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Know Your 401(k) Options

You may cash out the balance of your vested assets, roll them over, or leave them in the plan. While
these options are generally available for all qualified retirement accounts, this article focuses on
401(k) plans.

Understanding Vesting: A Key to Your Benefits

Vesting refers to the process of earning ownership of assets over time. Vesting is an important
concept because any contributions that are not vested are forfeited. Depending on your plan’s
vesting schedule, it may be optimal to wait until you are fully or nearly vested before making a change

The vested balance of your 401(k) plan is the portion of your account that always belongs to you.
Regardless of how or why you leave your job, your vested balance is yours to take. It includes your
pre-tax, after-tax, and Roth contributions, as well as any investment earnings on those contributions.
For employer contributions, the amount you can roll over depends on your plan’s vesting schedule.

There are several types of vesting schedules.

e Under cliff vesting, an employee becomes fully vested after a specified period—for example,
three years.

¢ Graded vesting allows employees to gain ownership gradually according to a schedule, such as
20 percent per year until fully vested.

e Some plans offer immediate vesting, meaning employees gain ownership of all contributions as
soon as they are deposited.

¢ When an employee reaches the plan’s full retirement age, they are considered fully vested.

Cashing Out After Leaving Your Job
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Some people consider cashing out their 401(k) when leaving a job to cover immediate cash-flow
needs. However, it is usually best to avoid dipping into retirement funds unless absolutely necessary.
Withdrawals from these accounts are typically subject to ordinary income tax, except for amounts
contributed after tax or to a Roth 401(k). If you separate from service before age 55, and you're
younger than 59 %2, withdrawals are also subject to a 10 percent early-withdrawal penalty in addition
to income tax.

Stay Invested

If your account balance in your company’s retirement plan exceeds $5,000, you generally have the
option to leave the money in the plan. Otherwise, your employer may require you to cash out the
balance. Under the SECURE 2.0 Act, the maximum legal limit for mandatory distribution is $7,000.
Leaving money in your former employer’s plan is often the most convenient option, especially if you
are not ready to move the funds or are unsure how to allocate them.

Investments left in an employer’s plan will continue to grow tax-deferred until you begin taking
withdrawals. Even if you do nothing, you retain the right to roll over the funds at any point in the future.

One of the main reasons to leave your 401(K) in place is the cost. Larger employers often negotiate
lower fees, which may be less than those charged by other investment vehicles. In addition, leaving
money in the employer’s plan provides many of the same benefits you had as an active employee,
such as greater protection from creditors.

Roll it Over

There are two main rollover options. You can roll your money into your new employer’s plan and to
an individual retirement account (IRA). The preferred method is a direct rollover, in which funds are
transferred directly to the new custodian. Direct rollovers have specific advantages, including
avoiding the mandatory 20 percent withholding on the taxable portion of the account. Employers are
required to allow direct rollovers to IRAs or another employer’s 401(k) plan.

The other option is a 60-day rollover, also known as an indirect rollover. In this case, you receive the
funds and have 60 days to deposit them into a new retirement account. With an indirect rollover, the
employer must withhold 20 percent of the taxable amount, which you can reclaim when you file your
tax return—if you deposit the full amount within the 60-day window.

Which one makes sense largely depends on your goals. Consider these questions:

How do you plan to manage your investments?

How would loan and withdrawal provisions impact or benefit you?
Is minimizing costs a priority for you?

What investment options does your new plan offer?
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Why Roll to an IRA

If you want to maximize your investment options, an IRA is often the best choice. IRAs are not limited
by the number of investment options, and funds can be moved between different custodians. This
flexibility allows for a variety of active management styles and greater diversification. You can also
directly manage the account and select investments that suit your preferences.

IRAs offer more flexibility regarding distributions because they are not governed by employer plan
rules; instead, withdrawals are at the individual’s discretion. Generally, pre-tax dollars are rolled into a
traditional or rollover IRA, which remains tax deferred. After-tax dollars are rolled into a Roth IRA,
where qualified withdrawals are tax free.

Why Roll to Your New Employer’s 401(k) Plan

A 401(k) generally offers greater protection than an IRA. Under the Employee Retirement Income
Security Act (ERISA), funds in an employer-sponsored retirement account typically cannot be seized
by creditors.

If you need to borrow money, a new employer’s 401(k) may allow for this through a loan provision.
IRAS, on the other hand, do not permit loans; funds can only be accessed through a distribution. To
determine whether your plan offers loan provisions, consult 401(k) plan documents.

If you are still working past the required minimum distribution (RMD) age and own no more than 5
percent of the company, you may be able to postpone your first distribution until the year after you
retire.

Another reason to consider switching to a new employer’s plan is cost. The new plan may offer lower
investment fees than your current plan, which can make a significant difference over time.

Address Your Outstanding Loans

Be sure to repay any outstanding loans from your plan. Otherwise, they will be treated as taxable
distributions. If you leave your job, you generally have 60 days to repay the loan to avoid taxes and
penalties.

Aligning with Your Long-Term Financial Goals

When deciding how to manage a 401(k) from a previous employer, your choice should align with your
long-term financial goals.
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Key considerations include surrender charges imposed by plans, comparing investment fees and
expenses, and understanding the rights you give up when transferring funds in or out of employer-
sponsored plans.

Source: IRS
Resource by the CAPTRUST wealth planning team

Important Disclosure

This content is provided for informational purposes only, and does not constitute an offer, solicitation,
or recommendation to sell or an offer to buy securities, investment products, or investment advisory
services. Data contained herein from third-party providers is obtained from what are considered
reliable sources. However, its accuracy, completeness, or reliability cannot be guaranteed. Nothing
contained herein constitutes financial, legal, tax, or other advice. Consult your tax and legal
professional for details on your situation. Investment advisory services offered

by CapFinancial Partners, LLC (“CAPTRUST” or “CAPTRUST Financial Advisors”), an investment
advisor registered under The Investment Advisers Act of 1940.

Legal Notice

This material is intended to be informational only and does not constitute legal, accounting, or tax
advice. Please consult the appropriate legal, accounting, or tax advisor if you require such advice.
The opinions expressed in this report are subject to change without notice. This material has been
prepared or is distributed solely for informational purposes. It may not apply to all investors or all
situations and is not a solicitation or an offer to buy any security or instrument or to participate in any
trading strategy. The information and statistics in this report are from sources believed to be reliable
but are not guaranteed by CAPTRUST Financial Advisors to be accurate or complete. All publication
rights reserved. None of the material in this publication may be reproduced in any form without the
express written permission of CAPTRUST: 919.870.6822.
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