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More and more employers offer a 401(k) plan for retirement savings. This can be a
great benefit, but you might not really understand why you should be excited about
this or how to best take advantage of such a plan. Does it feel like there is a lot to
understand? Well, that’s because there is. While 401(k)’s were established to allow
employees to contribute a portion of their paycheck, many employers do little to help
you understand all the decisions you are about to make and why they really do
matter.

Let us dive into some of the features of your 401(k) and some action items to keep in
mind along the way.

When am | eligible to contribute?

Depending on the terms of your employer’s plan you may
be eligible to contribute immediately as a new employee.
Other plans have what is called a “waiting period” that
requires you to wait until you have been with the firm a
certain amount of time before you can begin making
contributions.  This should be discussed with your manager
or human resources to understand your specifics. Once you
are eligible to contribute, you will need to determine the
amount you would like to contribute through automatic
payroll deductions.

Action ltem: Verify when you are eligible to start contributing fo your retirement program and be sure to
respond to any emails or set up links you receive from the 401(k) administrator- check with colleagues if you
receive a notice you don’t recognize as 401(k) administrators are often completely different companies than
your employer.
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Am | the only one that contributes to my
401(k)?

Both you, as the account owner, and your employer can
make contributions to your 401(k) up to certain dollar limits
set annually by the IRS.

As the employee you can conftribute 25% of your salary up
to $23,500 in 2025. If you are 50 or older you may contribute
an additional $7,500 for the year. You can choose to
contribute either a percentage of your salary or a specific
dollar amount to come out of each paycheck. Under the
SECURE 2.0 Act, individuals aged 60-63 can make a larger
catch-up contribution of $11,250.

a

Be sure to respond to emails
or set up links from your 401(k)
plan administrator.

Contributions come out of your paycheck automatically
and are deposited into your 401(k) account. It is good
practice to review your contributions on a yearly basis.

Employers can also additionally contribute to your account,
but they are not required to do so depending on the type of
401(k) plan. Your employer may offer a matching
contribution which means they will match your contribution
up to a certain percentage of your salary. If, for example,
you choose to contribute 10% to your plan, your employer
may only match up to a set percentage, such as 3%. Your
employer may also elect to contribute a certain
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percentage of your salary regardless of what you
contribute. If your plan is a considered a “safe harbor” plan
for the purposes of meeting certain 401(k) structural
requirements, then your employer will either match your
contributions up to 3%/4% or they will contribute 3% of your
salary regardless of your contributions.

Action ltem: Make sure you understand what your
employer is offering. If they require you to make
contributions to receive the match, you want to
make sure you are meeting the threshold so not to
leave money on the table. Check with your
employer to see if they offer a Roth 401(k) and
consider adjusting your contributions. Work towards
frying to contribute the maximum amount each
year. Lastly, make it a point to review your
conftributions on a yearly basis and especially when
you receive a raise, make it your goal to contribute
the maximum each year.

Finally, your employer may also make a profit-sharing
contribution to your 401(k) if that is part of your plan. Thisis a
discretionary additional contribution each year. With an
employer match and profit sharing, the total contribution
into your 401(k) each year is limited by 25% of your total
salary or $70,000 in 2025.

Which 401 (k) option is right for me?

Today, many plans offer a choice of contributing o a
traditional pre-tax 401K or to a Roth 401K. The plans offer
their own pros and cons. Let’s review which may work best
for you.

Traditional pre-tax 401

Contributions made to a fraditional 401(k) are made
pre-tax. This means that contributions come out of your
salary before taxes are calculated. Pre-tax contributions
lower your taxable income which may result in lower taxes
for that year. Your savings will continue to grow in your
account, and you will be protected from having to pay
taxes for as long as the funds remain in the account. Once
you begin taking withdrawals you will be required to pay
ordinary income taxes on the distributions- this includes both
money you contributed as well as the growth in your
balances.



At a certain point all owners of traditional 401(k) accounts
are required to take distributions, known as required
minimum distributions or RMD’s. At the latest, these will be
required when you stop working and reach age 75. At that
point, if you have a large account, you could be required
to take big distributions in retirement which could push you
intfo a higher tax bracket than expected.

Roth affer-tax 401¢(k)

The other option maybe a Roth 401(k). Most high earners
think they can’t contribute to a Roth 401(k) due to income
limitations, but that only applies o Roth IRA’s and not Roth
401(k)’s. With a Roth 401(k), contributions are made after
taxes in your paycheck. Although you are paying taxes on
the money going in today, you will pay no tfaxes on the

Most high earners think they
cannot contribute to a Roth 401(k)
due to income limitations, but that is
not the case.

distributions going out. Another major benefit of a Roth
401(k) is there are no required minimum distributions or
RMD'’s, like there are with a traditional 401(k). Since you will
have already paid the taxes on the contributions, both your
contributions and the growth can be withdrawn in
retirement completely tax free.

We typically suggest contributing o a Roth 401(k) since it is
a great savings vehicle with meaningful benefits. We
recognize that switching 100% from a traditional to a Roth
401(k) may have a significant impact on your current taxes
and your fake home amount. So consider splitting your
conftributions 50/50 to both a fraditional and a Roth 401k for

a period of fime and continue to adjust your allocation over
time. If you decide to contribute to both a traditional and a
Roth 401(k) your total contribution may still not exceed the
maximum amount for that specific year.

When reviewing your 401(k)
investment options, keep it simple
and as low cost as possible.

If you are contributing 100% to a Roth 401(k), your employer
contributions will always be pre-tax contributions which
means you will also have a traditional 401(k) account. This
is important to know in the event you leave your current
employer; you will need to know that you may have two
different accounts for the same 401(k).

How should | invest my 401(k)?

In most cases the plan administrator may not offer advice
on how to invest your account and this can leave you
wondering if you’re making the right selections.

Most 401(k) plans offer what are called target date funds as
a default investment. These funds may seem like the easy
option but may not be the best longer tferm. We don’t
typically recommend these types of funds because of their
cost and their poor frack record for adjusting to changing
market conditions over time. We prefer a simple allocation
using funds with the lowest costs available. In most cases

Action ltem: Review your allocation on a yearly basis.
Pay attention to communications from your plan
administrator if investment options or fees are
changing year to year. Work with your advisor to
review your 401(k) allocation.

selecting a large cap fund like an S&P 500 or a Total Market
fund and a small cap index fund is all you need. Depending
on your risk tolerance you may choose to add a bond fund
or income fund to be more conservative or an international
fund to be a bit more aggressive. When reviewing your
options, you want to keep it simple and as low cost as
possible.

Can | withdraw the funds in my account?

The simple answer is yes you can access the funds in your
401(k). Generally, if you take a distribution from a 401(k) you
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will likely have to pay taxes and potentially early distribution
penalties. Before taking a distribution from your 401(k), it is
important to consider other resources to avoid these taxes
and penalties.

In the event you still choose to withdraw from the funds,
there are some exceptions that may allow you to avoid
penalties. These include attaining age 59 2, qualified
medical expenses, hardship withdrawals and education
costs to name a few. It is important to note that with each
of these the IRS has certain rules that may allow you to
access the funds with minimal taxes and penalties.

Another option might be a 401(k) loan. Some plans offer
the option to borrow against your account but not all
employers offer this, and it is important to confirm the terms
with your plan administrator. The IRS allows a maximum loan
of $50,000 or hallf of your 401k account balance. Loan
repayments may come directly from your paycheck. If you
were 1o leave your employer, typically the loan will be due
within 60-90 days, terms may vary depending on the loan

Action ltem: While it is important to fund your 401(k),
it is also crucial to have other savings aside. In a time
of need you will want to be able to access an
emergency fund or other savings before making
withdrawals from your 401(k). This may mean
contributing a little bit less to your 401(k) so you can
also establish your emergency fund.

administrator.

Lastly, the rules are a little different with a Roth 401(k). Since
taxes are paid before contributions are made, generally any
withdrawals of your contributions are free from taxes and
penalties. If the value of your withdrawal includes the
growth in the account, then taxes and penalties might

apply.

What happens to my account if | leave my
employer?

You have a few options for dealing with old 401(k) accounts.
Before transferring your account, you will need to confirm
what portion of your 401(k) is made up of traditional and
Roth contributions. This is important because traditional
401(k) contributions should be transferred to a traditional IRA
to avoid additional taxes and Roth 401(k) contributions are
transferred to a Roth IRA.
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Contact the current plan administrator to confirm what
information they require in order to get started with your
desired strategy:

Rollover to your new employer’s 401¢(k)

k! |
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Funding your 401(k) is crucial,
but so is having other savings
set aside.

your new employer has an attractive plan with low fees and
a variety of investment choices, then moving over your old
401(k) is often a great choice. Before you make the move,
you will need to confirm with your new plan provider that
this option is available. Not all plans accept transfers from
other 401(k) plans. If this type of transfer is allowed, your
new plan provider will be able to walk you through the
transfer process.

ot ith 1 { custodi

If you decide to keep your 401(k) at the current custodian,
no further steps are necessary. It is important to note
however, that some custodians will not maintain small
accounts and they may also charge annual administrative
fees for accounts that are no longer in an active plan.
Additionally, you will want to log in to your account quarterly
or at least twice a year to monitor account transactions and
review your investment choices and allocations.

Rollover to an IRA

If you can’t consolidate your accounts at your new
employer or if you prefer to direct your investments going



forward, then distributing your old 401(k) to an IRA is a great
choice. Sefting up an IRA can be relatively easy, and it can
even be done online. As previously mentioned, if your 401(k)
is made up both pre-tax and post-tax contributions you will
need to open a fraditional IRA and a Roth IRA. If you
dlready have a traditional or a Roth IRA you won't need to
set up new accounts, but simply direct the transfer of the
401(k) account into the existing account. Once all
appropriate accounts have been established, contact the
current custodian to initiate the account fransfer.

If the current 401(k) custodian allows for an “in-kind transfer”

to the IRA(S), they will ask for your account information and

transfer the assets for you.

If the custodian requires you to
liquidate your account to cash, a check will be cut and sent

Action Item: Be sure to review your options,

to you. The check will need to be deposited to your IRA consider your goals and evaluate the investment
within 60 days of the withdrawal o avoid a 10% penalty. choices and administrative fee in various plans
Remember to make a copy of the check for your records before determining what to do next.

just fo be sure.

Contributing to your 401(k) is one of the most important financial commitments you will
make in building future wealth and comfort. So why do they make it so complicated?
Start by taking using these action items to feel more confident in your plan and your
decisions. Work to maximize your contribution to the annual IRS limit as soon in your
career as possible and review your account once a quarter or at least annually. Now

you will be setting yourself up for
success. Work with your financial
advisor to make sure you’re on
frack for saving enough for your

long-term goals.
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Please remember that past performance may not be indicative of future results. Different types of investments
involve varying degrees of risk, and there can be no assurance that the future performance of any specific
investment, investment strategy, or product (including the investments and/or investment strategies
recommended or undertaken by Summit Place Financial Advisors, LLC (*SPFA”), or any non-investment related
content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding
indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due tfo various factors, including changing market conditions and/or applicable laws, the content may no longer
be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information
contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from
SPFA. To the extent that a reader has any questions regarding the applicability of any specific issue discussed
above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her
choosing. SPFA is neither a law firm nor a certified public accounting firm and no portion of the newsletter
content should be construed as legal or accounting advice. A copy of the SPFA’s current written disclosure
Brochure discussing our advisory services and fees is available upon request. Please Note: If you are a SPFA client,
please remember to contact SPFA, in writing, if there are any changes in your personal/financial situation or
investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or
services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory
services. SPFA shall continue to rely on the accuracy of information that you have provided.
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