
SIX TIPS FOR SUCCESS 
MAKE THE MOST OF YOUR DEFINED 
BENEFIT CASH-OUT OPPORTUNITY
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CONSIDERING A
CASH-OUT PROGRAM? 
With pension plan cash-out programs from companies 
such as GM making headlines, awareness of – and 
interest in – these types of offerings has increased 
significantly. By taking advantage of more favorable 
rules that allow lump-sum benefit calculations to be 
based entirely on corporate bond interest rates instead 
of Treasury bond rates, sponsors of well-funded pension 
plans may effectively reduce risk by offering a pension 
cash-out program to eligible inactive employees. 
These programs are most commonly offered to vested-
terminated participants who have yet to commence 
benefits, but when an IRS private letter ruling has been 
issued, these programs can be offered to retirees who 
have already begun receiving pension payments. 

Before you embark on a cash-out offering, it is important 
to not only define the goals and objectives of the program, 
but also mitigate any potential pitfalls that may arise and 
interfere with the success of the cash-out program. In 
particular, it is essential to fully consider the implications 
for your plan participants. All communications related to 
a cash-out offering should thoroughly explain the options 
for participants and carefully address the sources of 
education and additional information available. Participants 
need help in order to make the right decision for their 
personal situation, and the importance of your role as
a sponsor and communicator cannot be overstated.

If you are contemplating a cash-out program, Mercer’s 
extensive experience can help ensure success. Here’s 
a list of six tips that can help you achieve the risk-
reduction results you want.
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SIX TIPS FOR DB CASH-OUT SUCCESS
1. POSITION THE LUMP-SUM CASH-OUT OPTION AS A POSITIVE OPPORTUNITY. 
While some media reports have painted lump-sum pension payments in a negative light, there are 
many positive aspects to this opportunity. You should carefully emphasize these points in all of your 
communication – to participants and to other stakeholders such as current employees, investors, clients 
and customers, industry constituencies and the press. 

• The lump-sum payment is only an option, not a forced cash-out. With the addition of a lump-sum 
option, terminated-vested participants will have another choice when considering how they want 
to receive their pension. 

• More choice is always a good thing. The lump-sum payment option allows each participant to make 
the decision that is best for his or her unique situation. Emphasize that no options previously available 
to participants are being removed.

• A lump-sum cash-out offers certain benefits. For pre-retirees who are still building their retirement nest 
egg, being able to take control of their pension money early may be beneficial. A lump-sum option 
offers participants more choice for their overall retirement planning strategy. Individuals taking a 
lump-sum payment could consolidate this money with other retirement accounts, such as Individual 
Retirement Accounts (IRAs), to create a more complete picture of their total retirement assets.  

2. PROVIDE EFFECTIVE COMMUNICATION TO PARTICIPANTS. 
On the surface, deciding whether or not to take a lump-sum pension payment may seem to be simply a 
matter of comparing the estimated values for each payment method. But there is much more to consider. 
As you communicate with your participants, help guide them through the many factors that should be 
part of their decision-making process, such as: 

• Comparing the value of a lump-sum payment vs. an annuity

• Understanding the impact of deferring or not deferring payment

• Evaluating their personal and family situations for immediate and long-term financial needs

• Reviewing their overall financial picture 

• Assessing their ability to manage money 

• Engaging a qualified and trusted financial planner

• Examining the benefits of consolidating their finances

• Considering their health and life expectancy

Above all, your communications should emphasize that the right decision is unique for each 
individual and that participants should consult with their financial and/or tax adviser to assist 
in the decision-making process.
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3. TAKE STEPS TO ENSURE YOU HAVE CORRECT AND COMPLETE DATA. 
The success of your DB cash-out project is contingent upon having complete and accurate data. Take the 
time up front to analyze the quality of your data and perform cleanup where needed. Without the proper 
advance diagnostics, your project’s integrity may be compromised or limited. Consider these questions:

• Do you have a complete list of impacted participants?

• Do you have certified benefit calculations for the impacted population?

• How confident are you that addresses are accurate and meet published post office standards? 
(Keep in mind that the accuracy of mailing information is critical to the success of your project.)

4. BE PREPARED TO EXPLAIN YOUR BUSINESS RATIONALE TO A VARIETY
OF STAKEHOLDERS. 
It’s not just the targeted participants who have a vested interest in your cash-out project. All important 
stakeholders – including current employees, investors, clients and customers, industry constituencies 
and the press may want to know why you’re taking this step. Without effective communication from you, 
these groups may draw their own conclusions, so having your business rationale carefully thought out 
and ready to communicate is essential. Be prepared to tell your story, retell it and then tell it again.

5. UNDERSTAND YOUR ROLE AS A FIDUCIARY.
As a plan sponsor, you have a fiduciary responsibility to act solely in the best interest of the plan 
and its participants. This means making prudent decisions based on protecting the financial wellbeing 
of the plan and ensuring participants have all the necessary information to make decisions about 
the plan options made available to them. Before you begin such a program:

• Perform a feasibility assessment and identify the benefits and potential pitfalls of such an offering 

•  Consider the risk management implications of a cash-out, such as the effect of a program on asset 
allocation and funded status volatility

• Make sure your participant communications are accurate and educational

• Establish goals and objectives and ensure the features of the program and decisions made are in alignment

• Most importantly, consult with legal counsel before finalizing project decisions

6. WORK WITH A PROVIDER WHO IS UP TO THE CHALLENGE.
Carefully choosing the right provider to help you execute your cash-out program is a critical part of this 
initiative. Be sure the company you select is up to the challenge of this complex task. To help ensure
a smooth cash-out project, you’ll want to confirm your provider’s ability to perform these key tasks:

• Provide consultative support to guide you through the process

• Collect and prepare accurate data for the targeted population

• Create and deliver specialized participant communications

• Staff a quickly scalable contact center with knowledgeable, fully trained service representatives 

• Receive and process a large volume of distribution requests within the desired timeframe

You’re investing a considerable amount of time and effort to conduct a cash-out program. The best way to 
help ensure you achieve your goals is to enlist the support of an experienced consultant and administrator 
that has the technology and resources to deliver an effective solution.



MERCER’S CUSTOM SOLUTIONS
As a global leader for trusted advice and solutions in talent, health, retirement, and investments, Mercer 
has the expertise and in-depth resources to help you evaluate the feasibility and merits of a lump-sum 
cash-out program and make the right decisions related to the offering. Mercer has developed a 
comprehensive end-to-end offering that considers the financial, administrative and legal considerations 
prior to moving forward, and then provides complete administrative support for your cash-out program. 
Our custom solutions include consultative guidance, experienced administration, flexible program design 
and personalized participant communications. Of course, each plan is unique, so you should consult with 
your legal adviser to identify any specific considerations that may need to be addressed.

Consultative guidance – Mercer’s comprehensive team of consultants will help you make the right 
decisions to meet your goals and objectives and prepare for a lump-sum offering, while our sound 
project management capabilities will ensure adherence to timelines to maximize the effectiveness 
of the program.

Experienced administration – Mercer has deep pension administration knowledge and experience 
covering every type of DB plan, as well as specialized teams that support our clients with proven 
expertise in data cleanup and lump-sum cash-out offerings.

Flexible program design – Leveraging baseline program materials, every cash-out offering we help 
conduct is unique. We will work with you to design and execute a program that addresses your specific 
situation and business objectives.

Personalized participant communications – Our multifaceted communications are customized and 
personalized, providing objective information across all touch points – through the mail, online and 
over the phone.

CONTACT YOUR MERCER REPRESENTATIVE FOR MORE 
INFORMATION ABOUT OUR DB CASH-OUT SOLUTIONS.
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