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When debating whether you need to take out a Hardship Withdrawal, there are some costs and 
penalties to consider. Qualified plans are intended for retirement savings; restrictions and penalties 
generally are imposed to discourage participants from jumping the gun and taking portions of their 
benefits while they are still employed.  
If your retirement plan allows them, a hardship distribution from your account can only be made if the 
distribution is both:
•	 Due to a qualifying, immediate, and  

heavy financial need.
•	 Limited to the amount necessary to satisfy  

that specific financial need. However, the  
amount required to satisfy the financial need  
may include amounts necessary to pay any  
taxes or penalties that may result from the  
distribution.

As illustrated in the graph, 30% of this $10,000.00 
withdrawal pays taxes and penalties.  Also,  
investment earnings opportunities on the total balance of $10,000.00 are lost.
 
Whether a need qualifies as immediate and heavy depends on the facts and circumstances. Certain 
expenses that are deemed to be immediate and heavy needs include:

•	 Certain medical expenses
•	 Costs relating to the purchase of a principal residence
•	 Tuition and related educational fees and expenses
•	 Payments necessary to prevent eviction from, or foreclosure on, a principal residence
•	 Burial or funeral expenses
•	 Certain expenses for the repair of damage to the employee’s principal  

residence that would qualify for the casualty deduction under IRC Section 165
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•	 Expenses and losses (including loss of income) incurred by an employee on account of a 
federal disaster declaration provided that the employee’s principal residence or principal place 
of employment was located in the disaster zone and designated for individual assistance.

The following consequences should be seriously considered prior to taking a hardship distribution:
•	 The amount of the hardship distribution will permanently reduce the amount you will have at 

retirement. Unlike loans, hardship distributions are not repaid to your account. You will also lose 
out on the compound interest of the amount distributed.

•	 You must pay income tax on any previously untaxed money you received as a hardship 
distribution.

•	 You may also have to pay an additional 10% tax, unless you’re age 59 ½ or older (you may want 
to consult with your tax preparer regarding other rare exceptions).

A distribution is not considered necessary to satisfy an immediate and heavy financial need of 
an employee if the employee has other resources available to meet the need, including assets of 
the employee’s spouse and minor children. Whether other resources are available is determined 
based on facts and circumstances. A distribution is deemed necessary to satisfy an immediate 
and heavy financial need of an employee if the employee has obtained all other currently available 
distributions the plan and all other plans maintained by the employer. 

If audited by the IRS, the burden of proof is on the employee to provide documentation  
proving an immediate and heavy financial need.

Remember, a retirement plan is designed to help you save money for retirement.   
A hardship withdrawal should not be used in lieu of an emergency fund. Dipping into your 
retirement savings should only be considered after all other resource options  
have been exhausted. 

         Source: IRS.gov
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IMPORTANT DISCLOSURE INFORMATION 

MCF Advisors, LLC (“MCF”) is an SEC-registered investment adviser. Please remember that past performance may not be indicative of 

future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance 

of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended 

or undertaken by MCF), or any non-investment related content, made reference to directly or indirectly in this presentation will be 

profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove 

successful.  Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective 

of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this presentation 

serves as the receipt of, or as a substitute for, personalized investment advice from MCF.  To the extent that a reader has any questions 

regarding the applicability of any specific issue discussed herein to his/her/its individual situation, he/she/it is encouraged to consult 

with the professional advisor of his/her/its choosing.  MCF is neither a law firm nor a certified public accounting firm and no portion 

of the presentation content should be construed as legal or accounting advice.  A copy of MCF’s current written disclosure statement 

discussing our advisory services and fees is available upon request. If you are an MCF client, please remember to contact MCF in writing, 

if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing / evaluating / revising 

our previous recommendations and/or services. The scope of the services to be provided depends upon the needs of the client and the 

terms of the engagement.
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