
Terry’s Tips 

Happy birthday 

Want to know more?   
Want to find your ideal retirement plan?   

Contact us today for a complimentary consultation. 
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Six reasons to pass on making a 401(k) contribution  
For all the advantages a 401(k) offers, there may be times when passing on making a contribution could be a smart move. 

1. You're drowning in debt 
For example, one of the few times saving for retirement can take a backseat to a more immediate issue is when dealing with debt. Now 
I'm not talking about carrying a few hundred dollars on a revolving credit card. Instead, we're talking about five- and six-digit debt fig-
ures, which may or may not include your mortgage as well. The interest you pay on debt can hinder your ability to save for retirement, 
meaning it might be in your best interest to hold off on making a 401(k) contribution and instead use that extra capital to reduce your 
outstanding debt. Doing so should eventually allow you to optimally save for retirement. 

2. You have no emergency fund  
Another situation where not contributing to your 401(k) makes sense is if you're building up an emergency fund. Emergency funds are 
in place to protect you from unexpected events, such as being laid off from your job or dealing with a sudden medical expense.  

3. Your company offers no match  
This is a hotly debated point since a 401(k) does offer tax-deferral of your earnings regardless of whether your employer offers to match 
your contributions or not. However, if your employer isn't matching any of your contributions whatsoever, or they're offering some mi-
nute match amount, say 0.5%, it could be worthwhile to look into other investment vehicles, such as a Traditional IRA or Roth IRA, 
that give you more options and fewer fees (two key points that we're going to probe further in a moment), which can lead to greater long
-term growth opportunities for your nest egg. 

4. 401K Fees are eating you ALIVE 

While 401(k)s can be a great tool to encourage workers to save and invest for their future, they can also be a tool that bleeds them dry 
with fees. Aside from fees that cover the cost of managing your money, there are a bounty of undisclosed fees that can include legal 
fees, transaction expenses, bookkeeping fees, trustee fees, and many more where that came from. 

5. Limited 401(k) investment options  
A fifth reason why you might consider passing on a 401(k) is the plan choices you're offered. Your employer will often a contract with a 
very specific mutual fund provider, which will offer a handful to perhaps a few dozen mutual fund options to choose from when invest-
ing. There are thousands of mutual funds available, but you'll be limited to a very small fraction of them. 

6. Future taxes could crush you 
Finally, there are tax implications that you should consider. A 401(k) is prized for its ability to defer taxes until you reach your golden 
years. However, once you reach your golden years, you could wind up owing more in taxes than you ever did while you were working. 

Keep in mind that although you're no longer receiving wage income during retirement, you're still likely to be receiving Social Security 
income, as well as other possible channels of income, on top of your 401(k). If you've saved a substantial sum of money in your 401(k), 
it could potentially push you into a higher tax bracket during retirement due to minimum required distributions once you reach age 70-
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