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Welcome to…

Optimizing Resources For a Layoff or Career Transition

• All attendee mics are muted for optimal sound quality
• Questions will be answered at the end of the session
• Email your questions to: Shannon@kingwealth.com
• Session is being recorded

Thank you for joining us today!

LPL Tracking # 1-05029894

Speakers:

Patrick Clunan, Columbia Threadneedle Learning Center Manager

Paul King, King Wealth Planning, CEO and LPL Registered Principal

King Wealth Planning, Columbia Threadneedle Investments and Paul King are separate entities from LPL Financial.
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Mergers and acquisitions:
Determining the type of acquisition

 Asset sale
 Cash and stock sale
 Portability of retirement accounts?
Gather new plan documents

– New plan, legacy plan, merged plan?
Consult with your financial advisor to discuss any potential benefit changes that may 

have resulted from a change in control.
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Early retirement:
Considering a retirement package?
 Do you really, really want to retire?
 What do your family and friends say?
 What is the company’s standing? What is your standing within the company?
 Work with your financial advisor to determine if taking an early retirement 

package is suitable and consider:
 If your employer is offering benefits to provide health care coverage until Medicare 

eligibility
 Acceleration of deferred compensation or equity compensation 
 If there will be vesting of benefits that are on a time- or performance-based schedule
 If a rollover of assets from qualified accounts is suitable (e.g., 401(k) plan)
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Terminations
Reductions in force, layoffs, furloughs
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Layoffs – WARN Act 

Identify employment disruptions 
within your industry or community
 States follow federal requirements 

under the Worker Adjustment 
Retraining Notification (WARN) Act 

 The WARN Act provides protection 
to workers, their families, and 
communities by requiring employers 
to provide written notice at least 60 
calendar days in advance of 
qualified plant closings and mass 
layoffs

Managing workplace transitions
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Managing a termination or furlough

 Identify and triage potential sources of income
 Objectives:
Minimize tax impact
 Preserve – to the extent possible – retirement assets, and if you have to use, then

– Avoid penalties
– Maintain flexibility

 Tier 1: Amounts you will receive, over which you have little or no control, which 
are generally taxable

 Tier 2: Non-retirement assets available, which are generally not taxable or tax-
manageable

 Tier 3: Retirement assets sequenced to minimize tax impact and maximize 
repayment

Managing workplace transitions
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Presenter
Presentation Notes
Managing a termination or furlough identifying and triage potential sources of income 
We will now address strategies to assist clients and the most efficient use of assets and compensation to replace lost wages and minimize the tax consequences.
The objectives here are twofold: first we will endeavor to minimize the tax impact and secondly, we will attempt to preserve, to the extent possible, retirement assets. 
This approach segment potential income sources into one of three tiers 
Tier 1 consists of amounts over which the individual has little control and will generally is taxable when paid.
Tier 2 consists of non-retirement assets available to the individual and generally not taxable when distributed 
Tier 3 consists of retirement assets distributed on a sequential basis to maximize the individual’s ability   to repay or roll over the amounts back into a retirement plan at a future date and to minimize the tax impact. 
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Tier 1 taxable Tier 2 non-retirement Tier 3 retirement
Severance package Bank and money market 

savings
DC plan loans

Deferred compensation 
distributions

Home equity line of credit Coronavirus-related 
distribution*

Accelerated vesting of  
equity grants

Cash value in life 
insurance (loan)

Roth IRA (Basis)

Unemployment Insurance Taxable investments After-tax in plan

Social Security (if age 62 
or older)

Early defined benefit plan 
distributions

Managing workplace transitions

*Provisions of the CARES Act allow access to retirement assets in certain qualifying situations.
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Presenter
Presentation Notes
On this slide we see potential sources of income identified under Tier 1, Tier 2 or Tier 3. 
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Tier 1: Taxable as ordinary income
Severance package Distributed as a lump sum or in installments.

Accelerated vesting of 
equity grants

The fair market value of restricted stock units at the time 
of delivery will be treated as ordinary income.
Vested stock options have a window in which they must 
be exercised.  
The spread between the exercise price and the fair 
market value is treated as ordinary income.

Deferred 
compensation 
distributions

Generally if termination is not due to retirement, deferred 
compensation is distributed as a lump sum.
May be delayed by six months for certain employees 
and thus may occur in the tax year following separation.

Unemployment 
insurance Distributed in weekly payments once you are approved.

Managing workplace transitions

Securities offered through LPL Financial, Member FINRA/SIPC www.finra.org | www.sipc.com. Financial. Planning offered through King Wealth Planning, Inc., a Registered 
Investment Advisor and a separate entity. King Wealth Planning and LPL Financial are not affiliated with Columbia Threadneedle. 

King Wealth Planning, Columbia Threadneedle Investments and Paul King are separate entities from LPL Financial.

Presenter
Presentation Notes
On this slide we see potential sources of income identified under Tier 1 in more detail. 

Tier 1 includes amounts over which the individual generally has little control over the timing of the payment and these amounts are usually taxable. These amounts include severance packages, accelerated equity grants and deferred compensation, and unemployment insurance.  Tier 1 sources are the first consideration in identifying alternative income sources.  They are subject to taxes, so you generally want to delay taking take other actions that will add to your tax burden until you have exhausted Tier 1 first.
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Tier 2: Non-retirement

Bank & MM Savings Accessible without creating a taxable event.

Home equity line of 
credit

Not taxable, but starts a repayment schedule with 
interest.

Cash value in life 
insurance

Cash withdrawal is a taxable event. A loan is not, but 
starts a repayment schedule with interest and may not 
always be available.

Taxable investments

Sale can create short- or long-term capital gains/losses.
Losses can offset gains. $3,000 per year in losses can 
be used to lower ordinary income.
Losses can be carried forward to a future tax year.

Social Security
(if age 62)

Social Security can be accessed early at age 62 with 
reduced annual benefits.
There is a one-time opportunity to suspend if done 
within 12 months of starting payments.

Managing workplace transitions
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Presenter
Presentation Notes
On this slide we see potential sources of income identified under Tier 2 in more detail. 

Tier 2 consists of non-retirement assets generally available to the individual. These amounts include bank and/or money market savings accounts which will not create a tax liability if you tap into them.  The amount your can borrow from your home equity or your insurance policy is not taxable, but you do have to start paying the loan back.  Taxable investments in stock, bonds or mutual funds could generate a gain or a loss if you sell them. Social Security benefits (if the individual is at least 62) can be started, though at a lesser monthly payment if before full retirement age.  However, there is a one time ability to stop payment (and therefore work toward a fuller monthly payment), if done within 12 months of the first payment.  None of your Social Security benefit is taxable if your income is below $25K single/$32K married filing jointly.  Over that amount 50% of the benefit is taxable for income up to $34K single and $44K joint filer.  Over those amounts 85% of the benefit is taxable. 
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Tier 3: Retirement

DC plan loans Increased loan limits from $50k to $100k* or 100% of 
vested balance, if plan allows. Delayed repayment.

Coronavirus-Related 
Distribution
(2020 only)*

If qualified, there is no early withdrawal penalty or employer 
plan withholding.  
Can spread the distribution pro rata over three tax years.
If repaid by December 31, 2022, then the distribution is not 
subject to federal income tax.

Roth IRA (basis) Roth contributions to IRAs are distributed first and are not 
subject to penalty or income tax.

After Tax In Plan
Plan after-tax contributions must include associated 
earnings, but the contributions are not subject to income 
tax.

Early defined benefit 
distribution

If you meet the plan retirement criteria of age and length of 
service you can make an early distribution.

Managing workplace transitions

* DC Plan loan limits maximums were increased to $100k, from $50k, just for 2020 under the CARES Act. Provisions of the CARES Act allow access to retirement assets in certain 
qualifying situations.
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Presenter
Presentation Notes
On this slide we see potential sources of income identified under Tier 3 in more detail. 

Tier 3 consists of retirement asset. Before we explore the sequencing of Tier 3 assets distributions please recall the objectives regarding Tier 3 dollars.  The distribution source and sequence is intended is to maximize the individual's ability to get the dollars back into a retirement plan at a future time and to minimize the tax implications of the distributions. Another important consideration before distributing Tier 3 amounts is the assets in a plan where separation is due to a reduction in force may well be sold at a loss without the benefit of having the ability to use the loss to offset taxable gains. Every effort should be made to utilize other assets before moving to Tier 3.

Plan loans in the event of separation

Plan loans can be very complicated. They must meet the requirements under IRC Sec. 72(p), and they can have different provisions for different types of plan loans within a single employer plan.  Typically, the maximum loan amount allowed is 50% of a participant’s vested account balance up to $50,000. The CARES Act allows for a plan loan size that is twice the normal federal cap if the individual qualifies for a “Coronavirus-Related Distribution” (CRD). Under the CARES Act, an employer may choose to increase that limit to 100% of the plan balance up to $100,000 for 2020 only.  To do this, participants must self-certify that they meet the qualifications for a CRD (i.e., be adversely affected by COVID-19). The CARES Act also allows that any individual with an outstanding loan as of March 27, 2020, who has a loan payment due through December 31, 2020, may delay the payment for one year, if the plan permits.

In the event a participant is terminated from employment, a plan is likely to have a provision that, at separation, the participant must repay the loan in full, or the plan will treat the loan as defaulted, offset the loan amount against the participant’s account balance (i.e., reduce the participant’s account balance by the loan amount) and report the amount as an actual distribution (even though the participant receives no funds).  Regardless, when a participant has a defaulted loan and a distribution triggering event (e.g., separation from service) simultaneously, the plan will treat the amount (the offset) as an actual taxable distribution, which is reported on Form 1099-R.  A participant could avoid taxation by rolling over an amount equal to the distributed loan amount into an IRA or other qualified plan as long as it is done by the due date for the participant’s tax return due date, including extensions, for the year in which the loan offset occurred.  Given the right circumstances, it may be possible, if the individual qualified to receive a CRD distribution when the loan is defaulted and offset, to extend the rollover period to three years after receipt of the distribution, similar to the rollover period applicable to CRD distributions. 

Plan loan documents will specify how plan loans may be paid back to the plan.  So the old adage, “know what the plan loan document(s) say(s),” applies (as it always does).

Next Roth IRA basis amounts are distributed because these amounts are tax free and the Roth distribution rules require the basis be distributed first. This is not true of a designated Roth bucket in a DC plan, which is distributed on a pro rate basis of contributions and earnings. If all the criteria are met, age 59.5 or older, any Roth conversions occurred 5 or more years ago, and the account has been held for 5 years, all the Roth assets can be distributed tax free.

Next after-tax bucket distributions although these amounts will consist of taxable (earnings) and nontaxable (contributions) elements it can help minimize the tax impact.

Lastly other distribution types such as hardships or early distribution of defined benefit plans. DB plans often have an early retirement number (age plus length of service) which may or may not decrease the annual payment benefit. Should be considered if there is a need for income.

Note – if you are 55 years of age or more at separation of service, for any distributions you take from DC plan you are treated as if age 59.5 and therefore are not subject to the 10% penalty. This is a consideration if you either don’t qualify for the coronavirus distribution or you need to distribute more than $100K.
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Optimizing Resources: Conversation Toolkit

Access our Conversation 
Toolkit
 Leaving a Company
 Optimizing Resources after 

a Layoff 

Visit:
columbiathreadneedle.com

Managing workplace transitions
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Investment products offered through Columbia Management Investment Distributors, Inc., member FINRA. Advisory services provided by Columbia
Management Investment Advisers, LLC. Collectively, the entities are known as Columbia Management.

The Learning Center Resource Desk is staffed by the Retirement Learning Center, LLC, a third-party industry consultant that is not affiliated with
Columbia Management. Any information provided is for informational purposes only. Please consult a tax advisor or attorney for specific tax or legal
needs.

This material is for educational purposes only. It cannot be used for the purposes of avoiding penalties and taxes. Columbia Threadneedle
Investments does not provide tax or legal advice. Consumers should consult with their tax advisor or attorney regarding their specific situation.

Columbia Threadneedle Investments (Columbia Threadneedle) is the global brand name of the Columbia and Threadneedle group of companies.

Columbia Management Investment Distributors, Inc., 225 Franklin Street, Boston, MA 02110-2804
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Presentation Notes
[Read from slide.]
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Thank you for attending

Optimizing Resources For a Layoff or Career 
Transition

• Email your questions to: shannon@kingwealth.com
• Handouts available to download in the attachments section
• After the webinar has concluded, this presentation can be 

found on our website: www.kingwealth.com

So glad you could join us! 

LPL Tracking # 1-05029894
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