
u -- ___un _U--

~ongrt~~ of tlJtI1ntttb~tatt~
.~tn!lton, /DC20515

May 8, 2007

The Honorable Henry M. Paulson, Jr.
Secretary of the Treasury
Main Treasury Building, Room 3330
1500 PennsylvaniaAvenue, NW
Washington, DC 20220

Dear Secretary Paulson:

We appreciate the Treasury Department's hard work in issuing guidance under the
Pension Protection Act. This guidance is needed by employers and employees so that
their retirement plans can be operated in accordance with the critical reforms we
enacted last year.

Among the most important reforms in the legislation were those affecting hybrid defined
benefit plans such as cash balance plans and pension equity plans. As traditional
defined benefit plans have declined, hybrid plans have been the main source of vitality
within the defined benefit plan system. Our reforms will ensure that these plans can
continue in existence and will operate in a way that enhances participants' retirement
security.

There are a number of very important guidance issues with respect to hybrid plans. It is
critical that these issues be resolved in a manner consistent with Congressional intent.
First, the legislation was intended to permit a broader array of interest crediting rates
under cash balance plans than were previously permitted. In that regard, the legislation
generally permits plans to use any interest crediting rate as long as that rate is not
greater than a market rate of return. In determining whether an interest crediting rate is
above market, the law is very clear that any "reasonable minimum guaranteed rate of
return" is disregarded. Thus, for example, assume that a plan provides an interest
crediting rate equal to the greater of the long-term investment grade corporate bond rate
or 4%, and assume further that the long-term investment grade corporate bond rate is
by itself a market rate. In this case, the existence of the 4% floor does not cause the
long-term investment grade corporate bond rate to be above market. And this same
analysis applies to permit an equity-based crediting rate not to be reduced by reason of
the application of a reasonable minimum guaranteed rate of return. Any contrary
guidance would be inconsistent with the statute and the legislative history. And any
contrary guidance would be very harmful to participants, since itwould require plans
across the country to reduce their interest crediting rate.
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