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How to manage a 401(k) left at a
former employer

24 July 2025, 12:03 UTC, written by UBS Editorial Team

When you leave a job, you may wonder what will happen to your assets in your former employer's retirement
plan—and what action (if any) needs to be taken.

When you leave a job, you may wonder what will happen to the money in your former employer's retirement plan—and
what action (if any) needs to be taken.

First and foremost, the dollars you contributed to the account from your paycheck (and the investment growth they
created) are yours to keep—you don't lose them when you change jobs or retire.

So, at the very least, you'll want to confirm where the money is held and how to contact the plan provider. This information
will make it easier to keep track of your retirement savings and will come in handy when you eventually decide to withdraw
the funds or roll them over.

It's important to note that while the dollars you personally contributed are yours to keep, it doesn't mean the entire
balance in the account belongs to you. If you were lucky enough to work for an employer who matched some or all of
your retirement account contributions, their contributions may or may not be yours for the taking.

That's because your employer's matching contributions may be subject to a vesting schedule, meaning you have to work
there for a certain length of time in order to be entitled to their contributions. An easy way to determine how much
of the balance is yours is by looking at the balance breakdown on your account statement. This should show both the
vested and invested balances.
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So what should you do with the money in the plan that does belong to you? It's important to first make sure you understand
what your options are and how you can make the most of this opportunity without triggering any unintentional taxes or
penalties. With this understanding, you'll be able to determine which option works best for you and your financial plan.

What are your options?

Option 1: Withdraw the money as a lump sum

When you cash out of a retirement account, the money is sent to you directly. This means that you can deposit the funds
in your bank account and spend the money however you'd like. But you won't be able to spend it all. That's because,
generally speaking, your employer plan will be required to withhold 20% as a prepayment of federal income taxes, and

you may be subject to a 10% penalty if you weren't at least age 55 when you left that job.1 What's more, you may end
up owing even more money to the IRS when you file your taxes, depending on your income level.

Option 2: Leave the money in your plan

If your former employer’s plan allows, you may choose to leave your retirement savings in the plan after you leave your
job. However, keep in mind that you'll only retain the portion of your account that is fully vested—meaning any employer
contributions that are subject to a vesting schedule may be forfeited if you haven’t met the required service period.

If you are considering this option, be sure to review the plan’s rules regarding account balances, fees, and ongoing access.
This option may be convenient as long as you are satisfied with the plan’s investment options, fees, and services. However,
you may face different terms than you did as an active employee. For example, there may be additional account fees.
Moreover, some plans may require former employees to move their assets if the account balance falls below a certain
threshold (e.g., $7,000), in which case your balance may be “forced out” (rolled over to an IRA in your name). If your
vested balance is low enough (e.g., below $1,000), your previous employer may cash out your account and send you a
check in the mail. If not quickly rolled over to an IRA or your new employer's plan, this could result in the same taxes
and penalty mentioned above in Option 1.

Option 3: Roll over to your new employer plan

If you've moved to a new job and are eligible to participate in their 401(k) plan, you may be able to roll your existing
account into the new plan. While the money would be cashed out of your previous employer's plan, you won't be subject
to the taxes and penalties described above (Option 1) as long as the funds are transferred directly to the new plan. This
means the dollars will be able to maintain their tax-deferred status in the new plan until they are distributed in retirement.

Another potential benefit of this option is that you may be able to delay Required Minimum Distributions (RMDs) from
these assets for as long as you are still working for the employer. To qualify for the "still working" exception, you must still
be employed by the company sponsoring the plan, and you cannot own more than 5% of that company. The exception
only applies to assets held in your employer's retirement plan, but you may be able to roll other retirement assets into
this plan to also include them.

While the IRS permits employers to accept most retirement accounts as rollovers into their plans, they aren't required to
do so. Additionally, some employer plans may accept only certain types of accounts as rollovers. So, you'll want to confirm
your new employer's rollover rules prior to initiating the transaction.

Option 4: Roll over to a Traditional IRA or Roth IRA

Similar to rolling your 401(k) account from a previous employer's plan to a new employer's plan, rolling it into a Traditional
IRA allows the funds to maintain the same tax-deferred status. And, if you roll a Roth 401(k) from a previous employer
into a Roth IRA, the assets will continue to grow in a tax-free environment.

You also have the option to roll a Traditional 401(k) into a Roth IRA. However, this is considered a “Roth conversion” and
is a taxable event. The tax burden of a Roth conversion is based on the taxable portion of your Traditional IRA or 401(k),
which is the amount in excess of any nondeductible (after-tax) contributions. While a Roth conversion is a taxable event,
you won't incur the 10% early withdrawal penalty because it is still considered a rollover.


https://www.irs.gov/pub/irs-tege/rollover_chart.pdf?pdf?pdf
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How to choose

When choosing between these options, you should carefully consider your circumstances, with guidance from a financial
advisor. With this in mind, here are some general thoughts.

Option 1 (withdrawing the money as a lump sum) can be an expensive decision. First, this will generally be considered
a taxable distribution, turning the account balancing in taxable income subject to prevailing local, state, and federal
income taxes, and (in most cases) a 10% early withdrawal penalty. Perhaps even more significantly, withdrawing funds
will reduce your portfolio's tax-deferred investment growth potential. Outside of extreme financial hardship, these costs
can be prohibitive.

By contrast, the other three options allow your investment assets to remain invested in a tax-advantaged account—either
the current plan, your new employer's plan, or in an IRA—avoiding the risk of a large tax bill and potential penalties.
When choosing among these three options, you may want to weigh these variables:

1. Investment options: 401(k) plans often have a more limited set of investment options than IRAs.

2. Fees and expenses: Fees may be lower with one plan provider versus another. Consolidating assets may lead to a
lower fee "breakpoint,” lowering investment costs.

3. Account services: A 401(k) provider may offer tools and/or advice for account holders, but these services may only
be available to active employees.

4. Required Minimum Distributions (RMDs): As noted above, a "still working" exception may apply to assets held in
your current employer's 401(k) plan, allowing you to defer RMDs beyond your normal Required Beginning Date.

5. Loan provisions: You may be able to borrow from your 401(k) account held at a current employer; such loans must
usually be repaid (or be treated as distributions) shortly after separation of service.

6. Creditor protection: Most 401(k) accounts are protected by the Employee Retirement Income Security Act (ERISA),
meaning that creditors generally cannot seize 401(k) funds to satisfy debts, including in bankruptcy proceedings. IRAs
are not protected by ERISA, so their protection against creditors depends on state laws. However, IRAs are generally
protected in bankruptcy (up to a limit).

Even if you do leave a balance in a former employer's 401(k) plan, you will not be able to make further contributions to that
plan as a former employee. Therefore, to continue meeting your savings goals, you should prioritize setting up a retirement
account with your new employer as soon as possible—especially if it allows you to begin getting a matching contribution
from your new employer. You may also want to establish payroll deductions and automated investment processes to make
sure that your hard-earned savings are put to work as quickly as possible. One framework for prioritizing your savings
account contributions is the CIO "Savings waterfall" outlined in this report: Where should | put my savings?: The 2025
savings waterfall worksheet.

Important to note: Please be aware that this report discusses only a few of the considerations that are associated with
retirement plan rollovers. For instance, at a certain age, some retirement accounts are subject to mandatory distributions
each year which have certain tax implications that must be considered. What's more, retirement plan provisions and details
vary drastically from one plan to the next, so it is imperative that the details that are specific to your plan and situation
are seriously considered before determining what you will do with a previous employer's retirement plan. For further
considerations not discussed in this report including the special tax treatment if your plan holds appreciated employer
stock, please see UBS's IRA rollover guide. And to make sure your actions are aligned with your overall financial situation,
please work with your financial advisor throughout the decision-making process.

1 Generally, the amounts an individual withdraws from a 401(k) before reaching age 59%: are called "early" or "premature”
distributions and are subject to a 10% early withdrawal penalty. If an individual separates from service during or after
the calendar year in which they attain age 55, distributions from the employer's plan (but not from IRAs) are exempt
from the 10% early distribution penalty. For other exceptions to the 10% early withdrawal penalty, please visit the IRS's
website here.


https://secure.ubs.com/public/api/v2/investment-content/documents/GlcQa-OvZ1E0KJdZFvwQ8g?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
https://secure.ubs.com/public/api/v2/investment-content/documents/GlcQa-OvZ1E0KJdZFvwQ8g?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
https://www.ubs.com/us/en/wealth-management/who-we-serve/individuals-and-families/ira-rollover/_jcr_content/root/contentarea/mainpar/toplevelgrid/col_2/linklistreimagined/link.0036424172.file/PS9jb250ZW50L2RhbS9hc3NldHMvd21hL3VzL3doby13ZS1zZXJ2ZS9kb2N1bWVudC9pbmRpdmlkdWFscy9pcmEtcm9sbG92ZXItZ3VpZGUucGRm/ira-rollover-guide.pdf?pdf
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-exceptions-to-tax-on-early-distributions

Disclaimer

Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a
member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland AG,
authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be processed
in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website
https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services, UBS
Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you
notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.

© UBS 2025. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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