
 
 

Roth 401(K) Withdrawal Rules 
[Possible alt title: “How Can I Withdraw Money from my Roth 401(k)?”] 
 
If you know a thing or two about investing, you probably have a general idea of what a Roth 
401(k) is. More or less, a Roth 401(k) is a type of hybrid between a Roth IRA (Individual 
Retirement Account) and a traditional 401(k). However, the detail of what exactly a Roth 401(k) 
does is a little bit fuzzy. Specifically, many small-scale investors misunderstand when they can 
actually take money out of their plan, and how withdrawals a.k.a. distributions are handled when 
it comes to taxes. 
 
In this guide, we’ll explore what a Roth 401(k) in great detail, the benefits of having one, the 
distribution rules, and when you can withdraw money from your account. 
 
Let’s dive in and start with defining what a Roth 401(k) actually is. 
 

What is a Roth 401(k)? 
 
A Roth 401(k) is a type of employer-sponsored investment savings fund that is usually funded 
with post-tax dollars all the way up to the plan’s contribution limit. This form of an investment 



account is ideal for people who are going to be in a higher-up tax bracket in retirement 
compared to where they are now, since withdrawals are going to be tax-free. In a traditional 
401(k) differs in that it is funded with pre-tax funds that result in taxed future withdrawals. One 
could consider a Roth 401(k) to be a relatively new nest egg for retirement that is quite different 
from a regular 401(k). 
 
The Roth 401(k) is a unique “hybrid” savings account for retirement that combines some of the 
best features of Roth IRAs and traditional 401(k)s. Usually, employee contributions are made 
with post-tax dollars with zero income limitations to get involved. 
 

What are the benefits of having a Roth 401(k)? 
 
There are a ton of benefits to using a Roth 401(k) to save up for retirement. 
 
To start, this account has a yearly contribution limit of $19,500. This is $500 more than the 
contribution limit from 2019. For account owners who are fifty years old or older, the contribution 
limit per year is $26,000. 
 
There are no income rules in order to be eligible for an account, which is not unlike the 
requirements of a traditional 401(k). Just as well, the IRA side of a Roth 401(k) has after-tax 
contributions, so all qualified distributions or withdrawals are not taxed. 
 
There are a number of scenarios in which a Roth 401(k) makes the most sense for an investor 
interested in saving for retirement. To start, taxes are a big consideration when it comes to a 
Roth 401(k). If the account owner is younger and enjoying a low tax bracket but are expecting to 
be in a higher tax bracket when they are ready to retire, then that person would get more out of 
a Roth 401(k) than a traditional 401(k) or Roth IRA. This is why so many law students and 
practicing lawyers are interested in using a Roth 401(k) to invest in their future. Which in law 
school, few students are even allowed to have jobs and must pay hefty tuition, so they are in a 
low tax bracket. Once they graduate and enter the legal world via a job at a firm, their tax 
bracket will change significantly. A Roth 401(k) can help ensure that excessive taxes won’t be 
an issue when it comes time to retire and pull out that money. Plus, many law firms offer Roth 
401(k) accounts specifically, especially larger and more attractive firms. With a Roth 401(l), 
you’ll be able to get your specific tax obligation taken care of while your tax rate is still low, and 
then you’ll be able to enjoy taxless earnings later when you retire. It’s a more simple way to 
invest in retirement when compared to traditional forms of retirement investment accounts. 
 
For those who are concerned about the possibility of higher tax rates in their future can also 
benefit from a Roth 401(k) for this same reason. Tax rates are pretty low as they stand currently. 



The highest rate for married couples that filed in 2019 was around 37%, while it was 70% back 
in the early eighties.  
 

Roth 401(k) distribution rules 
 
There are a number of distribution rules for a Roth 401(k), and unfortunately, they aren’t quite 
as flexible as distribution rules for a Roth IRA. While you can withdraw contributions from a Roth 
IRA anytime you want, you cannot do so with a Roth 401(k). In fact, there is a five-year rule for 
withdrawals. You must be the account owner for at least five years before you can make 
qualified distributions (which we’ll dive into more detail later in this guide) and enjoy tax-free 
withdrawals. This is the rule even if you’re at the age of 59 and a half, which is the age where 
retirement distributions are usually allowed. 
 
You’ll need to consider this if you’re already a bit older and want to be able to access the money 
in your retirement account soon. If you don’t think you’ll be able to meet the five-year 
requirement by the time you plan on making withdrawals, it may be worth looking into a Roth 
IRA instead. To put it simply, a Roth 401(k) is somewhat better suited for younger investors. 
 
There are also some requirements when it comes to not accessing money within your Roth 
401(k). Like the regular 401(k) and traditional IRAs, a Roth 401(k) account must begin 
distributions when the account owner is 72 years old. These are referred to as “required 
minimum distributions.” There are some loopholes to this, though. You can roll the balance of 
your Roth 401(k) right into a fresh new Roth IRA account without any tax problems. That Roth 
IRA doesn’t need a minimum distribution, so the account owner can preserve that account and 
pass it down to their heir if they wish. 
 

When can you withdraw money from a Roth 401K? 
 
With both Roth and traditional IRAs, you can take money out of your account whenever you 
wish. There is only the issue of whether or not that money will be taxed or subject to that 10% 
penalty. On the opposite side of this, a traditional 401(k) requires account owners to meet very 
specific requirements before they can start taking money out of their accounts. 
 
So where does a Roth 401(k) stand when it comes to withdrawals? For the most part, a Roth 
401(k) operates like a traditional 401(k). That means that if you are still working for the company 
you got the Roth 401(k) from, you may not be able to even touch that money at all and will have 
to wait until you are officially retired before you can start using the account. There are some 



loopholes for this, though. You may be able to get a financial hardship distribution or a 401(k) 
loan, though those are not really recommended because they tack on interest. 
 
If you don’t exclusively want a Roth 401(k), many law firms will offer both a Roth 401(k) and a 
traditional 401(k). You can use both at the same time and split your contributions between the 
two of them. If the firm you work for offers to match dollars and you decide to contribute to your 
Roth 401(l), you will also have the traditional 401(k) because the matched amount is required to 
go into a pre-tax account. If you are switching over from a traditional account to a Roth account, 
you might want to take it easy when you transition into the larger tax scenario by splitting up 
your contributions from the very beginning. Using both of your accounts will provide a diversified 
portfolio for your retirement, which is always a fantastic idea. 
 

Is the distribution qualified?  
 
If you’re trying to figure out how your distribution will work, you’ll need to determine if the 
distribution will be considered a qualified distribution. 
 
If the distribution is qualified, then there will be no tax on it nor will there be a penalty. In order 
for a Roth 401(k) distribution, a couple of requirements must be met: 
 

● The account owner has reached the age of 59 and a half, became disabled, or died. 
● Five years have passed since you first made a contribution to your Roth 401(k) 

retirement plan. (This is applied to Roth 401(k) accounts on a pre-account basis 
specifically. For Roth IRA accounts, the distributions are not on a per-account basis. 
Once you’ve met the five-year rule for one Roth IRA, you have automatically met them 
for all of your Roth IRAs.) 

 
If these two requirements are met, then your distribution is qualified. 
 

How are nonqualified distributions treated? 
 
Now that we know what a qualified distribution is, what are nonqualified distributions and how 
are they treated for a Roth 401(k)? 
 
If your distribution is nonqualified, a portion of the distribution that constitutes your contributions 
to the Roth 401(k) account will be nontaxable and not subject to a 10% penalty. The portion of 
the distribution that constitutes earnings or growth in the account, however, will indeed be 
taxable and possibly subject to that 10% penalty. 



 
So how can one figure out what portion of the distribution is from contributions or earnings? To 
start, each distribution is treated in a pro-rata fashion. Let’s look at an example: Let’s say you 
have around $15,000 in your Roth 401(k), $12,000 of which is solely from contributions and 
$3,000 which is from earnings or growth. Any distribution would automatically be considered to 
come from 80% contributions and 20% earnings. So, 80% of that distribution will not be taxed 
while 20% of it will be taxed and might be subject to the 10% penalty. 
 
All portions from a nonqualified distribution that comes from what the account has earned will 
automatically be subject to a 10% penalty. If one or more the following requirements are met, 
then the distribution will not be subject to a penalty: 
 

● The account owner is over the age of 59.5. 
● The account owner is disabled. 
● The account owner has died and the distribution is going to the deceased’s estates or 

beneficiary. 
● The distribution is happening because of a divorce proceeding. 
● The distribution is occurring because of an IRA levy on the account. 
● The distribution is a substantially equal periodic payment or a payment based on the life 

expectancy table. 
● The distribution is considered a qualified reservist distribution, which is specifically used 

for military members who are called into active duty. 
● The distribution isn’t going to exceed the number of medical expenses that the account 

owner can claim as a deduction that is itemized for the entire year. 
● The distribution is being made after the account owner has stopped working for their 

employer and the separation in question happened during or after the year the account 
owner turned 55 years old. 

 
If you’d like to read a more detailed account of these exceptions and requirements, there is an 
excellent reference via the Internal Revenue Code that explains all of these contributions, 
distributions, and earnings in more depth. 
 
How was our guide to withdrawing money from a Roth 401(k)? When it comes to investing and 
taxes and saving money, you might feel a little bit overwhelmed with all of the options involved 
in getting your finances in order. It really doesn't have to be so complex. At Big Law Investor, we 
want to make sure that law students and practicing lawyers get their finances in order early in 
their careers. One can have their student loans paid off and money saved much earlier after 
graduation than you'd think. We want to provide information on personal finance to help you get 
there. 
 
Follow the Big Law Investor blog today for great articles on personal finance, financial 
independence, and more! 
 

http://www.law.cornell.edu/uscode/text/26/402A
http://www.law.cornell.edu/uscode/text/26/402A
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