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Cracking your nest egg
Some people do virtually all of their 
investing inside their retirement 
accounts. If you are among them, 
you may have to tap those funds 
when you need cash. Generally, those 
transactions will be taxable, so you 
might need to withdraw more than 
you actually need. 

Example 2: Jim Barnes, age 60, 
needs $30,000 in cash, and his 
only possible source is his IRA. 
Jim expects to be in a 25% income 
tax bracket this year. Thus, Jim 
withdraws $40,000 from his IRA. He 
reserves $10,000 to pay the tax bill 
(25% of $40,000) and uses the other 
$30,000 to pay for expensive dental 
work. Note that if Jim had withdrawn 
only $30,000 from his IRA, he 
would have paid all the money to his 
dentist and still owed $7,500 (25% of 
$30,000) in tax.

In this example, 60-year-old Jim 
does not owe an early withdrawal 
penalty. Up until age 591/2, however, 

you would owe an extra 10% in tax 
unless you qualified for an exception. 

If you are tapping a 401(k) to meet 
a cash need, keep these points in mind:

•• Plan loans. Many 401(k) plans 
permit employees to borrow up 
to 50% of their vested account 
balance, with a $50,000 cap. These 
loans have some advantages: you’ll 
avoid tax and you repay the loan 
with contributions to your own 
retirement fund. They also have 
drawbacks: they’re repayable in full, 
usually within 60 days, if you leave 
the company. Still, if you have no 
other choices for getting cash, you 
might find that a 401(k) loan is 

better than paying tax and possibly 
a penalty on a 401(k) withdrawal.

•• Departure date. Suppose your only 
source of cash is your 401(k) and 
you leave your company, perhaps 
involuntarily. You could roll over 
the money in your account to an 
IRA, maintaining the tax deferral, 
and then withdraw needed funds. 
You would owe income tax and 
a possible 10% penalty before 
age 591/2. However, if you leave 
the company during or after the 
year you reach age 55, you should 
keep the money in the 401(k) and 
take cash from that account. You 
will still owe income tax, but you 
won’t owe the penalty tax on such 
withdrawals if the money comes 
from a 401(k). Therefore, leaving 
money in a 401(k) may allow you 
to withdraw money at or after age 
55, penalty free, while rolling your 
money into an IRA leaves you 
exposed to the 10% penalty until 
age 591/2.  g
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In accordance with IRS Circular 230, this newsletter 
is not to be considered a “covered opinion” or other 
written tax advice and should not be relied upon for 
IRS audit, tax dispute, or any other purpose.

TAX CALENDAR
April 2010
April 15
Individuals. File a 2009 income tax return. If you want an automatic 
six-month extension of time to file the return, file Form 4868, 
Application for Automatic Extension of Time To File U.S. Individual 
Income Tax Return, or you can get an extension by phone or online. 
Then, file Form 1040, 1040A, or 1040EZ by October 15.

If you are not paying your 2010 income tax through withholding (or 
will not pay in enough tax during the year that way), pay the first 
installment of your 2010 estimated tax. Use Form 1040-ES. 

Employers. For Social Security, Medicare, withheld income tax, and 
nonpayroll withholding, deposit the tax for payments in March if the 
monthly rule applies.

Household employers. If you paid cash wages of $1,700 or more in 2009 
to a household employee, file Schedule H (Form 1040) with your income tax 
return and report any employment taxes. Report any federal unemployment 
(FUTA) tax on Schedule H if you paid total cash wages of $1,000 or more in 
any calendar quarter of 2008 or 2009 to household employees. Also report 
any income tax you withheld for your household employees.

Partnerships. File a 2009 calendar year return (Form 1065). Provide 

each partner with a copy of Schedule K-1 (Form 1065), Partner’s Share 
of Income, Deductions, Credits, etc., or a substitute Schedule K-1. If 
you want an automatic five-month extension of time to file the return 
and provide Schedule K-1 or a substitute Schedule K-1, file Form 7004. 
Then file Form 1065 by September 15.

Electing large partnerships. File a 2009 calendar year return (Form 
1065-B). If you want an automatic six-month extension of time to file 
the return, file Form 7004. Then file Form 1065-B by October 15. 

Corporations. Deposit the first installment of estimated income tax for 
2010.

MAY 2010
May 10
Employers. For Social Security, Medicare, and withheld income tax, file 
Form 941 for the first quarter of 2009. This due date applies only if you 
deposited the tax for the quarter in full and on time.

May 17
Employers. For Social Security, Medicare, withheld income tax, and 
nonpayroll withholding, deposit the tax for payments in April if the 
monthly rule applies.
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