
What are 401(k) and IRA plans?  What are the differences between these two plans and which one should I 

be investing my money in? 

 

A 401(k) (or 403(b) for non-profit organizations) is a type of employer-sponsored retirement plan that 

allows you to save and invest for your retirement while deferring the interest until your money is 

withdrawn.  A certain amount of each of your paychecks is withdrawn before taxes (e.g., 

10%).  You typically can select from a number of investment options for your money.  Mutual funds with 

varying amounts of stocks, bonds, and money market investments are most common. 

  

An IRA (Individual Retirement Account) is a personal retirement savings plan that is available to 

anyone who receives taxable compensation. There are two main types of IRAs - the traditional and the 

Roth.  The major difference between these two IRAs is when your money is taxed. 

  

Traditional IRA Profile Roth IRA Profile 

Tax deductible contributions (depending on income 

level) 

Contributions are not tax deductible 

Withdrawals begin at age 59 1/2 and are 

mandatory by 70 1/2 

No mandatory age distribution 

Taxes are paid on earnings when withdrawn from 

the IRA 

All earnings and principal are 100% tax free if rules 

and regulations are followed 

Funds can be used to purchase a variety of 

investments 

Funds can be used to purchase a variety of 

investments 

Is available to everyone with no income restrictions Is available only to single-filers making up to 

$95,000 or married couples making a combined 

maximum of $150,000 annually 

All funds withdrawn before 59 1/2 are generally 

subject to a 10% penalty 

Principal contributions can be withdrawn any time 

without penalty (subject to some minimal 

conditions) 

  

Many individuals choose to invest their money in both a 401(k) and an IRA because the federal 

government has set certain limits to the amount of money that can be invested in each type of plan.  

Wherever you choose to invest your money, it is important to invest and invest early. 

  

More information regarding this topic can be found in the following internet websites. 

• http://www.investopedia.com/  

• http://www.fool.com/  

• http://www.fidelity.com 

• http://www.irs.gov/retirement/sponsor/article/0,,id=155347,00.html 

 
This resource was developed by the ASHP New Practitioners Forum Leadership and Career Development Advisory Group, which is 

providing members the opportunity to share resources that might assist in professional endeavors. ASHP is not responsible for, and 

does not officially endorse this resource, and further expressly disclaims any and all liability for damages of any kind arising out of 

the use, reference to, or reliance upon any information contained in the resource.  No guarantee is provided that the content is 

correct, accurate, complete, up-to-date or owned by the individual who posted it.  ASHP has not participated in the development of 

the content, and does not exert any editorial control over it.  All content consists solely of material supplied from contributors, and 

the opinions and statements expressed by contributors are solely those of the individual writers, and do not reflect the opinions of 

ASHP or its officers, directors or employees.  The names and contact information contained in this resource are published to 

facilitate communication, and such information shall not be used for commercial purposes.  Reference to any specific commercial 

entity, product, service or process does not constitute endorsement, recommendation, favoring or disfavoring by ASHP or its 

officers, directors or employees.  The inclusion of any links to other sites does not imply a recommendation of such sites. 

 

ASHP MAKES NO WARRANTIES OF ANY KIND, EXPRESS OR IMPLIED, AND DOES MAKES NO REPRESENTATIONS OR ENDORSEMENTS 

WITH RESPECT TO THE QUALITY, CONTENT, TIMELINESS, ACCURACY, COMPLETENESS, RELIABILITY, OR OWNERSHIP OF THE 

CONTENT, TEXT, GRAPHICS, LINKS OR OTHER ITEMS CONTAINED IN THIS RESOURCE, AND SPECIFICALLY DISCLAIMS ANY AND ALL 

SUCH LIABILITY.  ANY RELIANCE PLACED ON SUCH INFORMATION IS AT THE SOLE RISK OF THE USER.  IN NO EVENT WILL ASHP BE 

LIABLE FOR ANY LOSS OR DAMAGE, INCLUDING, WITHOUT LIMITATION, INDIRECT OR CONSEQUENTIAL LOSS OR DAMAGE, ARISING 

FROM THE USE OF THE RESOURCE. 

 

Please direct any questions or feedback regarding this resource to newpractitioners@ashp.org.  We appreciate your comments, 

feedback and suggestions as we strive to capture issues and challenges affecting New Practitioners. 
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