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Four options for 401(k) payouts
Are you ready to retire or change jobs? If you are
participating in a 401(k) plan at your current workplace, you will have to decide what to do with the
vested funds in your account. Essentially, there are four
basic options when you “separate from service.”
1. Take the money and run. Of course, you
are free to take the money out of your account in a
lump sum or through a series of payments.
Just be aware of the potential
tax implications for a sizable
withdrawal. Generally, the full
amount of the distribution is
taxable at ordinary income rates
reaching as high as 39.6%. In
addition, the distributions may result

in other tax complications. One prime consideration is
the 3.8% surtax on “net investment income.”
Note also that withdrawals made prior to age 59
½ are subject to a 10% tax penalty, unless a special
exception applies. If you arrange for a series of
substantially equal periodic payments,
you can avoid the 10% penalty, but
the payouts are still taxable.
2. Leave the money where
it is. Assuming the plan permits
this, and many do, you can
leave the funds in the account,
even though you no longer work for the
employer. The account may continue to
grow on a tax-deferred basis until amounts
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 Plan for the long term. It is tempting to jump
on the bandwagon when the bulls are running wild,
and easy to panic when the bears take over. Do not
let emotion rule your investment decisions. Know your
time horizon, and develop a plan that emphasizes
your long-term goals….and then stick to it.
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Do not be scared by the inherent volatility in equities or
overreact when the market turns in your favor. Continue
to rely on your professional investment advisers for
guidance. The start of the year is a good time to review
your portfolio and make any adjustments. v

Before deciding whether to retain assets in a 401(k) or
rollover to an IRA, and before investing, an investor
should consider various factors including, but not limited
to, investment options, fees and expenses, services,
withdrawal penalties, protection from creditors and legal
judgments, required minimum distributions and possession
of employer stock.

A new administration taking shape in Washington. Significant events occurring in both the United States and the world. The domestic
and global economies. These major factors can contribute to fluctuations in the stock market. Sometimes the swings are dramatic.

A better strategy is to develop a comprehensive
investment plan designed to smooth out some of the
typical ups and downs of the stock market. Here are
several practical ideas to consider.

 Educate yourself. The more you understand
what makes the markets move, the more you should

be able to tolerate the inevitable swings. Read
everything you need to know about a particular
investment before you buy or sell it. Surprisingly, many
investors own stocks, bonds or other assets without
really knowing what they are.

Do not jump to any quick
conclusions. Have your situation
analyzed to determine the
optimal approach. v

How to cope with market fluctuations

This can result in a “crowd mentality” where investors do
whatever others seem to be doing. But that can be a
recipe for disaster or, at the very least, disappointment.

 Think international. For some investors, the
days of limiting yourself to domestic equities are long
gone. In this global economy, it may make sense to
include assets from foreign countries in the mix. This is
a variation on the them of asset allocation mentioned
above. Naturally, you can apply the same economic
analysis for foreign investments as you do for U.S.
based equities.
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of transferring the funds into an
IRA in your name. The basic
rules are the same for rollovers
to another qualified plan. Thus,
you must complete the rollover
within 60 days to avoid tax
liability, and a trustee-to-trustee
transfer may be preferred. The
rollover to an IRA generally
provides an account holder with
the greatest flexibility. You can
designate the financial institution
to be the custodian and make
your own investment choices.

 Address liquidity needs. On the other hand,
you may not be able to invest the bulk of your assets
in equities long term if you need some of the money
to pay daily expenses. This may include the monthly
mortgage, a child’s education, or health and life
insurance. Make sure you can live comfortably without
tying up all your cash.
 Stick to the investment fundamentals.
There are no absolute guarantees, but the principles of
asset allocation and diversification deserve consideration.
By finding the proper balance of assets and classes
within those assets, you are far more likely to avoid any
dire consequences. Do not put all your eggs into any
one basket.
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are withdrawn. At that time,
the distributions are taxed as
ordinary income.
3. Roll over into a new
qualified plan. If you will be
changing jobs and your new
employer provides a qualified
retirement plan such as a
401(k), you can roll over the
funds from your current 401(k)
account without any tax liability.
The rollover must be completed
within 60 days . If you do not
meet the 60-day deadline, the
transfer is treated as a taxable
distribution, and the 10%
penalty tax may apply.
Usually, it makes sense to use a
trustee-to-trustee rollover. In this
case, the money never touches
your hands. Otherwise, the rollover is subject to
income tax withholding, even if you intend to meet
the 60-day deadline.
4. Roll the funds over to an IRA. Whether
you’re retiring or switching jobs, you have the option

When to begin Social Security benefits
The age-old question for many soon-to-be retirees is:
When should I begin taking Social Security benefits?
Unfortunately, there is no easy answer. It depends on
your personal needs and desires. Nevertheless, at the
very least, you should understand the basic rules so
you can make an informed decision.
The benchmark for taking Social Security benefits is
your full retirement age (FRA). As you can see from
the adjacent chart, the FRA for those baby boomers
born between 1943 and 1954 is age 66. At this
age, you can collect 100% of your benefits.
If you choose, however, you can begin receiving
benefits as early as age 62 or delay receiving
benefits until as late as age 70. The “penalty” for
taking early benefits amounts to about 7% each year

and, conversely, the bonus for delaying benefits is
also about 7% a year.
Some people, especially those who have already
retired, prefer to take early benefits. Others adopt a
middle-of-the-road stance and wait until FRA to begin
benefits. And still others think a 7% annual increase
is a good deal and postpone their benefits until their
late 60s or even age 70.
Of course, extenuating circumstances may dictate
your approach. For instance, if you cannot financially
afford to wait until FRA, you do not have to. This
is especially true if the money is needed for vital
expenses or to cover emergencies. In fact, the
majority of people who are able to collect early, do.
Similarly, if you are in ill health and have a shorter(continued)
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When to begin Social Security benefits (continued)
Year of birth*

Full retirement age

1937 or earlier

65

1938

65 and 2 months

1939

65 and 4 months

1940

65 and 6 months

1941

65 and 8 months

1942

65 and 10 months

1943—1954

66

1955

66 and 2 months

1956

66 and 4 months

1957

66 and 6 months

1958

66 and 8 months

1959

66 and 10 months

1960 and later

67

than-usual life expectancy, you may opt for early
benefits. Individuals who advocate the “I could get
hit by a bus tomorrow” philosophy of life might also
go this route.
On the flip side, if you do not need the money right
away and are in good health, you may be more
inclined to wait until late in life to begin receiving
benefits.

Do you need more information to make your decision?
Your professional advisers can provide the necessary guidance.
*If you were born on January 1 of any year, you
should refer to the previous year. (If you were born
on the first of the month, your benefit [and your full
retirement age] is figured as if your birthday were in
the previous month.)
Source: Social Security Administration www.ssa.gov/planners/
retire/retirechart.html
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ANY QUESTIONS ?

PLE ASE CONTACT US.
WE ARE GL AD TO
SERVE YO U IN ANY
WAY THAT WE CAN.

This newsletter/advertisement is produced for our clients, friends and associates through an arrangement with WPI Communications, Inc. for the representatives’ use. Although the editorial
content is professionally researched, written and edited, neither our firm nor any of its agents, representatives or associates make any representations regarding the accuracy of the content
or its applicability to your situation. The information in this communication is not intended as tax or legal advice. In accordance with IRS Circular 230, the information provided herein may
not be relied on for purposes of avoiding any federal tax penalties. Any tax advice contained in the body of this material was not intended or written to be used, and cannot be used, by
the recipient for the purpose of 1) avoiding penalties that may be imposed under the Internal Revenue Code or applicable state or local tax law provisions, or 2) promoting, marketing or
recommending to another party any transaction or matter addressed herein. You are encouraged to seek tax or legal advice from an independent advisor.

