
Factors to Consider Before Taking 
a Lump Sum Buyout Offer

	σ Terms of the Buyout. The client must understand not 
only the amount of the lump sum, but also the amount 
of pension payments that would be forfeited. Although 
tempting, the lump sum amount may be less than the 
total of lifetime pension payments.

	σ Employer’s Financial Stability. Concerns about 
the plan sponsor’s financial health may be a factor 
favoring a lump sum. Although pension payments up 
to a certain amount are guaranteed by the PBGC, the 
PBGC’s financial problems may make it risky to count 
on that insurance.

	σ Interest Rates. Lump sums are calculated by taking into account interest 
rates. The lower the interest rate at the time of the buyout offer, the higher 
the lump sum. 

	σ Longevity. Lump sums are also calculated by considering life 
expectancies. A healthy client should consider retaining pension 
payments, while a client with medical issues should consider taking  
the lump sum.

	σ Client’s Financial Habits. A spendthrift client may be better off passing 
up a buyout offer. A client inclined to invest responsibly is a better 
candidate for a lump sum. 

	σ Investment Risk. Once a lump sum is taken, the investment risk shifts to 
the client. 

	σ IRA Rollovers. Pension payments cannot be rolled over to an IRA, but 
lump sums can be rolled over. IRAs require RMDs, but otherwise allow 
flexibility for withdrawals.
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