash balance plans allow these professionals to

shelter substantially more income than would be possible with traditional retirement vehicles alone.



Howu Cash Balance Plans Deliver Mlassive,
Legal Tax Savings

The tax advantages of cash balance plans operate through multiple mechanisms, creating both immediate tax reduction and long-

term wealth accumulation benefits for high-earning real estate professionals. Understanding these mechanisms is crucial for those

considering implementing this strategy.

Business Tax Deduction

Contributions to a cash balance plan
are considered legitimate business
expenses, fully deductible against the
current year's income. For real estate
professionals operating as sole
proprietors, partnerships, or S-
corporations, these deductions flow

directly to their personal tax returns,

reducing adjusted gross income (AGl).

Tax-Deferred Qrouvuth

Once inside the plan, all investment
gains—whether from interest,
dividends, or capital appreciation—
grow without generating annual tax
liability. This tax-deferred
compounding dramatically accelerates
wealth accumulation compared to
taxable accounts where investment

returns face annual taxation.

O

Strateqic Distribution
Planning

When distributions eventually occur
(typically during retirement),
participants often find themselves in
lower tax brackets than during their
peak earning years, creating additional
tax efficiency. Various distribution
strategies can further optimize the tax

treatment of withdrawals.

Perhaps most powerful for high-income real estate professionals is the ability to combine cash balance plans with other retirement

vehicles. By implementing both a cash balance plan and a 401(k), for example, participants can potentially shelter $350,000 or more

annually from taxation—a strategy sometimes referred to as a "super-charged retirement plan."

This layered approach creates a tax deduction large enough to potentially drop participants into lower tax brackets, reducing not

only the tax on their remaining income but potentially qualifying them for additional tax benefits that phase out at higher income

levels. For many real estate professionals with volatile income patterns, this strategy provides invaluable flexibility to manage tax

liability in particularly profitable years.



Real Estate Professionals: Case Study and
Investment Integration

Case Study: Broker with $400,000 Annual
Income

Consider Jennifer, a 52-year-old real estate broker generating $400,000 in
annual income through her S-corporation. Before implementing a cash

balance plan, her tax situation looked like this:

Gross Income $400,000
This example demonstrates how Jennifer not
Standard 401(k) Contribution ($77,500) only shelters $250,000 from immediate taxation
but also drops into a lower tax bracket on her
Adjusted Gross Income 3322,500 remaining income, creating compound tax
benefits. While the exact savings will vary based
Estimated Federal Tax (35% $112,875 o .
on individual circumstances and state tax rates,
bracket)

the potential for six-figure annual tax reduction

is clear.
After implementing a cash balance plan allowing a $250,000 annual

contribution:

Gross Income $400,000
401(k) Contribution ($77,500)
Cash Balance Plan Contribution ($250,000)
Adjusted Gross Income $72,500
Estimated Federal Tax (22% $15,950
bracket)

Tax Savings $96,925

Investment Integration for Real Estate Professionals

Cash balance plans offer particular appeal to real estate professionals because of potential investment synergies. While plan assets
must be managed according to fiduciary standards, they can potentially include certain real estate-related investments, creating

alignment with professionals' existing expertise. Options may include:

e Publicly traded REITs and real estate mutual funds
e Certain qualified non-publicly traded REIT investments
* Real estate debt instruments meeting ERISA standards

e Diversified portfolios with real estate allocations

This integration potential appeals especially to real estate brokers, developers, and syndicators already familiar with these asset
classes, though it's essential to work with qualified advisors to ensure all investments meet strict compliance requirements for

qualified retirement plans.



Steps to Set Up and Naxkimize a Cash
Balance Plan

Implementing a cash balance plan requires careful planning and coordination among several professional advisors. Unlike simpler
retirement vehicles like SEP IRAs or solo 401(k)s that can be established with minimal professional assistance, cash balance plans
demand specialized expertise to design, implement, and maintain properly.

Plan Design and Documentation

Initial Feasibility Analysis Once feasibility is established, your team will create a

Work with a qualified actuary and retirement plan specialist custom plan design addressing key variables:

to determine if your business structure, income level, and o
e Contribution formulas for owners vs. employees
age make you a good candidate for a cash balance plan.

This analysis should include projections of potential 0 IR0 3 (EUrEmIEn P

contribution levels and tax savings based on your specific * Vesting schedules and eligibility requirements

situation. e Investment policy guidelines

e Distribution options and timing

Ongoing Administration

Plan Implementotlon Cash balance plans require annual:

With design complete, your team will: ) L
e Actuarial certifications

e Draft formal plan documents compliant with IRS e Form 5500 filings with DOL/IRS

requirements o o )
e Nondiscrimination testing if employees are included

* File for IRS determination letter (recommended) I . t perf _
* Investment performance monitoring

e Establish trust accounts and investment platforms S
e Contribution timing management

e Communicate plan details to employees if applicable

When layering a cash balance plan with an existing 401(k), careful coordination is essential. While the combined vehicles create
powerful tax advantages, they also introduce complexity around testing requirements and contribution allocations. Most high-
income real estate professionals will need to provide some level of contribution for employees, though these can often be

structured to maximize owner benefits while maintaining compliance.

Plan setup costs typically range from $2,000-$5,000 for initial design and implementation, with ongoing administration fees of
$2,000-$3,000 annually—costs that are typically far outweighed by the tax savings for high-income professionals. Most importantly,

these costs themselves are tax-deductible business expenses, further enhancing the overall efficiency of the strategy.



Rey Compliance Considerations and Long-

Term Results

As with any advanced tax strategy, cash balance plans come
with important compliance considerations that must be
carefully managed to preserve their tax advantages. Because
these plans are qualified retirement vehicles under ERISA and
the Internal Revenue Code, they must adhere to strict

regulatory requirements.

Critical Compliance Elements

e Permanence requirement: Cash balance plans should be
established with the intention of being permanent, though
they can be terminated for valid business reasons. The IRS
generally expects plans to remain in place for at least 3-5

years.

e Nondiscrimination testing: If your firm has employees,
the plan must pass various tests ensuring it doesn't unduly
favor highly compensated employees. While techniques
exist to manage these requirements efficiently, they must

be executed properly.

e Annual funding obligation: Unlike 401(k)s where
contributions are optional, cash balance plans create a
legal obligation to fund the promised benefit. This makes
them best suited for businesses with consistent
profitability.

e Investment restrictions: Plan assets must be managed
according to fiduciary standards with appropriate
diversification and risk management. Self-dealing

transactions are prohibited.

Long-Term Wealth Impact

When properly implemented and maintained, cash balance
plans can create transformative long-term financial outcomes

for real estate professionals:

e Accumulation of $2-5 million+ in tax-advantaged

retirement assets within 10-15 years

e Reduction in annual tax liability by $50,000-$150,000 per

year for high earners

e Accelerated path to financial independence due to

combined tax savings and compounding

e Creation of a significant asset protected from business and

professional liability claims in many jurisdictions

For real estate professionals approaching their peak earning years, cash balance plans represent one of the most powerful tax

strategies available. By working with qualified advisors who understand both the opportunities and compliance requirements of

these sophisticated vehicles, high earners can legally redirect significant sums from tax payments to personal wealth—creating both

immediate tax relief and long-term financial security.

As with any advanced tax strategy, individual circumstances vary widely, and professional guidance is essential. However, for real

estate professionals generating consistent six-figure incomes who are seeking legitimate ways to reduce their tax burden while

building retirement wealth, cash balance plans merit serious consideration as part of a comprehensive financial strategy.



Oakwood Summit

www.oakwoodsummit.com

info@oakwoodsummit.com

Schedule a Consultation

The difference between a good retirement plan and a great one isn't just investment selection, it's strategic tax management that

compounds wealth exponentially over time.

The information provided on this website is for general informational and educational purposes only and is not intended to be, and should not be construed as,
legal, tax, investment, or accounting advice. You should consult your own legal, tax, and financial advisors before making any decisions based on the information
provided.Cash Balance Plan services offered through this site are provided as part of a consulting relationship and may involve coordination with third-party
actuaries, TPAs, and investment advisors. While we strive to ensure accuracy and compliance, we do not provide legal or tax filing services. All plan designs are
subject to IRS rules and Department of Labor regulations and may vary based on individual business circumstances.Past results are not a guarantee of future
outcomes. The value of tax savings and retirement benefits will vary depending on your income, entity structure, contributions, and overall financial strategy.This
website and its content are intended for use by business owners and financial professionals who understand the risks associated with retirement planning and tax
strategies. By using this site, you acknowledge that you have read and understand this disclaimer and agree to its terms.For specific advice tailored to your situation,
please schedule a consultation with a qualified advisor.
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