
        Each year the U.S. government adjusts the limits for private pension plans, Social Security, 
Medicare, and other benefit progra ms to reflect price and wage inflation, and changes in the 
law.          
        Many of the pension plan limitations changed for 2004 as noted below.  
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 2003 2004 

Annual Compensation Limit $200,000 $205,000 

Elective deferral limit for 401(k), 403(b), and 457(b) plans $  12,000 $  13,000 

Catch-up contribution limit for 401(k), 403(b) and governme n-
tal 457(b) plans  

$    2,000 $    3,000 

SIMPLE Plans  
            Elective deferral limit  
            Catch-up contribution limit  

 
$    8,000 
$    1,000 

 
$    9,000 
$    1,500 

Annual additions limit for defined contribution plans 
      The maximum annual addition is the lesser of 100% of compen-

sation or $41,000. 

$  40,000 $  41,000 

Annual benefit limit for defined benefit plans  
The maximum annual benefit allowed between ages 62—65 is 
the lesser of 100% of compensation or $165,000. 

$160,000 $165,000 

Highly compensated employee compensation threshold 
A highly compensated employee is any person who either owns 
more than 5% of the employer or earned more than $90,000 in 
the prior plan year.  (No change) 

$ 90,000 $  90,000 

Key employee compensation threshold 
A key employee for top-heavy plan purposes is any person who 
is a more than 5% owner, a 1% owner earning more than 
$150,000, or an officer who earned more than $130,000 in the 
current plan year.  (No change) 

$130,000 $130,000 

Social Security taxable wage base $ 87,000 $  87,900 
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gardless of the type of expense, the 
DOL is careful to point out that the 
method of allocating expenses must 
comply with IRS qualification require-
ments (i.e., the nondiscrimination re-
quirements).  Since a plan that allocates 
expenses on a per capita basis has the 
potential for discrimination, the plan 
that chooses to use such a method may 
need to take additional precautions.  
For example, the plan may want to: (1) 
include specific plan language describ-
ing the method for allocating expenses; 
and (2) obtain an IRS determination 
letter.  Furthermore, a plan that uses the 
per capita method should make certain 
that such expense allocation does not 
result in unreasonable allocations.  For 
example, if a plan with 10 participants 
incurs an administrative expense of 
$3,000 and allocates the expense on a 
per capita basis, the plan might charge 
$300 of expense to a participant with a 
relatively small account balance (e.g., 
$500).  Although the guidance does not 
dis cuss such a scenario, the DOL and 
the IRS likely would have concerns 
with such an allocation of expenses.   
 
Types of Expenses.  The DOL guid -
ance expressly permits the allocation of 
five common expenses directly to an 
individual participant’s account.  These 
expenses include the costs to: 
•      Determine if domestic relations 
orders meet the requirements to be con-
sidered qualified domestic relations 
orders (QDRO) or qualified medical 
child support orders. 
•      Process benefit distributions.  This 
includes hardship and QDRO distribu-
tions. 
•      Calculate benefits payable under 
different plan distribution options. 
•      Maintain accounts for terminated 
vested participants. 
 
Summary plan description (SPD).  A 
plan that allocates certain expenses to a 
participant’s account needs to include a 
provision in the SPD describing the 

circumstances under which the plan 
may charge a participant's account.  
The SPD does not need to reflect the 
method the plan uses for allocating 
general plan expenses.  Rather, the 
SPD only needs to indicate specific 
fees or charges that the plan will im-
pose on a participant as a condition of 
receiving plan benefits.  For example, 
if the plan allocates QDRO expenses as 
a general plan expense, then the em-
ployer does not need to specify the ex-
pense allocation method in the SPD.  
However, if the plan allocates the 
QDRO expense only to the participant 
subject to the QDRO, then the SPD 
must reflect this expense allocation. 
 
DOL vs. IRS.   The DOL specifically 
notes that it is not giving an opinion on 
how the views expressed in FAB 2003-
3 relate to the Internal Revenue Code 
(“the Code”). 
 
Allocating expenses to particular par-
ticipants or groups of participants could 
raise other issues under the Code.  IRS 
regulations do not permit a plan to im-
pose a “significant detriment” on par-
ticipants who elect not to receive an 
immediate distribution of their plan 
accounts (above the minimum cash-out 
amount).  It is unclear whether impos-
ing expenses on terminated vested par-
ticipants that are not imposed on active 
participants may violate this provision.  
Moreover, it is unclear whether impos-
ing expenses in a non-uniform manner 
would create a separate benefit struc-
ture or benefit, right, or feature requir-
ing separate nondiscrimination testing. 
 
To charge or not to charge?  Because 
the guidance is new, many investment 
vendors do not have a mechanism in 
place to take specific fees from individ-
ual participant accounts.  Some vendors 
are beginning to put in place proce-
dures to accommodate portions of the 
guidance, for example, taking fees from 

(Continued on page 3) 

The Department of Labor (“DOL”) has 
issued long awaited guidance regard-
ing: (1) the allocation of plan expenses 
in a defined contribution plan; and (2) 
the propriety of charging participants 
for the cost of plan distributions (Field 
Assistance Bulletin 2003-3).  The 
guidance is significant because it re-
scinds prior DOL guidance that many 
practitioners used as the basis to advise 
plans not to charge participant ac-
counts for certain expenses, such as 
distributions. 
 
ERISA provides little guidance on the 
allocation of plan expenses in a de-
fined contribution plan.  ERISA only 
requires that the plan expenses must  
be both reasonable and proper plan 
expenses.  ERISA does not provide 
specific guidance with respect to the 
allocation of expenses, but grants to 
the plan administrator broad discretion 
in determining the method of expense 
allocation.  If the plan document speci-
fies a method for allocating expenses, 
the plan administrator generally should 
follow the plan terms unless the terms 
are discriminatory.  When the plan 
document is silent or ambiguous with 
respect to expense allocation, the plan 
administrator must prudently select a 
method consistent with the duty to act 
“solely in the interest of the partici-
pants and beneficiaries.”  A plan ad-
ministrator who also is a plan partic i-
pant must be careful to avoid self-
dealing. 
 
Pro-rata vs. per capita.  The DOL 
guidance indicates that the allocation 
of expenses on a pro rata basis (i.e., 
proportionate to account balances) 
probably is the most equitable method.  
However, the allocation of certain 
fixed administrative expenses (e.g., 
recordkeeping, legal, auditing, Form 
5500 preparation, and claims process-
ing) on a per capita basis (i.e., dividing 
the expenses by the number of ac-
counts) also might be reasonable.  Re-
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fund supporting the promised benefits. 
Professional money management of the 
fund is very important, as is a solid In-
vestment Policy Statement providing 
for appropriate liquidity for distribu-
tions to participants who terminate em-
ployment. 
 
There has been some recent contro-
versy surrounding cash balance plans; 
however, the issues are not related to 
the existence or design of the plans, but 
with the conversion of traditional de-
fined benefit plans to cash balance 
plans by some very large public com-
panies. These issues do not arise when  
employers expand their employee 
benefits by offering an additional re-
tirement plan. When a cash balance 
plan is established to augment the re-
tirement accumulation of the work-
force, the acceptance has been over-
whelming. Having watched the stock 
market erode the value of their 401(k) 
accounts, many employees are thrilled 
to see their employer creating a retire -
ment plan that has guarantees. This en-
thusiasm is magnified for key employ-
ees who are nearing the age when they 
want to slow down. The benefit of sub-
stantial additional tax-favored accumu-
lations through a cash balance plan is 
certainly worth investigating. 

floats with the 30-year Treasury rate. If 
the accounts earn more than the guar-
anteed interest rate, the employer con-
tribution is reduced for future years. 
Conversely, if the accounts earn less 
than the guaranteed rate, the employer 
contribution is  increased for future 
years. Contributions to the accounts are 
fully income tax deductible to the em-
ployer, the earnings are tax-deferred, 
and the participants do not pay income 
tax on the amounts until they take a 
distribution. The benefits are fully port-
able, and when eligible for a distribu-
tion the amounts can be rolled over into 
another retirement plan or an IRA.  
 
Cash balance plans provide visible, 
portable benefits that are easy to under-
stand by both key employees and 
younger staff. Though the plan is a de-
fined benefit plan, the accrued benefit 
is expressed in terms of a present-day 
accumulation account rather than as a 
future monthly life income at some dis-
tant retirement age. If the employer 
contribution credit for a staff member 
is $1,000, and the guaranteed interest 
credit 5%, the following year the ac-
count will be worth $1,050. These cash 
balance plans make participants smile 
as their account increases each year at 
the guaranteed rate. The accounts are 
not self-directed investment accounts 
controlled by participants, but a pooled 

Recently cash balance plans have 
emerged as an extremely popular solu-
tion to creating additional retirement 
benefits for key employees. These 
“hybrid” plans can be used stand-alone, 
or combined with a 401(k) profit shar-
ing plan to achieve annual contribu-
tions well above the $40,000 IRS limit. 
 
We are currently installing a cash bal-
ance plan that will allow additional 
contributions of $45,000 each for five 
key employees (over and above the 
$40,000 they are receiving in their 
profit sharing plan--$85,000 each) 
while limiting the additional cost of 
contributions for staff to 3% of com-
pensation. Result:  $225,000 of addi-
tional contributions for the key employ-
ees at an additional cost of $27,800 for 
the staff.  
  
Here is how a cash balance plan works. 
The employer contributes a set percent-
age of pay (e.g., 20% or $40,000) for 
the key employees, and a different per-
centage for the staff (e.g., 2%). This is 
possible because of cross-testing—the 
same methodology used in the ever-
popular “new comparability” plans—
only this time instead of testing the 
profit sharing contributions, you test 
the cash balance contributions. Each 
contribution creates an account that 
earns a guaranteed interest rate which 

The Basics of  Cash Balance Plans 
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individual participant accounts for distributions. 
 
The new guidance is a welcome change on the part of the DOL.  However, investment vendors must have appropriate procedures 
in place before the allocation of specific plan expenses to individual participants will become common practice.   



We’re Moving—To The 
Electronic Age 

QUESTIONS? 
 
 
Contact: 
 
Eileen Baldwin (x 16) 
   ebaldwin@reptech.com 
 
Ralph Shaw (x 15) 
   rshaw@reptech.com 
 
Nancy Walker (x 22) 
   nwalker@reptech .com 

REPTECH would like to e-mail our newsletter and quarterly/annual administration reports to you.  
If you would like to receive e-mails, please provide the following information: 
 
Company Name: 
Newsletter Recipient(s):                                                     E-Mail Address:                                                    
                                                                                                                                                                                 
 
Report Recipient(s):                                                            E-Mail Address:                                                    
(Must be a Trustee                                                                                                                                                
Or Plan Administrator) 
 
 
You can fax this information to us at 720.489.8444 or e-mail your response to: 
                jkobayashi@reptech.com 

To Borrow or Not To Borrow 
Have you been getting an un-
usual amount of requests for 
participant loans from your 
401(k) Plan?  Research indi-
cates that you are not alone.  
Many employers are faced 
with the same dilemma as em-
ployees use their 401(k) funds 
to pay down debts, purchase a 
home, or cover medical ex-
penses.  While it can be very 
tempting to use a plan loan in 
a cash crunch, participants 
should consider the advantages 
and disadvantages, as it can 
seriously impact their future 
retirement income.  Plan loans 
are not “easy money” as some 
people think. 
 
By providing some additional 
information to employees be-
fore processing loan requests, 
they may rethink their original 
decision.  If you have employ-
ees requesting 401(k) loans, 
consider providing a summary 
of the advantages and disad-
vantages of taking those loans. 
 

Some of the advantages to the 
participant are: 
 
•  No credit check because the 
loan is secured by the retire-
ment plan balance. 
•  Low interest rate compared 
to other loans available in the 
marketplace. 
•  No taxes to pay since the 
loan is not considered a tax-
able withdrawal. 
•  Loan interest is paid to the 
participant, not to someone 
else. 
•  The loan could enable pay-
ing off higher interest debt. 
 
Disadvantages to the partici-
pant are: 

•  The amount of interest paid 
back may be much less than 
the account might have earned. 
•  Interest is paid with after-tax 
dollars, and taxed again when 
a distribution is made. 
•  At retirement or termination 
of employment, the loan bal-
ance becomes due and pay-

able, usually in a short period 
of time.  If the loan is not re-
paid, the amount of the out-
standing loan will be treated 
as a taxable withdrawal—
subject to income taxes and a 
10 percent penalty for those 
under 59 1/2. 
•  If the loan is used to pay off 
debt, don’t forget that an ad-
ditional after-tax payroll de-
duction will be taken.  Addi-
tionally, if more debt is as-
sumed during the loan period, 
the participant could end up 
with twice as much debt. 
•A loan fee is often charged 
when application is made for 
the loan and some plans 
charge an annual fee as well.  
 
Be sure to indicate on your 
summary that in no way 
should the information pro-
vided be construed as advice.  
Recommend they consult with 
a tax or financial professional 
if they have specific questions 
about their particular situa-
tion. 

7000 S. Yosemite St., Suite 150 
Englewood, CO  80112-2004 

Phone:       720.489.8700 
Fax:            720-489-8444 
Toll Free:   1.877.291.4015 
 
www.reptech.com 
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