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An Introduction to Cash Balance Plans 
 

Typical retirement plans are subject to relatively low contribution limits. Professional firms and businesses 
looking for larger tax deductions and accelerated retirement savings, may find Cash Balance Plans an 
important alternative to consider. 

What makes Cash Balance Plans so attractive? 

A well-designed Cash Balance Plan combined with a 401(k)/Profit Sharing Plan can allow business owners 
to make annual tax-deductible retirement plan contributions for themselves in excess of 
$180,000 at age 40 and over $380,000 at age 60, as detailed in the table below. Non-highly compensated 
employees typically receive much smaller contributions since the plan design is flexible to accommodate 
the individual needs of the business owner. 

 

 

 

 
What is the difference between a 401(k) Plan and a Cash Balance Plan? 

A 401(k) Plan is a Defined Contribution Plan that meets the Employee Retirement Income Security Act of 
1974 (ERISA) guidelines. A participant’s balance is determined by contributions made to the plan and 
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the performance of plan investments (based on the participant’s selections). The plan sponsor is not 
required to make contributions, as is usually the case with a pension plan. With a 401(k), an employee can 
choose to make contributions to the plan. 

A Cash Balance Plan is also an IRS-qualified retirement plan and is considered a hybrid Defined Benefit- 
Defined Contribution Plan, since it is a Defined Benefit Pension Plan with a 401(k) twist. The promised 
benefit is stated as a 401(k)-style account balance, rather than as a monthly income stream (for a Defined 
Benefit Plan). The plan is designed to optimize benefits, minimize costs and provide high tax- deductible 
contributions for the plan sponsor. 

 
 
Advantages of Cash Balance Plans 

1. Accelerated Retirement Savings 
Age-weighted contributions can enable businessowners to make pretax deferrals that are 
significantly greater than allowed in a standalone 401(k) or other defined contribution plan. 

2. Tax Efficiency 
Cash Balance Plans help businessowners who seek a tax deduction for plan contributions, plus 
generous tax-deferred retirement contributions for themselves. 

3. Asset Protection 
As with any IRS-qualified retirement plan, Cash Balance assets are protected in the event of a 
lawsuit or bankruptcy. 

4. Employee Attraction & Retention 
Cash Balance Plans are more appealing to many employees than just 401(k) plans alone, giving 
employers a possible recruitment and retention advantage. 
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What’s needed to set up a Cash Balance Plan? 

The first step is to gather demographic information, including the date of birth, date of hire, hours 
worked, and compensation for all owners, partners, and employees. A retirement plan consultant will 
design a proposal based on the specific goals of the firm. Once the appropriate plan design is completed, 
a plan document is prepared. This plan document will list all assumptions of the plan and ensure 
compliance with all IRS rules and regulations. It will also be submitted to the IRS for approval and is 
necessary before the plan can be funded. 

On-going plan administration is required for Cash Balance Plans, including annual reporting forms (as 
required by the IRS and Department of Labor), as well as, allocation and actuarial reports in support of 
allowable and required contributions. There are penalties for not filing required forms and the pension plan 
could be disqualified for non-compliance. 

 
 
 

Next Steps 

Cash Balance Plans are complex, and it’s important that you work with a firm that’s experienced in the 
design, implementation, and on-going management of these plans. Let us know if you would like one of 
Choreo’s retirement plan experts to help you determine if a Cash Balance Plan could benefit your clients. 



Page 5 

AN INTRODUCTION TO CASH BALANCE PLANS  

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Choreo, LLC is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Registration as an 
investment adviser does not imply a certain level of skill or training of the adviser or its representatives. This document contains 
general information, may be based on authorities that are subject to change, and is not a substitute for professional advice or 
services. This document does not constitute audit, tax, consulting, business, financial, investment, insurance, legal or other 
professional advice, and you should consult a qualified professional advisor before taking any action based on the information 
herein. Information has been obtained from a variety of sources believed to be reliable though not independently verified. 
Choreo, LLC its affiliates and related entities are not responsible for any loss resulting from or relating to reliance on this 
document by any person. This communication is being sent to individuals who have subscribed to receive it or who we believe 
would have an interest in the topics discussed. The sole purpose of this document is to inform, and it is not intended to be an 
offer or solicitation to purchase or sell any security, or investment or service. Investments mentioned in this document may not be 
suitable for investors. Before making any investment, each investor should carefully consider the risks associated with the 
investment and make a determination based on the investor’s own particular circumstances, that the investment is consistent 
with the investor’s investment objectives. 

© 2023 Choreo LLC. All Rights Reserved. 
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