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IRS Releases Final “Market Rate” Regs for Hybrid 
Plans 

IRS has released final regulations that define the limitations to be observed by a hybrid plan in 

determining any interest rate credit provided on hypothetical accounts. The final rules increase 

the permitted fixed interest rate floors, add an option to use actual rate of return based on only a 

portion of the plan’s trust, and refine the rules for plan terminations. The IRS has deferred 

making a decision on designs that allow for participant investment choice. Newly proposed 

rules, released contemporaneously, suggest how IRS will provide anticutback protection for 

future interest rate credits that must be curtailed to meet the final regulations. 

Background  

The Pension Protection Act of 2006 ushered in new rules for cash balance and other hybrid plans to address a 

number of technical issues that had been litigated with uneven results in the courts. In an effort to resolve technical 

issues and clear the way for these nontraditional designs, PPA excused these plans from the historical minimum 

present value requirement that had created so-called “whipsaw,” imposed a three-year vesting requirement, and 

added specific rules aimed at preventing age discrimination.   

In 2010, IRS finalized PPA regulations for these plans, with the exception of certain limits on the interest rate credit 

that these plans can provide, which cannot exceed a “market rate of return.” Proposed rules were provided that 

explain the IRS’ remaining concerns and potential limitations that would be imposed under final regulations about 

the permitted market rate of return. 

Final Regulations on Market Rates 

Yesterday, IRS released these long-awaited final rules, which will generally apply to plan years beginning on or 

after January 1, 2016. Key points from the regulation include: 

 For plans providing a single fixed interest rate, the rate can be as high as 6% instead of the 5% rate allowed by 

the proposed regulation. 

 For plans crediting a government bond or CPI variable rate (with or without additional margins allowed by 

Notice 96-8) and providing a fixed interest rate floor, the floor rate can now be as high as 5% annually instead 

of the 4% rate in the proposed regulation. 

https://www.federalregister.gov/articles/2014/09/19/2014-22293/additional-rules-regarding-hybrid-retirement-plans
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 All plans are permitted to provide a cumulative floor at benefit commencement, not to exceed providing 

compound interest at 3% per year.  

 Plan designs that include participant choice of investment for determining interest credits are “under further 

study.” Future anticutback relief for plans using this approach will be limited to those that had already adopted 

and implemented these provisions by September 18, 2014. 

 For plan conversions, the IRS has abandoned the “set it and forget it” approach to creating an opening balance. 

The accrued benefit at conversion with its associated option and early retirement factors must be considered 

when benefits are ultimately distributed.   

 Plans can obtain the relief from whipsaw provided by PPA even if subsidized early retirement or other optional 

forms of payment are provided, but not if such benefits are less than the benefit that is actuarially equivalent to 

the account balance using reasonable actuarial assumptions. 

Proposed Anticutback Regulations 

Companion proposed regulations describe the IRS’ thoughts on transitioning to the requirements in the final 

regulations for situation where the final regulations are more restrictive than what a plan currently has in place. The 

proposed rules allow reductions in prospective interest crediting rates and address situations where there may be 

other acceptable approaches to coming into compliance. 

In Closing 

Additional details will be provided shortly. 
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