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EXECUTIVE SUMMARY
In the event you leave one employer and are hired by another, what should you do about your 401(k) 
plan? Can it go with you? How much of it is yours? What is an individual retirement account (IRA)? Are 
their penalties or other rules you should be aware of regarding your 401(k)?

I’ve answered these questions and tones more over twenty five years serving clients in financial services. 
This report is meant to give you the 5 most important answers you need to know when dealing with a 
former employers qualified plan.

David Dedman, ChFC, AIF, AAMS, AWMA



DID YOU KNOW…
• The most likely form of saving for retirement will be through a qualified plan with your employer

• Most employers have chosen defined contribution plans with the profit sharing feature commonly 
referred to as the “401(k). (It’s name comes from the section of the IRS code with the relevant 
stipulations.

• Unlike defined benefit plans (which oblige future payments to employees), these plans with profit 
sharing features are attractive to employers since “profits” or contributions can be shared, or not, 
in any given year without the obligation to do so.

• Defined contribution plans have largely shifted the responsibility for retirement saving on the 
employee rather than the employer.

In spite of these facts, the 401(k) remains an excellent vehicle for amassing wealth during one’s 
working career and deferring current taxes.

With regular contributions along with the proper management and investment of these funds, its is 
possible to create a large enough pool of assets to replace working wages doing one’s retirement 
years.



QUESTION 1
IS THE MONEY MINE?

Yes. No matter how long you work for an employer, all your contributions 
from salary deferrals are yours. However, you must understand the 
difference between what you have contributed and the earnings on those 
contributions versus wha the employer has contributed and the earnings 
on those contributions.

Earnings on Employer Contributions
Employer Contributions (match)
Earingins on Employee Contributions
Employee Contributions

Always yours

Must meet vesting 
requirements



QUESTION 2
HOW CAN I ACCESS THE MONEY AFTER I LEAVE ?

There are two ways-direct rollover or indirect rollover. Both are distributions from the plan 
but each has different rules. The safest way to avoid any tax consequence on the distribution, 
thereby making it a “qualified” distributions is the “direct rollover. This way the retirement 
plan you were a part of makes payment directly to your new qualified retirement account (e.g. 
IRA). If you choose an indirect rollover, you are responsible for making this payment and if 
not done within 60 days, the entire distribution will be considered as taxable income.

Understanding each method:

Direct Rollover

Indirect Rollover

Old 
401(k)

Old 
401(k) You

New 401(k) 
or IRA

New 401(k) 
or IRA



QUESTION 3
WHAT IF I HAVE A 401(K) LOAN OUTSTANDING?

Generally speaking, any distribution from the plan will be considered “unqualified” and 
used to offset the loan balance first and be taxed as ordinary income plus any penalty 
(e.g. 10%) for early distribution if applicable. 

To understand any possible tax implications from an “unqualified distributions, see the 
IRS formula below.



QUESTION 4
WHY WOULD YOU WANT TO ROLLOVER A 401(K)?

Here are a few of the most common reasons…

After you leave an employer, leaving the funds in the plan subject 
you to the plan’s choices for investments (normally 6-12 investment 
options). Since your investment choices are confined to what is in 
the plan, you are also limited as your risk tolerance and return 
preferences change. However, in rolling over your 401(k) you 
maintain more control of your financial picture.

Most plan participants don’t realize there are two layers of fees 
within the average employer plan. First, there are the costs to 
administer the plan which can be subsidized in full or passed to the 
employee. Next, theres are the costs of the individual investment 
choices within the plan. One study estimates that 401(k) fees can 
potentially eat into as much as 1/3 of your lifetime returns. By 
rollover over your 401(k) plan, you get to control the costs you pay 
to invest your funds and are not subject to the arrangement your 
employer makes with an administrator.

CONTROL

COST

Please be sure to speak to your advisor to carefully consider the differences between your company retirement account and investment in an IRA. 
These factors include, but are not limited to changes to availability of funds, withdrawals, fund expenses, fees, and IRA required minimum distributions.



QUESTION 4
WHY WOULD YOU WANT TO ROLLOVER A 401(K)? - CONTINUED

A forgotten about balance can’t be invested nor can it be 
monitored. In the case that you have had a few jobs and have 
built up tiny little 401(k) balances at each, it makes sense to roll 
them all into an IRA just for consolidation purposes. The bigger 
picture is that you can now focus on an investment strategy to 
start taking advantage of the power of compounding interest to 
allow that money to grow to fund your retirement.

It’s hard to receive a personal touch with a toll-free number. Your 
former employer likely has dozens if not hundreds of plan 
participants all wanting the same thing - “one on one” attention 
and service. Although they may try to streamline the process, you 
just end up getting treated like a number. In rollover your 401(k), 
you can choose to work with a firm that will treat you like a real 
human being.

COMPLACENCY

SERVICE

Please be sure to speak to your advisor to carefully consider the differences between your company retirement account and investment in an IRA. 
These factors include, but are not limited to changes to availability of funds, withdrawals, fund expenses, fees, and IRA required minimum distributions.



QUESTION 5
HOW WOULD YOU ROLLOVER A 401(K)?

Here are the steps you normally take when rolling over your 401(k) into an individual retirement account 
(IRA) of your own.

STEP 1 > Open an IRA account and have the account number handy.                                                                                  
STEP 2 > Obtain the last account statement you received from the plan. You usually need to have separated 

from service for 30-60 days. 
STEP 3 > Call the phone number on the statement and ask to rollover a 401(k) balance. 
STEP 4 > When you talk to a person they will verify what you want to do including the balance in your 

account with the former employer.  
STEP 5 > In conducting a direct rollover (which is highly advised), they should ask for your new IRA account 

number.  
STEP 6 > At this step, they will ask if you’ve received the IRS tax notice (required to be given to all plan 

participants in writing). After you leave your employer you should receive on of these from the plan 

administrator. In order to not stall the process, you should reply “yes”. 
STEP 7 > After confirmation, they will liquidate all the investments and send a check for the amount to the 

new IRA account or they will transfer the account “in-kind” (or leave investments intact) to the new 

custodian. 
Please be sure to speak to your advisor to carefully consider the differences between your company retirement account and investment in an IRA. 
These factors include, but are not limited to changes to availability of funds, withdrawals, fund expenses, fees, and IRA required minimum distributions.



WHAT  YOU’LL RECIVE WORKING WITH US…

STEP 1

We’ll breakdown your current 
asset allocation and see how 
closely this maps to your 
investment goals. 

This is helpful in determining if 
you’ll reach your retirement.

We’ll then take a look at the 
available investment choices 
within your plan and determine 
whether they are appropriate 
given your risk tolerance and 
return expectations.

STEP 2

We’ll help you weigh the pros 
and cons of a rollover (if you 
are a candidate). We’ll guide 
you through the necessary 
steps to get the funds rolled 
over and help you with a 
preliminary asset allocation 
based on our findings in step 
one.

STEP 3

We’ll help you create your 
own “financial dashboard” 
which will give you better 
visibility into your finances 
and help to form a clearer 
picture of your net worth. 
This financial dashboard will 
help you organize your 
financial picture in order to 
reach your goals faster.



YOUR OTHER 40(K) OPTIONS PROS & CONS

Leave it in the plan
This is your legal right if you have at least $5,000 in your account. Ask how long you have to decide. In most cases, you get 30 to 90 days. If 
your account holds under $5,000, your employer has the option of cashing you out of the plan. (If that's your situation, skip to choice #3.)
Advantages

• You’re familiar with the plan. And you may think it’s an exceptionally good one.
• It’s easy; you don’t have to do anything.

Disadvantages
• Once you’re no longer an employee, your access to your money may be limited. You may only be allowed a set number of investment choice 

changes—or even prohibited from taking distributions until you reach retirement age. Ask what the rules are.
• As a former employee, you may be charged extra maintenance fees. A company that subsidizes its 401(k) plan's record-keeping expenses 

for active workers may be less generous with participants who no longer work there.

Move to your new employer’s 401k
Almost all 401(k) plans now accept rollovers from other retirement plans. You should certainly contribute to your new plan. But should you 
transfer your old account into it?
Advantages

• Consolidating your retirement money makes it easier to manage. When you've left a retirement account at a company you no longer work for, 
you may pay less attention to its performance or downplay its importance in your overall asset allocation.

• The new plan may offer more attractive investment options than the old one, as well as additional services, such as financial-planning advice.
Disadvantages

• The new plan may offer fewer investment options or investments that don’t meet your needs.



YOUR OTHER 40(K) OPTIONS PROS & CONS

Rollover to an IRA
This choice gives you maximum control and flexibility. With a 401(k) plan, the employer chooses the investments and makes the rules—and the rules vary from 
plan to plan. With an IRA, you’re in charge.
Advantages

• Unlimited investment choices instead of a small menu. Every 401(k) plan has limited investment options; by contrast, you have total freedom of choice in an 
IRA, which can be invested in as many mutual funds, stocks and bonds as you want.

• Greater control over your investment expenses. 401(k) plan fees are rarely disclosed, and in many cases they're higher than what you'd pay for comparable 
investments outside the plan. Picking low-cost funds for your IRA can save you tens of thousands of dollars over time.

• Greater freedom to name beneficiaries. The beneficiary of your 401(k) plan, by law, must be your spouse; you have to obtain a signed release from him or 
her if you want to name anyone else. With an IRA, you can name any beneficiary you wish.

Potential Disadvantage
• Taxes will be withheld unless you move the money from your 401(k) to an IRA via a trustee-to-trustee transfer. To avoid this issue, first set up a new IRA 

then ask your old employer to transfer your money directly from the 401(k) plan into the new account. 
 

Cash Out
Think long and hard before you do this. It’s almost never the best choice—and it triggers a big tax bill!
Advantage

• It’s money you can use to pay bills or for another purpose. Also, if you left your job during or after the calendar year in which you turned 55, you won’t owe 
an early-withdrawal penalty.

Disadvantages
• You’ll owe income taxes on your money. If you're in a 30% combined federal and state tax bracket, for example, and cash out a $50,000 account, you'll 

have only $35,000 left after taxes. (And the distribution might even push you into a higher tax bracket in the year you take it!)
• You will destroy your retirement nest egg.



WANT HELP?  HAVE MORE QUESTIONS?

Want some help? Click below to schedule an appointment!

Securities offered through Registered Representatives of Cambridge Investment Research, Inc., a broker-dealer, Member FINRA/SIPC. Advisory Services 
offered through Cambridge Research Advisors, Inc., a Registered Investment Advisor. Lexington Wealth Management and Cambridge are not affiliated.

https://calendly.com/daviddedman/discovery-call

