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RESEARCH FUNDAMENTALS

Revised: The Role of IRAs in U.S. Households’

Saving for Retirement, 2008 and Appendix:
Additional Data on IRA Ownership in 2008

The figures presented here are revised data for ICl’s
report The Role of IRAs in U.S. Households’ Saving for
Retirement, 2008 and Appendix: Additional Data on IRA
Ownership in 2008.' The estimates presented here use
a revised estimation procedure, which involves new

survey weights.

When a survey sample is drawn from a population,

the proportions of segments within the sample (by
age, income, or other key variables) may not match the
distribution of those segments within the population.
The sample’s distribution may be different due to
sampling techniques, varying degrees of nonresponse
from segments of the population, or a survey design
that was not able to cover the entire population.

It is possible to improve the relation between the
sample and the population from which it was drawn
by applying weights to the sample that match the
proportions present in the population. This process is

known as “sample-balancing,” or “raking.”

! For a glossary of terms, see pages 29—30.

In the normal course of survey work, researchers
will from time to time revisit the question of the
appropriate variables on which to weight their survey
observations.3 ICl engaged in such a process in 2009
and the figures presented here reflect a new weighting
procedure to ensure that the results published are
representative of the millions of households in the
United States that own IRAs. The new methodology
weights the sample to reflect the census region, age
distribution, income distribution, and educational

attainment of U.S. households owning IRAs.

The revised data from 2008 have been posted
to allow comparability to data presented in ICl’s
latest report on IRA owners The Role of IRAs in U.S.
Households’ Saving for Retirement, 2009. Please note
that only data from ICI's IRA Owners Survey have
been revised. The incidence of IRA ownership, which
is derived from ICI’s Annual Mutual Fund Shareholder

Tracking Survey, has not changed.

2 See Izrael, David, David C. Hoaglin, and Michael P. Battaglia,“To Rake or Not To Rake Is Not the Question Anymore with the
Enhanced Raking Macro,” May 2004 SUGI Conference, Montreal, Canada, 2004 (www2.sas.com/proceedings/sugi29/207-29.pdf).

3 For example, the Federal Reserve Board Survey of Consumer Finances (SCF) researchers have revised survey weights at least twice.

In 1997, they determined that weights created for the 1989, 1992, and 1995 surveys were inconsistent. See Kennickell, Arthur B.
and R. Louise Woodburn, “Consistent Weight Design for the 1989, 1992 and 1995 SCFs, and the Distribution of Wealth,” Review of
Income and Wealth, Series 45, No. 2, June 1999: pp. 193— 215 (Www.roiw.org/1999/193.pdf). In 1999, SCF researchers revised their
sample weighting procedures to consider race/ethnicity, and home ownership. See Kennickell, Arthur B., “Revisions to the SCF
Weighting Methodology: Accounting for Race/Ethnicity and Homeownership,” Working Paper, Board of Governors of the Federal
Reserve System, January 1999 (www.federalreserve.gov/pubs/oss/oss2/papers/weight.revision.pdf).
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MANY U.S. HouseHoLDs HAVE TAX-ADVANTAGED RETIREMENT SAVINGS
Percentage of U.S. households, 2008

Own IRA only'

Do not have IRA or employer-
sponsored retirement plan

Have IRA and employer-
sponsored retirement plan® 2

Have employer-sponsored
retirement plan only?

Total number of U.S. households: 116.8 million

1IRAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).
2Employer-sponsored retirement plans include DC and DB retirement plans.
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and U.S. Census Bureau

ABOUT THE ANNUAL MUTUAL FUND SHAREHOLDER TRACKING SURVEY

ICI conducts the Mutual Fund Shareholder Tracking Survey each spring to gather information on the demographic and
financial characteristics of U.S. households. The May 2008 survey was based on a sample of 4,100 U.S. households
selected by random digit dialing, of which 1,661 households, or 40.5 percent, owned IRAs. All interviews were conducted
over the telephone with the member of the household who was the sole or co-decisionmaker most knowledgeable about
the household’s savings and investments. The standard error for the 2008 sample of households is + 1.5 percentage points

at the 95 percent confidence level.

ABouUT THE IRA OWNERS SURVEY

ICI typically conducts the IRA Owners Survey each spring to gather information on characteristics and activities of
IRA-owning households in the United States. The May 2008 survey was based on a sample of 800 randomly selected,
representative U.S. households owning traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP
IRAs, and SAR-SEP IRAs). All interviews were conducted over the telephone with the member of the household who was

the sole or co-decisionmaker most knowledgeable about the household’s savings and investments. The standard error for

Coverdell Education Savings Accounts (formerly called Education IRAs).

the total sample is + 3.5 percentage points at the 95 percent confidence level. IRA ownership does not include ownership of
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MiLLions oF U.S. HouseHoLbs OwN IRAs

Number of U.S. households Percentage of U.S. households
Year created with type of IRA, 2008 with type of IRA,! 2008
1974
Traditional IRA (Employee Retirement Income 37.5 million 32.1%
Security Act)
1978
2
SEPIRA (Revenue Act)
1986
g 2 Tk .
SAR-SEP IRA (Tax Reform Act) 10.0 million 8.6%
1996
2
SIMPLE IRA (Small Business Job Protection Act)
1997 . R
Roth IRA e e 18.6 million 15.9%
Any IRA! 47.3 million 40.5%

THouseholds may own more than one type of IRA.
2SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs are employer-sponsored IRAs.
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and U.S. Census Bureau

INCIDENCE OF IRA OWNERSHIP GREATEST AMONG 55- TO 64-YEAR-OLDS
Percentage of U.S. households within each age group,* 2008

50
46
40 40
| I I

Younger than 35 35 to 44 45 to 54 55 to 64 65 or older

Age of head of household*

*Age is based on the age of the sole or co-decisionmaker for household saving and investing.
Note: IRAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey
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MosT IRA-OWNING HouseHOLDS ARE BETWEEN AGES 35 AND 64
Percentage distribution of households owning IRAs and all U.S. households by age,” 2008

Age of head of household’
Il 65 orolder
M s5t064 2]
to
[l 45to54 17
M 35t0 44
M Younger than 35 21
19
22
Households owning IRAs? All U.S. households3

1Age is based on the age of the sole or co-decisionmaker for household saving and investing.

2|RAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP [RAs).

3The percentage of all households in each age group is based on ICl survey data and is weighted to match the U.S. Census Bureau’s Current Population Survey.
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and U.S. Census Bureau

IRA OWNERSHIP INCIDENCE INCREASES WITH HOUSEHOLD INCOME
Percentage of U.S. households within each income group,* 2008

1
68 J
58
46
34
27
] I
Less than $25,000 $35,000 $50,000 $75,000 $100,000 $200,000
$25,000 t0 $34,999 t0 $49,999 to $74,999 10 $99,999 t0 $199,999 or more

Household income*

*Total reported is household income before taxes in 2007.
Note: IRAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP [RAs).
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey
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MosT IRA-OWNING HouseHOLDS HAVE MODERATE INCOMES
Percentage distribution of households owning IRAs and all U.S. households by household income,” 2008

[ $200,000 or more ] ——4
[ $100,000 to $199,999

Ml $75,000 to $99,999 =

M $50,000 to $74,999 »

B $35,000 to $49,999
B $25,000 to $34,999 20
B Less than $25,000

Households owning IRAs? All U.S. households3

1Total reported is household income before taxes in 200;.
2[RAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).

3The percentage of all households in each income group is based on ICl survey data and is weighted to match the U.S. Census Bureau’s Current Population
Survey.
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and U.S. Census Bureau

FIGURE 7

IRA OwWNERS ARE TYPICALLY MIDDLE-AGED, MARRIED, AND EMPLOYED
Characteristics of U.S. households by ownership of IRAs,” 2008

Households Households
owning IRAs’ not owning IRAs
Median per household
Age of household sole or co-decisionmaker for saving and investing 51 years 47 years
Household income? $75,000 $35,000
Household financial assets? $200,000 $32,000
Household financial assets in IRAs $40,000 N/A
Share of household financial assets in IRAs 29% N/A
Percentage of households
Household sole or co-decisionmaker for saving and investing:
Married or living with a partner 73 54
College or postgraduate degree 44 20
Employed full- or part-time 72 58
Retired from lifetime occupation 28 25
Household has DC account or DB plan coverage (total) 78 49
DC retirement plan account 69 40
DB plan coverage 40 24

1IRAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).

2Total reported is household income before taxes in 2007.

3 Household financial assets include assets in employer-sponsored retirement plans, but exclude the household’s primary residence.

N/A = not applicable

Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and Investment Company Institute IRA Owners Survey
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IRA AsSETS INCREASE WITH LENGTH OF OWNERSHIP

Median and mean household financial assets in IRAs* by length of ownership, 2008

B Median
[ Mean

$47,800 $42,500

$15,000

Less than 10 years 10 to 19 years

Length of IRA ownership

$201,200

$112,500

20 years or more

*IRAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).

Source: Investment Company Institute IRA Owners Survey

RoOLLOVERS ARE OFTEN A SOURCE OF ASSETS FOR TRADITIONAL IRAs

Households with traditional IRAs that include rollovers
(percentage of U.S. households owning traditional IRAs, 2008)

Traditional IRA includes rollover

Traditional IRA does not include rollover

Traditional IRA rollover activity

(percentage of U.S. households owning traditional IRAs that include rollovers, 2008)

Traditional IRA rollover(s) due to:*
Job change, layoff, or termination
Retirement
Other

Amount of most recent traditional IRA rollover:
All assets in employer-sponsored retirement plan were rolled over

Some assets in employer-sponsored retirement plan were rolled over

Contributions to traditional IRA other than rollover:
Have made contribution other than rollover

Have never made contribution in addition to rollover

52
48

70
29

36
14

56
44

*Multiple responses are included.
Source: Investment Company Institute IRA Owners Survey
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TRADITIONAL IRAS PRESERVE ASSETS FROM EMPLOYER-SPONSORED RETIREMENT PLANS

Traditional IRA assets by employer-sponsored retirement plan rollover activity, 2008

Traditional IRA includes rollover Traditional IRA does not include rollover
from employer-sponsored from employer-sponsored
retirement plan’ retirement plan?
Traditional IRA assets
Mean $149,500 $92,900
Median $62,500 $30,000
Household financial assets?
Mean $374,600 $363,900
Median $250,000 $250,000

TFifty-two percent of households owning traditional IRAs have traditional IRAs that include rollovers from employer-sponsored retirement plans.
2Forty-eight percent of households owning traditional IRAs have traditional IRAs that do not include rollovers from employer-sponsored retirement plans.
3Household financial assets include assets in employer-sponsored retirement plans, but exclude the household’s primary residence.

Source: Investment Company Institute IRA Owners Survey

FEw HouseHoLDS CONTRIBUTE TO IRAS

Contributions to IRAs in tax year 2007 Type of IRA to which household contributed in

(percentage of all U.S. households, 2008) tax year 2007
(percentage of U.S. households contributing to IRAs)

Contributed to IRA

Employer-sponsored IRA only
Own IRA but did not contribute Roth IRA only

More than one type of IRA
Do not own IRA

Traditional IRA only

Note: Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and Investment Company Institute IRA Owners Survey
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CONTRIBUTION ACTIVITY TO ROTH, EMPLOYER-SPONSORED IRAs OuTPACES CONTRIBUTION ACTIVITY

TO TRADITIONAL IRAs IN TAX YEAR 2007
Percentage of U.S. households owning each type of IRA" by contribution status in tax year 2007

B Contributed in tax year 2007 o
M Did not contribute in tax year 2007 37 30
53
78
63 70
47
All households Households with Households Households with
owning IRAs? traditional IRAs with Roth IRAs  employer-sponsored IRAs3
Median contribution per household $4,000 $3,500 $4,000 $2,000

to type of IRA indicated

THouseholds may hold more than one type of IRA. Contribution activity reported is for type of IRA indicated. Some of these households may have been

ineligible to make contributions.
2|RAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).

3Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Source: Investment Company Institute IRA Owners Survey

INTERNAL REVENUE CODE TRADITIONAL AND ROTH IRA CONTRIBUTION LiMITS, 2001-2009

M Traditional and Roth IRA contributions

B 1RA catch-up contribution T $5,000
$4,000 $4,000 $4,000
$3,000 $3,000 $3,000
$2,000
$1,000 $1,000 $1,000 $1,000
$500 $500 $500 $500
$o
2001 2002 2003 2004 2005 2006 2007 2008%* 2009%

*After 2008, traditional IRA contributions are indexed for inflation in $500 increments. IRA catch-up contributions are not indexed for inflation.

Source: ICl summary of U.S. Internal Revenue Code
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TRADITIONAL AND ROTH IRA CATCH-UP CONTRIBUTIONS ARE INFREQUENT
Percentage of U.S. households with individuals aged 50 or older by contribution status in tax year 2007

Do not own traditional or Roth IRA

Made a traditional or Roth IRA catch-up contribution

/

Contributed to a traditional or Roth IRA, but
/" did not make a catch-up contribution

Own traditional or Roth IRA, but
did not contribute

Note: Catch-up contribution activity is identified if an individual’s contribution is greater than the $4,000 limit in tax year 2007.
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and Investment Company Institute IRA Owners Survey

WITHDRAWALS FROM TRADITIONAL IRAS ARE INFREQUENT

U.S. households with traditional IRAs in 2008
(percentage)

Retired, did not take a withdrawal’

. . 20% took
Retired, took a withdrawal" 2 } s
Not retired, took a withdrawal?

in tax year 2007

Not retired, did not take a withdrawal

Number of respondents: 636

$15,000 to $19,999

Amount withdrawn in tax year 2007
(percentage of traditional IRA—owning households
that made withdrawals)

Less than $2,500

$2,500 to $4,999

$10,000 to $14,999 $5.000 t0 $9,999

Mean = $14,100
Median = $7,000

1The household was considered retired if either the head of household or spouse responded affirmatively to “are you retired from your lifetime occupation?”
2Households that closed and no longer owned traditional IRAs were not included.

Source: Investment Company Institute IRA Owners Survey
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MosT TRADITIONAL IRA—OWNING HouseHOLDS THAT TAKE WITHDRAWALS ARE HEADED BY INDIVIDUALS
AGED 70 oR OLDER
Percentage of traditional IRA—owning households, 2007 and 2008

Traditional IRA—owning households

2007 2008
Age of head of household*
(percentage of U.S. households owning traditional IRAs)
Younger than 59 64 62
59 to 69 20 22
70 or older 16 16
Traditional IRA withdrawal activity by age*
(percentage of U.S. households owning traditional IRAs)
Younger than 59, did not take a withdrawal 61 59
Younger than 59, took a withdrawal 3 4
Aged 59 to 69, did not take a withdrawal 15 17
Aged 59 to 69, took a withdrawal 6 5
Aged 70 or older, did not take a withdrawal 6 4
Aged 70 or older, took a withdrawal 9 1
Memo:
Percentage of traditional IRA—owning households with withdrawals 18 20
Incidence of withdrawal activity by age*
(percentage of traditional IRA—owning households by age*)
Younger than 59 4 6
59 to 69 27 24
70 or older 59 73
Age composition of households with withdrawals
(percentage of traditional IRA—owning households with withdrawals)
Younger than 59 16 18
59 to 69 31 26
70 or older 53 56

*Age is based on the age of the sole or co-decisionmaker for household saving and investing.

Note: For traditional IRA—owning households in 2007, figure reports tax year 2006 withdrawal activity. For traditional IRA—owning households in 2008,
figure reports tax year 2007 withdrawal activity.

Source: Investment Company Institute IRA Owners Survey, 2007 and 2008
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FIGURE 17

How TRADITIONAL IRA WITHDRAWALS ARE DETERMINED
Percentage of traditional IRA—owning households with withdrawals in tax year 2007

Withdraw a fixed dollar amount each year

Withdraw a fixed percentage of the account balance each year

i/,

Some other way
—— Withdraw an amount based on life expectancy

Withdraw a lump sum based on needs

Withdraw an amount based on required
minimum distribution (RMD)

Number of respondents: 116

Source: Investment Company Institute IRA Owners Survey

THE MAJORITY OF HOUSEHOLDS CONSULT WITH A PROFESSIONAL FINANCIAL ADVISER TO DETERMINE
THE AMOUNT OF TRADITIONAL IRA WITHDRAWALS
Percentage of traditional IRA—owning households that made a withdrawal in tax year 2007

Professional financial adviser _ 56
IRS rules or publications _ 32
Did not consult with any source - 10
Financial software program - 5
Internet website - 5

Book or article in a magazine, newspaper, or newsletter - 4

Some other source . 3

Number of respondents: 100

Note: Multiple responses are included.
Source: Investment Company Institute IRA Owners Survey
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TRADITIONAL IRA WITHDRAWALS OFTEN USED TO PAY FOR LIVING EXPENSES
Percentage of traditional IRA—owning households™ in which either the head of household or spouse is retired, 2008

Purpose of traditional IRA withdrawal in retirement?

Took withdrawals to pay for living expenses 52
Spent it on a car, boat, or big-ticket item other than a home 4
Used it for an emergency, such as a healthcare expense 6
Used it for home purchase, repair, or remodeling 14
Reinvested or saved it in another account? 28
Some other purpose 9
Number of respondents 97

1The base of respondents includes the 15 percent of traditional IRA—owning households who were retired and took withdrawals reported in Figure 15.
2Multiple responses are included.

3 Among the 28 percent of households that reported reinvesting or saving in another account, 85 percent reported withdrawing the amount based on RMD.
Source: Investment Company Institute IRA Owners Survey

LIKELIHOOD OF WITHDRAWING FROM TRADITIONAL IRA BEFORE AGE 702

Percentage of traditional IRA—owning households that did not take a withdrawal in tax year 2007

Very likely

Not at all likely

Somewhat likely

Not very likely

Number of respondents: 480

Source: Investment Company Institute IRA Owners Survey
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EXPECTED ROLE OF TRADITIONAL IRA WITHDRAWALS IN RETIREMENT
Percentage of traditional IRA—owning households,” excluding retiree households with withdrawals, 2008

Plan for future traditional IRA withdrawals in retirement?

Take withdrawals to pay for living expenses 64
To spend it on a car, boat, or big-ticket item other than a home 12
To use it for an emergency, such as a healthcare expense 52
To use it for home purchase, repair, or remodeling 23
To reinvest or save it in another account 47
Some other plan 1

Primary plan for future traditional IRA withdrawals in retirement

Take withdrawals to pay for living expenses 58
To spend it on a car, boat, or big-ticket item other than a home 3
To use it for an emergency, such as a healthcare expense 14
To use it for home purchase, repair, or remodeling 6
To reinvest or save it in another account 15
Some other plan 5
Number of respondents 539

1The base of respondents includes the 23 percent of traditional IRA—owning households who were retired but did not take withdrawals (who were asked about
their future plans), the 5 percent of nonretired households that took withdrawals, and the 57 percent of nonretired households that did not take withdrawals
reported in Figure 15.

2Multiple responses are included.

Source: Investment Company Institute IRA Owners Survey

EXPECTED PLANS FOR ROTH IRA WITHDRAWALS IN RETIREMENT
Percentage of Roth IRA—owning households,” 2008

Plan for future Roth IRA withdrawals in retirement?

Take withdrawals to pay for living expenses 67
To spend it on a car, boat, or big-ticket item other than a home 1
To use it for an emergency, such as a healthcare expense 55
To use it for home purchase, repair, or remodeling 19
To reinvest or save it in another account 41
Some other plan 38

Primary plan for future Roth IRA withdrawals in retirement

Take withdrawals to pay for living expenses 67
To spend it on a car, boat, or big-ticket item other than a home 1
To use it for an emergency, such as a healthcare expense 13
To use it for home purchase, repair, or remodeling 2
To reinvest or save it in another account 11
Some other plan 5
Number of respondents 310

1The base of respondents includes the 24 percent of Roth IRA—owning households who were retired but did not take withdrawals (who were asked about their
future plans), the 2 percent of nonretired households that took withdrawals, and the 73 percent of nonretired households that did not take withdrawals.

2Multiple responses are included.
Source: Investment Company Institute IRA Owners Survey
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U.S. HouseHoLbs OwNING IRAs, 2000—2008

Number of U.S. households Share of U.S. households
(millions) (percent)
Employer- Employer-
Any type Traditional Roth sponsored Any type Traditional Roth sponsored
of IRA! IRAs IRAs IRAs2 of IRAT IRAs IRAs IRAs?
2000 38.0 30.5 9.8 7.2 35.7% 28.7% 9.2% 6.8%
2001 39.2 31.3 10.6 8.7 36.2 28.9 9.8 8.0
2002 38.0 30.8 11.8 8.4 34.8 28.2 10.8 7.7
2003 40.8 329 13.9 8.3 36.7 29.6 12.5 7.5
2004 40.9 33.2 13.0 9.0 36.5 29.6 11.6 8.0
2005 43.0 34.0 14.5 8.4 37.9 30.0 12.8 7.4
2006 43.8 36.3 15.3 8.8 38.3 31.7 13.4 7.7
2007 46.2 37.7 17.3 9.2 39.8 32.5 14.9 7.9
2008 47.3 37.5 18.6 10.0 40.5 321 15.9 8.6

TIRA ownership excludes ownership of Coverdell Education Savings Accounts, which were called Education IRAs before July 2001.
2Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey (2000 through 2008) and U.S. Census Bureau

FIGURE A2

U.S. HouseHoLDS OWNING TRADITIONAL, ROTH, AND EMPLOYER-SPONSORED IRAs BY AGE
Percentage of U.S. households within each age group,” 2008

—O— Any IRAs

—O— Traditional IRAs

—O— Roth IRAs

—O— Employer-sponsored IRAs?

60 —
50 —
40 [—

30—

20 —

Younger than 35 35 to 44 45 t0 54 55 to 64 65 or older
Age of head of household'

1Age is based on the age of the sole or co-decisionmaker for household saving and investing.
2Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey
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U.S. HouseHoOLDS OWNING TRADITIONAL, ROTH, AND EMPLOYER-SPONSORED IRAs BY HOUSEHOLD INCOME
Percentage of U.S. households within each income group,” 2008

=0~ Any IRAs
—O— Traditional IRAs
—O— Roth IRAs
—O— Employer-sponsored IRAs?
8o —
70 [~
60 —
50 [—
40 =
30 [—
20 [—
10 [—
10
[e]
Less than $25,000 to $35,000 to $50,000 to $75,000 to $100,000 to $200,000
$25,000 $34,999 $49,999 $74,999 $99,999 $199,999 or more

Household income’

1Total reported is household income before taxes in 2007.
2Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey

FIGURE A4

INCIDENCE OF IRA OWNERSHIP GREATEST AMONG THE BABY BoOM GENERATION
Percentage of U.S. households within each generation group,* 2008

48
1
37
27
Generation Y Generation X Baby Boom Generation Silent and Gl Generation
(born between 1977 and 2001) (born between 1965 and 1976) (born between 1946 and 1964) (born between 1904 and 1945)

Head of household generation*

*Generation is based on the age of the sole or co-decisionmaker for household saving and investing.
Note: IRAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey
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BABY BOOMERS ARE 44 PERCENT OF ALL IRA-OWNING HOUSEHOLDS
Percentage distribution of households owning IRAs and all U.S. households by generation,” 2008

[ silent and GI Generation (born between 1904 and 1945)
[l Baby Boom Generation (born between 1946 and 1964) 24 24
[l Generation X (born between 1965 and 1976)
Il Ceneration Y (born between 1977 and 2001)

44 37
2
21 3
11 16
Households owning IRAs? All' U.S. households

TGeneration is based on the age of the sole or co-decisionmaker for household saving and investing.
2[RAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).
Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and U.S. Census Bureau

FIGURE A6

U.S. HouseHoLDS OWNING TRADITIONAL, ROTH, AND EMPLOYER-SPONSORED IRAs BY GENERATION
Percentage of U.S. households within each generation,” 2008

—O— Any IRAs
—O— Traditional IRAs
—O— Roth IRAs
—O— Employer-sponsored IRAs?
60 —
50 [— 52
40
40 [~ 37 41
38
e 27 24
20
20 [— 18
15
11
13 O 9
o 90— ‘O\O 9
5
(o]
Generation Y Generation X Baby Boom Generation Silent and Gl Generation
(born between 1977 and 2001) (born between 1965 (born between 1946 (born between 1904 and 1945)
and 1976) and 1964)

Head of household generation’

TGeneration is based on the age of the sole or co-decisionmaker for household saving and investing.
2Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey
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FIGURE A7

HouseHOLDs WITH FORMAL RETIREMENT SAVINGS HAVE GREATER TOTAL FINANCIAL ASSETS
Median total household financial assets by age of head of household and formal retirement savings coverage,” > 2008

B Have formal retirement savings
B Do not have formal retirement savings $214,000

$250,000

$100,000
$30,000 $25,000
-ﬂoo $6,000 $7,500
Younger than 35 35 to 49 50 to 64 65 or older
Age of head of household’
Percentage with formal 61 73 77 64
retirement savings:
1Age is based on the age of the sole or co-decisionmaker for household saving and investing.
2Formal retirement savings include IRAs, employer-sponsored retirement plans (DB or DC plans), or both.
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey
FIGURE A8
HouseHoLD FINANCIAL AsSSETs IN IRAs BY TYPE OF IRA
Percentage of U.S. households with IRA assets in specified ranges, 2008
Total Type of IRA owned
household
financial assets Traditional Roth Employer-sponsored

in IRAs IRAs IRAs IRAs*
Assets in type of IRA
Less than $10,000 19 19 31 33
$10,000 to $24,999 19 17 26 30
$25,000 to $49,999 17 15 19 15
$50,000 to $99,999 14 17 13 7
$100,000 to $249,999 18 18 8 1
$250,000 or more 13 14 3 4
Mean $117,700 $121,000 $48,300 $48,300
Median $40,000 $46,000 $20,000 $13,000

*Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Source: Investment Company Institute IRA Owners Survey
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FIGURE A9

HouseHoOLDS’ FINANCIAL ASSETS IN TRADITIONAL IRAs BY LENGTH OF OWNERSHIP, 2008

B Median $165,900
B Mean
$113,400
$80,000
$56,100
$40,000
$15,000

Less than 10 years 10 to 19 years 20 years or more

Length of traditional IRA ownership

Source: Investment Company Institute IRA Owners Survey

FiGUure A10

TyPes OF INVESTMENTS HELD IN IRAs
Percentage of households with type of IRA indicated,” 2008

Type of IRA owned

Any type Traditional Roth Employer-sponsored
IRA investments of IRA IRAs IRAs IRAs?
Mutual funds (total) 68 66 69 57
Stock funds 56 54 54 43
Bond funds 34 33 26 18
Hybrid funds 19 18 19 12
Money market funds 32 29 22 28
Individual stocks 40 38 26 31
Annuities (total) 33 34 18 16
Fixed annuities 20 21 9 8
Variable annuities 22 22 13 12

Bank savings accounts,

money market deposit

accounts, or certificates

of deposit 29 30 il 21

Individual bonds (not
including U.S. savings

bonds) n 11 7 7

U.S. savings bonds 12 10 5 14

ETFs 9 8 7 6

Other 8 6 3 6

Mean number of investment

types held in IRA 3 types of investments 3 types of investments 3 types of investments 3 types of investments

TMultiple responses are included.
2Employer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
Source: Investment Company Institute IRA Owners Survey
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CHARACTERISTICS OF HOUSEHOLDS OWNING TRADITIONAL OR ROTH IRAs BY CONTRIBUTION STATUS
IN TAX YEAR 2007

Traditional IRA households Roth IRA households
Did not Did not
Contributed contribute Contributed contribute
to traditional IRA  to traditional IRA to Roth IRA to Roth IRA

in tax year 2007"  in tax year 20072 | intax year 2007> in tax year 20074
Median per household

Age of household sole or co-decisionmaker for

saving and investing 47 years 54 years 45 years 49 years
Household income® $87,500 $75,000 $87,500 $90,000
Household financial assets® $200,000 $250,000 $180,000 $250,000
Household financial assets in all types of IRAs $43,000 $62,500 $42,500 $43,000

Amount contributed per household to each type
of IRA in tax year 2007 $3,500 N/A $4,000 N/A

Percentage of households

Household sole or co-decisionmaker for saving
and investing:

Married or living with a partner 81 72 81 78
College or postgraduate degree 43 45 63 53
Employed full- or part-time 82 64 90 79
Household has DC retirement plan account 76 69 82 76

TTwenty-two percent of households owning traditional IRAs contributed to them in tax year 2007.

2|ncludes all households owning traditional IRAs that did not contribute to them in tax year 2007. Some of these households may have been ineligible to
make deductible contributions.

3Thirty percent of households owning Roth IRAs contributed to them in tax year 2007.

41Includes all households owning Roth IRAs that did not contribute to them in tax year 2007. Some of these households may have been ineligible to contribute to
Roth IRAs in tax year 2007.

5Total reported is household income before taxes in 2003.

6Household financial assets include assets in employer-sponsored retirement plans, but exclude the household’s primary residence.
N/A = not applicable

Source: Investment Company Institute IRA Owners Survey
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CATcH-UP CONTRIBUTIONS AMONG IRA OWNERS

Tax year Tax year Tax year Tax year Tax year
2002 2003 2004 2006 2007

Catch-up contributions to traditional IRAs'
(percentage of households owning traditional IRAs possibly qualified to make catch-up contributions)

Made a catch-up contribution 9 13 16 12 15
Contributed, but did not make a catch-up contribution 17 20 20 23 10
Did not contribute? 74 67 64 65 75

Catch-up contributions to Roth IRAs?
(percentage of households owning Roth IRAs possibly qualified to make catch-up contributions)

Made a catch-up contribution 15 28 33 21 17
Contributed, but did not make a catch-up contribution 12 21 25 28 14
Did not contribute4 73 51 42 51 69

"Households that may make catch-up contributions to traditional IRAs are those in which a household member is at least 50 years old by the end of the year,
but younger than 70% years old by the end of the year.

2This group may include households ineligible to make deductible contributions to traditional IRAs.

3Households that may make catch-up contributions to Roth IRAs are those with incomes within the limits to contribute to a Roth IRA and in which a
household member is aged 50 or older.

4This group may include households ineligible to make contributions to Roth IRAs.

Source: Investment Company Institute IRA Owners Survey
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FiIGURE A13

CHARACTERISTICS OF U.S. HouseHoLDs OwWNING IRAs, 2008

Type of IRA owned

Households Employer- Households
owning Traditional Roth sponsored not owning
IRAs IRAs IRAs IRAs' IRAs
Median per household
Age of household sole or
co-decisionmaker for saving and
investing 51 years 53 years 48 years 48 years 47 years
Household income? $75,000 $80,000 $90,000 $75,000 $35,000
Household financial assets? $200,000 $250,000 $200,000 $250,000 $32,000
Household financial assets in all
types of IRAs $40,000 $60,000 $43,000 $25,000 N/A
Share of household financial assets
in type of IRA indicated 29% 22% 10% 8% N/A
Percentage of households
Household sole or co-decisionmaker
for saving and investing:
Married or living with a partner 73 74 79 74 54
College or postgraduate degree 44 44 56 39 20
Employed full- or part-time 72 68 82 84 58
Retired from lifetime occupation 28 33 19 15 25
Household has DC account or DB plan
coverage (total)* 78 79 83 80 49
DC retirement plan account 69 71 78 71 40
DB plan coverage 40 41 43 35 24
Types of IRAs owned:*
Traditional IRA 79 100 68 54 N/A
Roth IRA 39 34 100 28 N/A
Employer-sponsored IRA! 21 14 15 100 N/A

TEmployer-sponsored IRAs include SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs.
2Total reported is household income before taxes in 2007.

3 Household financial assets include assets in employer-sponsored retirement plans, but exclude the household’s primary residence.

4 Multiple responses are included.
N/A = not applicable

Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and Investment Company Institute IRA Owners Survey
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CHARACTERISTICS OF U.S. HOusEHOLDS OWNING TRADITIONAL IRAs, 2008

Median per household owning traditional IRAs

Amount in traditional IRAs $46,000
Amount contributed to traditional IRAs in tax year 2007 $3,500
Number of traditional IRAs owned 2

Percentage of households owning traditional IRAs

Traditional IRA includes rollover from an employer-sponsored retirement plan 52
Contributed to a traditional IRA in tax year 2007 22
Deducted a traditional IRA contribution in tax year 20072 38
Made a withdrawal from a traditional IRA in tax year 2007 20

Own traditional IRA:?

Respondent 87
Spouse 49
Dependent children 4

Number of traditional IRAs owned:

One 46
Two 36
Three or more 18

Year first traditional IRA was opened:

1974 through 1981 21
1982 through 1986 12
1987 through 1992 17
1993 through 1996 9
1997 through 1999 13
2000 through 2002 10
2003 through 2005 8
2006 through May 2008 10

Where traditional IRAs are held:?

Professional financial adviser (total) 79
Full-service brokerage 38
Independent financial planning firm 27
Bank or savings institution 31
Insurance company 9

Direct sources (total) 35
Mutual fund company 27
Discount brokerage (total) 12

Discount brokerage firm with walk-in offices 9
Discount brokerage firm that is only available online 3

TFigure reports median among households that contributed to traditional IRAs in tax year 2007.
2Figure reports percentage among households that contributed to traditional IRAs in tax year 2007.
3Multiple responses are included.

Source: Investment Company Institute IRA Owners Survey
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FiIGURE A15

CHARACTERISTICS OF HOUSEHOLDS OWNING TRADITIONAL IRAs WiTH AND WITHOUT ROLLOVERS FROM
EMPLOYER-SPONSORED RETIREMENT PLANS, 2008

Traditional IRA includes rollover Traditional IRA does not include
from employer-sponsored rollover from employer-sponsored
retirement plan’ retirement plan?
Median per household
Age of household sole or co-decisionmaker for saving and
investing 53 years 54 years
Household income? $87,500 $65,000
Household financial assets4 $250,000 $250,000
Household financial assets in all types of IRAs $79,000 $42,500
Amount in traditional IRAs $62,500 $30,000
Number of traditional IRAs owned 2 1
Percentage of households
Household sole or co-decisionmaker for saving and investing:
Married or living with a partner 77 73
Widowed 7 13
College or postgraduate degree 47 42
Employed full- or part-time 70 67
Retired from lifetime occupation 30 35
Where traditional IRAs are held:>
Professional financial adviser (total) 82 78
Full-service brokerage 45 32
Independent financial planning firm 26 28
Bank or savings institution 27 35
Insurance company 9 8
Direct market (total) 40 32
Mutual fund company 33 22
Discount brokerage (total) 12 12
Discount brokerage with walk-in offices 10 8
Discount brokerage firm that is only available online 3 4

TFifty-two percent of households owning traditional IRAs have traditional IRAs that include rollovers from employer-sponsored retirement plans.
2Forty-eight percent of households owning traditional IRAs have traditional IRAs that do not include rollovers from employer-sponsored retirement plans.
3Total reported is household income before taxes in 2007.

4 Household financial assets include assets in employer-sponsored retirement plans, but exclude the household’s primary residence.

5Multiple responses are included.

Source: Investment Company Institute IRA Owners Survey
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HouseHoLDs HoLD TRADITIONAL IRAs AT DIFFERENT TYPES OF FINANCIAL SERVICES FIRMS

Percentage of traditional IRA—owning households with multiple traditional IRAs, 2008

All IRAs at same type of
financial services firm

Each IRA at a different type
of financial services firm

Some IRAs at same type of
financial services firm

Number of respondents: 313

Source: Investment Company Institute IRA Owners Survey
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FIGURE Al17

CHARACTERISTICS OF U.S. HouseHoLDS OWNING RoTH IRASs, 2008

Median per household owning Roth IRAs

Amount in Roth IRAs $20,000
Amount contributed to Roth IRAs in tax year 2007' $4,000
Number of Roth IRAs owned 1

Percentage of households owning Roth IRAs

Roth IRA was first IRA owned 31
Roth IRA was funded by a conversion from a traditional IRA 20
Contributed to a Roth IRA in tax year 2007 30
Roth IRA assets include assets initially from an employer-sponsored retirement plan 16
Made a withdrawal from a Roth IRA in tax year 2007 3

Own Roth IRA:?

Respondent 80
Spouse 47
Dependent children 3

Number of Roth IRAs owned:

One 57
Two 34
Three or more 9

Year first Roth IRA was opened:

1998 37
1999 through 2000 14
2001 through 2002 12
2003 through 2004 14
2005 through 2006 17
2007 through May 2008 6

Where Roth IRAs are held:?

Professional financial adviser (total) 70
Full-service brokerage 32
Independent financial planning firm 26
Bank or savings institution 20
Insurance company 5

Direct sources (total) 33
Mutual fund company 27
Discount brokerage (total) 9

Discount brokerage firm with walk-in offices 7
Discount brokerage firm that is only available online 3

TFigure reports median among households that contributed to Roth IRAs in tax year 200j.
2Multiple responses are included.
Source: Investment Company Institute IRA Owners Survey
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FiGUuRrEe Al18

CHARACTERISTICS OF HOUSEHOLDS OWNING ROTH IRAs BY SOURCE OF FUNDING OF ROTH IRA, 2008

Roth IRA was funded Roth IRA was not funded
by a conversion from a by a conversion from a
traditional IRAT traditional IRA2

Median per household
Age of household sole or co-decisionmaker for saving and 51 years 46 years
investing
Household income3 $81,000 $90,000
Household financial assets4 $200,000 $200,000
Household financial assets in all types of IRAs $50,000 $42,500
Amount in Roth IRAs $30,000 $18,000
Number of Roth IRAs owned 1 1
Percentage of households
Household sole or co-decisionmaker for saving and investing:

Married or living with a partner 76 79

Widowed 5 5

College or postgraduate degree 54 58

Employed full- or part-time 76 84

Retired from lifetime occupation 25 17
Year first Roth IRA was opened:

1998 45 35

1999 through 2000 12 15

2001 through 2002 8 14

2003 through 2004 8 14

2005 through 2006 21 17

2007 through May 2008 6 5
Contributed to a Roth IRA in tax year 2007 29 32

TTwenty percent of households owning Roth IRAs have Roth IRAs funded by conversions from traditional IRAs. The sample size is small.
2Eighty percent of households owning Roth IRAs have Roth IRAs that are not funded by conversions from traditional IRAs.

3Total reported is household income before taxes in 2007.

4Household financial assets include assets in employer-sponsored retirement plans, but exclude the household’s primary residence.
Source: Investment Company Institute IRA Owners Survey
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MosT TRADITIONAL IRA WITHDRAWALS ARE MADE TO MEET REQUIRED MINIMUM DISTRIBUTIONS
Characteristics of U.S. households owning traditional IRAs by withdrawal status in tax year 2007

Made a withdrawal Did not make a withdrawal
from a traditional IRA from a traditional IRA
in tax year 2007’ in tax year 20072
Median per household
Age of household sole or co-decisionmaker for saving and
investing 72 years 49 years
Household income3 $50,000 $85,000
Household financial assets# $350,000 $225,000
Household financial assets in all types of IRAs $62,500 $58,000
Percentage of households
Household sole or co-decisionmaker for saving and investing:
Married or living with a partner 63 77
Widowed 26 6
College or postgraduate degree 24 50
Employed full- or part-time 31 77
Retired from lifetime occupation 71 23
How withdrawal was determined:
Withdraw to meet the IRS's required minimum distribution 60 N/A
Withdraw a lump sum based on needs 23 N/A
Withdraw a fixed dollar amount each year 4 N/A
Withdraw a fixed percentage of the account balance
each year 2 N/A
Withdraw an amount based on life expectancy 1 N/A
Some other way 1 N/A
Purpose of traditional IRA withdrawal in retirement ©
Took withdrawals to pay for living expenses 52 N/A
Spent it on a car, boat, or big-ticket item other than a
home 4 N/A
Used it for an emergency, such as a healthcare expense 6 N/A
Used it for home purchase, repair, or remodeling 14 N/A
Reinvested or saved it in another account 28 N/A
Some other purpose 9 N/A

1Twenty percent of households owning traditional IRAs withdrew money from them in tax year 2007. The sample size is small.

2Eighty percent of households owning traditional IRAs did not withdraw money from them in tax year 2007.

3Total reported is household income before taxes in 2007.

4Household financial assets include assets in employer-sponsored retirement plans, but exclude the household’s primary residence.

5Figure reported for traditional IRA—owning households that took a withdrawal in tax year 2007 and either the head of household or spouse was retired.
6 Multiple responses are included.

N/A = not applicable

Sources: Investment Company Institute Annual Mutual Fund Shareholder Tracking Survey and Investment Company Institute IRA Owners Survey
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TRADITIONAL IRA WITHDRAWAL ACTIVITY BY AGE OF HEAD OF HOUSEHOLD
Percentage of traditional IRA—owning households taking withdrawals,” 1999—2007

Households with Age of head of household
traditional IRA

withdrawals Younger than 59 59 to 69 70 or older
Reason for withdrawal®
To take a required minimum distribution 49 il 13 78
To pay living expenses 21 28 37 12
To pay for healthcare 9 13 1 6
To reinvest the money3 7 7 10 5
To buy a home 2 5 3 1
To make a large purchase 8 10 16 4
To pay for education 3 9 2 1
Other reason 15 24 22 9
Age of head of household
Younger than 59 23 100 0 0
59 to 69 21 0 100 0
70 or older 56 0 0 100
Amount withdrawn
Less than $2,500 28 26 15 34
$2,500 to $4,999 16 16 11 18
$5,000 to $9,999 18 22 17 17
$10,000 to $24,999 23 22 30 20
$25,000 to $49,999 8 7 15 7
$50,000 or more 7 7 12 4
Mean $14,800 $15,000 $21,000 $12,200
Median $6,000 $6,000 $10,000 $4,000
Full or partial withdrawal from traditional IRA
Withdrew some, but not all money 86 69 86 93
Withdrew all money 14 31 14 7

TTwenty percent of households either still holding traditional IRAs in the year of the survey and having withdrawn some of the assets (16 percent) or having
liquidated (4 percent) their traditional IRA during the year prior to the survey are counted as having withdrawals.

2The denominator includes households still holding traditional IRAs and those households whose withdrawals in the previous year closed their traditional IRAs.
Results are pooled over 2000 to 2008 survey years covering withdrawal activity in 1999 to 2007.

3Households indicating they were buying investments outside IRAs and/or buying another type of IRA.
Source: Investment Company Institute Annual Mutual Fund Shareholder Tracking Surveys, 2000 to 2008
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GLOSSARY

catch-up contribution: Individuals aged 50 or older are
permitted to make contributions to an IRA or employer-
sponsored retirement savings plan in excess of the
annual contribution limit. In 2009, the catch-up limit
was $1,000 for IRAs, $2,500 for SIMPLE plans, and
$5,500 for 401(k) plans.

contribution limit: Federal law establishes limits for
the amount an individual may contribute to an IRA,
401(k), or other retirement savings plan in any given
year. In 2009, the annual employee contribution limit
for 401(k)s and similar employer-sponsored retirement
plans was $16,500; the annual limit for traditional and
Roth IRAs was $5,000; and the annual limit for SIMPLE
IRAs was $11,500. The limit on the sum of employee
and employer contributions for DC plans in 2009

was $49,000. Individuals aged 50 or older can make
additional “catch-up” contributions. The contribution
limits are unchanged for 2070.

defined benefit (DB) plan: An employer-sponsored
pension plan where the amount of future benefits an
employee will receive from the plan is defined, typically
by a formula based on salary history and years of
service. The amount of contributions the employer is
required to make will depend on the investment returns
experienced by the plan and the benefits promised.

defined contribution (DC) plan: An employer-sponsored
retirement plan, such as a 401(k) plan or a 403(b)

plan, in which contributions are made to individual
participant accounts. Depending on the type of DC
plan, contributions may be made by the employee,

the employer, or both. The employee’s benefits at
retirement or termination of employment are based on
the employee and employer contributions and earnings
and losses on those contributions.

conversion: The movement of assets in a traditional
IRA to a Roth IRA, done either through a transfer

of assets from a traditional IRA to a Roth IRA or by
redesignating a traditional IRA as a Roth IRA. Assets in
a 401(k) or other tax-advantaged employer-sponsored
retirement plan may also be converted to a Roth IRA.
Generally the assets converted are taxable in the year of
the conversion to the Roth IRA.

distribution: Individuals may take distributions (that is,
withdraw funds) from their IRAs prior to retirement, but
distributions may be subject to federal income tax, a

tax penalty, or both. Withdrawals from traditional IRAs
before age 5974 are subject to income tax and may be
subject to a 10 percent early withdrawal penalty. The
earnings portion of withdrawals from Roth IRAs made
within five years of contribution or made before age

59% are generally subject to income tax and may be
subject to the 10 percent penalty (along with the after-tax
contribution portion in some circumstances). For both
traditional IRAs and Roth IRAs, the 10 percent penalty
does not apply to withdrawals made in cases of death or
disability, or if used for certain medical expenses, first-
time homebuyer expenses, qualified higher-education
expenses, health insurance expenses of unemployed
individuals, or as part of a series of substantially equal
periodic payments made for the life or over the life
expectancy of the individual. In addition, provided the
five-year holding period is satisfied, the earnings portion
of early withdrawals from a Roth IRA made in cases of
death, disability, or first-time homebuyer expenses are
not subject to income tax.

401(k) plan: A type of DC plan that allows employees
to choose to contribute a portion of their salaries into
the plan, which defers income taxes on the amounts
contributed. Like a traditional IRA, no taxes are due
until distributions are taken from the account. In 2006,
plans could choose to allow employees to make Roth
contributions to a 401(k) plan. These contributions are
claimed as taxable income in the year of the contribution,
but no taxes are due on qualified distributions. Most
401(k) plans also allow employees to choose how they
wish to invest their accounts.

individual retirement account (IRA): A tax-deferred or
tax-free retirement account that allows contributions of
a limited yearly sum. Congress initially designed IRAs

to have two roles: (1) to give individuals not covered by

a retirement plan at work a tax-advantaged retirement
savings plan, and (2) to play a complementary role to the
employer-sponsored retirement system by preserving
rollover assets at job separation or retirement. The term
IRA is also applied to individual retirement annuities,

which receive similar tax treatment.

JANUARY 2010 FUNDAMENTALS  PAGE 29



Roth IRA: An individual retirement account, first
available in 1998, that permits only after-tax
(nondeductible) contributions. Earnings on
investments in this IRA are not taxed. Distributions of
both principal and earnings are generally not subject to
federal income tax if taken after age 59%. Distributions
of principal before age 59 are not subject to tax, but
investment earnings are generally subject to tax and a
10 percent penalty if taken before age 59%. There are
no required distributions during the account holder’s
lifetime.

SIMPLE IRA (Savings Incentive Match Plan for
Employees): A tax-favored retirement plan, created in
1996, that small employers can set up for the benefit
of their employees. Both employer and employee
contributions are allowed in a SIMPLE IRA plan.

Simplified Employee Pension Plan (SEP) IRA: A
retirement program in which an employer makes
contributions to the IRAs on behalf of employees.

A Salary Reduction SEP (or “SAR-SEP”) IRA is a SEP
IRA that allows employees to contribute their own
compensation into the IRA. When Congress created the
SIMPLE IRA in 1996, it provided that an employer could
not establish a new SAR-SEP plan after 1996.

traditional IRA: The first type of IRA, created in 1974.
Individuals may make tax-deductible and nondeductible
contributions to these IRAs. Taxes on IRA investment
earnings are deferred until they are distributed. Upon
distribution, both principal and earnings are subject to
federal income tax. Generally, distributions before age

59 are subject to income tax and a 10 percent penalty.
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