
CASH BALANCE PLANS

what is a cash balance plan?
A Cash Balance Plan is a type of qualified plan in which the employer guarantees a contribution level and a 
minimum rate of return. A Cash Balance Plan has many characteristics of both a Defined Benefit Plan and a 
Defined Contribution Plan. A Cash Balance Plan requires Actuary Certification and is subject to minimum 
funding requirements.

CASH BALANCE PLANS VS TRADITIONAL DEFINED BENEFIT PLANS:

800.577.1152 / crs401k.com

WHY HAVE A CASH BALANCE PLAN? WHO IS A GOOD CANDIDATE?

Significant tax savings for owners
Participant statements look and 
feel similar to 401(k) Plans
Creditor protection
Significantly higher contribution limits 
than regular Defined Contribution plans
Benefits are generally portable

Medical or dental groups
Sole Proprietors
Highly profitable small businesses
Larger companies with specific 
goals targeting key employees
Higher contributions for business 
owners than what a DC plan can allow

EASY COMMUNICATION

AGE NEUTRAL FOR STAFF

INCREASED FLEXIBILITY

CONSISTENT
BENEFIT GROWTH

Benefit is a lump sum amount instead of a monthly 
amount payable for life beginning at retirement.

Employees of different ages who have the same 
compensation can receive the same allocation.

Increased flexibility if annual allocation is based 
upon current compensation.

Lump sum amounts do not fluctuate based upon 
changes in treasury or Corporate Bond yields.



CASH BALANCE PLANS - faq’s

- Each participant’s “account” receives an annual contribution
credit (a percentage of compensation or a flat dollar amount)
and interest credit.

- Since increases and decreases in the value of the plan’s
investments do not directly affect the benefit amounts promised
to participants, the employer bears the investment risks/gains on
plan assets.

- Employers contribute to a pooled account and control the
account’s investment options.

- Employees are not permitted to contribute.

- Highly compensated employees and those closer to
retirement benefit most. This generally includes owners
and key employees.

- Plan must pass non-discrimination testing, like any other
retirement plan.

- Employers typically offer a 401(k) / profit sharing plan that runs
in coordination with a cash balance plan to give maximized tax
savings.

HOW DOES A CASH BALANCE ACCOUNT GROW? WHERE ARE CONTRIBUTIONS INVESTED?

Contribution Credits:
Specific contribution crediting rates determined 
by a formula in the plan document.

Interest Credits:
The rate at which the plan guarantees interest on
the accumulated contribution credits. This is not
dependent on the plan’s investment performance.

HOW DOES A 
CASH BALANCE PLAN 
WORK?

An employer should work with its financial 
advisor, accountant, and investment manager 
to determine the most appropriate investment 
strategy given the sponsor’s risk tolerance and 
cash flow.

There are limited restrictions on the types of 
investments permitted in retirement plans. 
Non-brokerage investments, like real estate, 
must be approved and easily valued at 
least annually.

NAME AGE COMP 401K NE SH PROFIT SH. CASH BAL. TOTAL

Owner 1
Owner 2

Employee1
Employee2 
Employee3

Total
% Owners

55
45

45
35
25

290,000
290,000

50,000
35,000
25,000

690,000

208,000
126,000

1,000
1,000
1,000

337,000
99%

255,790
157,550

4,435
3,405
2,718

423,897
98%

26,000
19,500

0
0
0

45,500
100%

0
0

1,500
1,050
750

3,300
0%

21,790
12,050

1,935
1,355
968

38,097
89%


