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Ques�ons to Ask About Your Re�rement Plan
Par�cipa�ng in your employer's re�rement plan can help 
you save for your re�rement years. But to make the 
most of the plan, you'll want to have a good 
understanding of how it works. Here are some ques�ons 
you should ask.

What type of plan is it?
The first thing you should find out is whether your 
employer offers a defined benefit plan or a defined 
contribu�on plan. A defined benefit plan is employer 
funded and provides a specific monthly pension benefit 
to you when you re�re. A defined contribu�on plan, 
such as a 401(k) plan, does not promise you a specific 
re�rement benefit. Instead, the amount you receive 
depends on the balance in your plan account when you 
re�re (or receive an earlier distribu�on). Both employer 
and employee contribu�ons may be allowed, and 
employees may be responsible for choosing their 
account investments from the plan's list of op�ons.

Who is eligible to par�cipate… and when?
Federal law allows employers to include and exclude 
certain groups from a re�rement plan. For example, 
there may be one plan for salaried employees and 
another for union employees, or a plan may not cover 
some part-�me employees at all. Eligibility is generally 
based on age and years of service to the company.

How do I contribute?
Some plans have auto-enrollment, which means 
employees are automa�cally enrolled in the plan unless 
they choose to opt out. These plans also have a 
predetermined contribu�on amount that is 
automa�cally taken from the employee's paycheck and 
put into a predetermined investment in the plan. 
Employees should receive informa�on on how to change 
their contribu�on amounts and investments or how to 
opt out altogether. If your plan doesn't have auto-
enrollment, you'll be able to choose your contribu�on 
amount and investments upon eligibility to join the plan.

Contribu�ons taken from your paycheck are typically 
made pretax. If your plan has a Roth op�on, you can 
make a�er-tax contribu�ons to your plan. Your employer 
may contribute to your account as well, through 
matching contribu�ons -- where the amount you 
contribute is matched up to a certain percentage -- or 
profit sharing contribu�ons, or both.

Would I forfeit the amount in my plan account if I leave 
my employer?
Your plan's ves�ng schedule will tell you how much �me 
you have to be with your employer before you can keep 
your employer's contribu�ons to your plan account and 
any investment earnings on them. For example, your 
plan may have a four-year ves�ng schedule, where you 
may be 25% vested a�er your first year of service and 
25% for each year a�er un�l you reach 100%. You are 
always 100% vested in your own contribu�ons to the 
plan and in any earnings from those contribu�ons.

When can I take money out of the plan?
That depends on the terms of the plan. But as a general 
rule, you'll want to wait un�l you re�re to start 
withdrawing your re�rement savings. You may have to 
pay a 10% early distribu�on penalty (in addi�on to 
regular income taxes) if you take money from the plan 
before age 59½. At age 72, you'll generally have to begin 
taking a minimum amount from your re�rement account 
each year. You may be able to take a loan from your plan. 
Your plan also may allow you to take a hardship 
withdrawal in a financial emergency.

So how do I find out all of this informa�on about my 
plan?
A formal, wri�en plan document is a requirement for 
any re�rement plan. Your employer should also provide 
you with a less formal summary plan descrip�on, which 
should include the plan's rules and other informa�on 
you may need to understand the plan.

Your financial and tax professionals are another resource 
you can turn to for assistance with re�rement planning 
and assessing your workplace re�rement plan.
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What's your vision of the ideal re�rement? Endless 
days by the ocean? Spending �me with family and 
friends? Pursuing a new interest or hobby? Whatever 
your re�rement dreams, you know that it will be 
largely up to you to fund them.

You are already on the right track if you are 
maximizing contribu�ons to an employer-provided 
re�rement plan. However, you may stand a far be�er 
chance of securing a financially secure re�rement if 
you avoid tapping into your re�rement savings by 
taking loans or hardship withdrawals. These are 
known as plan leaks and they can impede the growth 
of the assets in your re�rement plan and leave you 
with a smaller sum available for your re�rement than 
you might an�cipate.

Plan Loans Can Be Costly
There's li�le doubt that plan loans are a temp�ng way 
to handle a temporary need for cash. You'll repay 
yourself at a reasonable interest rate, without taxes or 
penal�es. However, plan loans can be far more costly 
than they seem. Think about the following before you 
take a loan from your plan:
No tax advantage. Unlike pretax plan contribu�ons, 
loan repayments are not tax deferred. You will have to 
repay the loan with money that's already been taxed. 
Then, when the money is distributed to you at 
re�rement, you'll pay taxes on it again.
The loss of poten�al earnings. When you take money 
out of your plan for a loan, you reduce your plan 
account balance. Essen�ally, you will have less money 
working for you and will lose out on future poten�al 
earnings. That lost poten�al could be significant if you 
take a loan at a �me when the markets are in a strong 
growth pa�ern.
The tempta�on to reduce contribu�ons. Could you 
comfortably repay your plan loan and con�nue 
making your regular plan contribu�ons? There is 
always the possibility that you could find it hard to do 
both and decide to reduce or stop making regular 
contribu�ons to your plan. Reducing or stopping 
contribu�ons while repaying your loan would further 
reduce your account's growth poten�al.
Repayment difficulty. If you leave your employer 
before the loan is repaid, you will either have to repay 
the en�re outstanding amount or allow the loan to 
become a distribu�on. In plain English, a distribu�on 
means that you will be required to pay regular income 

taxes on the loan balance and quite possibly an 
addi�onal 10% early withdrawal penalty if you are 
under age 59½.

Hardship Withdrawals Can Also Be Problema�c
Some plans permit withdrawals from your re�rement 
plan before you reach age 59½ for what's referred to 
as a "financial hardship." For example, you might be 
permi�ed to withdraw money to buy a principal 
residence, pay medical expenses, or pay college 
tui�on and room and board expenses.

You will have to pay federal income taxes on the 
amount in the year you receive the money from the 
hardship withdrawal. And you may have to pay a 10% 
early withdrawal penalty as well. Most importantly, 
taking a hardship withdrawal means you will have less 
money invested for your future. You will lose the 
poten�al earnings that money could make over �me.

Consider Alterna�ves
Having an emergency fund of three-to-six-months' 
worth of living expenses gives you a substan�al 
cushion for those �mes when you might face a large, 
unexpected expense and could help you avoid the 
need to tap into your re�rement plan. If you are 
considering applying for a plan loan or hardship 
withdrawal, however, make sure you first explore 
other op�ons and talk to your financial and tax 
advisors about your situa�on.
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These Leaks Can Deflate Your Re�rement Hopes

 


