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Recently I was asked by a new client if he should leave his 401k at his previous employer. This question
is nothing new; however, I feel that the current economic environment merits a response to this question.
In my opinion, there are many reasons why leaving your 401k with your previous employer is a bad idea.
Here are five things I want you to consider in such a situation. They are as follows:

Loss of Control

Proper investing is a matter of controlling that which you invest. Most 401k/403b plans have a
predetermined group of funds into which you can contribute. This arrangement is made by the company
often long before you got there, and is not likely to change to fit your needs. In other words, the company
controls and owns the plan! The investor merely owns shares in the plan and usually has no say when the
plan changes, such as when an investment choice is added or eliminated. It is truly better for you if you
stay in control.

Investment Selection

Most employer-relationship retirement plans offer a selection of investments in which the employees may
invest. Normally, your choice is somewhat limited by the provider at the request of your employer. This
is done for a couple reasons, which are as follows:

e This makes it easier for the employees to set up their plans. If they were offered too many
choices, most employees may choose to do nothing for fear of making a mistake. Limited
participation makes it harder for the employer to take full advantage of the plan and they do not
want that.

e Smaller investment selections reduce the liability of the sponsor company. If the company added
investments with a higher degree of risk, the case could be made that they (the company)
recommended the investment by including it in the plan; thus, it would be their fault your money
was lost! Your company does not want that liability.

Many investment options used in 401k/403b plans tend to be an expensive alternative to many other
investment vehicles on the market. The introduction of other alternative investments gave the retail
investor a leg up over the average 401k/403b investor. Now you can trade like the big boys and get big-
boy results. Plus, you can trade in real time.

Investment Protection

Today’s investor is looking for protection of principal, whether by choosing more conservative
investments like fixed indexed annuities* or hedging investments with some type of protection. These
choices are not available inside the typical 401k type investment; in fact, many retirement plans have now
changed the classically-safe money market accounts with what is commonly known as a “Capital
Preservation Fund”.

Beneficiaries Could Loose Options For Stretching It Out Over Their Lifetime

The Pension Protection Act of 2006 tried to address this, but the problem is that in 2009 many plans still
do not comply with PPA2006; therefore, if you pass away and your children are the beneficiaries of your
401k, they will have two options. They can take the money over five years, or they can take it in a lump
sum and pay taxes in full at the time of distribution. The more lucrative option of stretching the account






