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Plan sponsors can help employees consider their defined 
contribution plans as “retirement income plans” rather than 
focusing only on savings.

by |  Gregory P. Falzon, CEBS

A
t the height of popularity for defined benefit 
(DB) plans in 1980, the U.S. Department of 
Labor (DOL) estimated that 84% of all private 
sector active employees were covered under 
a DB plan.1 However, over the past 30 years, 

the popularity of DB plans has waned, fueled by increased 
worker mobility, necessary cost cutting and the rise of de-
fined contribution (DC) plans.

Today, only 19% of private sector active employees are 
covered by a DB plan,2 which was designed to provide re-
tirement income for the employee’s lifetime. DC plans, origi-
nally offered as retirement savings plans to supplement DB 
plans, have become the only type of qualified retirement plan 

for an increasing number of active employees in the private 
sector. As of today, over 650,000 DC plans are currently ac-
tive, compared to 48,000 DB plans.3

With the shift from DB to DC plans, Americans are now in-
creasingly responsible for funding and managing the majority 
of their retirement. Unfortunately, since their inception, DC 
plans have focused almost exclusively on encouraging asset ac-
cumulation. Exacerbating the trend, many plan sponsors in-
troduced lump-sum withdrawal features for their DB plan—a 
feature that has become attractive to many retiring workers.

As a result, many employees are looking at an account bal-
ance or “bag of cash” at the end of their working years with 
little planning or knowledge about how to spend down those 
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assets so that they don’t run out of money in retirement. For 
employers—which exert significant influence over their em-
ployees’ future retirement security through plan design and 
plan communications—helping employees recognize that DC 
plans should increasingly be thought of as “retirement income” 
plans is critical to their retirees’ future financial security.

The MetLife Qualified Retirement Plan BarometerSM(QRPB), 
released earlier this year, assessed whether, and to what ex-
tent, a new culture that places equal emphasis on retirement 
savings and retirement income is taking hold in the largest 
U.S. companies.4 In that study, only one-third of the com-
panies describe their retirement benefits philosophy as sup-
porting employees’ efforts to “create retirement income for 

the future” despite 65% saying retirement income is extreme-
ly or very important as a focus of their retirement plans.

For plan sponsors, it is increasingly clear the savings-centric 
culture of retirement planning must evolve for current gen-
erations of employees to be properly prepared for retirement. 
While fiduciary concerns may delay some plan sponsors from 
offering more income-driven DC plan options until additional 
regulatory guidance is issued, an opportunity exists to create a 
culture focused on retirement income through the communi-
cation and educational materials provided to employees.

Evaluate Current Retirement Philosophy
A substantial majority of plan sponsors appear to rec-
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ognize the importance of cultivating 
a retirement philosophy that not only 
focuses on providing cost-effective re-
tirement benefits that help employers 
remain competitive, but also inculcates 
the importance of their employees 
planning, saving and creating retire-
ment income for their future.

According to the QRPB, 45% of plan 
sponsors describe their corporate phi-
losophy regarding retirement benefits 
as a desire to “be successful in a com-
petitive workforce environment and fo-
cus primarily on providing them in the 
most cost-efficient manner possible.” 
More than one-third (35%) of employ-
ers describe their philosophy as a desire 
“to support employees’ efforts to create 
retirement income for the future when 
taken together with Social Security and 
their personal savings,” and 20% de-
scribe their philosophy as “our business 
needs are served by proactively creating 
a program that offers the best financial 

and other resources to support our em-
ployees’ need to determine and achieve 
their retirement savings goals.”

Before deciding whether and how 
to modify an organization’s retirement 
culture, plan sponsors should first 
identify which retirement benefits phi-
losophy best describes their corpora-
tion and consider how their retirement 
objectives align with that philosophy.

Assess Retirement Objectives
It’s critically important to employees’ 

future retirement security that retire-
ment income be incorporated into the 
overall retirement objectives of a plan 
to ensure it is well-balanced. Today, 
however, the majority of sponsors re-
main more focused on retirement sav-
ings than on income as a key objective 
of their programs. Nine in ten (93%) 
plan sponsors report that retirement 
savings is extremely or very important 
as a focus of their retirement plans, 

while only 65% say retirement income 
has an equal level of importance.

This focus on savings versus income 
is further evidenced by success metrics 
established by plan sponsors. Specifi-
cally, while 84% of plan sponsors say 
that their company’s overall participa-
tion rate is extremely or very important 
in gauging the success of their retire-
ment plans, just 17% of plan sponsors 
set income replacement goals for their 
qualified plans.

In many cases, this focus may well 
be an outcome of continuing efforts to 
encourage workers to voluntarily enroll 
in DC plans and the need to meet the 
nondiscrimination tests required for DC 
plans. Certainly, encouraging participa-
tion will always be important, but what 
seems increasingly clear is that this, by it-
self, is not sufficient for most plans to have 
good outcomes for their participants.

Plan sponsors can start to make 
the shift toward a retirement income 
culture by assessing the retirement 
benefits objectives for their company. 
Think about what types of metrics are 
routinely tracked regarding retirement 
benefits—i.e., income replacement 
goals, participation rate and deferral 
rates. When executive management 
asks for a report on the success of the 
retirement benefits programs, what in-
formation is typically provided? If plan 
sponsors offer both a DB and DC plan, 
are decisions about their plan designs 
made together, or independently? By 
taking these questions into account, 
plan sponsors can determine if their 
retirement objectives are primarily fo-
cused on savings or income, or a com-
bination of the two—and then work to 
align plan design and communications 
to support and highlight their philoso-
phy and objectives.

retirement income

learn more >>
Education
Need to Know Updates About Recent Retirement Regulations
Overview of Retirement Plans
For information, visit www.ifebp.org/elearning.
401(k) Plans
March 5-6, 2012, San Diego, California
For information, visit www.ifebp.org/certificateseries.

From the Bookstore
Designing Successful Target-Date Strategies for Defined Contribution Plans
by Stacy L. Schaus. John Wiley & Sons. 2010.
For more details, visit www.ifebp.org/books.asp?8912.
How to Retire Happy: The 12 Most Important Decisions You Must Make  
Before You Retire, Third Edition
by Stan Hinden. McGraw-Hill. 2010.
For more details, visit www.ifebp.org/books.asp?8826.
Recession-Proof Your Retirement Years
by Steve Vernon. Rest-of-Life Communications. 2010.
For more details, visit www.ifebp.org/books.asp?8856.
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Focus on Communication  
and Education

In retirement plans today, plan design is typically fo-
cused on encouraging savings and stable investments, 
rather than creation of lifetime income. According to the 
QRPB, almost half of large plan sponsors report that they 
include all employees in automatic enrollment features, 
and 52% have implemented a default allocation to a tar-
get-date fund for employees who don’t select an option on 
their own. Furthermore, 87% of plan sponsors say that all 
employees across their corporation are offered stable-val-
ue funds, and a strong majority (76%) include target-date 
funds in the investment lineup offered to all their employ-
ees. These savings-focused design features are popular at a 
time when numerous plans have delayed adding an income 
annuity distribution option in their DC plans citing fidu-
ciary liability concerns. While many plan sponsors are in a 
holding pattern with regard to more widespread adoption 
of annuities, improving plan communications and educa-
tion now can begin to address the need for a focus on re-
tirement income.

As the popularity of DC plans has grown, communication 
and educational materials have routinely emphasized asset 
accumulation rather than income generation. For example, 
according to the QRPB, only 44% of plan sponsors have writ-
ten policy statements that deal with more than just invest-
ment issues, and less than one-third of them address retire-
ment income in these statements. The study also found that 
77% of plan sponsors report that their employees are aware 
of company-provided materials available to them pertaining 
to the importance of saving for retirement, but just 58% think 
that the materials, tools and/or other support their company 
provides participants give them a clear idea of how to gener-
ate retirement income from their plans.

While awaiting regulatory guidance about the fiduciary 
safe harbor, sponsors can use this time to create a commu-
nications and education platform that truly meets employee 
needs. For instance, the QRPB found that only one-third 
(34%) of plan sponsors conducted an employee survey to help 
gauge how satisfied employees are with the education and 
support they receive about their retirement plan. By seeking 
feedback from employees, sponsors can get direct and action-
able information on which educational materials are received 
well, and also learn how to ensure that communication and 
educational programs are in sync with employee needs.

While assessing the focus of retirement communication 
and educational materials, plan sponsors should be sure to 
align with the company’s retirement philosophy and objec-
tives. If retirement income is at the heart of the company’s 
retirement benefits program, for example, employers could 
take an inventory of current materials and assess if com-
munications favor asset accumulation and investing over 
income. Look at the education and advice given and “shelf 
space”; determine what percentage of materials contains 
messages about retirement income and consider making ap-
propriate adjustments.

Incorporate Retirement Income  
Into Communication Materials

For employees to make an appropriate connection be-
tween savings and income, they must be presented with 
information that provides a clear picture of how they can 
generate retirement income. Additionally, it is increasingly 
important to use those communication channels preferred 
by employees.

For plan sponsors that have determined they would like 
to encourage a culture of retirement income, five steps they 
can take to get started are:

 1. Assess current materials. As described above, determine 
if the materials, tools and personal support provided to 
employees link their savings to retirement income and 
give them a clear idea of how to generate retirement 
income from their retirement plans. Consider an em-
ployee survey or focus group or mining human re-

retirement income
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sources’ “frequently asked questions” to assess the ef-
fectiveness of current materials.

 2. Educate about retirement income-related issues. In com-
munications materials, begin to address retirement in-
come-related issues, such as the pros and cons of tak-
ing a lump sum versus periodic payments as well as 
longevity risk posed to retirement savings by longer life 
spans. Additionally, sponsors can provide information 
for different generations of workers about ways to 
maximize Social Security benefits, whether it is coun-
seling older employees on when to begin taking bene-
fits, or working with younger employees to understand 
how Social Security benefits can fit into their long-
term retirement income strategy.

 3. Provide information about retirement income replace-
ment rates. According to Aon Consulting’s 2008 Re-
placement Ratio Study,5 developed in cooperation with 
Georgia State University, a replacement level of 77% to 
94% of income is recommended. That’s well above the 
median replacement level of 62% that was reported by 
companies as their target in the QRPB. Sponsors should 
provide education about retirement income replace-
ment rates, how to coordinate with Social Security and 
how various levels can affect retirement lifestyles.

 4. Provide participant statements. To help quantify retire-
ment income options for employees, sponsors should 
consider providing participant statements that show 
both their savings balance and what it would convert 
to as an income stream in retirement. According to the 
QRPB, fewer than half (46%) of plan sponsors say that 
all of their employees receive participant statements 
that show both their balance and what it would convert 
to as an income stream in retirement. Reviewing both 
replacement rates and participant statements can help 
employees visualize how their current and projected 
level of savings will address their basic monthly ex-
penses after retirement.

 5. Point to outside resources. Sponsors may want to en-
courage employees to take advantage of free retirement 
planning resources. Providing employees with publicly 
available resource guides like DOL’s “Taking The Mys-
tery Out Of Retirement Planning”6 can go a long way 
in laying a foundation for a retirement income culture.

Align Metrics to Retirement Income
Despite eight in ten (84%) plan sponsors saying their 

company’s overall participation rate is extremely or very im-
portant in gauging the success of their retirement plans, a 
smaller percentage (52%) thinks that the ability to generate 
retirement income is extremely or very important in deter-
mining how successful their retirement plan is in relation to 
their corporate philosophy. For sponsors to accurately gauge 
the success of a plan in generating retirement income, it is im-
portant to augment measurements of participation rates and 
recommended savings levels with measurements focused on 
the ability of the plan to generate retirement income. 

Retirement Income Going Forward
While much of the ultimate burden for retirement se-

curity has shifted to employees, plan sponsors still play a 
critical role. Plan sponsor decisions about plan design, plan 
objectives and how the plan and its objectives are commu-
nicated are likely to have an overriding effect on plan out-
comes. By working to create a culture of retirement income, 
plan sponsors can have a lasting effect on the success of their 
retirement benefits program—and help employees work to 
achieve a financially secure retirement.    
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takeaways >>
•   DC plans have focused almost exclusively on encouraging asset 

accumulation rather than focusing on creating retirement income.

•   Plan sponsors should assess their retirement benefits objectives.

•   Plan communications and education can begin to address the 
need for a focus on retirement income.




