


Pension data from MEBA Benefit Watch, Vol. 6, No. 2, Chart A. MEBA Pension Trust Benefit Payments,
Chart C. MEBA Pension Plan Investment Allocation.

The plan will eventually have to adjust its distribution formulas to come in line with
expectations for modest investment returns. For members nearing retirement, any
talk of changes to the plan may be unsettling and foster a ‘leave while you can’
mentality. For those of you concerned about losing benefits, the plan will keep the
promises it has already made. If you are vested, the lump sum option will be available
to you regardless of any changes made. However, what may change is that pension
credits earned after the plan is amended would be subject to the new rules.

Some retiring members are concerned that the plan has discontinued buying insurance
contracts to back the liability. In the current market, locking up plan assets in
insurance contracts that are paying a minimal interest rate isn‘t smart. It’s like
buying a 30-year Treasury bond when interest rates are at historic lows. The contracts
that the plan currently owns were purchased when interest rates were much higher
and represent attractive investments for the plan.

At this time there appear to be no concrete plans to amend the pension. Keep in mind
that any changes to the plan will have an equal affect on the Trustees who are faced
with making the decisions on behalf of the membership.

Steps to Early Retirement

In 1998, retirement eligibility in the MEBA pension plan was loosened, allowing a 50
year old with 20 pension credits to receive full retirement. There are currently
members who want to take advantage of this, but hold back because they don’t think
they’ll have enough money to retire.



The biggest challenge to retiring early is funding the social security gap, lasting from
retirement until age 62 when you can begin collecting social security. For a married
couple it’s estimated that 30 - 40% of their retirement income will come from social
security—so the longer the gap, the larger the nest egg will have to be (National
Academy of Social Insurance, May 2007, No. 25).

In order to fund retirement during this gap, money will have to be taken from a nest
egg. For most members that includes the lump sum, MPB and 401(k). Typically, the
plan balances are rolled over into an IRA. Money withdrawn from a traditional IRA
prior to age 59 1/2 may be subject to a 10 percent withdrawal penalty (see article
“Understanding 72(t)””). Depending on age, options exist to withdraw funds without
penalty. The MPB and 401(k) offer a distribution method known as installment
payments that pay out plan balances over a fixed period of time. The example below
illustrates how this can be a powerful tool when retiring early.

MEBA Joe is 55 years old and wants to retire. He’s determined that he’ll need
$85,000 per year to meet his lifestyle goal. His nest egg consists of the MPB
($170,000), 401K ($200,000) and lump sum ($900,000) which he rolls over into a
traditional IRA. Under this scenario, even though Joe’s nest egg is large enough for
an early retirement, he wouldn’t be able to get enough income by withdrawing from
his traditional IRA as the withdrawal would be subject to a 10 percent penalty. If
instead, he elects to receive installments on his MEBA 401K over 5 years and rollover
the MEBA MPB and lump sum into a traditional IRA, he would have enough income
to retire early.

The solutions discussed may not be suitable for your personal situation, even if it is similar to the example
presented. Investors should make their own decisions based on their specific investment objectives and
financial circumstances. It should not be assumed that the recommendations made in this situation
achieved any of the goals mentioned. This example is hypothetical and does not represent any specific
investments or strategies.

Understanding IRS section 72(t) Early IRA withdrawals

Revenue ruling 72(t) exempts IRA withdrawals, prior to age 59 1/2, from a 10%
penalty. 72(t) income is based on a calculation using the applicable federal rate
(AFR), your account balance and age. You are required to take a series of equal
payments for 5 years, or until you reach age 59 1/2 whichever is longer. A 10%
penalty will be assessed on all distributions retroactively and with interest if the
payment schedule is modified at anytime.

There are three different methods for calculating the payments: annuitization,
amortization and minimum distribution. For a 55 year old, the income level using the
amortization or annuitization method is roughly 5% of the IRA value and the
minimum distribution method is about 3% based on current interest rates. Once you
choose the calculation method for your payment schedule you can never increase it;



however you can decrease it from the amortization or annuitization method to the
minimum distribution method.

If you are considering an IRA rollover with 72(t) payments as an alternative to receiving a pension, be
aware that principal protection of your IRA rollover investment cannot be guaranteed. The overall
return on your investments will be reduced by various fees and expenses associated with the investments,
investment program or account.

Although you can begin 72(t) distributions at any age, individuals younger than age 50 must make
longer time commitments. This often increases the risk that you would need to alter your series of
payments before age 59 % due to changing income needs, which could result in retroactive penalties
and interest charges. Once begun, the substantially equal periodic payments must continue for 5 years
or until age 59 Y2 whichever is longer. If there is any modification to the 72(t) payment schedule prior
to the completion of this time frame, a 10% penalty will be applied to all distributions, retroactively
and with interest. If you are near age 59 % you may want to consider tapping taxable assets first to
bridge any income gap until your IRA is no longer subject to the 10% penalty at age 59 % . Withdrawal
rates that exceed investment rate of return may jeopardize your ability to sustain withdrawals through
retirement.

How We Can Help

The complexities of the plans and retirement decisions often merit consulting a
financial professional. Whether you are a client or not, our office offers free
consultation services for MEBA members and serves as a go-to resource for
MEBA members who are weighing their retirement options. We welcome you to
call to introduce yourself, and we’d be delighted to provide you with guidance and
support in any way we can. Our office also provides a full spectrum of investment
and financial services, so we can help you and the people you know with other
difficult saving and investment matters. Before pulling the trigger on your
important financial decisions, give us a call and let us help you make sure you have
not missed something important.

Mark Buser, CEP® is a Financial Advisor and former MEBA member. Mark will be on
site and available to answer your questions — both before and after the membership
meeting. Look for our advertisement in the Marine Officer for times, dates and locations.
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