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The Pension Rights Center is a consumer organization committed to protecting and 
promoting the retirement security of workers, retirees and their families.  We are writing 
to express our strong support for the concept of requiring pension plans to disclose of 
the relative value of the optional benefits they offer to participants and beneficiaries.  In 
the following comments we suggest ways that the proposed rules can be simplified and 
more narrowly targeted to better achieve their public policy objectives.   
 
Background.  When participants and beneficiaries are offered the option of taking their 
benefits as either a lump sum or an annuity, they reasonably assume that the dollar 
values of the two options are equal.  They have no way of knowing that Treasury 
regulations permit pension plans deny them a significant portion of their pension if they 
choose payment options that are not specifically mandated by the law.   
 
The most dramatic examples of pension forfeitures occur when a participant, who has 
met all of the requirements for a “subsidized early retirement benefit,” chooses to collect 
his or her pension as a one-time lump sum payment, rather than as a series of lifetime 
monthly payments.  In this situation, the participant can lose more than half the 
value of his or her expected benefit.  That is because the dollar amount of the lump 
sum paid by the plan can be worth 40 percent of the dollar value of the annuity.1   
 
 
                                            
1 A little-known Treasury regulation permits plans to disregard the early retirement subsidy if a participant chooses a 
form of payment, such as a lump sum, that is not specifically required by the law.  (In the case of a married 
participant, the legally required benefit is a qualified joint and survivor annuity; lump sums are considered to be 
“optional” forms of benefit.)  A plan taking advantage of the Treasury regulation only has to give a participant (eligible 
for a subsidized early retirement benefit) a lump sum that is the dollar equivalent of a monthly benefit reduced to 
reflect the fact that he or she is collecting the benefit before age 65.  This reduction can be substantial, as much as 6 
percent a year (60 percent) for a participant who is age 55 at the time he or she applies for the lump sum payment.  
This contrasts with the amount that the participant reasonably expected to receive at age 55, namely, the dollar 
equivalent of the unreduced monthly pension he or she had earned under the terms of the plan.  
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Although plans ordinarily disclose the dollar amount of the monthly annuity, and the 
dollar amount of the lump sum, most participants have no way of comparing the two 
amounts.  For a variety of reasons, participants tend to prefer lump sums, and typically 
select the lump sum option.  If the choice of the lump sum results in a forfeiture of an 
early retirement subsidy, the dollars and cents loss to participants can be devastating to 
their future retirement security.  It can also result in unjustified windfalls to their plans.2   
 
Comments.  Although the proposed regulation identifies and seeks to address a very 
troubling problem, we believe that as drafted it would impose needless burdens on 
plans, and result in disclosure that could be confusing and, in some instances, unhelpful 
to participants and their beneficiaries.  We suggest that the regulation be more narrowly 
targeted, and greatly simplified. 
 
Specifically, we recommend that the proposed regulation be modified to require that:  
 

(1) plans provide plain-English notices that include model language 
specifically designed to alert participants to possible forfeitures; 

 
(2)  these notices be provided only to those participants (and 

beneficiaries) likely to be affected by these forfeitures; and  
 
(3) statements of relative value be limited to comparisons expressed as 

lump sum amounts (and present value lump sum equivalents). 
 
(1) We strongly urge the Treasury Department to provide plans with model language 
that they can use to draft the required notices.   
 
In the case of a plan providing subsidized early retirement benefits, a model notice 
might read:  
 

You have met the requirements for a [subsidized early retirement benefit] 
under the [XYZ] Plan. When you fill out your application for your pension, 
you will be given a choice as to how you want your pension to be paid.  It 
is important that you know that if you select a one-time lump sum payment, 
rather than lifetime monthly payments, the dollar value of the lump sum 
may be much less than the dollar value of the annuity.   
 
Here is an example:  If an employee entitled to receive a [subsidized early 
retirement pension] of [$1,000] a month at age 55 chooses to take that 
benefit as a lifetime monthly benefit, the dollar value of the benefit will be 
equal to a lump sum payment of [$100,000].  If the employee chooses to 
take the pension as a one-time lump sum payment, the dollar value of the 
benefit will be [$40,000].   
 

                                            
2 A similar type of loss can occur if a plan provides a subsidized qualified joint and survivor benefit.  (The plan does 
not reduce the participant’s benefit (or does not reduce it fully), to “pay for” a lifetime benefit for a surviving widow or 
widower.)  If the participant selects a lump sum form of payment, the lump sum is not likely to include the value of the 
subsidy.  Yet the participant selecting the lump sum assumes that its dollar value is the same as the dollar value of 
the subsidized joint and survivor benefit.   
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To help you decide which form of payment to take, you can request an 
individualized statement that compares the dollar value of your pension if it 
is paid as an annuity with its dollar value if it is paid as a lump sum.  To 
receive a copy of an individualized statement, contact the Plan 
Administrator...3 
 

(2) To avoid confusion, “relative value” notices should only be provided to 
individuals likely to be affected by the forfeitures.  These notices should be 
separate from, but provided at the same time as the notices now required by the 
Treasury’s joint and survivor notice regulations.  Also, they should be provided to non-
married as well as married participants, and to alternate payees and other beneficiaries 
as appropriate. 
 
(3) Since the problem targeted by the proposed regulation is the unwitting forfeiture of 
significant amounts of benefits when individuals opt for lump sum benefits rather than 
annuities, the relative value comparisons should be limited to lump sum 
equivalents.   In other words, the relative values of the annuity and the lump sum forms 
of payment should be stated as lump sums, both in the examples provided in the 
generalized notice, and in individualized notices requested by participants.  This will 
greatly simplify the disclosure process for plans, and will assure that the clearest 
possible information is provided to participants.   
 
Although plan sponsors may object that presenting the relative value of benefits solely 
as lump sums will provide too much clarity, it will ensure that participants are fully aware 
of what they are giving up by opting for lump sum payments.  It will also further two 
vitally important public policy objectives:  First, it will encourage more retirees to take 
their benefits in the form of annuities that they cannot outlive and that are insured by the 
Pension Benefit Guaranty Corporation.  Second, it will help preserve all-important joint 
and survivor protections for spouses who work primarily in the home, and who might 
otherwise be left without adequate retirement incomes.4  
 
Other comments.  We support the inclusion of interest rate assumptions and mortality 
tables in the individualized notices.  These can be in smaller print or a footnote, with a 
reference to the fact that the American Academy of Actuaries offers a referral service for 
individuals seeking assistance with the calculation of pension benefits.  This service, the 
Pension Assistance List, “PAL”, can be accessed through the Internet at 
www.actuary.org, or by telephone, fax or mail: (phone) (202) 223-8196 
(fax) (202) 872-1948, 1100 17th Street NW, 7th Floor, Washington, DC 20036. 
 

                                            
3 For plans that subsidize qualified joint and survivor benefits but do not include the subsidy in lump sum 
payments, the notice might state:   
 

If you choose to take your pension in the form of a lump sum, the dollar value of your benefit will 
be less than if you choose to take your benefit in the form of monthly benefits over your lifetime 
and that of your surviving widow or widower.  

 
4 In this connection it would be helpful for the preamble of regulation to include a plain statement of its overriding 
purpose: To ensure that older Americans do not inadvertently forfeit significant portions of the pensions they have 
worked so hard to earn.   
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We feel strongly that the interest rate assumptions and mortality tables used for relative 
value calculations should be specified in the regulation, rather than be left to 
“reasonableness” determinations by plans.  This will simplify the calculations, and 
produce greater uniformity among plans.  
 
Although we would prefer that all notices be individualized, in the interests of minimizing 
administrative costs, we support the use of general model notices, with the right to 
receive individualized comparisons prominently presented in the model notice, e.g., in 
bold type.   
 
We also support the requirement that the general notices be provided by first-class mail, 
or by in-hand delivery.  Individualized notices should be provided in any form requested 
by the participant in writing, including e-mail.  However, electronic communication 
should not be used unless specifically requested by a participant. 
 
It goes without saying that no technical terminology should be used in either the model 
general notice, or the individualized notices.   We support the concept, contained in the 
proposed regulation, that the notices be understandable to the average participant.  As 
with summary plan descriptions, notices in other languages should be provided if 
appropriate for a specific workforce. 
 
Finally, we urge the Treasury Department and the Internal Revenue Service to provide 
similar disclosure in the case of cash balance conversions.  Participants who have 
counted on receiving subsidized early retirement benefits (or qualified subsidized joint 
and survivor annuities), need to know both that a pro rata share of these benefits will 
available to them if they subsequently satisfy the requirements for the benefits and take 
their benefits in the form of an annuity.  They also need to know the relative value of 
these benefits compared with the amounts “converted” to their opening cash balance 
accounts.  Again, the appropriate comparison is the lump sum value of each benefit, 
using assumptions prescribed by regulation.  We believe the Treasury Department 
currently has ample authority to require that plans provide this notice.  However, if it is 
determined that legislative authorization is needed, we ask that the Secretary of the 
Treasury consider recommending to Congress that plans be directed to disclose this all-
important information.   
 
We request an opportunity to speak at the public hearing scheduled for January 14, 
2003.  Our comments will focus on the suggestions for simplification of relative value 
notices highlighted in this letter. 
  
Respectfully submitted, 

 
Karen W. Ferguson 
Director 
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