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A Guide for Job Changers
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GUIDE

➢ Roadmap to Rollovers
Keeping Your Retirement Assets on Track
Saving for a secure retirement is increasingly becoming each
individual’s own responsibility. As uncertainty about governmentprovided Social Security benefits has increased and traditional
employer-provided pensions have taken on a less prominent role,
personal savings have assumed a more critical one.
By participating in your employer’s retirement savings plan,
you’ve recognized the importance of investing for retirement
on your own. Now that you’re leaving your job, you have
a decision to make about what to do with the money you’ve
worked so hard to save. The direction you take will have
significant implications for your future financial security.
This brochure offers a practical guide to your retirement plan
distribution choices. With this basic information in hand, you
can work with a professional financial advisor to create
a personal roadmap to a financially secure retirement.

—Drew, age 27
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‘‘

‘‘

I’m beginning a new job as a programmer in two weeks. I contributed
to the 401(k) plan at my former employer for three years. I want
to continue to maximize my retirement savings. At my age, growth
is my only objective.

MAY LOSE VALUE

|

NO BANK GUARANTEE

Take Charge of Your Retirement Savings
Determining what to do with the distribution from your retirement savings plan means
more than just choosing among distribution options—it also means taking a closer look
at the bigger picture of your complete retirement plan. Seeking the advice of a professional
financial advisor could be one of the best moves you make when changing jobs. That’s
because a financial advisor can help you take four important steps toward maximizing
your retirement savings.

1 assess

your current situation

First, work with your financial advisor to evaluate your overall retirement
investment objective, taking into consideration your current age, when you
plan to retire, and how much money you’ll need to reach your goals.

2 evaluate

your choices

Your advisor will help explain the benefits of preserving the tax-deferred
status of your current retirement plan assets and help you understand the
possible tax implications of taking a lump-sum distribution.

3 consider

the impact of taxes and time

It’s important to remember that tax-deferred accounts, like IRAs, have
a significant advantage over taxable accounts because your retirement
assets have the potential to accumulate much faster.

4 create

a retirement investment plan using asset allocation

Your advisor can help you diversify your available retirement savings among
a variety of investments—such as stocks, bonds and cash equivalents—in a
way that optimizes the balance between the amount of risk you want to take and
the returns you need to meet your long-term retirement objectives. This process
is called asset allocation and is a critical part of your retirement planning.
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Fact: You’re planning for

STEP 1

assess

a long retirement.

You could spend up to one-third

your current
				situation

of your life in retirement.
In 1950, life expectancy was
76 years; today it’s over 84 years.4
With proper planning, you can
help ensure your assets last
a lifetime.

Several important considerations are involved in determining what
to do with your retirement savings plan, and questions naturally
come to mind.
• How long will my retirement savings need to last?
• How much will my retirement expenses be?
• Where will my retirement income come from?

Once you answer these questions, you can determine how much
money you need to save to reach your retirement objectives.

HOW LONG WILL MY RETIREMENT SAVINGS
NEED TO LAST?

It’s a well-known fact that Americans are living longer. And,
they’re often retiring from work earlier than anticipated. In fact,
41% of current American retirees say they retired earlier than
planned.1 This means their retirement savings need to last longer.
How Long Will You Need Retirement Income?
Age 65 Today

Male2
Female

2

Couple, one member3

50% Chance of Living to:

25% Chance of Living to:

82

88

85

91

92

97

1. Source: 2010 Retirement Confidence Survey, Employee Benefit Research Institute and Mathew Greenwald & Associates.
2. Calculations are based on data from National Vital Statistics Reports, Vol. 61, No. 3, September 24, 2012, Table 2. Life
table for males: United States, 2008 & Table 3. Life table for females: United States, 2008.
3. Source: American Society of Actuaries, Annuitant 2000 Mortality Table.
4. Source: Social Security Administration, 2012 OASDI Trustees Report, Cohort Life Expectancy, Intermediate
Projections, 1940–2090.
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HOW MUCH WILL MY RETIREMENT EXPENSES BE?

Fact: Health care costs are

Before determining how much you will need to save for retirement,
you should calculate how much you will spend in retirement.

increasing rapidly.

Medical and health expenses
have increased more than the

As the chart below illustrates, for today’s average retiree,

general rate of inflation. In fact,

retirement has meant a reduction in annual expenses.

they’re expected to grow at an
average annual rate of 6.4%
from 2013 to 2021.6

Average Annual Expenditures5
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Of course, everyone is different. As a result, consider crafting
a retirement budget that lists all of the expenses that you expect
to have in retirement. Traditionally, expenses include:
• Housing (including utilities)
• Transportation
• Food
• Health Care
• Entertainment
• Apparel
• Other (e.g., life insurance)

5. Source: U.S. Department of Labor, Bureau of Labor Statistics, Consumer Expenditure Survey 2009.
6. Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Expenditure Projections 2011–2021.
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Fact: You’ll need to replace
more of your income.

A general rule of thumb assumes
that retirees will need 70% to

WHERE WILL YOUR RETIREMENT INCOME COME FROM?

Your retirement income will most likely come from several sources.
Below, you can see the sources of income for today’s retirees. In

80% of their current income

years to come, Social Security and employer-sponsored pensions

during retirement. On average,

are likely to become a proportionately smaller part of a retiree’s

Social Security provides today’s

total income. That means personal savings should play a much

retirees with 38% of their total

greater role in providing retirement income for future retirees.

income and is expected to
provide proportionately less of

So, what you do with your retirement plan savings now is critical.

the total in the future.7 Even
with the added savings from
your employer’s retirement

Sources of Retirement Income7

plan, you may need additional
sources of income.
Social Security . . . . . . . . . . . . . . . 38%

Fact: Inflation shrinks your
buying power.

By the time you retire, you’ll
probably be living in a more

Social Security . . . . . . . . . . . . . . . 38%

Part-Time Employment/Earnings . . 28%

Part-Time Employment/Earnings . . 28%

Pensions/Retirement
Pensions/Retirement
Savings Plan . . 17% Savings Plan
Personal Investment
Savings
. . . . 11%
Personal
Investment
Other . . . . . . . . . . . . . . . . . . . . . . 5%

. . 17%

Savings . . . . 11%

Other . . . . . . . . . . . . . . . . . . . . . . 5%

expensive world. Consider that
over the past 20 years, the
average annual rate of inflation
has been 2.44%.8 At that rate,
in 20 years, a $50,000 income
earned today will need to grow
to $80,902 just to maintain
the same level of buying power.
To keep up, consider increasing
the amount you invest for
retirement each year.
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7. Source: U.S. Census Bureau, Current Population Survey, 2012 Annual Social and Economic Supplement.
8. Source: © 2013 Morningstar, 20-year period ended December 31, 2012. All rights reserved. The information
contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or
distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content
providers are responsible for any damages or losses arising from any use of this information. Past performance
is no guarantee of future results.

STEP 2

evaluate

your choices

It’s important to understand and evaluate your choices before making a decision
about what to do with the savings you’ve accumulated in your employer’s retirement
plan account. Among the questions to consider are:
• What are the tax implications of my decision?
• What flexibility do I have for investing my retirement savings?
• If I have my money paid directly to me, are there any penalties?

Generally, there are five options to consider for your lump-sum distribution.
You may:
		

B|
		

ROLL Your Retirement Savings Directly
into a Rollover IRA
ROLL Your Retirement Savings Directly
into a Roth IRA

C |

MOVE Your Retirement Savings to Your
		 New Employer’s Plan

D|

LEAVE Your Retirement Savings in Your
		 Current Employer’s Plan

E |

TAKE Your Lump-Sum Distribution in Cash

‘‘

What Is a Lump-Sum Distribution?
A lump-sum distribution occurs
when you receive your entire
account balance from your former
employer’s qualified retirement
savings or pension plan in one year.
In most cases, the total amount
may be rolled over tax free into
an IRA or another retirement plan
if completed within 60 days of
receipt of the distribution.

I’m making a career change after 15 years in the accounting field.
I have 401(k) money from two employers that I’d like to consolidate
into one retirement plan. I hope to retire when I’m 55, and I want
my money to continue to grow tax deferred.
—Ellen, age 42

‘‘

A |
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Consider Your Five Distribution Options
A | ROLL Your Retirement Savings
Directly into a Rollover IRA

This option offers wide-ranging investment choices,
as well as the opportunity to consolidate eligible
distributions from several retirement plans into
a single account. Consider that a direct rollover:
• L
 ets you avoid paying current income taxes
and possible early withdrawal penalties
•	Preserves the tax-deferred status of your
retirement savings
• May offer a wider range of investment options
that are not limited to those offered by your
employer’s plan
•	Allows you to avoid distribution restrictions that
typically apply to employer-sponsored plans

C | MOVE Your Retirement Savings
to Your New Employer’s Plan

Some employers’ plans allow assets from previous
employers’ plans to be rolled over to their plan.
Rolling over assets to your new employer’s plan:
•	Lets you avoid paying current income taxes and
possible early withdrawal penalties
• Preserves the tax-deferred status of your
retirement savings
•	Limits your investment options to those offered
by your new employer’s plan
•	May reduce your control over future withdrawals
and distributions, which are subject to the rules
of your new employer’s plan

B | ROLL Your Retirement Savings

Directly into a Rollover Roth IRA
Choosing this option means you will be able to take
tax-free distributions when you retire. It is important
to consider, however, that you will need to pay
current income taxes on the full amount that you
rollover. Consider that rolling over a Roth IRA:
• Allows investments to grow tax free
• Provides for tax-free qualified withdrawals9
•	Gives you the option to let your assets grow and
compound tax free after age 70½ since there
are no required minimum distributions (RMDs)
•	Requires future contributions to be made with
after-tax money
•	Requires payout of current income taxes on
amount of rollover

D | LEAVE Your Retirement Savings

in Your Current Employer’s Plan

Some employers will allow plan participants to
leave their savings in the existing plan when they
leave the company. Consider that leaving your
retirement savings in your previous employer’s plan:
•	Lets you avoid paying current income taxes and
possible early withdrawal penalties
• Preserves the tax-deferred status of your
retirement savings
•	Limits your investment options to those offered
by the previous employer’s plan
•	May reduce your control over future withdrawals
and distributions, which are subject to the rules
of your previous employer’s plan

E | TAKE Your Lump-Sum Distribution in Cash
While this option provides immediate access to your retirement savings, it has costly tax implications that can greatly
reduce your net distribution amount. Consider that a lump-sum distribution:
•	Subjects the distribution to current income taxes and possible early withdrawal penalties10
•	Requires your employer to withhold 20% of the eligible rollover distribution as prepayment of federal income tax
(your actual tax liability could be even greater)
•	Could subject your distribution to state and local taxes, depending on where you live
•	Could subject your distribution to federal 10% early withdrawal penalty and possible state taxes and penalties,
if you’re under age 55 in the year you leave your employer
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9. To be eligible for tax-free withdrawals, a Roth IRA account must be open for at least five years and you must be age 591⁄2 or older. Distributions taken before the five-year
minimum and prior to age 591⁄2 may be subject to a 10% federal tax penalty in addition to income tax due on earnings.
10. IRA distributions taken prior to age 591⁄2 may be subject to an additional 10% federal tax and possibly state taxes.

THE BOTTOM LINE ON YOUR LUMP-SUM DISTRIBUTION

Suppose you had $100,000 in your retirement savings plan. What would be the
difference between choosing a hypothetical $100,000 lump-sum distribution taken in
cash, versus choosing to roll that same $100,000 directly into a Rollover or a Roth IRA?
As you can see in the chart below, taking your retirement savings as a lump-sum
cash distribution can lead to substantial tax consequences now and can have a great
impact on your retirement income later.

A Tale of Three Choices
Cash Distribution vs. Direct Rollover vs. Roth IRA Rollover
Taking a Cash

Direct

Rolling over

Distribution

Rollover

to a Roth IRA

Hypothetical Eligible Distribution

$100,000

$100,000

$100,000

Federal Income Tax11

– 25,000

0

– 25,000

10% Early Withdrawal Penalty

– 10,000

0

0

State and Local Income Taxes13

–

8,000

0

$57,000

vs.  $100,000

vs.   $67,000

$122,802

$275,903

$184,855

12

Remaining Total Savings
Value After 15 Years of Growth

14

–

8,000

11. Assumes 25% federal tax rate. Your employer is required to withhold 20% of a cash distribution ($20,000) as prepayment of federal income tax.
This 20% will be applied toward the total federal income tax owed ($25,000) for the year the distribution is made.
12. Assumes you left your employer before age 55.
13. Assumes 8% state and local income tax rate (certain states also apply an early distribution penalty).
14. Assumes 7% average annual return.
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SO WHICH OPTION IS RIGHT FOR YOU?

By now, you’re probably ready to make a decision about what to do with your retirement
savings plan account as you change jobs. Here’s a quick summary of some important
benefits from the five distribution options discussed in this guide.

Distribution Options at a Glance15
A | ROLL Your
Retirement
Savings into a
Rollover IRA

B | ROLL Your
Retirement
Savings Directly
into a Roth IRA

C | MOVE Your
Retirement Savings
to Your New
Employer’s Plan

D | LEAVE Your
Retirement
Savings in Your
Current Plan

E | TAKE Your
Lump-Sum
Distribution
in Cash

Preserves Tax-Deferred
Status16

Yes

No

Yes

Yes

No

Provides for Tax-Free
Qualified Withdrawals

No

Yes

No

No

Not
Applicable

Offers Wide Range of
Investment Options

Yes

Yes

Limited to investment
options of new
employer’s plan

Limited to investment
options of previous
employer’s plan

Not
Applicable

Offers More Flexibility
for Future Distributions/
Withdrawals

Yes

Yes

Limited to distribution/
withdrawal provisions
of new employer’s plan

Limited to distribution/
withdrawal provisions of
previous employer’s plan

Not
Applicable

Opportunity to Consolidate
Distributions from Other
Retirement Savings

Yes

Yes

If permitted by new
employer’s plan

If permitted by previous
employer’s plan

Not
Applicable

15. This chart does not represent all distribution options for all retirement plan participants. It is recommended that you consult your tax advisor for tax implications on
your distribution options.
16. Avoids current taxes and a potential 10% early withdrawal penalty. State and local taxes and penalties may apply.
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STEP 3

consider

the impact
				of taxes and time
One of the most important decisions you’ll make regarding your lump-sum distribution from your
current employer’s retirement plan is whether to maintain the tax-advantaged status of those assets.
By rolling them into a Traditional IRA, your assets stay tax-deferred. Rolling over to a Roth IRA
requires you to pay current income taxes on the amount of the rollover (no penalties), but your assets
in the Roth grow tax free and withdrawals are not subject to income taxes. To help determine which
is the better option for you, consider the following:
• Do you want to pay taxes now or when you withdraw?
• Are you willing to pay taxes and penalties to get your money now?
The Power of a Tax-Deferred Rollover 17

Suppose you have $100,000 in a qualified retirement plan earning 7% annually, and when you
changed jobs you rolled your distribution into a Rollover IRA for another 15 years at the same
projected growth rate. The value of your retirement savings would have grown to $275,903.
If you converted your distribution to a Roth IRA and paid the taxes owed from the rollover
amount, your savings would have grown to $206,927. However, if you’d taken your distribution
in cash and paid taxes and penalties, your savings would have grown to just $140,038.
Direct Rollover
$100,000

Retirement
Savings

vs.

350,000

Roth Rollover
$75,000

Qualified Retirement
Plan Growth

vs.

250,000

Value of
Direct Rollover

$275,903
$206,927

Distribution
Taken in Cash
$65,000

150,000

Value of
Roth Rollover

$140,038

Value of
Cash Distribution

50,000

0
Years

0

3

6

9

12

15

The chart is for illustrative purposes only and is not intended to imply or represent a guarantee of
any specific return on any particular investment.
17. This hypothetical illustration is based on an individual with $100,000 in a qualified retirement plan [e.g., 401(k)] earning 7% annually. It assumes a 10% early withdrawal penalty and
a 25% federal income tax rate on ordinary income at the end of each year. Because a maximum 15% federal capital gains tax rate may apply to income on certain investments, the actual
federal income tax applicable to a portion of the investments in a taxable portfolio may be different than the federal tax rate that would be applicable to the investor’s ordinary income.
It also assumes cash-out continues to grow at 7% annually, compounded monthly and taxed at the end of each year at 25%. Income taxes are due when you take a distribution from
a tax-deferred investment. In addition, if withdrawals are made before age 591⁄2, a 10% federal tax penalty may apply. The value of the Direct Rollover does not reflect the impact of income
tax payable at the time of distribution. The chart does not reflect the fees and charges associated with any particular investment. Such expenses, when levied, would lower overall returns.
Gains in the taxable investment may be taxed at a lower capital gains tax rate. You should consult with your tax advisor about your particular tax responsibilities and circumstances. Please
see your financial advisor for performance information on specific investments. Investment results fluctuate and can decrease as well as increase.
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STEP 4

create

a retirement investment
			 plan using asset allocation

Simply stated, asset allocation means investing your money in different categories of
assets—typically including stocks, bonds and cash equivalents, such as money market
funds—so your investments are well diversified.
Ultimately, the objective of a good asset allocation plan is to develop an investment
portfolio that will help you reach your financial objectives with the degree of risk
you find comfortable. A well-diversified plan will not outperform the top asset classes
in any given year, but over time it may be one of the most effective ways to realize
long-term goals.
Asset Allocation Can Help You:
Reduce Risk. Portfolio diversification can reduce the amount of volatility you
experience by simultaneously spreading market risk across many different asset classes.
Stay Focused on Your Goals. A well-allocated portfolio alleviates the need to constantly
adjust investment positions to chase market trends and can help reduce the urge to buy
or sell in response to the market’s short-term ups and downs.
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TAKE A CLOSER LOOK AT ASSET ALLOCATION

To better understand the range of possible portfolios that can be created using asset
allocation, consider the following hypothetical portfolios. They represent general
allocation strategies covering a variety of risk and reward scenarios.
These hypothetical portfolios with different asset allocation strategies are for illustrative
purposes only, do not represent the past or future performance of any Franklin
Templeton fund and are not intended as investment advice.18 Consult your financial
advisor to see what investment allocation strategies may work best for you.
Hypothetical Asset Allocation Strategies 19
Growth

Conservative Growth

Moderate Growth

Stocks

80%

Stocks

55%

Stocks

Bonds

15%

Bonds

35%

Bonds

40%

Cash

5%

Cash

10%

Cash

20%

40%

18. When selecting an asset allocation plan to meet your individual situation, you should consider a variety of factors, including your current assets,
income, age, investment objective and level of risk tolerance.
19. U.S. stocks are represented by the S&P 500 Index, a market value weighted index consisting of 500 stocks chosen for market size, liquidity, and industry
group representation. Bonds are represented by the Barclays U.S. Aggregate Index which covers the taxable U.S. investment-grade fixed rate bond market.
Cash is represented by the Payden & Rygel 90-Day U.S. Treasury Bill Index, a total return index based on a constant maturity instrument; end of month
yield levels are obtained from the Federal Reserve H.15 Report and used to calculate change in price.
These hypothetical portfolios with different asset allocation strategies are for illustrative purposes only, do not represent the past or future performance
of any Franklin Templeton fund and are not intended as investment advice.
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UNDERSTAND THE BALANCE BETWEEN RISK AND REWARD

History has shown that investments will fluctuate up and down in the short term.
History has also shown that the longer investors remain in the market, the less their
investments’ rate of return is impacted by this short-term volatility. Saving for
retirement is a long-term goal that takes years to accomplish. Keep this in mind
when deciding on an asset allocation strategy.

A FINAL THOUGHT

Whatever you decide to do with the retirement money you’ve saved in your previous
employer’s plan, don’t stop saving for retirement. Take full advantage of every opportunity
to continue building your retirement savings, including participating in your new
employer’s plan.
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—Frank, age 56

‘‘

‘‘

My company offered me an early retirement package after 17 years
of service. I couldn’t resist! Since I don’t need retirement income just
yet, I want to roll my savings over to a Roth IRA. By paying the taxes
now, my assets can grow tax free and I don’t have to take minimum
distributions once I turn 701/2.

Franklin Templeton Investments
Gain From Our Perspective®
Franklin Templeton’s distinct multi-manager structure combines the
specialized expertise of three world-class investment management groups—
Franklin, Templeton and Mutual Series.
SPECIALIZED EXPERTISE

Each of our portfolio management groups operates autonomously, relying on
its own research and staying true to the unique investment disciplines that
underlie its success.

Franklin. Founded in 1947, Franklin is a recognized leader in fixed income investing
and also brings expertise in growth- and value-style U.S. equity investing.
Templeton. Founded in 1940, Templeton pioneered international investing and,
in 1954, launched what has become the industry’s oldest global fund. Today, with
offices in over 25 countries, Templeton offers investors a truly global perspective.
Mutual Series. Founded in 1949, Mutual Series is dedicated to a unique style
of value investing, searching aggressively for opportunity among what it believes
are undervalued stocks, as well as arbitrage situations and distressed securities.
TRUE DIVERSIFICATION

Because our management groups work independently and adhere to different
investment approaches, Franklin, Templeton and Mutual Series funds typically
have distinct portfolios. That’s why our funds can be used to build truly diversified
allocation plans covering every major asset class.

RELIABILITY YOU CAN TRUST

At Franklin Templeton Investments, we seek to provide investors with strong
risk-adjusted returns over the long term, as well as the reliable, accurate
and personal service that has helped us become one of the most trusted names
in financial services.

MUTUAL FUNDS  |  RETIREMENT  |  529 COLLEGE SAVINGS PLANS  |  SEPARATELY MANAGED ACCOUNTS

Franklin Templeton Bank & Trust, F.S.B.
c/o Retirement Services
West Coast P
 .O. Box 997153
Sacramento, CA 95899-7153
East Coast

( 800) 527- 20 2 0
franklintempleton.com

 .O. Box 33033
P
St. Petersburg, FL 33733-8033

All investments involve risks, including possible loss of principal.
Investors should carefully consider a fund’s investment goals, risks, charges and expenses before
investing. To obtain a summary prospectus and/or prospectus, which contains this and other
information, talk to your financial advisor, call us at (800) DIAL BEN/342-5236 or visit
franklintempleton.com. Please carefully read a prospectus before you invest or send money.
Franklin Templeton Distributors, Inc.
© 2014 Franklin Templeton Investments. All rights reserved

RJOB B 03/14

