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Ability to significantly 
reduce cash cost and 
financial statement 
expense 
 

On October 18, 2010 the Treasury and 

the IRS finally released the much 

anticipated final and proposed hybrid 

plan regulations, which include cash 

balance plans.  The regulations include 

an expanded definition of a market 

interest rate that can be used when 

determining the interest credit in a cash 

balance plan.  Of significant importance 

is the ability to define the interest 

crediting rate based on the actual 

return on plan assets.  This allows an 

employer to provide defined 

contribution-type allocations in a cash 

balance plan in lieu of a defined 

contribution plan for 10% to 20% less 

cash cost and financial statement 

expense. 

 

For example, this can be accomplished 

by designing a cash balance plan with 

an interest credit of the actual return on 

plan assets less one percent.  The 

employee's balance will be credited 

with the actual return on plan assets 

less the one percent, positive or 

negative.  However, under the hybrid 

plan rules, the participant must receive 

a guarantee of return of principal (i.e., 

at least a cumulative return of zero 

percent at the time of distribution).  

The one percent reduction to the 

crediting rate reduces the employer 

cash cost and financial statement cost 

of 10% to 20%, even after consideration 

of the guarantee of principal. 

The above reduction of one percent is 

an example and any reduction greater 

 

  "PwC can assist in 

determining if the 

design makes sense for 

you by completing a 

feasibility study to 

determine the annual 

cost savings versus a 

traditional DC plan, 

traditional DB plan or 

existing cash balance 

plan and determining if 

the plan would be the 

right fit for your 

employee group.  PwC 

can also assist with all 

aspects of 

implementation and 

ongoing 

administration.  
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than zero percent could be used.  The 

ultimate cost savings will depend on 

how large of a reduction is selected.  In 

addition, since the account balances are 

increased or reduced based on the 

actual return on plan assets, the 

investment risk is shifted to the 

employees, and the employer bears no 

investment risk, other than a 

cumulative zero percent return over the 

life of each employee's balance due to 

the guarantee of principal. 

Advantages to the 
employer:  
 

The investment risk is shifted to the 

employees, other than the guarantee of 

principal at the time of distribution. 

Cash cost and financial expense savings 

of 10% to 20% versus a similar DC plan 

for each one percent reduction to the 

target return.  This savings can be used 

to reduce any current underfunding in 

an existing DB plan. 

Advantages to the 
employees:  
 

Similar allocations to the DC plan, with 

a professionally managed portfolio with 

no required investment decisions and a 

guaranteed return of principal at the 

time of distribution. Professionally 

managed investments in a single pool 

should provide significant investment 

expense savings over the standard DC 

plan investments. Ability to receive a 

distribution as a life annuity with 

spousal protection at a favorable rate 

compared to a retail insurance product, 

and mitigate longevity risk. 
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