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Cash Balance Hybrid Plans

Risk-sharing plan design feature

A retirement bene�t based on an account balance with a credited investment return 

that is lower than the plan’s expected investment return, determined actuarially based 

on the retiree’s age at retirement, and that may share positive investment experience 

with plan participants.

A cash balance (CB) plan 

is an employer-sponsored 

retirement bene�t combin-

ing elements of both de�ned 

bene�t (DB) and de�ned 

contribution (DC) plans. Compared to DB 

plans, CB plans place more risk—especially in-

vestment and longevity risk—with plan partici-

pants. As with DB-DC hybrid plans (discussed 

on page 21), CB plans also provide a �xed level 

of retirement income, combined with a level of 

retirement income that is variable. Unlike DB-

DC plans, which are made up of two distinct 

plans, CB plans provide retirement income 

from a single source, i.e., the cash balance plan 

itself.

As with DB plans, CB plans require partic-

ipants to reach a designated age, years of 

service, or both, in order to qualify for a retire-

ment bene�t. CB plans also provide a lifetime 

retirement bene�t once the plan participant 

quali�es and retires, and—like DB plans—cash 

balance plan assets are pooled and profession-

ally invested in diversi�ed portfolios. CB plan 

participants do not manage or invest their 

assets, and their lifetime bene�ts are ultimately 

based on investment credits and actuarial as-

sumptions and methods used to annuitize the 

cash balance at retirement. 

CB plan retirement bene�ts are determined 

by the value of the participant’s retirement 

account (their cash balance) and their age at 

retirement. By contrast, DB plans use a for-

mula that includes the plan participant’s years 

of service, average salary, and a multiplier. 

!e bene�t from a CB plan is determined by 

annuitizing the participant’s cash balance at re-

tirement. !e older the participant, the higher 

the bene�t or annuity will be. !is manner of 

determining the bene�t level in a CB plan is 

more consistent with that of a DC plan in cases 

when a DC plan is annuitized. In practice, few 

DC plans are actually annuitized. 

CB plans feature hypothetical participant 

accounts, also known as notional accounts, 

whose balance is based on the sum of con-

tributions paid into the account, typically by 

employees and employers, and the annual 

investment credits applied to those contribu-

tions. A CB plan normally provides a guaran-

teed minimum annual rate of interest credit, 

such as 4.0 percent, which is speci�ed as part 

of the plan’s design, and can be changed only 

by its governing authority.

!e annual interest credit is the amount that 

CB accounts are increased each year (beyond 

contributions by employers and employees), 

regardless of the plan’s actual investment 

return. Among CB plans in the public sector, 

annual account balance credit rates range from 

less than 3.0 percent up to 7.0 percent. CB 

plans may apply a higher credit rate to ac-
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counts when the plan’s investment experience 

is strong, and as shown below, some public 

sector CB plans regularly do so.

A cash balance plan reduces the employer’s 

investment risk by promising a retirement 

bene�t that relies on an investment credit that 

is characteristically lower than the expected 

investment return of a typical de�ned bene�t 

plan. Compared to a DB plan, a CB plan 

places more longevity risk on plan partici-

pants by providing a retirement bene�t that 

is based on the employee’s age at retirement. 

For example, an employee who retires at age 

65 will receive a larger bene�t than one who 

retires at age 55 with the same cash balance 

amount: actuarially, the younger retiree is ex-

pected to live longer and therefore will receive 

more bene�t payments, making the actual 

cost to the plan identical for each retiree. By 

contrast, a typical DB plan may reduce bene�t 

payments for early retirement but otherwise 

places longevity risk on the employer, as the 

amount of a DB plan bene�t is not based on 

the employee’s age at retirement. !e exception 

is when the retiree selects some type of joint 

annuity option.

Relatively few states and cities sponsor CB 

plans for their employees, but this number 

is growing: since 2002, three states—Kansas, 

Kentucky, and Nebraska—have added new CB 

plans. A listing of statewide CB plans, with in-

formation describing their terms and bene�ts, 

is provided below.

CB plans in use among states

!e following discussion brie"y describes the 

statewide cash balance plans that are currently 

in place for broad employee groups, and the 

accompanying table, Key Characteristics of 

Cash Balance Plans, presents key facts about 

each plan.

Texas

!e two oldest active CB plans in the public 

sector are the Texas Municipal Retirement Sys-

tem (created in 1947) and the Texas County & 

District Retirement System (created in 1967). 

!ese are large statewide retirement plans 

covering tens of thousands of plan participants. 

As of �scal year 2017, the TMRS funding level 

is approximately 87 percent, with an average 

employer contribution rate of 13.5 percent. 

!e TCDRS has an actuarial funding level of 

89 percent and an average employer contri-

bution rate of 12.3 percent. As with a typical 

DB plan, the funding shortfall in these plans is 

caused by actuarial experience that di#ers from 

expectations. Although each plan has a unique 

actuarial experience, these shortfalls are due 

chie"y to variances in each plan’s demographic 

and �nancial experience relative to actuarial 

assumptions.

!e TMRS and TCDRS are structured to 

give employers "exibility in the design of 

their retirement plan, to help employers meet 

their individual human resources manage-

ment needs. !e systems administer agent 

plans, meaning that each of their hundreds of 

employer members have their own actuarial 

experience and plan cost, rather than sharing 

an actuarial experience and costs with other 

employers. TMRS and TCDRS also permit 

their employer members to select bene�t levels 

from a prescribed range of choices, including 

the normal retirement age, vesting period, and 

years of service needed to qualify for a normal 

retirement bene�t. Employers may also select 

from a range of options for employee contribu-

tion rates, and employers may elect whether or 

not provide a COLA, and if so, at what level.

California

In addition to its primary DB retirement plan, 

the California State Teachers’ Retirement Sys-

tem (CalSTRS) administers two cash balance 
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plans: one for part-time community college 

employees and one that supplements the DB 

plan for full-time educators. 

!e CB plan for community college employees 

was created in the 1990s to provide retirement 

bene�ts for part-time employees. !e plan cov-

ers approximately 40,000 members, nearly all 

of whom are active participants, as the plan is 

young and most participants have not reached 

retirement eligibility. As of 2017, the plan’s 

actuarial funding level was over 115 percent. 

!e other CalSTRS plan is the De�ned Bene�t 

Supplement (DBS) plan. CalSTRS mem-

bers who participate in the DB plan are also 

required to participate in the DBS plan, which 

is a supplemental cash balance plan. !e DBS 

plan was created in 2000 to provide supple-

mental retirement bene�ts to members of the 

DB program for earnings that cannot be used 

for determining the bene�t under the DB 

plan. !e DBS covers approximately 640,000 

members, around two-thirds of whom are 

active plan participants. !e plan also has 

about 63,000 retirees. Only CalSTRS DB plan 

members who have retired since 2001 receive 

some bene�t from the DBS plan.  As of 2017, 

the plan’s actuarial funding level was about 118 

percent.

!e annual interest credit on both CalSTRS CB 

plans is linked to the U.S. Treasury rate, result-

ing in a more modest interest credit compared 

to other public sector CB plans. !e CalSTRS 

board considers paying an additional earnings 

credit (AEC) above the minimum guaranteed 

rate when the plan’s funding level is at least 

113 percent; the CalSTRS board has regularly 

distributed an AEC.

Nebraska

Cash balance plans in Nebraska became 

e#ective in 2003 for new state hires and newly 

hired employees of most counties in the state, 

replacing the DC plans established in the 1960s 

provided for previously hired employees. As of 

2018, the Nebraska State CB plan had an ac-

tuarial funding level of 104.2 percent, and the 

County CB plan had an actuarial funding ratio 

of 107.5 percent. 

Nebraska statutes permit 

the Public Employees’ 

Retirement Board to grant 

bene�t improvements 

(which take the form of 

additional interest credits 

applied to plan accounts) 

if the plans have no unfunded actuarial ac-

crued liability, and as long as the improvement 

does not cause an increase in the required 

cost of the plan above a designated thresh-

old. (!is provision is consistent with COLA 

provisions in South Dakota and Wisconsin, 

discussed elsewhere in this paper, that require 

that provision of a COLA will not impair the 

plan’s funding condition.) Since the plans’ 

inception, state and county plan participants 

have received bene�t enhancements—interest 

credits above the guaranteed minimum—seven 

times, or in one-half of the available years. !e 

average annual increase during this period has 

been approximately 2.5 percent.

Kansas and Kentucky

!e Kansas PERS CB plan was established 

in 2011, applying to all new hires beginning 

January 1, 2015. !e Kentucky CB plan was 

established in 2013 for new state and local 

government employees (not teachers) hired 

beginning January 1, 2014. !e new CB plans 

in both states replaced DB plans previously 

provided to employees; assets for both CB 

plans are pooled with their respective systems’ 

legacy DB plans and do not receive a separate 

actuarial valuation.

Relatively few states and 

cities sponsor CB plans for 

their employees, but this 

number is growing
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DB-DC Hybrid Plans

Risk-sharing plan design features

A traditional de�ned bene�t pension plan with a reduced bene�t accrual rate, 

combined with a de�ned contribution plan.

As discussed in the NASRA 

Issue Brief: State Hybrid 

Retirement Plans, one of the 

earliest forms of risk-sharing 

in retirement plans is the 

DB-DC hybrid plan, an employer-sponsored 

retirement bene�t that features a tradition-

al de�ned bene�t (DB) plan coupled with 

a separate de�ned contribution (DC) plan. 

Although the two plans operate independently 

of one another, they typically are adminis-

tered by the same retirement system; both are 

mandatory from a participation perspective 

and they employer and employee contribution 

requirements vary among systems. Like cash 

balance plans (see page 15), DB-DC plans 

provide a retirement bene�t tied partly to 

market performance: the DB portion of a DB-

DC plan is �xed and guaranteed, based on the 

employee’s salary and length of service; and the 

DC portion is variable, based on the amount 

of contributions, the investment performance 

of invested contributions, and the employee’s 

decision regarding the treatment of DC plan 

assets a*er terminating or retiring.

Because the DB plan component of DB-DC 

plans provides a lower multiplier than most 

other public sector DB plans, this component 

provides a more modest pension bene�t than 

most public sector DB plans. For example, a 

DB-DC plan that features a retirement mul-

tiplier of 1.0 percent will produce a promised 

bene�t equal to one-half of the amount that 

would be provided by the same plan with a 

multiplier of 2.0 percent. !e employer’s level 

of risk in such a plan is half of what it would 

be under that same plan. Other than the lower 

multiplier, with its lower bene�t and reduced 

level of employer risk, the DB component of 

DB-DC plans sponsored by states generally is 

identical to stand-alone DB plans: they provide 

a lifetime bene�t that is based on the employ-

ee’s length of service and �nal average salary.

!e DC plan component of DB-DC plans 

sponsored by states is similar to 401k plans in 

the private sector, placing all or most risk on 

the plan participant. DB-DC plan participants 

are responsible for making decisions regarding 

their investment choices and how their assets 

are managed, both during their working years 

and a*er they leave employment, whether 

through termination, retirement, disability, or 

death. 

A

DB-DC plans provide a retirement 
bene!t tied partly to market 
performance: the DB portion of a DB-
DC plan is !xed and guaranteed, based 
on the employee’s salary and length of 
service; and the DC portion is variable, 
based on the amount of contributions, 
the investment performance of invested 
contributions, and the employee’s 
decision regarding the treatment of DC 
plan assets a"er terminating or retiring
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!e oldest DB-DC plan is the one adminis-

tered by the Indiana Public Retirement System, 

which since 1955 has maintained these plans 

for public school teachers, state employees, and 

employees of political subdivisions in the state 

that have elected to participate. !e Indiana 

PRS investment function developed and main-

tains proprietary investment funds available 

only to plan participants.

More recently, in 1996, the Washington De-

partment of Retirement Systems established a 

DB-DC plan for certain new hires. Since then, 

other states established new DB-DC hybrid 

plans, either on an optional (meaning the 

employee could choose between the traditional 

DB plan or the DB-DC hybrid) or mandatory 

for new hires. Two states—Oregon and Rhode 

Island—established new DB-DC hybrid plans, 

in 2004 and 2011, respectively, switching many 

current active participants from a DB plan 

to the new hybrid plan. !e more common 

method for establishing DB-DC hybrid plans is 

to require participation for new hires only and 

to permit existing DB plan participants to elect 

to join. 

DC plans administered by the Washington 

Department of Retirement Systems as part of 

their DB-DC hybrid plans permit participants 

to invest in a portfolio that emulates the one 

in which DB plan assets are invested. !is 

investment option provides participants with 

access to some asset classes, such as alternative 

investments that participants may not access 

otherwise, and at a relatively low cost. 

Most plans provide life-cycle funds, which are 

funds that adjust the mix of investments in 

stocks and bonds based on a participant’s age 

or projected retirement date. Each DB-DC plan 

maintains a default investment option for par-

ticipants who fail to make an active election as 

to how their assets should be invested; default 

investments in many cases are life-cycle funds.

Similar to 401k plans, the DC component of 

DB-DC hybrid plans imposes all or most of 

the plan’s risk on participants. !e DC compo-

nent places responsibility on participants for 

making investment choices and determining 

how the plan’s assets are used upon termina-

tion, through changes in employment status, 

retirement, disability, or death.

Financing arrangements for both the DB and 

DC plan components vary by plan: for some 

plans, employers pay the full cost of the DB 

component, and in other cases, that cost is 

shared with employees. Similarly, cost-sharing 

arrangements for DC plans also vary.

!e accompanying table, Summary of Key 

Features of Select DB-DC Plans, presents basic 

plan design and �nancing arrangements for 

selected DB-DC plans sponsored by states. 

Each of the DC plans listed provide a range of 

risk-based investment options, from conserva-

tive to aggressive. Some investment options are 

proprietary funds developed and maintained 

by the sponsoring retirement system, accessible 

only to participants in that plan. Other options 

provide access to retail mutual funds. Sever-

al plans o#er access to a brokerage window, 

permitting participants to trade in individual 

equities and other securities.

!e table also lists the withdrawal options 

available to participants who terminate or re-

tire. Each plan permits participants to take all 

or part of their DC plan assets as a lump sum 

or to roll the assets over to another retirement 

plan. In addition, some of the plans permit an-

nuitization of DC plan assets, which converts 

the assets into a lifetime retirement bene�t. 

Annuities may be sponsored by the retirement 

plan, while in other plans, annuities are pur-

chased through a third-party provider.

DB-DC plans 
provide 
a lifetime 
bene!t that 
is based 
on the 
employee’s 
length of 
service and 
!nal average 
salary
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