
investment options — other than employer stock — 
that are diversified and have different levels of risk.

Key Facts about IRAs
Some workers do not have access to a 401(k) plan be-

cause they work for an employer that does not offer one.  
Thus, an IRA is one of the best ways to save when one 
doesn’t have access to an employer-sponsored plan. 

 ■ Income Restrictions for Traditional IRAs:  The tax 
deductibility of IRA contributions phase out for people 
with moderate or higher incomes who are participating 
in an employer’s qualified retirement plan: 

 ο IRA contributions are fully deductible for singles 
with an adjusted gross income (AGI) up to $56,000 
and couples who are married filing jointly with an 
AGI up to $90,000. 

 ο However, the deductibility of contributions phases 
out at incomes above these levels; singles with an 
AGI of $66,000 or more — and couples who are 
married filing jointly with an AGI of $110,000 
or more — get no deduction for contributions to 
traditional IRAs.  

 ■ Different Retirement Savings Rules for Working 
vs. Not Working.  Employer-sponsored 401(k)s have 
higher contribution limits and no income limits, unlike 
other tax-favored investment vehicles like IRAs.

 ο Different Contribution Levels IRAs vs. 401(k)s: 
Participants in an employer-sponsored 401(k) plan 
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Key Facts about 401(k)s
 ■ Today about 55 million workers participate in 401(k)-
type plans, with total assets of about $3 trillion.  

 ■ About a quarter of employees (24 percent) with access 
to a 401(k) do not contribute.  

 ■ The Pension Protection Act of 2006 made it easier for 
workers to prepare for retirement by allowing (but not 
forcing) employers to offer: 

 ο Automatic Enrollment. New employees are 
automatically part of an employer’s plan and must 
opt out if they don’t want to participate. 

 ο Automatic Escalation of Contributions. Unless they 
opt out, employees’ contributions will automatically 
rise to equal 3 percent of compensation by the end of 
the first year, 4 percent in year two, 5 percent in year 
three and 6 percent thereafter. 

 ο Matching Contributions. An employer must match 
the first 1 percent of compensation the employee 
contributes dollar-for-dollar, and 50 cents for each 
additional dollar up to 6 percent of compensation 
(for a total of 3.5 percent), or contribute at least 3 
percent of compensation to the account of every 
participating employee, regardless of the employee’s 
contribution. The employer’s contributions must 
fully vest after the employee completes two years of 
service. 

 ο Diversified Investment Options. The law also 
encourages employers to offer at least three different 
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Private retirement accounts include employer-sponsored 401(k)s and privately-purchased plans like 
Individual Retirement Accounts (IRAs) of all types, including traditional, Roth and Spousal IRAs. 
With government programs over-promising benefits and benefit cuts increasingly likely, Americans 
must save more on their own.
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can contribute up to $16,500, while nonparticipants 
can contribute only $5,000 ($6,000 if age 50 or 
older) to a tax-advantaged IRA (both Roth and 
Traditional IRAs). 
 ο Special Issue — Spousal IRAs: Unlike other IRAs, 

spouses with no earned income (or some earned 
income, but not enough to fully fund an IRA) can 
qualify for a Spousal IRA.  The contribution limit is 
$5,000 per year ($6,000 if age 50 or older), the same 
as traditional and Roth IRAs — assuming the wage-
earning spouse earns at least that amount in wages.   

Key Facts about Roth Accounts
Traditional retirement savings vehicles, such as 401(k)s 

and IRAs, are tax-deferred accounts. They allow people to 
invest pretax dollars, but taxes must be paid on the invest-

ment and accumulated earnings at the time of withdrawal.  
By contrast, deposits to Roth IRAs or Roth 401(k)s are 
made with after-tax dollars and withdrawals are tax-free.  
In 2010 all taxpayers, regardless of income, will be able to 
convert their regular IRAs into Roth IRAs.  

Restrictions & Rules for Roth IRAs

 ■ Taxpayers who file as a single with an adjusted gross 
income more than $122,000 cannot contribute to a Roth 
IRA, and cannot make the full contribution ($5,000, or 
$6,000 if age 50 or older) if their adjusted gross income 
is $107,000 to $122,000. 

 ■ Taxpayers who are married filing jointly cannot 
contribute to a Roth IRA if their adjusted gross income 
is greater than $179,000, and can only make a partial 
contribution if their income is $169,000 to $179,000.


