IRA Rollovers for Lump Sum Pension Payouts
Give those dollars the opportunity for further tax-deferred growth.
Provided by Joseph A. Garafano, CFP ®

A big payout leads to a big question. If you are taking a lump sum pension payout from your
former employer, what is the next step for that money? It will be integral to your retirement;
how can you make it work harder for you?

Rolling it over might be the right thing to do. If you do not have substantial retirement savings,
that lump sum may be just what you need. The key is to plan to keep it growing. That money
shouldn’t just sit there.

Even tame inflation whittles away at the value of money over time. Most corporate pension
payments are not inflation-indexed, so those monthly payments eventually purchase less and
less. Lump sums are just as susceptible: if you receive $100,000 today, that $100,000 will buy
33% less in 20 years even with only 2% inflation. %2

Putting it in the bank might cause you some financial pain. If you simply take your lump sum
payout and deposit it, it will be considered taxable income by the IRS. (There are very few
exceptions to that rule.) All that income may send you into a higher tax bracket.!

Moreover, you will not get the whole amount that way: per IRS regulations, your employer
must withhold 20% of it. In addition, if you receive the lump sum before age 597, there could
be a 10% early withdrawal penalty per federal tax law as the federal government wants to
encourage you to keep your retirement money in your retirement account until your sixties. In
most cases, you need to leave your job (i.e., retire) before you can roll money out of a pension
plan.13

Want to postpone paying taxes on those assets? By arranging a rollover of your lump sum
distribution to a traditional or Roth IRA, you may defer tax on those dollars. You can even defer
tax on a distribution already paid to you if you roll over the taxable amount to an IRA within 60
days after receipt of the payout (and weekends and holidays are included in those 60 days).3

In fact, through a direct rollover (also called a trustee-to-trustee transfer), you can avoid the
20% withholding and the larger tax bill that comes from receiving all that money. The funds can
be transferred to an IRA this way, giving you many potential investment options and the ability
to continue keeping those assets in a tax-deferred qualified retirement account.!

If you are considering taking a lump sum payout, make sure you position that money for
additional tax-deferred growth. Please call GARAFANO WEALTH & TAX MANAGEMENT at 856-
267-5829 so we can help you with the paperwork and get your IRA rollover going.
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