
Cash Balance Plan

What is a Cash Balance Plan?

A cash balance plan is a type of defined benefit plan that resembles a 401(k) plan; however, allows contributions that typically far exceed the 
limits of a 401(k) profit sharing plan. An employer credits a participant’s account with a set percentage of his or her annual compensation 
plus interest charges. The plan guarantees a benefit amount to covered employees on the basis of a known formula. The unique nature of a 
cash balance plan is that benefits are defined as a lump sum – the “cash balance” of a covered employee’s account – rather than as a periodic 
payment to be received during retirement.

Who is it for?

• Are interested in providing a layer of benefits to supplement a 401(k) plan.
• Want to recognize key players with contributions in excess of 401(k) plan limits.
• Interested in providing contributions for specific groups of participants.
• Looking for tax-efficient business ownership transfer strategies.

What are the benefits?

• Retirement savings amounts may be advanced for specific employees.
• Increased tax-deductible contributions may be made compared to those permitted for defined contribution plans.
• Tiered benefit levels, attracting professional groups and partnerships with multiple levels of compensation and ownership among owners.
• Participant does not face investment risk.
• Account balances are easier to understand and have more meaning to participants, in comparison to benefits under traditional defined

benefit pension plans.

Limits on Employee Contributions:

None.

Limits on Employer Contributions:

Contributions are determined by an actuary and are based on the plan’s cash balance obligation, required funding rules, actual investment 
and actuarial experience such as pay increases, turnover, anticipated mortality, etc. Generally, the cash balance crediting formula is limited 
to providing a projected lump-sum benefit that does not exceed 100% of average pay limited to $230,000 if converted to an annuity.
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What are some features?

• Higher contributions (can exceed the 401(k) plan maximum).
• Hypothetical accounts are accessible by participants, and function similarly to profit sharing accounts.
• Accounts credited with an interest credit and an employer contribution credit (may be fixed or variable).
• Upon termination, participants are eligible to see the account balance.
• Promised benefits must be paid each year and funded fully by the employer.
• Participant receives an annual statement that shows an account balance.




