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DOL moves closer to lifetime income disclosure rules 
for defined contribution plans 

The DOL continues to evaluate the merits of requiring lifetime income disclosures on the 

participant statements provided by the plan administrators of defined contribution plans. A new 

“advance notice of proposed rulemaking” would require disclosure of a projected account 

balance at normal retirement age and an estimate of the lifetime monthly annuity (calculated on 

single and joint life expectancies) that the participant could buy using their current account 

balance and their projected account balance at normal retirement age. A primary objective of 

the disclosures would be to help participants see how much their account balance would buy as 

a monthly annuity so that they can adjust their contribution level to ensure an adequate level of 

retirement income and reduce the risk of outliving their savings. 

In this article: Background | DOL advance notice of proposal | Explanations| Interactive online calculator | Liability concerns | In closing  

Background 

With US workers’ growing reliance on defined contribution plans to provide retirement income, employers, financial 

advisors, and government agencies have been examining ways to help workers understand how much they need to 

save to ensure sufficient retirement income. In response to a request for input on this issue back in 2010, the DOL 

and Treasury received over 700 public comments. Two days of hearings ensued. The public offered many 

suggestions about suitable approaches to communicating information, but also expressed concern about exposure 

to participant lawsuits if disclosures led to unmet expectations. 

While awaiting word on official requirements or other supportive relief from the agencies, many employers have 

implemented disclosures and tools aimed at helping employees understand their retirement needs and sources of 

income — including what to expect from funds invested through employer-sponsored plans. 

Buck Comment. A tool developed for Buck clients, for example, projects an employee’s defined contribution 

balance to retirement age and communicates that amount as a projected stream of income in retirement. 

The tool also projects Social Security benefits and can be configured to combine information from the 

employer’s defined benefit plan and other asset information entered by the employee to present an outlook 

on the employee’s total retirement readiness. 
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 DOL advance notice of proposal 

An advance notice of proposed rulemaking released in the May 8, 2013 Federal 

Register shows the DOL’s current thinking on regulations they may issue that 

would mandate disclosure of annuity information on defined contribution plan 

participant statements. The proposal would delineate a framework for selecting 

assumptions to be used in calculating the annuity values and possibly establish 

safe harbors. DOL says it does not want to stifle innovative approaches to 

communicating with employees and does not want projections to be overly 

burdensome for a plan administrator to perform, but does want the projections to 

provide meaningful information to participants and beneficiaries. 

DOL’s proposal generally would require pension benefit statements for all defined 

contribution plans to include:  

 The value of the account balance as of the last day of the period covered by the statement (i.e., “current 

balance”) 

 An adjusted value of a projected account balance 

 Two lifetime income illustrations 

For the lifetime income illustrations, the first would be based on the participant’s or beneficiary’s current account 

balance, i.e., the “fair market value of the account balance as of the last day of the period covered by the 

statement.” The second lifetime income illustration would be based on a participant’s or beneficiary’s projected 

account balance, i.e., “the current dollar value of the projected balance at normal retirement age.” The second 

illustration would be omitted for participants who have reached normal retirement age under the plan as of the date 

of the benefit statement. For married participants, the annuity values would also need to include information on a 

50% joint and survivor form of payment. 

A sample presentation of values would look like this: 

Account balance on last day of 

statement period (12/31/12)  

Single life form (monthly 

payment for your life with no 

survivor benefit)  

Joint and 50% survivor form  

Monthly 
payment during 
your life 

Monthly payment 
after your death 
to surviving 
spouse 

Current —  $    125,000 $          625 $          564 $          282 

Projected — $    557,534 $       2,788 $       2,514 $       1,257 

In developing the proposal, DOL says it considered arguments in favor of only providing information about the 

annuity that would be provided from the current account balance as well as the view that only the projected annuity 

should be shown and not the present value of the projected account. Various options for the date of the projection 

(for example, the plan’s normal retirement date versus Social Security Retirement Age) were considered for the 

projection date.  DOL invites comment on all of these various options. 

Buck Comment. Although displaying both the current and projected information should be useful to 

participants and is a terrific start, providing these numbers within the context of all of the employee’s 

http://www.gpo.gov/fdsys/pkg/FR-2013-05-08/pdf/2013-10636.pdf
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 expected sources of retirement income and as a range of outcomes provides a more accurate picture of 

retirement readiness. Additionally, visually presenting the impact of potential actions, such as increasing 

contributions, may improve the chances of employees acting on that information to improve their prospects 

for retirement. 

Selection of assumptions and method 
DOL’s proposal contemplates a general rule and possibly a safe harbor for setting assumptions and methods. 

Under the general rule, projections would need to be based on “reasonable assumptions taking into account 

generally accepted investment theories.” It would be required, however, to be expressed in current dollars and take 

into account future contributions, investment returns, and inflation. 

Buck Comment. It is not clear why DOL would express concern that they not stifle innovation and 

yet would bar projections that include inflation along with information to demonstrate inflated 

projected costs. 

The safe harbor for projecting the account and converting it to an annuity value that would be considered 

reasonable includes assumptions about contributions, returns, inflation, mortality, form of payment, and 

age. 

Contributions. The safe harbor would require an assumption that contributions continue to normal retirement age at 

the current annual dollar amount, increased at a rate of 3% per year. This increase is intended to reflect average 

wage increases over time due to raises, promotions, and cost-of-living adjustments, but not due to increases in the 

level of the participant’s chosen contribution. The DOL views this as a conservative assumption, balancing typical 

increases for young workers against increases for older workers. 

 

Buck Comment. For participants who do not currently contribute or receive employer allocations 

(terminated participants with a vested balance, for example), the projected balance would not include any 

new contributions but would be adjusted for returns and inflation.  The resulting monthly payment 

calculations for the current (not adjusted for returns and inflation) and projected (adjusted for returns and 

inflation until normal retirement age) would be odd at best and unrealistic. These statements would disclose 

two different annuity values at normal retirement age based on the same current account balance.  This 

could easily be rectified by assuming that the current balance would generate returns until normal 

retirement age (and by applying the inflation discount) when calculating the monthly payment amount. 

Investment returns and inflation. The safe harbor would use an investment return rate of 7% per year (nominal) and 

a discount rate of 3% per year to convert the value to today’s dollars. 

DOL cites an average inflation rate of 3.2% since 1913, according to Consumer Price Index data from the Bureau 

of Labor Statistics, and an average projected Social Security COLA of 2.8% annually between 2019 and 2086, 

according to reports from the Social Security trustees. 

As justification for the 7% investment rate of return, the DOL observes that the rate corresponds to approximately a 

4% real return assuming 3% inflation in the future. Considering statistics on 401(k) investment behavior and 

historical S&P 500 (from 1926) paired with an unspecified bond portfolio, DOL determined that an investor would 

have averaged a 5.6% real return through 2010. This would be reduced by various fees and transaction costs, and 
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 an expectation from economists that future returns will not be as good as they were in the past, leading them to the 

net rounded figure of 4%. 

DOL is somewhat concerned that this conservative estimate may not be conservative enough. They ask in the 

notice, “Would a more conservative safe harbor assumption (e.g., risk-free return rate, which typically averages 

about 5% nominal (2% real returns) have a more positive long-term effect than a neutral assumption on how 

participants and beneficiaries would view the lifetime income stream illustration and ultimately use it to aid their 

retirement planning?” 

Conversion method. The DOL considered two methods for converting the relevant account balances to a payment 

income — drawing down at a flat rate (such as 4% per year) and annuitization. To assure that the method informs 

participants and beneficiaries of their financial readiness for the entirety of their retired lives, the DOL selected the 

annuitization approach for the safe harbor. To apply annuitization, the safe harbor defines the form of payment to 

be “purchased,” the interest and mortality factors during the distribution period, and the date for determining the 

annuity value. 

Buck Comment. Arguably, plan design should come into play here. Many defined contribution plans do not 

offer an annuity purchase option. Communicating a monthly annuity figure to employees that is not actually 

available, for example, may lead participants to think they can draw down the estimated amount without 

actually buying an annuity. If they do not actually purchase an annuity with their plan benefit, on average, 

half would deplete their accounts during their lifetime. 

The safe harbor disclosure would be required to show life annuity payments for the lifetime of the participant or 

beneficiary along with a 50% joint and survivor annuity for currently married participants. The disclosure could 

assume that the participant’s spouse is the same age as the participant. 

Buck Comment. As an administrative convenience, plans might find it easier to illustrate both the life and 

joint and survivor forms for all participants so as to avoid having to obtain data on marital status. After all, 

marital status today may be different years in the future at the participant’s actual retirement date. In 

addition, recordkeepers often do not have or maintain updated marital status information. 

To determine the annuity factor for converting the relevant balance to an annuity, the DOL would generally require 

that illustrations be based on reasonable mortality and interest rate assumptions that take into account generally 

accepted actuarial principles. As a safe harbor, the DOL proposes that plans use a 10-year constant maturity 

Treasury securities rate for the first business day of the last month of the period to which the statement relates 

paired with the unisex applicable mortality table from Code section 417(e)(3)(B). Plans that offer annuities and 

specify rates for the purchase could use their plan-specific rate. The DOL would like comments on whether a 

different mortality assumption should be used — perhaps gender specific rates that would actually be used in 

annuity pricing if the participants roll over plan funds to purchase an individual retirement annuity. DOL would also 

like comments on whether an assumed insurance load should be used. 

The last factor needed for determining the annuity provided by the account values is the participant’s age at the 

annuity start date. For this, the DOL would assume payments start at normal retirement age (or actual current age, 

if later). 
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 Explanations 

The DOL’s proposal would require a number of specific 

explanations to accompany the annuity disclosures so as 

to be clear that the lifetime income illustration is an 

estimate, based on specific assumptions, and not a 

guarantee. The account statement would need to disclose 

any assumptions used to determine the projected account 

balance and the illustration of the lifetime income. In 

addition it would explain that the lifetime income stream is 

only an illustration and that actual periodic payments that 

may be purchased at retirement will depend on numerous 

factors and may vary substantially from the lifetime 

income stream illustration in the benefit statement. 

The DOL seeks input on whether the explanations should also explain to participants and beneficiaries that a 

consequence of actually purchasing an annuity outside of their plan is that gender-based mortality tables may be 

used and, if so, men will receive higher monthly payments and women will receive lower monthly payments. 

DOL’s interactive online calculator 

The DOL has made available an easy-to-use online calculator. Use of the calculator takes less than five minutes 

and requires entering five key pieces of data — expected retirement age, current account balance, annual 

contribution amount, years to retirement, and date of last statement. A participant can “model” different contribution 

amounts and/or retirement ages by changing the data and rerunning the calculator. The lifetime income estimate is 

created using the approaches and assumptions described in the advance notice.   

Liability concerns 

The DOL acknowledges plan sponsor concerns that providing this information could lead to unmet expectations 

and ultimately participant lawsuits. The DOL expects that including the clear and definitive statement described 

above would serve to put participants and beneficiaries on notice that the illustration is only an estimate. This 

should minimize the likelihood that they would believe the illustration is a promise or guarantee. Alternatively, 

although the safe harbor details as to assumptions and methods cannot guarantee that participants will not pursue 

legal actions, DOL suggests operating within government-defined safe harbors should go a long way toward 

averting such steps. 

In closing 

It is in the best interests of participants and plan sponsors to have tools that arm individuals with the information 

that leads to solid retirement planning decisions. We firmly believe that while communicating defined contribution 

balances as an income stream is an important first step, this step alone will not solve our nation’s problem of 

retirement income inadequacy. Workers need to fully understand all of their potential sources of retirement income 

and be presented with easy-to-understand actionable steps to improve their retirement outlook. 

http://www.dol.gov/ebsa/regs/lifetimeincomecalculator.html
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 As evidenced by the large number of comment letters in response to DOL’s first outreach on this topic, it is likely 

that the debate will continue point-by-point. Ideally, the DOL’s next proposal and final rule will accommodate a wide 

array of approaches that allow employers to support employee education without fear of liability for actual 

outcomes. Key tools for achieving this goal need to address both the approach of offering safe harbor values and 

the approach of offering innovative tools. Calculation safe harbors should be conservative and not raise 

expectations beyond a reasonable level. Plan fiduciaries who offer innovative tools should have a reasonable 

expectation of being insulated from lawsuits by standardized disclaimers. 
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