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Pension Maximization

OVERVIEW

Pension maximization is a method used to get the most
out of a defined benefit plan payout options. Pension
maximization may be a viable option for the client who
will receive a defined benefit at retirement and must
decide whether to choose a single-life or joint and
survivor annuity.

THE DILEMMA

The benefit paid on a joint and survivor option is
reduced from the benefit that would be paid with a
single-life benefit, in most situations. The single-life
benefit option provides a higher benefit payment, but
the benefit stops at the death of the participant and
leaves the spouse without benefit payment. Conversely,
if the joint and survivor option is chosen, an income is
guaranteed to the spouse when the participant dies, but
if the spouse dies prematurely, the reduced benefit
continues to the participant for the remainder of his or
her life. The pension maximization attempts to provide
a compromise.

HOW IT WORKS

Prior to retirement, participant purchases life
insurance to replace income lost when single-life
benefit payments stop.

Life Insurance Policy

At death of the participant, life
insurance death benefit is
paid to the spouse income
tax free.

Participant makes an
irrevocable election to take
single-life income rather
than joint & survivor.

Participant

Spouse

Pension payments stop at the death of

used to replace the pension income.

o Before retirement, the participant purchases a
sufficient amount of life insurance naming the spouse
as beneficiary.

*Shown for illustrative purposes.
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At retirement, the participant and spouse elect to take
the single-life benefit option — receiving the maximum
pension benefit as long as the participant lives.

A portion of the pension benefit is used — the
difference between the amount for the single versus
the joint and survivor benefit — to pay the life
insurance premiums.

POTENTIAL ADVANTAGES

Maximum pension benefits are paid.

Should the participant die first, the spouse receives
the life insurance death benefit to replace the
discontinued pension income.

The heirs will receive any remaining life insurance death
benefit upon the death of the participant’s spouse.

DISADVANTAGES

Medical benefits for the spouse may be tied to survivor
pension benefits. A life only option may eliminate
medical benefits for the spouse. Related retirement
benefits should be thoroughly evaluated before the life
only option is selected.

The surviving spouse may lack investment experience
to handle the lump sum death benefit. The life
insurance company may offer an alternative settlement
option to ensure that the benefit will not be depleted.

CONSIDERATIONS

) the participant. The death benefit that is
paid at the participant’s death can be
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The option that is selected should be carefully
considered. Both the participant and spouse must
make the irrevocable benefit election.

In the right situation, pension maximization may work
well. Some of the factors that need to be taken into
consideration include the age and health status of the
participant and the spouse, the income difference
between the single-life and joint and survivor options,
and the cost of the insurance. When there is a large
income difference between the two options and the
participant is insurable, pension maximization may be
an option to consider.
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Capitas Financial, Inc. (Capitas) provides life insurance marketing support and
case management services to Merrill. Capitas is not an affiliate of Bank of
America Corporation.

The information cannot be relied upon for the avoidance of taxes and or IRS
penalties. This material is not intended to provide tax, accounting or legal
advice. As with all matters of tax or legal planning your client should consult
their tax or legal counsel before implementing any financial, tax, or estate
planning strategy.

This material is being provided for informational or educational purposes
only and does not take into account the investment objectives or financial
situation of any clients or prospective clients. The information is not
intended as investment advice and is not a recommendation about managing
or investing a client's retirement savings. Clients seeking information
regarding their particular investment needs should contact a financial
professional.

Guarantees are based on the claims-paying ability of the issuing insurance
company and do not apply to the underlying investment options. They are
not obligations of, nor backed by, the broker/dealer and/or insurance agency
selling the policy, nor by any of their affiliates, and none of them makes any
representations or guarantees regarding the claims-paying ability of the
issuing insurance company.

Investing involves risk including possible loss of principal. Information is
current as of the date of this material.

Any opinions expressed herein are from a third party and are given in good
faith, are subject to change without notice, and are considered correct as of
the stated date of their issue.

This material does not take into account a client’s particular investment
objectives, financial situations, or needs and is not intended as a
recommendation, offer or solicitation for the purchase or sale of any security
or investment strategy.
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