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UNDERSTANDING YOUR 401(K)

When am I elig ib le to c ontribute?

Depend ing on the terms of your emp loyer?s p lan you may 

be elig ib le to c ontribute immed ia tely as a  new emp loyee. 

Other p lans have wha t is c a lled  a  ?wa iting  period? tha t 

req uires you to wa it until you have been with the firm a  

c erta in amount of time before you c an beg in making 

c ontributions.    This should  be d isc ussed  with your manager 

or human resourc es to understand  your spec ific s.  Onc e you 

a re elig ib le to c ontribute, you will need  to determine the 

amount you would  like to c ontribute through automatic  

payroll deduc tions. 

More and  more emp loyers offer a  401(k) p lan for retirement savings.  This c an be a  

g rea t benefit, but you might not rea lly understand  why you should  be exc ited  about 

this or how to best take advantage of suc h a  p lan.  Does it feel like there is a  lot to 

understand?  Well, tha t?s bec ause there is.  While 401(k)?s were estab lished  to a llow 

emp loyees to c ontribute a  portion of their payc hec k, many emp loyers do little to help  

you understand  a ll the dec isions you a re about to make and  why they rea lly do 

matter.

Let us d ive into some of the fea tures of your 401(k) and  some ac tion items to keep  in 

mind  a long the way.   

Ac tion Item: Verify when you a re elig ib le to sta rt c ontributing  to your retirement p rog ram and  be sure to 

respond  to any ema ils or set up  links you rec eive from the 401(k) administra tor- c hec k with c olleagues if you 

rec eive a  notic e you don?t rec ognize as 401(k) administra tors a re often c omp letely d ifferent c ompanies than 

your emp loyer.

ESB Professiona l/  Shutterstoc k



2    UNDERSTANDING YOUR 401(K)

Am I the only one that c ontributes to my 

401(k)?

Both you, as the ac c ount owner, and  your emp loyer c an 

make c ontributions to your 401(k) up  to c erta in dolla r limits 

set annua lly by the IRS.   

As the emp loyee you c an c ontribute 25% of your sa la ry up  

to $23,500 in 2025.  If you a re 50 or older you may c ontribute 

an add itiona l $7,500 for the year.  You c an c hoose to 

c ontribute either a  perc entage of your sa la ry or a  spec ific  

dolla r amount to c ome out of eac h payc hec k. Under the 

SECURE 2.0 Ac t, ind ividua ls aged  60-63 c an make a  la rger 

c a tc h-up  c ontribution of $11,250.

 

Contributions c ome out of your payc hec k automatic a lly 

and  a re deposited  into your 401(k) ac c ount.  It is good  

p rac tic e to review your c ontributions on a  yearly basis.  

Emp loyers c an a lso add itiona lly c ontribute to your ac c ount, 

but they a re not req uired  to do so depend ing on the type of 

401(k) p lan.  Your emp loyer may offer a  matc hing 

c ontribution whic h means they will ma tc h your c ontribution 

up  to a  c erta in perc entage of your sa la ry.  If, for examp le, 

you c hoose to c ontribute 10% to your p lan, your emp loyer 

may only matc h up  to a  set perc entage, suc h as 3%.  Your 

emp loyer may a lso elec t to c ontribute a  c erta in 

perc entage of your sa la ry regard less of wha t you 

c ontribute.   If your p lan is a  c onsidered  a  ?sa fe ha rbor? p lan 

for the purposes of meeting  c erta in 401(k) struc tura l 

req uirements, then your emp loyer will either matc h your 

c ontributions up  to 3%/ 4% or they will c ontribute 3% of your 

sa la ry regard less of your c ontributions.

 

Fina lly, your emp loyer may a lso make a  p rofit-sharing  

c ontribution to your 401(k) if tha t is pa rt of your p lan.  This is a  

d isc retionary add itiona l c ontribution eac h year.  With an 

emp loyer matc h and  p rofit sharing , the tota l c ontribution 

into your 401(k) eac h year is limited  by 25% of your tota l 

sa la ry or $70,000 in 2025.

Whic h 401(k) option is right for me?

Today, many p lans offer a  c hoic e of c ontributing  to a  

trad itiona l p re-tax 401K or to a  Roth 401K.  The p lans offer 

their own p ros and  c ons.  Let?s review whic h may work best 

for you.  

Traditional pre-tax 401(k)

Contributions made to a  trad itiona l 401(k) a re made 

p re-tax.  This means tha t c ontributions c ome out of your 

sa la ry before taxes a re c a lc ula ted .  Pre-tax c ontributions 

lower your taxab le inc ome whic h may result in lower taxes 

for tha t year.  Your savings will c ontinue to g row in your 

ac c ount, and  you will be p rotec ted  from having to pay 

taxes for as long as the funds rema in in the ac c ount.  Onc e 

you beg in taking withd rawa ls you will be req uired  to pay 

ord ina ry inc ome taxes on the d istributions- this inc ludes both 

money you c ontributed  as well as the g rowth in your 

ba lanc es.  

Ac tion Item: Make sure you understand  wha t your 

emp loyer is offering .  If they req uire you to make 

c ontributions to rec eive the matc h, you want to 

make sure you a re meeting  the threshold  so not to 

leave money on the tab le.  Chec k with your 

emp loyer to see if they offer a  Roth 401(k) and  

c onsider ad justing  your c ontributions.  Work towards 

trying  to c ontribute the maximum amount eac h 

year.  Lastly, make it a  point to review your 

c ontributions on a  yearly basis and  espec ia lly when 

you rec eive a  ra ise, make it your goa l to c ontribute 

the maximum eac h year. 

Be sure to respond  to ema ils                 
or set up  links from your 401(k) 
p lan administra tor.  
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At a  c erta in point a ll owners of trad itiona l 401(k) ac c ounts 

a re req uired  to take d istributions, known as req uired  

minimum d istributions or RMD?s.  At the la test, these will be 

req uired  when you stop  working and  reac h age 75.  At tha t 

point, if you have a  la rge ac c ount, you c ould  be req uired  

to take b ig  d istributions in retirement whic h c ould  push you 

into a  higher tax b rac ket than expec ted .     

Roth after-tax 401(k) 

The other option maybe a  Roth 401(k). Most high earners 

think they c an?t c ontribute to a  Roth 401(k) due to inc ome 

limita tions, but tha t only app lies to Roth IRA?s and  not Roth 

401(k)?s. With a  Roth 401(k), c ontributions a re made a fter 

taxes in your payc hec k. Although you a re paying taxes on 

the money going in today, you will pay no taxes on the 

d istributions going out.  Another ma jor benefit of a  Roth 

401(k) is there a re no req uired  minimum d istributions or 

RMD?s, like there a re with a  trad itiona l 401(k).  Sinc e you will 

have a lready pa id  the taxes on the c ontributions, both your 

c ontributions and  the g rowth c an be withd rawn in 

retirement c omp letely tax free.  

We typ ic a lly suggest c ontributing  to a  Roth 401(k) sinc e it is 

a  g rea t savings vehic le with meaningful benefits.  We 

rec ognize tha t switc hing 100% from a  trad itiona l to a  Roth 

401(k) may have a  signific ant impac t on your c urrent taxes 

and  your take home amount.  So c onsider sp litting  your 

c ontributions 50/ 50 to both a  trad itiona l and  a  Roth 401k for 

a  period  of time and  c ontinue to ad just your a lloc a tion over 

time.  If you dec ide to c ontribute to both a  trad itiona l and  a  

Roth 401(k) your tota l c ontribution may still not exc eed  the 

maximum amount for tha t spec ific  year.  

If you a re c ontributing  100% to a  Roth 401(k), your emp loyer 

c ontributions will a lways be p re-tax c ontributions whic h 

means you will a lso have a  trad itiona l 401(k) ac c ount.  This 

is important to know in the event you leave your c urrent 

emp loyer; you will need  to know tha t you may have two 

d ifferent ac c ounts for the same 401(k).

How should I invest my 401(k)?

In most c ases the p lan administra tor may not offer advic e 

on how to invest your ac c ount and  this c an leave you 

wondering  if you?re making the right selec tions. 

Most 401(k) p lans offer wha t a re c a lled  ta rget da te funds as 

a  default investment.  These funds may seem like the easy 

option but may not be the best longer term.  We don?t 

typ ic a lly rec ommend  these types of funds bec ause of their 

c ost and  their poor trac k rec ord  for ad justing  to c hang ing 

market c ond itions over time.   We p refer a  simp le a lloc a tion 

using funds with the lowest c osts ava ilab le.  In most c ases 

selec ting  a  la rge c ap  fund  like an S&P 500 or a  Tota l Market 

fund  and  a  sma ll c ap  index fund  is a ll you need . Depend ing 

on your risk to leranc e you may c hoose to add  a  bond  fund  

or inc ome fund  to be more c onserva tive or an interna tiona l 

fund  to be a  b it more agg ressive. When reviewing your 

options, you want to keep  it simp le and  as low c ost as 

possib le.  

Can I withdraw the funds in my ac c ount?  

The simp le answer is yes you c an ac c ess the funds in your 

401(k).  Genera lly, if you take a  d istribution from a  401(k) you 
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 When reviewing your 401(k) 
investment options, keep  it simp le 
and  as low c ost as possib le.  

Most high earners think they 
c annot c ontribute to a  Roth 401(k) 
due to inc ome limita tions, but tha t is 
not the c ase.

Ac tion Item: Review your a lloc a tion on a  yearly basis. 

Pay a ttention to c ommunic a tions from your p lan 

administra tor if investment options or fees a re 

c hang ing year to year.  Work with your advisor to 

review your 401(k) a lloc a tion. 
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will likely have to pay taxes and  potentia lly ea rly d istribution 

pena lties.  Before taking a  d istribution from your 401(k), it is 

important to c onsider other resourc es to avoid  these taxes 

and  pena lties.  

In the event you still c hoose to withd raw from the funds, 

there a re some exc eptions tha t may a llow you to avoid  

pena lties.  These inc lude a tta ining  age 59 ½ , q ua lified  

med ic a l expenses, ha rdship  withd rawa ls and  educ a tion 

c osts to name a  few.  It is important to note tha t with eac h 

of these the IRS has c erta in rules tha t may a llow you to 

ac c ess the funds with minima l taxes and  pena lties.  

Another option might be a  401(k) loan.  Some p lans offer 

the option to borrow aga inst your ac c ount but not a ll 

emp loyers offer this, and  it is important to c onfirm the terms 

with your p lan administra tor.  The IRS a llows a  maximum loan 

of $50,000 or ha lf of your 401k ac c ount ba lanc e.  Loan 

repayments may c ome d irec tly from your payc hec k.  If you 

were to leave your emp loyer, typ ic a lly the loan will be due 

within 60-90 days, terms may va ry depend ing on the loan 

administra tor.    

Lastly, the rules a re a  little d ifferent with a  Roth 401(k).  Sinc e 

taxes a re pa id  before c ontributions a re made, genera lly any 

withd rawa ls of your c ontributions a re free from taxes and  

pena lties.  If the va lue of your withd rawa l inc ludes the 

g rowth in the ac c ount, then taxes and  pena lties might 

app ly.   

What happens to my ac c ount if I leave my 

employer? 

You have a  few options for dea ling  with old  401(k) ac c ounts.  

Before transferring  your ac c ount, you will need  to c onfirm 

wha t portion of your 401(k) is made up  of trad itiona l and  

Roth c ontributions.  This is important bec ause trad itiona l 

401(k) c ontributions should  be transferred  to a  trad itiona l IRA 

to avoid  add itiona l taxes and  Roth 401(k) c ontributions a re 

transferred  to a  Roth IRA.

Contac t the c urrent p lan administra tor to c onfirm wha t 

information they req uire in order to get sta rted  with your 

desired  stra tegy:

Rollover to your new employer?s 401(k)

If 

your new emp loyer has an a ttrac tive p lan with low fees and  

a  va riety of investment c hoic es, then moving over your old  

401(k) is often a  g rea t c hoic e.  Before you make the move, 

you will need  to c onfirm with your new p lan p rovider tha t 

this option is ava ilab le.  Not a ll p lans ac c ept transfers from 

other 401(k) p lans.  If this type of transfer is a llowed , your 

new p lan p rovider will be ab le to wa lk you through the 

transfer p roc ess. 

Stay with the c urrent c ustodian

If you dec ide to keep  your 401(k) a t the c urrent c ustod ian, 

no further steps a re nec essary.  It is important to note 

however, tha t some c ustod ians will not ma inta in sma ll 

ac c ounts and  they may a lso c harge annua l administra tive 

fees for ac c ounts tha t a re no longer in an ac tive p lan.   

Add itiona lly, you will want to log  in to your ac c ount q uarterly 

or a t least twic e a  year to monitor ac c ount transac tions and  

review your investment c hoic es and  a lloc a tions.

Rollover to an IRA

If you c an?t c onsolida te your ac c ounts a t your new 

emp loyer or if you p refer to d irec t your investments going 

Fund ing your 401(k) is c ruc ia l, 
but so is having other savings 
set aside. 

Ac tion Item:  While it is important to fund  your 401(k), 

it is a lso c ruc ia l to have other savings aside.  In a  time 

of need  you will want to be ab le to ac c ess an 

emergenc y fund  or other savings before making 

withd rawa ls from your 401(k).  This may mean 

c ontributing  a  little b it less to your 401(k) so you c an 

a lso estab lish your emergenc y fund .  
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Ac tion Item: Be sure to review your options, 

c onsider your goa ls and  eva lua te the investment 

c hoic es and  administra tive fee in va rious p lans 

before determining wha t to do next.
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forward , then d istributing  your old  401(k) to an IRA is a  g rea t 

c hoic e. Setting  up  an IRA c an be rela tively easy, and  it c an 

even be done online.  As p reviously mentioned , if your 401(k) 

is made up  both p re-tax and  post-tax c ontributions you will 

need  to open a  trad itiona l IRA and  a  Roth IRA.  If you 

a lready have a  trad itiona l or a  Roth IRA you won?t need  to 

set up  new ac c ounts, but simp ly d irec t the transfer of the 

401(k) ac c ount into the existing  ac c ount.  Onc e a ll 

appropria te ac c ounts have been estab lished , c ontac t the 

c urrent c ustod ian to initia te the ac c ount transfer.

If the c urrent 401(k) c ustod ian a llows for an ?in-kind  transfer? 

to the IRA(s), they will ask for your ac c ount information and  

transfer the assets for you.  If the c ustod ian req uires you to 

liq uida te your ac c ount to c ash, a  c hec k will be c ut and  sent 

to you.  The c hec k will need  to be deposited  to your IRA 

within 60 days of the withd rawa l to avoid  a  10% pena lty.   

Remember to make a  c opy of the c hec k for your rec ords 

just to be sure.

FOLLOW US: 

Contributing  to your 401(k) is one of the most important financ ia l c ommitments you will 

make in build ing  future wea lth and  c omfort. So why do they make it so c omp lic a ted?  

Sta rt by taking using these ac tion items to feel more c onfident in your p lan and  your 

dec isions.  Work to maximize your c ontribution to the annua l IRS limit as soon in your 

c a reer as possib le and  review your ac c ount onc e a  q uarter or a t least annua lly. Now 

you will be setting  yourself up  for 

suc c ess.  Work with your financ ia l 

advisor to make sure you?re on 

trac k for saving enough for your 

long-term goa ls.

Assunta (Susie) Mc Lane, CFP®  
Vic e President, Sr. Wea lth Advisor

908-517-5884   
Assunta .Mc Lane@summitp lac efinanc ia l.c om
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FOLLOW US: 

Please remember tha t past performanc e may not be ind ic a tive of future results. Different types of investments 
involve va rying deg rees of risk, and  there c an be no assuranc e tha t the future performanc e of any spec ific  
investment, investment stra tegy, or p roduc t (inc lud ing the investments and / or investment stra teg ies 
rec ommended  or undertaken by Summit Plac e Financ ia l Advisors, LLC (?SPFA?), or any non-investment rela ted  
c ontent, made referenc e to d irec tly or ind irec tly in this newsletter will be p rofitab le, eq ua l any c orrespond ing 
ind ic a ted  historic a l performanc e level(s), be suitab le for your portfo lio or ind ividua l situa tion, or p rove suc c essful. 
Due to va rious fac tors, inc lud ing c hang ing market c ond itions and / or app lic ab le laws, the c ontent may no longer 
be reflec tive of c urrent op inions or positions. Moreover, you should  not assume tha t any d isc ussion or information 
c onta ined  in this newsletter serves as the rec eipt of, or as a  substitute for, persona lized  investment advic e from 
SPFA. To the extent tha t a  reader has any q uestions regard ing the app lic ab ility of any spec ific  issue d isc ussed  
above to his/ her ind ividua l situa tion, he/ she is enc ouraged  to c onsult with the p rofessiona l advisor of his/ her 
c hoosing. SPFA is neither a  law firm nor a  c ertified  pub lic  ac c ounting  firm and  no portion of the newsletter 
c ontent should  be c onstrued  as lega l or ac c ounting  advic e. A c opy of the SPFA?s c urrent written d isc losure 
Broc hure d isc ussing our advisory servic es and  fees is ava ilab le upon req uest. Please Note: If you a re a  SPFA c lient, 
p lease remember to c ontac t SPFA, in writing , if there a re any c hanges in your persona l/ financ ia l situa tion or 
investment ob jec tives for the purpose of reviewing/ eva lua ting / revising  our p revious rec ommendations and / or 
servic es, or if you would  like to impose, add , or to mod ify any reasonab le restric tions to our investment advisory 
servic es. SPFA sha ll c ontinue to rely on the ac c urac y of information tha t you have p rovided .

18 BANK STREET -  SUITE 202 -  SUMMIT, NJ 07901 -  908.517.5880 -  advisors@summitplac efinanc ia l.c om
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