
FREQUENTLY ASKED 
QUESTIONS 
 
Q: How am I required to fund contributions to my plan? 
 
A: A hypothetical account is maintained for each participant. 
the company makes annual notional contributions, and 
interest is credited on the account. The contribution to the 
account is either a flat dollar amount or a percentage of 
compensation. The interest credited is either a fixed rate (for 
example, 5%) or tied to an index, such as the 30-year 
Treasury bond rate. Like any defined benefit plan, benefits are 
based on the plan's formula and not on the actual investment 
earnings on plan assets. Actual investment earnings of the 
plan assets also do not affect the account balance. Assets are 
invested in a commingled account to provide benefits for all 
participants; no actual individual accounts are created. 
 
Q: What is the advantage of sponsoring a Cash Balance 
plan? 
 
A: Not only can you offer a competitive, valuable retirement 
plan to your employees, the design features of cash balance 
plans can reduce costs in several ways. Cash Balance plans 
are often used in combination with 401(k) plans with cross-
tested formulas to maximize benefits to highly compensated 
participants. 
 
Q: What is the maximum amount that may be contributed 
to the plan by the employer? 
 
A: The annual benefit for a participant cannot exceed the 
lesser of the following amounts: 100% of the participant's 
average compensation for his or her highest 3 consecutive 
calendar years, or $230,000 for 2020. Contributions are 
based on what is needed to provide definitely determinable 
benefits to plan participants. Actuarial assumptions and 
computations are required to figure these contributions. 
  



WHAT IS A CASH BALANCE PLAN? 
 
Cash Balance Plans are a type of hybrid retirement 
plan that combines the features of traditional defined 
benefit plans and defined contribution plans. 
 
In a Cash Balance Plan a participant's account is 
credited each year with a pay credit and an interest 
credit. The Cash Balance Plan defines the promised 
benefit in terms of a stated account balance. 
 
The employer assumes the risk of asset return, but also 
enjoys the rewards of lower costs during periods of 
high asset returns. The benefits in most cash balance 
plans, as in most traditional defined benefit plans, are 
protected, within certain limitations, by the federal 
insurance provided through the Pension Benefit 
Guaranty Corporation. 
 
 
HOW IS THE CASH BALANCE PLAN 
FUNDED? 
 
The plan is funded by the Company and operates like 
a pension plan-meaning that the employee does not 
make any contributions to the plan. Each plan year, the 
Company funds an account in the participants' name 
which will increase over time. Like a defined 
contribution plan, the amount funded is an employer 
contribution for your participants. Also, each plan year, 
the plan credits interest into the account balance. The 
interest rate and the amount of the interest credit can 
change from year to year.  

WHAT ARE THE PLAN SPONSOR 
RESPONSIBILITIES? 
 
The plan sponsor under a Cash Balance program has 
the following responsibilities: 
 
• Plan Document: All qualified plans must have a 

written Plan Document. This is the primary vehicle 
for informing participants and beneficiaries about 
their plan and how it operates. The plan 
documents include the Summary Plan Document, 
Form 5500, trust agreement, and other 
instruments under which the plan is established or 
operated. 
 

• Compliance: The law sets standards for fiduciary 
responsibility, participation, vesting, benefit 
accrual and funding. The law also requires plans 
to give basic information to workers and retirees. 
The IRC establishes additional tax qualification 
requirements, including rules aimed at ensuring 
that proportionate benefits are provided to a 
sufficiently broad-based employee population. 

 
• Required Filings: ERISA plan sponsors must file 

a form 5500 for the plan each year as well as 
PBGC Forms. 

 
• Life Annuities: Cash Balance Plans are required 

to offer employees the ability to receive their 
benefits in the form of lifetime annuities. 

OTHER FEATURES 
 
Vesting. To receive the Cash Balance benefit 
participants must be vested in the plan. Vesting is the 
point of time when the participant owns the benefit 
accrued under the plan. Participants are vested after 
no more than three years of service with the Company. 
Employees will receive benefits based on vesting upon 
termination. 
 
Loans or withdrawals. The Cash Balance Plan is 
designed for retirement. Most Cash Balance Plans do 
not have loan provisions. In order to keep its tax 
advantage status, the plan complies with federal law 
prohibiting withdrawals from a participant's account 
balance before their employment with the company 
terminates. 
 
Advantages to Plan Participants. Employer pays the 
entire cost, easy to understand, no investment 
decisions or investment risk, portable account balance, 
and benefit protection provided by the Pension Benefit 
Guaranty Corporation. 
 
 
HOW MUCH DOES IT COST? 
 
Administrative costs for any plan are twofold, the 
internal cost of the tasks to generate information and 
the cost of a plan administrator. We are a fee for 
service company and our fees are based on the work 
performed and not on the asset or contribution levels. 
We will provide a fee schedule for your plan upon 
request. Our staff is trained to help minimize the effort 
required to maintain a first-class retirement plan. As the 
tax laws change, we handle the complexity of the plan 
administration. 
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