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Friends, 

  

 Apologies for being away for so long.  Leave it to good ol’ Dave Ramsey to get me kick-started.     

 

You should always do this.  As I was listening to the Ramsey show while driving from a meeting today, a 

caller told Dave that the hospital at which he and his wife are nurses had been bought out.  They are both in their early 

50s.  Along with the 403b plans to which they were contributing, they have pensions sponsored by the bought-out 

hospital.    The new company advised them that they would have to take the value of the pensions in lump sum as they 

were going to be discontinuing the plan.  His question for Dave was, what he should do with the funds?  Dave answered 

that he needed to roll the proceeds over to an IRA.  True.  Dave then stated that any time anyone has an opportunity 

to cash out a pension, always cash it out and roll it into an IRA.   

     

There he goes again.  Dave should have quit while he was ahead.  In truth, the decision to cash out a pension 

is not black and white.  Part of Dave’s reasoning for taking a pension in lump sum is sound.  If you take a pension, 

the benefits are only payable to you (and your spouse as a beneficiary after you pass).  Beyond this, however, there is 

no money to leave to anyone else.  On the other hand, the purpose of a pension is to provide you (and possibly your 

spouse) lifetime income.  As a financial planner, a couple of questions come immediately to mind.  First, what is the 

actual pension payout formula?  When the planner reviews the formula and calculates the payout for a given retirement 

age, how does that compare to what could be achieved by investing the lump sum for the same number of years until 

the client planned to begin taking income?  I’ve seen some extremely generous payout formulas.  For an investment 

to grow to the extent needed to match these payouts it would take an unusually high average annual return.  Even if 

one were lucky enough to experience this period of high returns specifically during the period between his cashing 

out the pension and his retirement, there is no lifetime guarantee on the payouts outside of the pension, unless the 

resulting investment balance is placed into an annuity.  However, an annuity itself may have some shortcomings.   

A second question, how much will the client depend on the income from the pension?  If the client had 

sufficient retirement assets elsewhere such that the income from the pension would not be missed or he was not at the 

job long enough to earn a meaningful pension credit, then perhaps taking it in lump sum might be warranted, especially 

if there is a desire on the part of the client to leave assets to beneficiaries other than a spouse in the future.  

 

Yes, good ol’ Dave was at his best during that phone call.  However, there must be a reason for the disclaimer 

at the end of his radio show that advises listeners that the host is not engaged in the business of providing financial 

and/or legal advice and that listeners should be sure to consult with an accountant or attorney before following any 

advice dispersed during the show.    
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