C H A N G I N G JOB S OR R ETIR IN G?
U N D E R S TA N DI N G T H E O P T IO N S F O R YO U R R E T I R E M E N T A S S E TS

Each year, millions of American workers change
jobs or enter retirement. Many people wrestle
with their options regarding the money they’ve
accumulated in their employer-sponsored
retirement plans. The alternatives can be difficult
to sort out, and many individuals choose not to
make a decision at all and simply leave the money
in their former employers’ plans.
When you change jobs or retire, you generally
have four alternatives for the assets in your former
employer’s retirement plan:

1 Roll them into an IRA
2 Take a cash distribution
3 Leave the assets in the plan
4 Move them to your new employer’s plan
Let’s look at each of these alternatives to help
you develop an effective strategy for your
retirement savings.

1
ROLL OVER ASSETS INTO AN IRA
Advantages
If you’re changing jobs or retiring, you can potentially benefit from rolling money from your previous
employers’ retirement plans into an IRA.
➢ The main benefit is the wider array of investment choices that are likely available
outside of your previous employer’s retirement plan.
➢ A direct rollover is simple and avoids the 20% mandatory withholding for the IRS.
➢ This choice will let you retain the funds’ tax-advantaged growth potential.
Potential Pitfalls
➢ IRA withdrawal rules still apply. Distributions prior to the age of 59½ may be subject to a 10% IRS
penalty. Required minimum distributions (RMDs) must be taken from Traditional IRAs by April
1 following the year you reach age 70½.
➢ Penalty-free IRA distributions prior to age 59½ can be made by a qualified first-time homebuyer
or for qualified higher education expenses. These options may not be available to participants in
employer sponsored retirement plans.
Two Types of Rollovers: Direct versus Indirect
Once you’ve decided to roll your assets into an IRA, you’ll need to choose a direct or an indirect rollover.
➢ Direct: This option is generally the preferable choice. It transfers money directly from your previous
employer’s retirement plan into an IRA. There are no taxes withheld or tax penalties assessed when
completing a direct rollover.
➢ Indirect: Your previous employer’s retirement plan makes a check payable to you and withholds a
mandatory 20% of the rollover to pay for federal taxes. You then have 60 days to roll the distribution
to an IRA. You must make up the 20% withheld for taxes out of your pocket and apply for a refund
when you file your tax return.Any portion not rolled over, including the 20% withholding, will
be considered a taxable distribution, and you may owe income tax plus a 10% penalty if you are
under age 55.

2
CASHING OUT
While the prospect of taking a lump-sum distribution when you change jobs or retire may sound attractive
at first, you should carefully consider all of the financial consequences before you make such a decision.
According to a Hewitt Associates study, more than 46% of the individuals who decide to move their
retirement plan assets cash out their retirement funds and pay unnecessary income taxes.
Advantages
➢ Proceeds can be used however you wish, including reinvestment.
➢ Penalty-free distributions can be taken if you’re:
• Age 55 or older when you separate from service from your employer.
- Although distributions from the plan are included in your taxable income, the penalty will not
apply to any amounts you received if you separated from service during or after the year you
reached age 55.
• Age 50 or older and a public safety worker participating in a government pension plan.
- Individuals who are employed in a public safety capacity – such as police officers, fire fighters,
and emergency medical technicians – now have the option to distribute their governmental
pension plan assets without any penalties if they are 50 or older when separating from service.
Potential Pitfalls
There are good reasons to avoid cashing out.
➢ Retirement income typically comes from three sources: Social Security, employer-sponsored plans,
and personal savings including IRAs.
➢ Tapping into employer-sponsored plans or IRAs each time you change jobs can eventually erode
your retirement savings to the point where you may jeopardize your financial security in retirement.
➢ You will likely pay ordinary income tax on the entire amount you withdraw. You may also be subject
to the 10% penalty. It is worth noting that both the tax and the penalty are applied to the
original or gross amount of the withdrawal.
➢ If the amount you cash out is large enough, you could push yourself into a higher tax bracket.

3
LEAVING ASSETS IN YOUR FORMER EMPLOYER’S PLAN
In today’s working world, you can expect to change jobs about 11 times by the time you reach age 46.2
With each job transition, many employees leave their retirement plan assets behind in their former
employer’s plans. However, doing so could create complexities in managing your investments and affect
your income options as you approach retirement. Even if you leave your employer on good terms, you
may not want to maintain these relationships, possibly for decades, over a matter as important as your
long-term retirement security.
Advantages
➢ It requires no action on your part.
➢ Assets retain their tax-advantaged growth potential.
➢ Your assets are usually protected from creditors’ claims. Under the Employee Retirement Income
Security Act (ERISA), creditors are kept from seizing your retirement savings.3
Potential Pitfalls
➢ If you change jobs several times, leaving assets behind each time can create complexities — such
as having to take separate RMDs from each employer-sponsored retirement plan. RMDs from
employer-sponsored retirement plans cannot be aggregated as they can with IRAs.
➢ Your relationship with your former employer must be maintained, possibly for decades.
➢ The plan may limit your investment alternatives and may not provide needed flexibility to execute
a preferable asset allocation strategy for retirement. You have no control when the employer
implements changes to the plan.
➢ RMDs must begin at the age of 70½. Failure to take the required amount can result in substantial
IRS penalties.
➢ Employer-sponsored retirement plans may have restrictions on distributions and administratively
will often take longer to process your distribution request.
➢ You may have difficulty locating a former employer, or they may encounter problems locating you
or your beneficiaries.

1 Hewitt & Associates, 7/08.
2 U.S. Bureau of

Labor Statistics, 7/12. The study reflects jobs held by those born 1957 – 1964, from age 18 to 46.
fluctuating prices and uncertain returns.

3 Asset allocation and diversification cannot eliminate the risk of

4
MOVING ASSETS INTO A NEW EMPLOYER’S PLAN
If you’re changing jobs, you may be able to roll your retirement plan savings into your new employer’s plan.
Doing so provides many of the same benefits and drawbacks of leaving the money in your former employer’s
retirement plan.
Advantages
➢ Your assets retain their tax-advantaged growth potential.
➢ Your assets are usually protected from creditors’ claims.
Potential Pitfalls
➢ You can transfer or roll over only plan assets that your new employer permits.
➢ Differences in plan designs may prove detrimental to your long-term retirement planning.
➢ The new plan may limit investment alternatives and may not provide needed flexibility.
➢ Your employer will control when and how you access savings.

5
TIPS FOR DESIGNING YOUR STRATEGY
Keep the following points in mind when deciding what to do with the assets in your former employer’s
retirement plan:
➢ You may be tempted to spend your retirement savings. However, keeping these assets in your employersponsored plan or rolling them into an IRA is a better way to help meet your retirement income goals.
➢ Use asset allocation strategies to help diversify your retirement savings.
➢ Coordinate your retirement savings with your personal savings to utilize a total portfolio management
approach.3
➢ You may not want to request the rollover to an IRA on your own. Contact the professionals at Wealth
Management Partners who can help you by:
• developing a plan to coordinate the management of your entire investment portfolio;
• assisting with the rollover of your retirement assets;
• providing ongoing service to you and monitoring of your accounts; and
• refocusing your investment strategies at retirement from seeking growth to generating income.

6
MEET OUR TEAM
Joyce M. Cool, ChFC®, CASL®, CDFA™
Joyce began her career in financial services in 1998. She has earned the Chartered
Financial Consultant (ChFC®), Chartered Advisor for Senior Living (CASL®), and
Certified Divorce Financial Analyst (CDFA™) designations.
Additionally, Joyce served two terms as President of the National Association of
Insurance and Financial Advisers-Southern Maryland (NAIFA-SMD) Chapter and
was named President of the Year for Maryland in 2004. She also is a past member of
The Financial Planning Association.
Robert T. Ramos, CFP®, ChFC®, CASL®
Robert earned a bachelor’s degree in economics from the University of MarylandCollege Park in 1988 and entered the financial services industry in 1993. He has
earned the following designations: CERTIFIED FINANCIAL PLANNER™
(CFP®), Chartered Financial Consultant (ChFC®), and Chartered Advisor for
Senior Living (CASL®).
Robert also has been a member of The Financial Planning Association and the
National Association of Insurance and Financial Advisers-Southern Maryland
(NAIFA-SMD) Chapter. In addition, he is a past President of NAIFA-SMD.
About Wealth Management Partners, LLC
Wealth Management Partners, LLC was founded in 2005 by Ms. Cool and Mr. Ramos as an independent
financial planning firm. We offer a full range of financial investment and protection products. We also assist
our clients through comprehensive financial planning that is available via fee for service or hourly arrangements.

For more information about how Wealth Management Partners
can help you understand the options for your retirement assets,
please contact us at 301-885-0955 or
info@wealthmanagementpartners.biz
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