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Insured defined benefit plans can help business owners and their families meet their needs for greater income 
tax deductions, retirement planning and life insurance protection.

Helping meet multiple needs with a single strategy

As a successful business owner, you may be concerned about 
having adequate retirement savings and paying too much in 
taxes now. If you are close to retirement, you may also be 
concerned about how to adequately save for retirement in a 
limited timeframe; and how to provide for family members 
should you die prior to reaching your retirement goal.

An insured defined benefit plan may be able to provide both a 
meaningful retirement benefit and the death benefit protection 
needed for family members.

•   It is a tax-qualified retirement plan established by a company, 
partnership or sole proprietor.

•  It is funded with a combination of cash value life insurance, 
annuity products and other investments.

•  Participants earn retirement benefits as they complete years 
of service.

•   Each plan is custom-designed based on the characteristics of 
your business and employees.

Securing a large retirement benefit in a short period  
of time1

In the case of older participants, a defined benefit plan may allow 
a business to make much larger tax deductible contributions than 
it could make to a defined contribution plan, such as a 401(k) or 
profit-sharing plan. For business owners less than 10 years from 
retirement and behind on their retirement savings, a defined 
benefit plan can be an effective way to catch up due to the  
age-weighted contributions allowed under the plan.

A defined benefit plan can be added on top of an existing 401(k) 
and profit-sharing plan, specifically to address the needs of 
high-income business owners or partners.

It’s important to note that, similar to profit-sharing plans, the 
contribution maximums of defined benefit plans are subject to 
discrimination testing, which prohibits discrimination in favor of 
highly-compensated individuals. By adding the defined benefit 
plan on top of a profit-sharing plan, discrimination testing can 
be done across both plans.

Defined Benefit Plan

Potential Contribution:

• $100,000+2

401(k) Plan

Maximum Contribution3:

•  $18,000  
(under 50 years old)

 •  $24,000  
(50 and older)

Profit-sharing/ 
401(k) Plan

Maximum Contribution3:

 •  $53,000  
(under 50 years old)

•   $59,000 
(50 and older)

Discrimination  
testing

Helping business owners and their families 
with insured defined benefit plans



The benefits of adding life insurance

Adding life insurance to a defined benefit plan, thus making it 
an insured defined benefit plan, has additional advantages over 
a profit-sharing plan. Life insurance in a defined benefit plan 
provides the added benefit of insurance protection and does not 
diminish the retirement benefit. The current maximum annual 
contribution to a profit-sharing/401(k) plan in 2015 is $53,000 
for individuals under 50 years old and $59,000 for individuals 
50 and older, with or without life insurance. Profit-sharing plan 
assets used to purchase life insurance reduce the amount 
available to fund a retirement benefit. In insured defined benefit 
plans, however, the retirement benefit does not decrease if life 
insurance is added. Rather, when life insurance is added, the 
deductible contribution to the defined benefit plan increases.

Maximum annual contributions
Example:

Employee age 52, retiring at 62

Advantages Disadvantages

•  An insured defined benefit plan may provide a larger 
retirement benefit than would be possible under a  
profit-sharing plan, especially if the participant is close  
to retirement.

 •  Insured defined benefit plans can be set-up with minimal 
additional cost to employees.

 •  An insured defined benefit plan may allow for larger 
deductible contributions for the business than under a  
profit-sharing plan.

 •  Life insurance inside the plan provides a survivor benefit  
to the heirs should the participant die prematurely.

 •  Adding life insurance to the plan does not reduce the  
retirement income benefit; rather, it increases the 
permissible deductible contribution.

 •  Assuming the participant reported the cost of life insurance 
protection in his or her taxable income each year, a portion  
of the life insurance death benefit is paid income tax-free  
to the heirs.

 •  All benefits under an insured defined benefit plan, including 
life insurance death benefits, must be offered on a 
nondiscriminatory basis. The plan is not permitted to offer 
life insurance protection to only select employees. To 
avoid considerable expense, this type of plan may be more 
appropriate for small businesses that have relatively few 
non-owner employees or businesses that already maintain  
a defined contribution qualified plan and are already  
incurring much of the employee expense.

•   If the employee funding needs are being met through an 
existing 401(k) or profit-sharing plan, an insured defined 
benefit plan may not be needed.

 •  There is a limit on the amount of life insurance that may be 
held inside a qualified plan. The participant’s wealth transfer 
needs may require additional life insurance protection 
purchased outside of the plan.

 •  Each year the participant is taxed on the current cost of  
the life insurance protection.

•   Upon death, any benefit provided by the plan, including the 
life insurance death benefit, is included in the participant’s 
taxable estate. Any plan benefits received by the spouse, 
however, may avoid estate taxation through the unlimited 
marital deduction.

•   If the employee population is older with more years of 
service than the owners, this may not be an ideal type of 
plan to offer.

The type and amount of life insurance must be compatible with the terms and provisions of the insured defined benefit plan. The 
business will hire a plan administrator (and/or actuary) to provide certain services,5 including, but not limited to: (1) the preparation 
and delivery of plan documents, forms, statements and reports; (2) the determination of funding, distribution amounts and investment 
strategies; or (3) other plan administrative services. Please consult with your attorney and tax and pension advisors regarding your 
particular situation.
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This communication was prepared to support the promotion and marketing of insurance and/or annuity products. The issuing insurance 
company, MLLA, MLPF&S and their representatives do not provide tax, accounting or legal advice to clients. Clients should consult their 
own independent advisors as to any tax, accounting or legal statements made herein.
1  However, in order to accrue the maximum, the individual needs to be not less than 10 years from retirement.
2 Calculations are based on IRS-mandated assumption for January 1, 2015 valuations. 
3  Amounts shown are for 2015 and subject to change.
4  Approximate defined benefit plan contribution limits provided by Pension Quote, Inc. Assumes guaranteed whole life insurance.
5 Merrill Lynch does not provide plan administrative or actuarial services for insured defined benefit plans.

All guarantees and benefits of an insurance policy are backed by the claims-paying ability of the issuing insurance company. They are not backed by Merrill Lynch or its affiliates, nor 
do Merrill Lynch or its affiliates make any representations or guarantees regarding the claims-paying ability of the issuing insurance company.
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Getting started

With your financial advisor’s guidance, you can harness the combined intellectual capital of Merrill Lynch’s seasoned wealth 
structuring and insurance professionals to support your unique needs. They can work with you and your other professional 
advisors to evaluate your options. To find out if an insured defined benefit plan could benefit you, your employees and your 
business, contact your Merrill Lynch financial advisor or visit us online at www.ml.com.


