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Money Essentials

401(k)s: Early withdrawals and loal

When faced with a sudden cash crunch, it can be tempting to tap your 401(k). More than a few
individuals have raided their retirement account for everything from medical emergencies to a week- 401(K)s
long vacation.

® 401(k)s: Starting to invest
But if you're under 59-1/2, keep in mind that an early withdrawal from your 401 (k) will cost you

dearly. You're robbing your future piggy bank to solve problems in the present. ® 401(k)s: Early withdrawals
loans

You'll miss the compounded earnings you'd otherwise receive, you'll likely get stuck with early
withdrawal penalties, and you'll certainly have to pay income tax on the amount withdrawn to Uncle
Sam.

® 401(k)s: Rollovers

® 401(k)s: Retirement

. distributions
If you absolutely must draw from your 401 (k) before 59-1/2, and emergencies do crop up, there are

a few ways it can be done. Taxes

Hardship withdrawals Health insurance

You are allowed to make withdrawals, for example, for certain qualified hardships -- though you'll Employee stock options

probably still face a 10% early withdrawal penalty if you're under 59-1/2, plus owe ordinary income
taxes. Comb the fine print in your 401(k) plan prospectus. It will spell out what qualifies as a
hardship.

- Business tyc

Although every plan varies, that may include withdrawals after the onset of sudden disability, money My ‘aha’ mor

for the purchase of a first home, money for burial or funeral costs, money for repair of damages to
your principal residence, money for payment of higher education expenses, money for payments
necessary to prevent eviction or foreclosure, and money for certain medical expenses that aren't
reimbursed by your insurer.
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Most major companies also offer a loan provision on their 401(k) plans that allow you to borrow
against your account and repay yourself with interest.

Restrictions will vary by company but most let you withdraw no more than 50% of your vested
account value as a loan. You can use 401 (k) loan money for anything at all. Mexico's gre

avocado boc
You then repay the loan with interest, through deductions taken directly from your paychecks.

Why are thes
exploding?

Borrowing from your 401(k), if you absolutely must, is a cost-effective way to obtain a loan, since
you're borrowing your own money and paying it back with low interest. Because it's your money,
you won't have to undergo extensive credit checks, either.

But there are disadvantages, too. First and foremost, you're robbing your future. Though you may
repay the money you withdraw, you lose the compounded interest you would have received had the
money just sat in your account.
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Rates dip to 2.89% APR (5/1 /

And some companies restrict you from continuing to contribute to your 401 (k) while you're paying , oF
See if you're eligible

back a loan, which could force you to miss out on even more money.

The whole situation becomes more precarious if you leave the company. Whether you quit, get fired, ~ CUt credit card debt with a 7.1

or are laid off, the loan becomes immediately due. Before you take out a 401(k) loan, you need to APR loan

consider what would happen if you found yourself out of a job and with an imminent loan on your

hands at the same time. See your credit score without t
it. Free

72(t) withdrawals
Business loans that actually ge

Finally, you may be able to withdraw without penalty under IRS rule 72(t), which allows you to approved
withdraw a fixed amount based on your life expectancy.

Under the 72(t) rule, you must take withdrawals for at least 5 years or until you reach age 59-1/2,
whichever is longer. If you're 56 and poised to retire, for example, you'll get a specified amount every
year for 5 years, until you're 61. But if you're 52, you'll get your specified amount every year for 7-1/2
years, until you're 59-1/2.

It isn't an entirely free ride, though. Although you do avoid the 10% early withdrawal penalty, you still
pay taxes on the amount you tapped. You still lose compounded earnings you'd otherwise have if
you let the money grow.

And if you choose 72(t) payments when you're much younger than 59-1/2, the deal you get isn't as
good. Someone who began 72(t) withdrawals at age 40, for example, would only get a small amount
(because her life expectancy is long) every year, and pay income taxes on it for the next 19-1/2
years.

CNNMoney (New York) May 29, 2015: 2:41 PM ET

< PREVIOUS: 401 (k)s: Starting to invest NEXT: 401(k)s: Rollovers >
Getting started Getting a job Buying a car Starting to invest
Buying a home Starting a family Retirement planning

HEALTH INSURANCE: Health insurance plans

http://money.cnn.com/pf/money-essentials-401k-early-withdrawals/index.html


http://money.cnn.com/pf/money-essentials-wills-trusts-alt/index.html
http://money.cnn.com/pf/money-essentials-budget/index.html
http://money.cnn.com/pf/money-essentials-traditional-ira/index.html
http://money.cnn.com/pf/money-essentials-life-insurance-policies/index.html
http://money.cnn.com/pf/money-essentials-debt/index.html
https://offers.lendingtree.com/splitter/splitter.ashx?id=bd-freecreditscore?esourceid=6164156&cname=cnn-money&csource=cnn-money&siteid=creditscore-cp
http://money.cnn.com/pf/money-essentials-401k-early-withdrawals/index.html?iid=EL#TOP
http://money.cnn.com/pf/money-essentials-financial-planners/index.html
http://money.cnn.com/pf/money-essentials-stocks/index.html
http://money.cnn.com/pf/money-essentials-kids-financial-responsibility/index.html
http://money.cnn.com/pf/money-essentials-retirement-how-much/index.html
http://money.cnn.com/pf/money-essentials-college-savings/index.html
http://money.cnn.com/pf/money-essentials-home-insurance-policy/index.html
http://money.cnn.com/pf/money-essentials-financial-goals/index.html
http://money.cnn.com/pf/money-essentials-bonds/index.html
http://money.cnn.com/pf/money-essentials-car-insurance/index.html
http://money.cnn.com/pf/money-essentials-banking/index.html
http://money.cnn.com/pf/money-essentials-401k-investing-alt/index.html
http://money.cnn.com/pf/money-essentials-home-selling/index.html
http://money.cnn.com/pf/money-essentials-taxes-alt/index.html
http://money.cnn.com/pf/money-essentials-health-insurance-plans-alt/index.html
http://money.cnn.com/pf/money-essentials-car-budget/index.html
http://money.cnn.com/pf/money-essentials-asset-allocation/index.html
https://www.lendingtree.com/small-business-loans-index?esourceid=6164156&csource=cnn-money&cchannel=BD&siteid=smallbiz-cp
https://offers.lendingtree.com/splitter/splitter.ashx?id=bd-mortgage2-refinance&esourceid=6164156&cname=cnn-money&csource=cnn-money&siteid=2.9APR15year-article-cp
http://money.cnn.com/pf/money-essentials-employee-stock-options/index.html
https://offers.lendingtree.com/splitter/splitter.ashx?id=bd-pla&esourceid=6164156&cname=cnn-money&csource=cnn-money&siteid=creditdebt-cp&loan-purpose=CCREFI
http://money.cnn.com/pf/money-essentials-home-buying/index.html
http://money.cnn.com/pf/money-essentials-health-insurance-plans/index.html
http://money.cnn.com/pf/money-essentials-mutual-funds/index.html
http://money.cnn.com/pf/money-essentials-401k-investing/index.html
http://money.cnn.com/pf/money-essentials-401k-rollovers/index.html
http://money.cnn.com/pf/money-essentials-wills-trusts/index.html
http://money.cnn.com/pf/money-essentials-401k-investing/index.html
http://money.cnn.com/pf/money-essentials-taxes/index.html
http://money.cnn.com/pf/money-essentials-health-insurance-plans/index.html

6/19/2015 401(k)s: Early withdrawals and loans - May. 28, 2015

OPTIONS: Employee stock options
401(k)s: Retirement distributions

TAXES: Taxes you owe

TAXES: Income tax penalties

REAL ESTATE: 10 steps to buying a home

Recommended by

Comments

Signin

Post comment as...

Newest | Oldest

Content Tools Connect

Business Personal Finance Site Map Loan Center My Account YouTube
Contact Us . . .

Markets Small Business Interactive Calculators Mobile Site & Apps RSS Feed:
Advertise with Us i . .

Investing Luxury Portfolio Corrections Facebook Newsletter
User Preferences i .

Economy Media Job Search Market Data Alerts Twitter Google+
Closed Captioning X .

Tech Video Real Estate Search News Alerts LinkedIn

Most stock quote data provided by BATS. Market indices are shown in real time, except for the DJIA, which is delayed by two minutes. All times are ET. Disclaimer. Morningstar: © 2015 Morningstar, Inc
Reserved. Factset: FactSet Research Systems Inc. 2015. All rights reserved. Chicago Mercantile Association: Certain market data is the property of Chicago Mercantile Exchange Inc. and its licensors. A
reserved. Dow Jones: The Dow Jones branded indices are proprietary to and are calculated, distributed and marketed by DJI Opco, a subsidiary of S& Dow Jones Indices LLC and have been licensed
S&P Opco, LLC and CNN. Standard & Poor's and S&P are registered trademarks of Standard & Poor’s Financial Services LLC and Dow Jones is a registered trademark of Dow Jones Trademark Holdir

content of the Dow Jones branded indices © S&P Dow Jones Indices LLC 2015 and/or its affiliates.

© 2015 Cable News Network. A Time Warner Company. All Rights Reserved. Terms under which this service is provided to you. Privacy Policy. AdChoices.

http://money.cnn.com/pf/money-essentials-401k-early-withdrawals/index.html

3/3


http://money.cnn.com/services/sitemap/
http://money.cnn.com/services/speakup/speakup.html
http://money.cnn.com/services/terms.html
http://money.cnn.com/pf/money-essentials-home-buying/index.html
http://www.youtube.com/CNNMoney
http://money.cnn.com/media/
http://money.cnn.com/services/mobile/
http://money.cnn.com/services/disclaimer.html
https://plus.google.com/115995105609774588517/
http://money.cnn.com/pf/money-essentials-taxes-alt/index.html
http://money.cnn.com/pf/money-essentials-employee-stock-options/index.html
http://money.cnn.com/services/privacy/
http://money.cnn.com/news/
http://money.cnn.com/video/
http://www.linkedin.com/today/money.cnn.com
http://money.cnn.com/profile/
http://money.cnn.com/services/advertise/
http://money.cnn.com/investing/
http://money.cnn.com/profile/
http://money.cnn.com/services/rss/
http://money.cnn.com/markets/
http://money.cnn.com/services/closed-captioning.html
http://money.cnn.com/interactive/
http://money.cnn.com/profile/
http://money.cnn.com/news/economy/
http://money.cnn.com/pf/money-essentials-401k-distributions/index.html
http://jobsearch.money.cnn.com/a/all-jobs/list
http://money.cnn.com/news/corrections/
http://money.cnn.com/pf/loan_center/
http://money.cnn.com/luxury/
http://money.cnn.com/technology/
http://money.cnn.com/pf/
https://portfolio.money.cnn.com/
http://money.cnn.com/pf/money-essentials-income-tax-penalties-alt/index.html
http://money.cnn.com/profile/
http://money.cnn.com/tools/
http://facebook.com/cnnmoney
http://money.cnn.com/smallbusiness/
http://money.cnn.com/profile/
http://realestate.money.cnn.com/
http://twitter.com/cnnmoney

