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VESTED INTEREST

Employer-sponsored defined-benefit pension plans are quickly 
becoming a thing of the past, at least in the private sector.  Most 
public employees are still covered by such plans, although a lump-
sum option generally is not available.  

For private-sector retirees who still have traditional pensions, many 
have the option of choosing 1) a lifetime stream of income or 2) 
a lump-sum payment which is intended to represent the present 
value of that income stream, based on life expectancy and a factor 
related to the time-value of money.

Making that decision is a huge one.  Once made, it cannot be 
reversed.  The decision impacts the retiree’s financial picture for 
the rest of his/her life. 

Close to home, Kodak announced in January 2012 that it was 
suspending the lump-sum option for its defined-benefit pension 
plan, pending the outcome of the Chapter 11 bankruptcy process.    
Vested plan participants leaving the company were allowed to 
check a box if they wished to retain their rights to a lump sum if 
restored in the future.

Kodak indeed did restore the lump-sum pension option in 
September 2013,  opening the door for many retirees and downsized 
former employees to be faced with the big decision.

What to do?
In working with clients, we take a number of factors into account 
to help them choose the lump-sum vs. lifetime-annuity option that 
is best suited for their circumstances.  Each situation is unique 
and requires a careful analysis.  Some of the factors impacting the 
decision include:

 � The time-value-of-money factor that equates the lump sum 
with a straight-life annuity stream.  

 � Other income sources, including Social Security benefits, 
other pensions, and income from continued full or part-time 
employment.

 � After-tax spending goals/needs during retirement.
 � Health and family health history.
 � Existing investment accounts, IRAs, 401(k) plans, savings, CDs, 
etc.

 � Anticipated inheritances – ballpark amounts and timeframes.
 � Funding level of the employer’s pension plan and long-term 
financial strength and viability of the employer.  Shaky plans 
would tilt the decision toward lump sum.

One important consideration is that pension income generally is 
constant.  The income stream does not change to keep pace with 
inflation.  Pension-income spending power will likely drop in half 
over a 20-25-year timeframe.  If the lump-sum option is chosen, the 
money must be removed from the plan.  Here are some choices, 
similar to options available with a 401(k) plan:    

Roll over to a Traditional IRA.  
This generally is the most attractive option.  Rolling over to an 
IRA carries with it no tax consequences if transferred directly from the 
pension plan to your IRA trustee.  An IRA will offer you a wide choice 
of investments.  But be sure to select your advisor, and associated 
financial firm, carefully.  Doing so will make all the difference in the 
world to your financial health over the subsequent years. 

Choosing the lump sum and subsequent IRA rollover does not 
prevent you from later electing a lifetime income option, perhaps 
at a higher income than offered initially by the employer pension 
plan,  anticipating higher interest rates in the future.

How? ...by purchasing an immediate fixed annuity within the IRA.  
This is not to suggest that this option is ideal.  But it does allow one 
to access the income option later through a commercial insurance 
company vs. the original employer pension plan.  

Roll over to a Roth IRA.  This also can be an attractive option 
for the lump sum, depending on circumstances.  As with any 
conversion of pre-tax money into a Roth IRA, income taxes are 
payable on the conversion amount in the year of transfer.  So, be 
mindful that such a rollover will have tax consequences.  But once 
the money is in the Roth IRA, all income and appreciation are tax-
free for life as long as certain conditions are met.

Take the money and run.  
Unless you are facing a catastrophic financial emergency, 
don’t even think of this option!  This is clearly a last resort.  

First, these assets are a key piece of your retirement nest egg.   
Second,  if you take the cash outright,  the distribution will be 
subject to income taxes at ordinary rates.  Additionally, if you are 
under the age of 59-1/2, distributions generally are subject to a 
10% early-withdrawal penalty,  although the penalty is waived for 
distributions made to an employee who attained the age of 55 
before leaving the company.  

Choices are always good, but be sure to seek competent 
financial guidance before making your choice.
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The Patient Protection and Affordable Care Act, 
enacted in 2010,  contains some provisions that 
directly affect our nation’s age 65 and older 
population.  If you’re a retiree or a senior,  you 
may be concerned about how these reforms 
are affecting your access to health care 
and insurance benefits.  The following is an 
overview of some of the associated health-care 
reform legislation provisions.

Medicare spending cuts
Not surprisingly,  the concerns of retirees and 
seniors center on potential cuts in Medicare 
benefits.  At the outset, the new legislation 
did not affect Medicare’s guaranteed benefits.  
However,  two goals of the health-care legislation 
were to slow the increasing cost of Medicare 
premiums paid by beneficiaries and to ensure 
that Medicare will not run out of funds.

To help achieve these goals, cuts in Medicare 
spending are occurring over a ten-year 
period, beginning in 2011.  In particular, 
these reductions target Medicare Advantage 
programs – Medicare benefits provided 
through private insurers but subsidized by the 
federal government. 

These cuts are intended to bring the cost of 
federal subsidies for Medicare Advantage plans 
in line with costs for comparable benefits for 
Medicare beneficiaries.  The cuts may reduce 

or eliminate some of the extra benefits an 
Advantage plan may offer, such as dental 
or vision care, and premiums may increase. 

But Medicare Advantage plans cannot 
reduce primary Medicare benefits, nor can 
they impose deductibles and co-payments 
that are greater than what is allowed under 
the traditional Medicare program for 
comparable benefits.

Benefits added to Medicare
The legislation also improved some 
traditional Medicare benefits. Prior to the 
new legislation, traditional Medicare paid 
80% of the cost for a one-time physical for 
new enrollees within the first 12 months 
of enrollment.   Now,  Medicare enrollees 
receive free annual wellness exams; 
preventive care tests such as screenings for 
high blood pressure, diabetes, and certain 
forms of cancer;  and a personalized 
prevention assessment/plan to address 
particular health risk factors.

Medicare Part D drug program changes
Medicare Part D beneficiaries previously 
were required to pay for the entire cost 
of prescription drugs out-of-pocket after 
reaching a gap in annual coverage, referred 
to as the “donut hole”.  Starting in 2010, 
beneficiaries began to enjoy a phased-in 
reduction in co-payments for drugs within 
the donut hole.  By 2020, a combination of 
federal subsidies and a reduction in co-
payments will reduce out-of-pocket costs 

for medications in the gap from 100% to 25%. 
However, individuals with annual incomes 
greater than $85,000 and couples with 
incomes exceeding $170,000 now pay 
additional Part D premiums as the federal 
subsidy offsetting some of the cost of 
Medicare Part D premiums is reduced.

Nursing home transparency
The Independence at Home demonstration 
program, implemented in 2012, is a test 
program that provides Medicare beneficiaries 
with chronic conditions the opportunity to 
receive primary care services at home. 
This is intended to reduce costs associated 
with emergency room visits and hospital 
readmissions, and generally improve the 
efficiency of care.

While in-home care may be a preference, 
often a nursing facility is the better or only 
alternative. In the past, consumers had 
very little information available in order to 
compare nursing homes. The health-care 
legislation addresses the need for more 
transparency regarding nursing facilities.   
For example, nursing homes now are 
required to disclose their owners, operators, 
and financers.  The government is now also 
collecting and reporting information about 
how well a particular nursing home is staffed, 
including the number of hours of nursing 
care residents receive, staff turnover rates, 
and how much facilities spend on wages 
and benefits.

Contact us with questions at 585-419-0670.

Jennifer brings over 20 years of trust & estate 
planning and administration experience.  She 
joined CNB’s Wealth Strategies Group in 2014 as 
Vice President and Trust Administration Officer.   In 
this role,  Jennifer will be supporting the business 
initiatives of the Wealth Strategies Group along 
with the planning and administration of client 
fiduciary accounts, including those with our affiliate, 
Canandaigua National Trust Company of Florida.

Health-Care Reform Changes Affecting Seniors

Jennifer comes to us from the law firm of Boylan 
Code, where as partner in their Trust & Estate Group 
she specialized in trust and estate planning & 
administration, and transfer tax planning for high 
net worth individuals and business owners.  

Jennifer obtained her Juris Doctor from the 
University of Buffalo and her undergraduate degree 
from Brandeis University.  Jennifer is active in the 
community serving past and present leadership 
roles at the NYS Bar Association,  Monroe County 
Bar Association,  Estate Planning Council of 
Rochester, Foodlink, Inc., Rochester Rehabilitation 
Center, and the Monroe Community College 
Foundation.
We are pleased to welcome Jennifer to the team!
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