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A provision in Internal Revenue Code 72(t) allows 

you to take early withdrawals from your retirement 

savings accounts without the 10% penalty. 

 

 
While the Internal Revenue Service (IRS) generally mandates an additional 10% penalty tax on early distributions taken 

from your retirement account prior to reaching age 59½, there is a section of the Tax Code that allows you to tap into 

your retirement accounts without incurring the additional 10% premature distribution penalty.    

WHAT IS A 72(T) WITHDRAWAL? 

A provision in Internal Revenue Code 72(t) allows you to take early withdrawals from your retirement savings accounts 

without the 10% penalty. These withdrawals must be part of a series of substantially equal periodic distributions taken 

over your life expectancy or the joint life expectancy of you and your beneficiary.   

THE REQUIREMENTS 

The IRS provides three methods for satisfying the “substantially equal periodic payment” exception:   

• Required Minimum Distribution (RMD) Method. Also referred to as the Life Expectancy Method. The annual 

payments, which will vary each year, is computed by simply dividing the 12/31 prior year-end IRA balance by the 

appropriate life expectancy factor, derived from one of three IRS life expectancy tables. 

• Fixed Amortization Method. The annual payment in the first year is computed by amortizing the retirement account 

balance over a specified number of years determined using the life expectancy of the taxpayer and an IRS-

determined interest rate. The payments are established in the first year, and the same amount is distributed in each 

succeeding year.  

• Fixed Annuitization Method. The annual payment is determined by dividing the account balance by an annuity 

factor—derived from an IRS-approved mortality table used in the life insurance industry—and continues for the life 

of the taxpayer (or the joint lives of the individual and beneficiary). The payments are established in the first year, 

and the same amount is distributed in each succeeding year. 

Once you begin taking distributions under the 72(t) exemption rule, you must continue receiving distributions, even if 

you no longer need them, for at least five years or until age 59½, whichever period is longer. You must take distributions 

at least annually, and once started, payments cannot be modified until the end of the distribution period. 

MODIFICATIONS AND PENALTIES 

Section 72(t) provides that if the series of substantially equal periodic payments are modified (other than by reason of 

death or disability) the 10% penalty tax will apply retroactively, on all distributions, plus interest for the deferral period. A 

modification may generally occur when the following happens: 

• Cessation or interruption of the 72(t) payments at any time within five years of the date of the first payment or before 

reaching age 59½ 

Financial and Estate Planning 

FinancialandEstatePlanning@rwbaird.com  

Early Withdrawal Strategy Using Section 72(t) 

mailto:FinancialandEstatePlanning@rwbaird.com


Early Withdrawal Strategy Using Section 72(t), continued  

 

 

Robert W. Baird & Co. Incorporated Page 2 of 2 

• IRA owner takes out more or less than the periodic payment schedule mandates from the IRA 

• Adding any contributions, transferring dollars in, transferring dollars out, or rolling money over to the IRA from which 

you are taking 72(t) distributions 

THE NEXT STEPS 

Depending on your financial situation, you may want to consider an early withdrawal strategy using Section 72(t). This 

may provide one way of accessing your retirement account early for supplemental income. Before you consider taking 

early withdrawals from your retirement account, please discuss your distribution options and the tax implications with a 

qualified tax advisor.   

With proper financial planning, you and your Baird Financial Advisor can work together with your tax advisor to decide if 

utilizing a 72(t) distribution strategy will help you reach your short-and long-term financial goals.  

 

Robert W Baird & Co. does not provide legal or tax advice. This information is not provided as legal advice but for information purposes only. You are strongly advised to seek advice from competent legal 

and tax counsel to determine the applicability of this information to your estate and financial planning decisions. 


