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INTRODUCTION TO 401(K) WITHDRAWALS  

So you're interested in learning about the various 401k withdrawal rules?  

Well, you're certainly not alone. Aside from 401(k) loans, the questions that retirement 

professionals get most revolve around taking money in the form of a withdrawal from their 401k 

plan.  

It's really no surprise either when you think about it. You're locking your money away in a 

"heavily guarded" account for retirement purposes (which is likely quite a distance into the 

future) and it's only natural to try and tap the funds when the need for some quick cash arises. 

Maybe you're thinking, "Why would I want to put my money into something that I don't have 

ready access to?" 

That's a good, valid question. And one worth examining before you decide to invest in an 

employer-sponsored plan. But remember, you are investing for retirement.  

This is not a short-term savings account and should not be treated like one. 

http://www.guide-to-retirement-plans.com/401k-withdrawal-rules.html
http://www.guide-to-retirement-plans.com/401k-loan-overview.html
file:///C:\Program%20Files\Arachnophilia\new-sbisite2\401k.html
file:///C:\Program%20Files\Arachnophilia\new-sbisite2\401k.html
file:///C:\Program%20Files\Arachnophilia\new-sbisite2\401k.html
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Uncle Sam has given you substantial tax breaks with the stipulation that you can't tap the account 

for any old reason.  

You may have some good options for a 401(k) withdrawal or you may not. As usual there are 

different factors that could determine what you may have available, not the least of which is the 

type of 401(k) withdrawal rules your employer has established. 

In this tutorial we're going to look at a few of the most common types of ways to take money 

from your 401(k) while you are still employed (in-service withdrawals). We'll go through each of 

these, but just keep in mind that you will almost always pay a 10% early withdrawal penalty if 

you take money from your 401(k) prior to age 59 ½. 

We're going to look at some voluntary types of 401(k) withdrawals such as after-tax 

withdrawals, rollover withdrawals, age 59 ½ withdrawals, and the most popular of all, the 

hardship withdrawal. 

We'll also take a look at some involuntary types of withdrawals such as Qualified Domestic 

Relations Orders (QDRO's) and Required Minimum Distributions. 

HARDSHIP WITHDRAWALS  

Questions about 401(k) hardship withdrawals come up more frequently than any other type of 

withdrawal from a401(k) plan. It's simply the most commonly known type of withdrawal to exist 

in most plans, and for good reason, too. (click here to learn about expanded hardship 

withdrawals.) 

You would probably be less inclined to participate in a 401(k) or other type of employer-

sponsored plan if you knew that you were not allowed to touch the money under any 

circumstances, right?  

Of course you would. And no one would blame you, either.  

Congress recognized this, too, and decided to offer "provisions" that would allow participants to 

access their money under certain conditions. Specifically, we're talking about 401(k) hardship 

withdrawals. These conditions exist to a) entice employees to save in their retirement program 

with the knowledge that they can access it if absolutely necessary, and b) to give employees a 

source of funds to eliminate certain financial burdens that may arise in life. 

401(k) hardship withdrawals are heavily restricted, though, and carry many caveats. We'll first 

give you the details on what is considered a "legitimate" need for a hardship withdrawal and then 

we'll cover some of the caveats. 

First, what conditions exist that allow us to take a hardship withdrawal? 

a. The withdrawal of assets is necessary to cover an immediate and heavy financial need 

http://www.guide-to-retirement-plans.com/401k-early-withdrawal-penalty.html
http://www.guide-to-retirement-plans.com/after-tax-401k-withdrawal.html
http://www.guide-to-retirement-plans.com/after-tax-401k-withdrawal.html
http://www.guide-to-retirement-plans.com/401k-rollover-withdrawal.html
file:///C:\Program%20Files\Arachnophilia\new-sbisite2\age-59-5-withdrawal.html
http://www.guide-to-retirement-plans.com/401k-hardship-withdrawals.html
file:///C:\Program%20Files\Arachnophilia\new-sbisite2\qualified-domestic-relations-order.html
file:///C:\Program%20Files\Arachnophilia\new-sbisite2\qualified-domestic-relations-order.html
file:///C:\Program%20Files\Arachnophilia\new-sbisite2\qualified-domestic-relations-order.html
http://www.guide-to-retirement-plans.com/required-minimum-distribution.html
http://www.guide-to-retirement-plans.com/expanded-hardship-withdrawals.html
http://www.guide-to-retirement-plans.com/expanded-hardship-withdrawals.html
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b. The money cannot be reasonably obtained from some other source 
c. The amount of the hardship withdrawal does not exceed the amount of the burden 

Okay, for what reasons can I take a hardship withdrawal? 

Ah, the $64,000 question.  

While each person has their own idea about what a true hardship situation is, the IRS has set 

forth six very specific reasons: 

1. Outstanding and unreimbursable medical expenses. This means that you can take a hardship 
withdrawal to pay for any medical expenses that are not covered by insurance. To qualify, you 
will generally need to provide a copy of your explanation of benefits (EOB) that you received 
from your insurance provider showing what part of your medical are, and are not, covered. This 
withdrawal can be used to pay for medical expenses related to you, your spouse, or your 
dependentǎΦ .ȅ ǘƘŜ ǿŀȅΧǘƘƛǎ 9·/[¦59{ ŀƴȅ ƪƛƴŘ ƻŦ ŎƻǎƳŜǘƛŎ ǎǳǊƎŜǊȅΦ 

 

2. Prevention of eviction or foreclosure on a primary residence. If you are faced with the threat of 
being evicted from your home, or with being foreclosed upon, you can seek a hardship 
withdrawal in order to make yourself current on your rent or mortgage. If you are facing 
eviction, you will generally need to provide a letter from your landlord indicating the amount 
you owe to bring yourself current, and the date that the money is due by to prevent your 
eviction. The letter must usually be signed and dated by your landlord within the previous 30 to 
60 days you request the hardship withdrawal. If you are facing a foreclosure on your primary 
residence, the same rules apply. The keyword here, however, is primary residence. If you are 
facing foreclosure on a second home or rental property you cannot seek out help from your 
401k in the form of a hardship withdrawal. Sorry. 

 

3. Post-Secondary Education Expenses. If you, a spouse, or dependent needs tuition money to pay 
for classes at an accredited university, you can take a hardship withdrawal for that. This is 
generally limited to tuition fees and room and board, and lab fees for 12 months in the future. It 
generally will NOT cover transportation and computer-related expenses. (some plans may have 
ƭƻƻǎŜǊ ǊǳƭŜǎΣ ǎƻ Řƻ ŎƘŜŎƪύΦ ¸ƻǳ ǿƛƭƭ ƴŜŜŘ ǘƻ ǇǊƻǾƛŘŜ ŀ ōƛƭƭ ƻǊ ƛƴǾƻƛŎŜ ŦǊƻƳ ǘƘŜ ōǳǊǎŀǊΩǎ ƻŦŦƛŎŜ όƻƴ 
school letterhead) with an itemized breakdown of expenses. 

 

4. Purchase of primary residence. If you are planning to purchase a home, you can use a hardship 
withdrawal to cover most of the expenses for the home including down payments, closing costs, 
and other associated fees. Covering expenses related to actually moving are not permitted. 
Same with the cost of renovations or decorating. You will generally need to provide a copy of 
the Good Faith Estimate as well as a signed copy of the purchase agreement. Similar to the 
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foreclosures, you can only take this withdrawals for purchasing your primary home ς not a 
vacation home or rental property. 

 

 

5. Funeral Expenses. If a member of your family passes away, funeral expenses can quickly erode 
any savings you might have had. If necessary, you can take a 401(k) hardship withdrawal to 
cover the expenses of funeral and burial costs. You will need to supply an itemized list of 
expenses from the funeral home as evidence of your need for the hardship withdrawal. 

 

6. Repair of damage to principal residence caused by natural disaster. This was not always an 
allowable reason for a hardship withdrawal. But the devastation of Hurricane Katrina in 2005 
made lawmakers realize that an additional hardship withdrawal rule needed to be added to 
assist people in any future disasters. (as a side note, when Hurricane Katrina hit, Congress 
quickly passed a temporary bill that allowed anyone living in zip codes affected by Hurricane 
Katrina to take hardship withdrawals without penalty). Realize that the term natural disaster is 
very specific. Generally speaking, a thunderstorm which caused your roof to leak does not 
constitute damage by natural disaster and would likely not be allowed. If you aren't sure, check 
with your employer or provider to determine what the plan is willing to allow. 

Note: Credit card receipts are generally not acceptable forms of proof for taking a 

hardship withdrawal.  

Again, these six items are what the IRS deems as hardship needs. Your circumstances may be 

different. If they are, you should still ask your employer or 401(k) provider for a hardship 

withdrawal option. The worst they can do is say 'no'. If they do, don't take it personally. They're 

just trying to protect themselves in case the IRS comes knocking on their door. Because if 

they've allowed numerous ineligible hardship withdrawals, they are ultimately responsible and 

could lose the qualified status of their plan. 

To go a little further with this, it is also entirely possible that you don't have to provide any 

documentation proving the reason for the 401(k) hardship withdrawal. Some employers have 

started moving to a "self-certification" method of taking hardship withdrawals, meaning that by 

signing a 401(k) hardship withdrawal form, the employee is attesting to the fact that they are 

taking a legitimate hardship withdrawal (ones that fall within the above parameters). Some 

employers aren't comfortable prying into their employees' lives and they also recognize that most 

employees are very uncomfortable disclosing their personal troubles with their coworkers and 

superiors. 

Here are a number of things to keep in mind regarding 401(k) hardship withdrawals:  
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a. Your employer is not required to offer a hardship withdrawal. If they do, they are not required 
to let you take everything. Many plans limit hardship withdrawals to your employee 
contributions only. This means that all employer contributions, plus any earnings that the 
employee contributions have made are not included. 

 

b. Generally you are required to exhaust any available plan loans from your account along with any 
other withdrawals before you can touch a 401(k) hardship withdrawal. Once you have 
exhausted those options, you may be eligible for the hardship. 

 

c. IŀǊŘǎƘƛǇ ǿƛǘƘŘǊŀǿŀƭǎ Ŏŀƴƴƻǘ ōŜ ǊƻƭƭŜŘ ƻǾŜǊΦ hƴŎŜ ȅƻǳ ǘŀƪŜ ƛǘΣ ƛǘΩǎ ƎƻƴŜ ŦǊƻƳ ȅƻǳǊ ŀŎŎƻǳƴǘ 
ŦƻǊŜǾŜǊΦ ¸ƻǳ ŎŀƴΩǘ Ǉǳǘ ƛǘ ōŀŎƪ ŀƴŘ ȅƻǳ ŎŀƴΩǘ Ǌƻƭƭ ƛǘ ǘƻ ŀƴƻǘƘŜǊ ŀŎŎƻǳƴǘΦ 

 

d. Once you take a hardship withdrawal you are not allowed to make employee deferrals for 6 
months. Chances are that if you have a true hardship situation you probably don't want to 
contribute anyway, but the lost contributions for a half year, plus the actual withdrawal can set 
you back tremendously. 

 

e. You will pay a 10% early withdrawal penalty if the hardship withdrawal is taken before you turn 
59 ½. This can potentially be a huge sum of money. Make sure you absolutely need the 
withdrawal before you take it. 

 

f. When taking a hardship, there is one major exception to the 10% early withdrawal penalty. If 
you are taking the withdrawal to pay for medical expenses and the expenses exceed 7.5% of 
your adjusted gross income (AGI) for that year, you may get out of paying the 10% penalty. 

 

g. Tax withholding on a hardship withdrawal is not mandatory like it is on all other withdrawals. If 
you choose, you can elect to have 0% withheld for federal and state taxes. If you do want taxes 
withheld, however, it has to be a minimum of 10%. This is completely optional, but remember 
whatever you don't pay up front, you will pay when you file PLUS your 10% early withdrawal 
penalty. 

 

 

http://www.guide-to-retirement-plans.com/employee-deferral.html
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AFTER TAX 401(K) WITHDRAWAL  

If, at any point, you've made after tax contributions to your 401(k) plan, then you have the 

opportunity to take a withdrawal of those assets should the need arise.  

 

We want to make the distinction early on. After-tax 401k withdrawals are different than Roth 

401k withdrawals.  

 

While taking any withdrawal from your 401(k) plan should be the furthest thing from your mind, 

withdrawing after tax assets eases the potential tax burden quite a bit, and should be your number 

one option if you have no choice but to tap your account. 

The benefits of an after tax 401(k) withdrawal are plainly obvious. You've already paid taxes on 

the money you have put into the account, so naturally when you withdraw it, you owe nothing 

else to Uncle Sam.  

Another added benefit of an after tax 401k withdrawal is that you will not owe the IRS a 10% 

early withdrawal penalty for taking the distribution even if you are under the age of 59 ½. Sweet 

deal! 

But waitéas always there's a catch (you really didn't think you were going to get away scot-free 

did you?). The IRS has a few tricks up its sleeve that you need to be aware of regarding the after 

tax 401k withdrawal. 

Don't forget that the after tax contributions you have made to the account have probably earned 

more money on it, right? If you invested properly, it did. And if you've been invested for quite 

some time, chances are the earnings are quite substantial. Well, these earnings have never been 

taxed before. 

You probably see where we're going with this, don't you? Yup, Uncle Sam wants his cut of the 

earnings you made if you take that after tax withdrawal! 

Back in the day, a plan participant could take an after tax withdrawal of just the principal value 

of his or her after tax dollars and not have to take any of the earnings, thus making the ENTIRE  

withdrawal non-taxable.  

For example, let's say that a participant made $10,000 in after tax contributions to their plan, and 

over time that $10,000 grew into $15,000. That same participant could take a withdrawal of 

$10,000 (the principal) and leave the $5,000 (earnings) untouched in the plan and ultimately pay 

no taxes and penalties on the entire $10,000 withdrawal. 

http://www.guide-to-retirement-plans.com/roth-401k.html
http://www.guide-to-retirement-plans.com/roth-401k.html
http://www.guide-to-retirement-plans.com/roth-401k.html
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Unfortunately, those days are long since gone! In 1986, Congress passed a sweeping legislative 

reform called the Tax Reform Act of 1986. This reform drastically changed many aspects of the 

way the taxes were handled in qualified plans (in fact, it's this tax reform that we have to thank 

the 10% early withdrawal penalty for). 

What the new law required was that any withdrawals made of after tax monies from a qualified 

plan must have a proportionate amount of earnings attached to them. 

Let's use the previous example of the participant with a $15,000 after tax balance in her account - 

$10,000 of which is principal (non-taxable) and $5,000 of which is earnings (taxable). Since the 

$5,000 in earnings represents one-third of the overall $15,000 balance,  any withdrawal she takes 

of after tax dollars must consist of roughly 33% in earnings. In other words, 33% of whatever 

withdrawal she takes will be subject to ordinary income tax AND a 10% early withdrawal 

penalty. 

The after tax withdrawal just lost its luster, huh? 

Here is something important to note regarding after tax withdrawals, however: This new rule 

didn't take effect until January 1st, 1987. So anyone who made after tax contributions prior to - 

and during - 1986, was grandfathered into the old rules while all after tax contributions made in 

1987 and after followed the new rules. 

What does this mean? 

This means that if you happen to have after tax contributions that were made to your account in 

1986 or before, you can take a withdrawal of just the principal amount and you wonôt be required 

to include earnings with that. Any after tax contributions made after that you will be required to 

take a proportionate amount of earnings. 

Your 401(k) recordkeeper should be tracking your pre-1987 and post-1986 after tax 

contributions, so you should contact them to determine what your options are. 

QUALIFIED DOMESTIC RELATIONS ORDER  

We've placed information about Qualified Domestic Relations Order in the withdrawal section of 

the site because, in essence, thatôs exactly what it is ï a withdrawal. Although it is an involuntary 

type of withdrawal. 

What exactly is it?  

A Qualified Domestic Relations Order-or QDRO (pronounced kwahdro) - is a court order that 

assigns all, or a portion, of retirement plan benefits to an alternate payee. The alternate payee is 

most commonly an ex-spouse, but can also be a spouse, a child, or any other dependent of the 

plan participant. 
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Since it usually occurs as a result of a divorce, we'll use that as an example. As two ex-spouses 

go through the litigation and settlement in a divorce case a DRO (domestic relations order) is 

drafted which, among other things, divides assets between the ex-spouses. 

A DRO becomes qualified when it takes into account the assets in a qualified plan. Hence the 

name Qualified Domestic Relations Order. Once the QDRO is finalized it is sent to the plan 

sponsor (the employer) to divide the assets. 

How does it work?  

While it depends entirely on the terms of the QDRO, the alternate payee will not only get a 

certain amount of money from the payor's account, but will also receive the earnings as of a 

certain date. For example, letôs say the alternate payee will receive $100,000 with an effective 

date of the QDRO as January 1st, 2007.  

This means that the alternate payee will receive $100,000 PLUS any earnings that money has 

made since January 1st, 2007. However, the same goes for losses, too. If the payor's account 

sustained market losses during that time, the losses are included, so the alternate payee could 

receive less than the $100,000 the QDRO promised them. 

What rights does an alternate payee have?  

Generally speaking, the new alternate payee has similar rights to their new account as a true 

participant in the plan. If they choose to leave the money invested in the 401(k) plan, they can do 

so. If they choose to roll the money over or pay it out, they can do that, too. 

As an alternate payee, however, they are now responsible for the taxes owed on any distributions 

they make from the plan. 

But be careful! If it is determined that a Domestic Relations Order was not qualified prior to the 

splitting of assets, the tax liability falls on the payor, not the alternate payee! There are cases in 

which this has happened, and while the alternate payee was happy, the payor was left to pay 

taxes on a LOT of money. Donôt let this happen to you! 

For much more detail check out the qualified domestic relations order FAQ's on the DOL 

website.  

REQUIRED MINIMUM DISTRIBUTION  

Taking a Required Minimum Distribution (RMD) is another type of involuntary withdrawal that 

must be taken from your 401(k) plans to satisfy certain IRS requirements. 

Why do I have to take a RMD? 

http://www.dol.gov/ebsa/faqs/faq_qdro.html
http://www.dol.gov/ebsa/faqs/faq_qdro.html
http://www.dol.gov/ebsa/faqs/faq_qdro.html
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Well, the IRS has given you the ability to defer paying taxes on the money you earned while you 

were working so you could more easily save for retirement. But there comes a time when you 

must pay the piper! 

If the IRS didn't require you to take money out of your account, then many people would simply 

leave their accounts intact and pass them on to their heirs. If this happened, the IRS would never 

see "their" money. So, to prevent this from happening they require people to take mandatory 

distributions from their account when at the required beginning date (RBD). 

When do I have to take my first payment? 

The required beginning date to take RMDôs is the year in which you attain age 70 İ or the date 

from which you are no longer working for your employer ï whichever comes later. So, if you 

are 75 years old and still working for your employer, you are not required to take a distribution. 

The year you separate from employment, however, constitutes your required beginning date and 

consequently the first year of your RMD payments. 

 

Some plans still require you to take RMD's if you are still working. They are few and far 

between, but you need to check with your employer. Also, if you are considered a Key Employee, 

meaning you own 5% or more of the business you work in, you are required to take your RMD's 

no matter what - even if you are still working.   

There is an exception on the first year, though. Normally you are to satisfy your RMD by 

December 31st of each year. But thatôs not the case for the first RMD. 

You can postpone taking your RMD until April 1st of the year following the year you attained 

age 70 ½, or separated from your employer. 

For example, let's say you are no longer working and you turn 70 ½ in November of 2008. You 

don't have to take your first year's RMD until April 1st, 2009. Alternatively, letôs say you are age 

75 and you stopped working this year. You can hold off taking your RMD until April 1st, 2009. 

But remember, this is only for the first year. You cannot postpone taking your RMD for 

subsequent years. In other words, if you postponed your first payment until April 1 of the 

following year, you are still required to take your second RMD by December 31st of that year. 

So be careful with this because you may be facing a larger tax liability than you wanted since 

you had to take two distributions in the same year. A lot of people get in trouble with this part. 

How much am I required to take? 

Fortunately, the formula to figure out your RMD payment is relatively easy. You simply take 

your account balance as of December 31st of the prior tax year and divide it by a figure based on 

your life expectancy. The resulting number is the required minimum distribution you must take 

that year. 
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For example, let's say you need to take an RMD in 2008, you will be 75 by the end of the year, 

and your account balance in your 401(k) as of December 31st, 2007, was $150,000. In this case 

you take your prior year ending balance and divide it by the divisor associated with age 75. 

Which, in this case, is 22.9. So $150,000 divided by 22.9 equals $6,550.22. This is the amount 

you have to withdrawal in 2008 for your RMD. 

Generally, you can take the RMD in installments monthly, quarterly, etc. Or you can take it in a 

lump sum. It's usually up to you. 

As of 2003, the IRS provided updated Life Expectancy tables which contain the divisor figures 

you need to use based on your current age. There are three tables that could possibly be used 

depending on your circumstances: 

I. Uniform Lifetime Table (to be used during the lifetime of the account owner - table below) 
II. Single Life Expectancy Table (to be used by the beneficiary of the account owner when the 

owner is deceased - table below) 
III. Joint Life and Last Survivor Expectancy Table (to be used when the account owner is alive, the 

primary beneficiary is the spouse, and the spouse is more than ten years younger than the 
owner) Access IRS Publication 590 to see the Joint Life and Last Survivor table for your required 
minimum distribution. 

***Use the Uniform Lifetime Table if you are the owner of the account and your spousal beneficiary is 

less than ten years younger than you.*** 

 

 

 

 

 

 

 

 

 

http://www.guide-to-retirement-plans.com/support-files/publication-590.pdf
http://www.guide-to-retirement-plans.com/support-files/publication-590.pdf
http://www.guide-to-retirement-plans.com/support-files/publication-590.pdf
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Uniform Lifetime Table  

 

***Use the Single Life Expectancy Table if you are the beneficiary on the account and the account 

owner is deceased.*** 

 

 

 

 

 

 


