
Planning for retirement comes with a unique set of challenges for everyone, but often the focus is placed on 
individuals who struggle to save for retirement. What about the people who actively save and want to do more?

In this article I’d like to talk about Cash Balance (CB) plans and how they may help employers 
and top earners save upwards of $100,000 or more per year for retirement!

Retirement Planning:

UNIQUE CHALLENGES

CAN YOU 
DO MORE  
WITH CASH 
BALANCE?



CAN YOU DO MORE WITH CASH BALANCE? PAGE 2

Cash Balance FAQ

CASH BALANCE PLANS ARE 
NOT NEW, HOWEVER, IF 
THIS IS THE FIRST YOU ARE 
HEARING OF THEM... YOU 
ARE NOT ALONE. WE HAVE 
BEEN APPROCHED WITH 
A NUMBER OF QUESTIONS  
RECENTLY ABOUT THESE 
PLANS AND WOULD LIKE 
TO ANSWER SOME OF THE 
MOST FREQUENTLY ASKED. 

WHAT IS A CASH 
BALANCE PLAN?
Cash Balance plans are considered 
hybrid plans. They combine the high 
contribution limits of traditional 
Defined Benefit (DB) plans with the 
flexibility and portability of a 401(k). 

Whether due to the tax advantages 
or the rising number of baby boomers 
nearing retirement age with insufficient 
savings, new cash balance plans are 
rapidly growing. According to research 
from Kravitz, the popularity of CB 
plans is skyrocketing! A 2017 report 
shows double-digit annual growth 
almost every year since 2001, a 
fifteen-fold increase over 15 years.1 

1 Kravitz. “2017 National Cash Balance Research Report.” August 2017.

HOW DOES A CASH 
BALANCE PLAN 
WORK?
A Cash Balance plan is a type of 
Defined Benefit plan, which means 
that the employer annually funds 
the plan to achieve a pre-established 
benefit for participants at retirement.  
Cash Balance plans are considered 
“hybrid”’ and offer appealing features 
reflective of modern 401(k)s. 

The benefit grows in two ways: a 
Contribution Credit and an Interest 
Crediting Rate (ICR).  Simply stated, the 
Contribution Credit is the amount the 
employer contributes annually on behalf 
of the owners and participants. The ICR 
is the annual interest rate guaranteed 
by the employer (generally tied to an 
index such as the 30-year treasury rate).  
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2 Based on 2017 contribution limits and assumes a 45% tax bracket, varies by state. Taxes are deferred.

MORE BANG FOR 
YOUR BUCK

For many successful entrepreneurs, the annual 401(k) contribution 
limits just don’t cut it.  CB plans were designed to help maximize 
retirement savings and tax deductions for business owners and targeted 
employees; many calculators would boast that 4X greater tax deductions 
and savings rates can be realized than with a 401(k) plan alone.  

CB plans can help accelerate retirement savings by allowing generous 
contributions that increase with age. Many business owners can put away 
upwards of $200,000 annually in pre-tax funds when cash balance and 401(k) 
profit sharing contributions are combined. That’s right, more than $200,000!

IS A CASH BALANCE 
PLAN RIGHT FOR MY 
COMPANY?
The first question to ask when assessing if a cash balance plan is right 
for your company is: “Do we have regular, positive cash flow?” CB plans 
require annual employer contributions, and unlike traditional 401(k)
s or profit sharing plans, deferring the employer match contributions 
due to a less than usual year is not an option, unless there is a 
material change in the business and/or termination of the plan.  

Another consideration is the number of highly compensated employees (HCE) 
in peak earning years who are a part of your team. Generally speaking, a 5-1 
ratio of non-highly compensated employees to one HCE makes the most 
sense; this ratio provides a better chance at passing discrimination testing. 

Lastly, consider employee tenure; all CB participants must be 100% vested 
after 3 years of plan participation. This is why most Cash Balance plans are 
setup with a 3-year “cliff” vesting schedule: 0% vested until the third year 
of service is accrued, at which time the participant is 100% vested. 

To break it down, prime candidates for cash balance plans are generally 
smaller professional practices and groups including medical practices 
(physicians, dentists, etc.), financial services (accounting, insurance, 
etc.), legal service, and engineering/architecture firms.

$169,000
$315,000

Total**Cash Balance

$114,000
$254,000

401(k) + 
Profit Sharing*

$55,000
$61,000

Compensation

$250,000
$250,000

Owner (Age 46)
Owner (Age 61)

*401(k): $18,500; $6,000 catch-up; $36,500 profit sharing (updated to reflect 2018 contribution limits)

**Assuming 45% tax, varies by state. Taxes are deferred. 

{Download a full list of contribution limits}



The Top DC Advisor Firms is an independent listing produced annually (September 2017) 
by The National Association of Plan Advisors(NAPA) . The NAPA Top DC Advisor Firms is 
a compilation of leading individual advisor firms, or teams, ranked by DC assets under 
advisement. This award does not evaluate the quality of services provided to clients and 
is not indicative of this advisor’s future performance. Neither the advisors nor their parent 
firms pay a fee to NAPA in exchange for inclusion on this list.

The “Top 100 Retirement Plan Advisers 2015 & 2016” list by PLANADVISER Magazine 
recognizes individuals, teams, and multi-office teams according to quantitative measures, 
including the dollar value of qualified plan assets under advisement as well as the 
number of plans under advisement. Nominations were solicited online from retirement 
plan advisers, their employers and/or broker/dealers, and plan sponsors, as well as from 
working partners of these advisers, including investment vendors, accountants and 
attorneys, and pension administrators. 

The Financial Times 401 Top Retirement Plan Advisors is an independent listing produced 
by the Financial Times (September 2016). The FT 401 is based on data gathered from 
financial advisors, regulatory disclosures, and the FT’s research. The listing reflects each 
advisor’s status in seven primary areas, including DC plan assets under management, 
growth in DC plan business, specialization in DC plan business, and other factors. This 
award does not evaluate the quality of services provided to clients and is not indicative of 
this advisor’s future performance. Neither the advisors nor their parent firms pay a fee to 
Financial Times in exchange for inclusion in the FT 401.
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California has led the charge in the number of cash balance plans for the past 
15 years 3 and Financial Management Network is consistently on the cutting 
edge of advanced plan design. We help our clients build unique plans that aim to help both employers 

and employees save more for retirement and on taxes. For more information on our retirement plan services and how 

we strive to optimize tax strategies while working to increase financial wellness and retirement outcomes. 

YOUR CASH BALANCE 
PARTNER

3 Kravitz. “2017 National Cash Balance Research Report.” August 2017.


