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Defined Benefit/Defined Contribution Trends
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What is a Hybrid Plan?
Defined Benefit plan with Defined Contribution 
features
“Cash Balance”: Employers provide annual “pay 
credits” to a hypothetical account and “interest 
credits” on the account
“Pension Equity Plan”: Employers provide credits 
for each year of service and the credits are 
multiplied by employees’ final pay to produce a 
lump sum



Features of Hybrid Plans

Transparency: notional account balance
Steady benefit accrual over worker’s 
employment years
Portable: lump sum benefit
Employer-funded like other DB plans
PBGC guaranteed benefit



Hybrid Plans

1,500 plans
8½ million participants
25% of PBGC premium revenue



Estimated Number of Hybrid Plan Participants as a 
Percentage of Total Participants, by Plan Size
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Why Employers and 
Employees Like Hybrid Plans?

Reasons employers convert to hybrids
– Employee appreciation (96%)
– Ease of communication (93%)

(Watson Wyatt)

Transparent, portable, deliver benefits more 
equitably to short, medium and longer-service 
employees

(Federal Reserve)

Women rank portability as top pension priority
(Center for Policy Alternatives)



Hybrid Plan Myths & Facts
Myth: Employers convert to “save money”
Fact: Plan costs increase average 2.2% following 

conversions
- Excluding companies in “severe financial distress” plan costs 

rose by 5.9%
(Watson Wyatt)

Myth: Hybrids are only good for younger workers
Fact: 74% of cash balance plans and 87% of pension equity 

plans provide pay credits that increase with age or 
service

(Mellon Financial and Watson Wyatt)



Hybrid Plan Myths & Facts
Myth: Workers lose earned benefits
Fact: ERISA Section 204(g) and Internal Revenue Code 

Section 411(d)(6) protect all benefits that employees 
have earned



How Do Workers Fare Under a 
Hybrid Plan?

80% of participants build higher retirement 
benefits under a hybrid plan than traditional plan 
of equal cost
– Traditional plans give disproportionate benefits to long-

service employees
Employers changing jobs three times during career 
will, on average, earn 17% greater benefits in a 
hybrid plan

(Watson Wyatt)
But there is an “expectation”



Challenges to Hybrid Plans

Claims that the design is age discriminatory
Claims that the design is legitimate, but that 
conversions are age discriminatory
Critics may accept basic legitimacy on 
design, but not until there is a “deal” on 
conversions



Legislative Status

Congress prevented Treasury Department 
from issuing guidance
Bush Administration proposed legislation
– Plans are legitimate
– 5-year delay provision
– Dramatic new concept in benefits policy

Hybrid issue connected with funding reform



A Feasible Way Forward?

Hybrid plans: last hope for DB plans
Legal limbo
Retroactive relief
Plan sponsors beginning to freeze plans
Need to resolve the concept of “expectation”



For More Information
We're on the Web at

www.americanbenefitscouncil.org

jklein@abcstaff.org/202-289-6700


