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RETIREMENT PLANNING
IMPORTANT INFORMATION

This information is provided by American General Life Insurance Company (AGL) and The 

United States Life Insurance Company in the City of New York (US Life), members of American 

International Group, Inc. (AIG).

The information contained in this document is general in nature and intended for educational 

purposes only and is not a comprehensive analysis of the topic presented. The information may 

be subject to change and should be verifi ed for accuracy and reliability (e.g., federal income tax 

statutes, rulings, etc. that may have changed since publication) and may be subject to differing 

legal interpretations. While the publisher has been diligent in attempting to provide accurate 

information, the accuracy of the information cannot be guaranteed. No representation or 

warranty, express or implied, is made by AGL, US Life and its affi liates as to the completeness 

of the information in this document. AGL and US Life shall not be liable for any loss or damage 

caused by the use of, or reliance on, the tax, accounting, legal, investment or fi nancial items 

contained in this material.

The Company, its fi nancial professionals and other representatives are not authorized to give legal, 

tax or accounting advice. For advice concerning your situation, consult your professional attorney, 

tax advisor or accountant.

To ensure compliance with requirements imposed by U.S. Treasury Regulations, we inform you that 

any tax advice contained in this document (including any attachments) is not intended or written to 

be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue 

Code or (ii) promoting, marketing or recommending to another party any transaction or matter 

addressed herein. 

©2021. All rights reserved.
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PLEASE NOTE

The Consolidated Appropriations Act, 2021 continues many temporary CARES Act provisions through 2021 
to ease access to retirement funds, including:

 The exception to the 10% early withdrawal penalty for distributions prior to age 59½

 The elimination of the mandatory 20% withholding requirement on distributions

 The option to take out up to $100,000 in a loan or withdrawal (if otherwise allowed under plan 
provisions)
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RETIREMENT PLANNING
SECTION 401(k)

SUMMARY
WHAT IS A 401(K)?
A 401(k) plan is an employer-sponsored qualifi ed retirement plan allowing employees to defer a portion of 
their compensation. Employee deferrals are often supplemented by employer contributions.

HOW ARE 401(K) CONTRIBUTIONS DETERMINED?
There are annual limits on how much an employee can defer. For employees under age 50, deferrals 
can’t be more than $19,500 in 2021. When the plan allows, additional “catch-up” contributions permit 
participants age 50 and over to defer up to $26,000 (as indexed annually for infl ation).

These limits apply to the sum of all of the employee’s deferrals to similar employer-sponsored defi ned 
contribution arrangements. In other words, 401(k) deferrals may be reduced if the employee also 
participates in other arrangements such as another employer’s 401(k) plan, 403(b) tax-deferred annuity or 
457(b) plan.

Since many employers match all or a portion of each employee’s contribution (or simply make additional 
contributions), the total amount actually deposited into the employee’s account can exceed the individual 
limit. Overall “annual additions” to an employee’s 401(k) plan accounts from all sources—employee 
deferrals, employer matching contributions, possible employer profi t-sharing contributions, etc.—cannot 
exceed the IRS Section 415 limit for defi ned contribution plans, which is the lesser of 100% of compensation 
or $58,000 in 2021.

WHAT IS THE TAX TREATMENT?
Elective deferrals are not included in an employee’s gross income, which means that contributions are made 
with pre-tax dollars. Also, earnings inside a 401(k) plan accumulate on a tax-deferred basis.
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RETIREMENT PLANNING
SECTION 401(k)

The employer also gets a tax deduction, within certain limits, for contributions to the plan.

Employee withdrawals at retirement that exceed any nondeductible contributions made during the 
accumulation period (Roth contributions, for example) are generally taxed to the employee as ordinary 
income.

WHAT ABOUT DISTRIBUTIONS?
As noted, withdrawals from a 401(k) account generally are taxed as ordinary income unless they represent 
a return of after-tax contributions. Also, if a participant takes a withdrawal prior to age 59½, 
the participant will pay a 10% penalty tax on the taxable amount unless certain exceptions apply.

Required minimum distributions (RMDs) generally must begin no later than April 1 of the year following 
the year when the participant reaches age 72. If the plan allows, participants who own 5% or less of the 
employing company may defer RMDs until actual retirement, if it occurs later than age 72.
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RETIREMENT PLANNING
SECTION 401(k)

1. An employee 
elects to defer a 
portion of salary 
into a 401(k) plan 
subject to annual 
contribution limits 
(which increase at 
age 50). 

2. Any Roth deferrals 
are currently taxed 
but may then be 
withdrawn tax 
free when certain 
requirements are 
met.

3. The employer may 
make matching 
and discretionary 
contributions to the plan.

4. The employer’s contributions are 
currently deductible subject to 
general limits.

5. Any employer contributions 
are tax deferred to the 
employee. Earnings inside 
the plan grow tax deferred, 
allowing for greater 
accumulation.

6. The employee may begin 
taking distributions from the 
plan at age 59½, and must 
begin taking distributions by 
age 72 or actual retirement, 
if later. 

7. Early distributions face a 
10% penalty (with some 
exceptions). Distributions after 
age 72 face a 50% penalty 
on the amount that should 
have been distributed but was 
not. Distributions are taxed as 
ordinary income.
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