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financial due diligence, pension valuations 

and settlement agreement reviews 

Cash Balance Pension Plans 

A cash balance pension plan is a qualified employer retirement plan can often be overlooked in the 

divorce process regarding its value.  In the retirement planning field these plans are classified as a 

defined benefit plan which is why the word ‘pension’ is included in the title.  Employers use these plans 

as an alternative to a traditional defined benefit pension plan because they offer simplicity providing a 

‘cash value’ to the benefit instead of a monthly benefit based on a complicated formula that can be 

difficult to understand.  In other words, it is much easier for employees to view an account statement 

worth $100,000 rather than a traditional pension plan statement that lists various monthly payout 

options depending upon length of service, retirement age and payout selection. 

Although the reasoning to adopt a cash balance pension plan from an 

employer’s perspective is often for simplicity, during a divorce what looks to 

be straightforward on the surface is not always.  Cash balance plans provide 

statements to participants that provide a dollar cash value on a statement.  

However, upon retirement the cash value converts to a pension payout 

benefit – which is why the word ‘pension’ resides in the name of the plan.   

For example, a 45-year-old client who has worked for a company for over 10 

years may provide their attorney with an account statement for their cash 

balance pension plan that reports a $90,000 value.  Information not listed on 

the statement is a monthly payout benefit of $2,000 per month for the rest of 

their lives when the employee retires at the age of 65.  This payout translates 

to a monthly benefit of $24,000 per year.  Can a $90,000 account sustain a $24,000 annual payout for 

potentially twenty years or more of retirement?  Is $90,000 the actual marital value of this account? 

Cash balance pension plans are structured differently from employer to employer, offering various 

contribution formulas, eligibility requirements, vesting schedules and payout features.  Not all plans 

offer a lump sum payout option which can be overlooked if not planned for properly when a client has 

cash needs.  Other plans offer disability benefits to employees who are disabled while employed and 

continue to participate in the plan even though they are no longer employed due to a long-term 

disability.   

It is important to understand the assets and their value in a divorce case not only for your client’s best 

interests but also to avoid malpractice claims.  I encourage family law practitioners to do their due 

diligence on cash balance pension plans.  A.M. Financial is here to assist you with due diligence, pension 

valuations or settlement agreement reviews.   
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