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The Role of IRAs in U.S. Households’
Saving for Retirement

KEYy FINDINGS

« Four out of 10 U.S. households own IRAs in 2007. Among IRA-owning households, about three-quarters
report they also have employer-sponsored retirement accumulations or have defined benefit plan coverage. All

told, 71 percent of all U.S. households have retirement plans through work or IRAs.

« About one-third of U.S. households have traditional IRAs in 2007. Traditional IRAs are the most common type

of IRA owned, followed by Roth IRAs and employer-sponsored IRAs.

« IRA growth has been fueled by assets rolled over from employer-sponsored retirement plans. Almost six out
of 10 traditional IRA-owning households indicate their IRAs contain rollovers from an employer-sponsored

retirement plan.

« Although most U.S. households are eligible to make contributions to IRAs, few do so. Only
14 percent of U.S. households contributed to traditional or Roth IRAs in tax-year 2006, and very few eligible

households make “catch-up” contributions.

- IRA-owning households tend to preserve their IRA assets as long as possible. Less than one in five households
with traditional IRAs took withdrawals in tax-year 2006. The most frequently cited reason for withdrawals is

the legal requirement to begin taking minimum distributions.

« Most households owning traditional IRAs today have a strategy for managing income and assets in retirement.
Eight out of 10 traditional IRA-owning households indicate they have a plan, and among those with a plan,

seven out of 10 indicate their strategy is to preserve their IRA assets for as long as possible into retirement.

IRAs PLAY AN INCREASINGLY IMPORTANT ROLE sheets. In June 2007, IRA assets are 10 percent of all
IN SAVING FOR RETIREMENT household financial assets, up from 3 percent of assets
With $4.6 trillion in assets in mid-2007, individual two decades ago. Forty-six million, or 40 percent
retirement accounts (IRAs) represent more than of, U.S. households report they have IRAs in May
one-quarter of U.S. total retirement market assets, 2007 (Figure 1).2 Among all IRA-owning households,
compared with 14 percent two decades ago." IRAs about three-quarters also participate in employer-

have also risen in importance on households’ balance sponsored retirement plans. Another 31 percent of U.S.
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Individual Retirement Account (IRA) — An account to which a person can make contributions up to a specified
dollar limit. 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 change or retirement. The term

IRA is also applied to individual retirement annuities, which receive similar tax treatment.

Traditional IRA — The first type of IRA, created in 1974. Individuals may make tax-deductible and non-
deductible contributions to these IRAs. Earnings on investments in the IRA are tax deferred. Taxable
distributions may be taken without penalty starting at age 59J4 and must be started once an individual reaches

age 70z.

Roth IRA — A Roth IRA is an individual retirement account that permits only after-tax contributions; earnings

are not taxed while in the account; and qualified distributions of earnings and principal are generally tax-free.

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 (see below), it provided that no new SAR-SEP IRAs could be created after 1996.

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.

401(k) plan — An employer-sponsored retirement plan that enables employees to make tax-deferred

contributions from their salaries to the plan.

Rollover — The shifting of an investor’s assets from one qualified retirement plan or account (IRA, 401(k), or
other tax-advantaged, employer-sponsored retirement plan) to another—due to changing jobs, for instance—

without a tax penalty.

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 2007, the annual employee contribution limit for
401(k) and similar employer-sponsored retirement plans was $15,500; the annual limit for all traditional and
Roth IRAs was $4,000; and $10,500 for SIMPLE IRAs. Individuals age 50 or older can make additional catch-

up contributions.

Catch-up contribution — Individuals age 50 or older are permitted to make contributions to an IRA or

employer-sponsored retirement savings plan in excess of the annual contribution limit.

Distribution — Individuals may take distributions, that is withdraw funds, from their IRA prior to retirement,
but distributions may be subject to federal income tax and/or a penalty. Withdrawals from traditional IRAs
before age 5972 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. The 10 percent penalty does not apply to withdrawals

for certain kinds of expenses, including a first home, certain educational expenses, and qualified medical

expenses, among others.

Required minimum distribution (RMD) — Once an IRA owner turns age 70J, distributions from the IRA must
begin. Failure to take the required distribution or take only a portion of the required amount will result in a tax

penalty. Roth IRAs are not subject to required minimum distributions.
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households report employer-sponsored retirement
plan accumulations, but no IRAs. All told, 71 percent
of all U.S. households have some type of formal, tax-

advantaged retirement savings.

Traditional IRAs are the oldest and most common
type of IRA. About one-third of U.S. households own
traditional IRAs in 2007 (Figure 2). The traditional IRA

is a vehicle for rollovers from employer-sponsored

retirement plans. Indeed, 59 percent of U.S. households
with traditional IRAs indicate their IRAs contain rollover
monies.3 Roth IRAs are the second most frequently
owned type of IRA, owned by

15 percent of U.S. households. Employer-sponsored
IRAs, which include SIMPLE IRAs, SEP IRAs, and SAR-
SEP IRAs, are owned by 8 percent of U.S. households.

MANY U.S. HouseHoLDS HAVE TAX-ADVANTAGED RETIREMENT SAVINGS

Percent of U.S. households with IRAs and employer-sponsored retirement plans, 2007

Do Not Have IRA or Employer-
Sponsored Retirement Plan

Have Employer-Sponsored
Retirement Plan Only?2

Own IRA Only!

Have IRA and Employer-
Sponsored Retirement Plan'.2

Total U.S.Households = 116.0 Million

1IRAs include traditional IRAs, Roth IRAs, and employer-sponsored IRAs (SIMPLE [RAs, SEP IRAs, and SAR-SEP [RAs).
2Employered-sponsored retirement plans include defined contribution and defined benefit retirement plans.
sources: Investment Company Institute (Annual Mutual Fund Shareholder Tracking Survey) and U.S. Bureau of the Census

MiLLioNs oF HouseHoLDs OwN IRAs

Year Created

1974
Traditional IRA (Employee Retirement Income
Security Act)
1978
2
SEP IRA (Revenue Act)
1986
N 2
SAR-SEP IRA (Tax Reform Act)
1996
2
SIMPLE IRA (Small Business Job Protection Act)
1997
Roth IRA (Taxpayer Relief Act)
Any IRA!

Percent of U.S.
Households with Type
of IRA,1 2007

Number of U.S.
Households with
Type of IRA,1 2007

37.7 million 32.5%
9.2 million 7.9%
17.3 million 14.9%
46.2 million 39.8%

THouseholds may own more than one type of IRA.
2SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs are employer-sponsored IRAs.

Note: Multiple responses are included.

sources: Investment Company Institute (Annual Mutual Fund Shareholder Tracking Survey) and U.S. Bureau of the Census
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IRA OwWNERS TEND TO BE SAVERS, USE MORE
THAN ONE TYPE OF INVESTMENT

IRA owners build substantial financial assets. The
median financial assets of households with traditional
or Roth IRAs is more than five times greater than

the median financial assets of households without
such IRAs. Those assets include defined contribution
retirement plan accounts; 70 percent of traditional or

Roth IRA-owning households also have such accounts

(Figure 3).

IRA owners typically exhibit the characteristics of
individuals who are most likely to save. The financial
decisionmakers of households with IRAs tend to be
older and are more likely to be married, be employed,
and have college or postgraduate degrees than
households that do not own IRAs. These are all factors

that tend to correlate with a greater propensity to save.4

IRA OWNERS ARE TypPicALLY MIDDLE-AGED, MARRIED, AND EMPLOYED
Characteristics of U.S. households, by ownership of traditional or Roth IRAs,” 2007

Households Households
Owning Not Owning
Traditional or Traditional or
Roth Roth
IRAs! IRAs
Median Per Household
Age of Household Sole or Co-Decisionmaker for Investing 54 years 46 years
Household Income $80,000 $35,000
Household Financial Assets? $250,000 $45,000
Household Financial Assets in IRAs $50,000 N/A
Share of Household Financial Assets in IRAs 33% N/A
Percent of Households
Household Sole or Co-Decisionmaker for Investing:
Married 62 45
College or Postgraduate Degree 58 19
Employed Full- or Part-Time 70 58
Retired from Lifetime Occupation 30 27
Household Has Defined Contribution Account or Defined Benefit Plan Coverage (total) 80 52
Defined Contribution Retirement Plan Account 70 43
Defined Benefit Plan Coverage 47 23

N/A = not applicable

1These households may also own employer-sponsored IRAs. Households whose only IRAs are employer-sponsored IRAs are not included.
2Household financial assets include assets in employer-sponsored retirement plans but exclude primary residence.

note: Number of respondents varies. Data for households owning IRAs are from ICI’s May 2007 IRA Owners Survey.

Data for households not owning IRAs are from ICl’s May 2007 Mutual Fund Shareholder Tracking Survey.

source: Investment Company Institute
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Just as 401(k) balances tend to be higher the longer
a worker’s job tenure,5 IRA balances tend to rise with
length of ownership. In 2007, households owning IRAs
for less than five years have median IRA holdings of
$7,500, while households owning IRAs for 20 years or
more have median IRA holdings of $105,000 (Figure 4).
Mean IRA holdings, while considerably higher than the

median values, display a similar pattern.

RoLLOVERS TO TRADITIONAL IRAS FUEL
GROWTH

In 1974, Congress created traditional IRAs with a dual
purpose.® First, traditional IRAs provide individuals not
covered by retirement plans at work with a tax-deferred
opportunity to save for retirement. Second, traditional
IRAs also give workers changing jobs or retirees a way
to preserve the tax-advantaged status of employer-
sponsored retirement plan accumulations by allowing

transfers, or “rollovers,” of plan balances into IRAs.

IRA ASSETS INCREASE WITH LENGTH OF OWNERSHIP

Median and mean household financial assets in IRAs, by length of ownership, 2007

M Median
B Mean

$199,300

$131,200

$101,000 $105,000
$50,000
$25,000 $30,000
T
Less Than 5 Years 5to 9 Years 10 to 19 Years 20 Years or More

note: Total IRA assets reported by households owning traditional and/or Roth IRAs in 2007. Households whose only IRAs are employer-sponsored IRAs are not

included.
source: Investment Company Institute

X
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Rollover activity has fueled recent IRA growth these households (86 percent) transferred their entire
and helps many Americans preserve their retirement retirement plan balances into traditional IRAs.™®
savings. The most recent available data show that

Households with rollover assets in their IRAs

households transferred more than $200 billion from tend to have higher IRA balances compared with IRAs

employer-sponsored retirement plans to IRAs in 2004.7 funded purely by individual contributions. Median

In 2007, more than 22 million U.S. households, or traditional IRA holdings that include rollovers are

59 percent of all households owning traditional IRAs, $61,000 in 2007, about double the median traditional

- . 8.9
have traditional IRAs that include rollover assets. IRA holdings ($30,000) that do not include rollovers

With their most recent rollovers, the vast majority of .
(Figure 5).

TRADITIONAL IRAS PRESERVE ASSETS FROM EMPLOYER-SPONSORED RETIREMENT PLANS
Traditional IRA assets, by employer-sponsored retirement plan rollover activity, 2007

Traditional IRA Includes Rollover Traditional IRA Does Not Include Rollover
from Employer-Sponsored from Employer-Sponsored
Retirement Plan! Retirement Plan?
Traditional IRA Assets
Mean $147,800 $96,800
Median $61,000 $30,000
Household Financial Assets?
Mean $404,000 $397,100
Median $287,000 $300,000

TFifty-nine percent of households owning traditional IRAs have traditional IRAs that include rollovers from employer-sponsored retirement plans.
2Forty-one percent of households owning traditional IRAs have traditional IRAs that do not include rollovers from employer-sponsored retirement plans.
3 Household financial assets include assets in employer-sponsored retirement plans but exclude primary residence.

source: Investment Company Institute
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FEw HouseHoLDS MAKE CONTRIBUTIONS TO
IRAs

Although IRAs can help Americans build their
retirement savings, the majority of U.S. households
does not contribute to them. In tax-year 2006, only
14 percent of all U.S. households made traditional or

Roth IRA contributions (Figure 6).

Among households making traditional or Roth IRA
contributions in tax-year 2006, about two-thirds made
traditional IRA contributions. Nevertheless, traditional
IRA owners are less likely than owners of other types
of IRAs to make contributions. Forty-five percent of

households owning Roth IRAs made contributions in

VERY FEW HOUSEHOLDS CONTRIBUTE TO TRADITIONAL OR ROTH IRAS

CoNTRIBUTIONS TO IRAs IN TAX-YEAR 2006
(percent of all U.S. households)

Type OF IRA To WHICH HouseHOLD CONTRIBUTED
IN TAX-YEAR 2006
(percent of U.S. households contributing to traditional or Roth IRAs)

Contributed to
Traditional or Roth IRA

Own Traditional or Roth IRA 23
But Did Not Contribute

Do Not Own
Traditional or Roth IRA 63

Roth IRA Only

Both Types of IRA

Traditional IRA Only

note: Employer-sponsored IRA contribution activity is not included.
sources: Investment Company Institute and U.S. Bureau of the Census
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tax-year 2006 (Figure 7)."" In contrast, only 28 percent of traditional IRA-owning households are headed by
of traditional IRA-owning households contributed individuals age 70 or older and may not be eligible to
to their traditional IRAs in tax-year 2006. The lower contribute due to IRS regulations.

contribution rate to traditional IRAs is likely due to

Roth IRA owners are not only more likely to

restrictions on the tax deductibility of contributions, contribute, they also tend to contribute greater

hich i h f . .
which must be considered by the 80 percent o amounts. The median amount contributed to Roth

traditional IRA-owning households that have retirement IRAs is $4,000 in tax-year 2006, while the median

plan coverage at work (Figure 3). In addition, 16 percent

RoTH IRA CONTRIBUTIONS OUTPACE TRADITIONAL IRA CONTRIBUTIONS IN TAX-YEAR 2006
Percent of households owning each type of IRA, by contribution status in tax-year 2006

B Contributed in Tax-Year 2006

B Did Not Contribute in Tax-Year 2006 37 28
45
72
63 55
All Households Households Households
Owning Traditional or with Traditional with Roth
Roth IRAs"2 IRAs2 IRAs2
Median Contribution Per Household $4,000 $2,900 $4,000

to Type of IRA Indicated

1Survey includes households that own traditional IRAs and/or Roth IRAs. Households whose only IRAs are employer-sponsored IRAs are not included.

2Households 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.

source: Investment Company Institute
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contribution to traditional IRAs is $2,900 per
household (Figure 7). In 2006, the traditional and Roth
IRA contribution limit is $4,000 for individuals under

the age of 5o (Figure 8).12

Since tax-year 2002, individuals age 50 or older
are eligible to make “catch-up” contributions to their

IRAs (Figure 8). But catch-up contributions are not

prevalent.’3 Only 5 percent of all U.S. households

with individuals age 50 or older report catch-up
contributions in tax-year 2006 (Figure 9). Even

among households age 50 or older and owning
traditional or Roth IRAs, only 11 percent made catch-up

contributions.™4

INTERNAL REVENUE CODE TRADITIONAL AND ROTH IRA CONTRIBUTION LimITS, 2001-2008

M Traditional and Roth IRA Contributions $5,000
B 1RA Catch-Up Contribution
$4,000 $4,000 $4,000
$3,000 $3,000 $3,000
$2,000
$1,000 $1,000 $1,000
$500 $500 $500 $500
$o
2001 2002 2003 2004 2005 2006 2007 2008

1After 2008, traditional IRA contributions are indexed for inflation in $500 increments. IRA catch-up contributions are not indexed for inflation.

sources: ICl Summary of U.S. Internal Revenue Code

TRADITIONAL AND ROTH IRA CATCH-UP CONTRIBUTIONS ARE INFREQUENT
Percent of U.S. households with individuals age 50 or older, by contribution status in tax-year 2006

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 2006.
source: Investment Company Institute (2007 Mutual Fund Shareholder Tracking Survey and 2007 IRA Owners Survey)
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IRA WITHDRAWALS INFREQUENT, MOSTLY
RETIREMENT RELATED

Very few households withdraw money from their IRAs
in any given year, and most withdrawals are retirement
related. Less than one-fifth of households still owning
traditional IRAs made withdrawals from these accounts
in tax-year 2006 (Figure 10),s and those who did make
withdrawals took modest-sized amounts. One-fifth of
traditional IRA-owning households making withdrawals
in tax-year 2006 took less than $2,500 from their IRAs.
Although some withdrawals in dollar amounts appear
large, a median of 6 percent of the account balance is

typically withdrawn.

A traditional IRA withdrawal, if taken by an
individual prior to age 5974, is generally subject to
a 10 percent penalty on the taxable portion of the
withdrawal (in addition to the federal, state, and local
income tax that may be due).’® Taxpayers older than
59/2 but younger than 70}4 may take withdrawals
without penalty, but are generally not required to

do so. Traditional IRA owners age 70 or older are

required to withdraw an annual amount based on life
expectancy or pay a penalty for failing to do so: These
withdrawals are called required minimum distributions
(RMDs). In line with these incentives and disincentives,
younger households are much less likely to make
withdrawals than older households. Looking at a longer
time horizon (1999 through 2006), only 7 percent

of traditional IRA-owning households headed by an
individual younger than 59 took a complete or partial
withdrawal, while 19 percent of households age 59 to 69
took withdrawals. Withdrawal activity is highest among

households headed by individuals age 70 or older.

Typically, withdrawals from traditional IRAs are
taken to fulfill RMDs. Six out of 10 households owning
traditional IRAs making withdrawals in tax-year 2006
did so to satisfy this requirement.’” Between 1999
and 2006, about half of households taking complete
or partial withdrawals cite RMDs as a reason for
withdrawing (Figure 11). As would be expected,
households headed by an individual age 70 or older are

more likely to cite RMDs as a reason for withdrawal.

WITHDRAWALS FROM TRADITIONAL IRASs ARE INFREQUENT

U.S. HouseHoLDs WITH TRADITIONAL IRAs IN 2007
(percent)

AMOUNT WITHDRAWN IN TAX-YEAR 2006
(percent of traditional IRA-owning households that
made withdrawals)

Made a Withdrawal in
Tax-Year 2006’

e, $15,000 to $19,999

Did Not Make a Withdrawal
in Tax-Year 2006

$20,000 or More

$10,000 to-?$:>1'4,999__

Less Than $2,500

$2,500 to $4,999

$5,000 to $9,999

Mean = $12,400
Median = $7,500

THouseholds that made a withdrawal exclude those which closed and no longer own traditional IRAs.

note: Number of respondents varies.
source: Investment Company Institute
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TRADITIONAL IRA WITHDRAWAL AcCTIVITY BY AGE OF HEAD oF HouseEHOLD, 1999-2006
Percent of traditional IRA-owning households taking withdrawals

Households with Age of Head of Household (Years)
Traditional IRA
Withdrawals Younger Than 59 59 to 69 70 or Older
Reason for Withdrawal?
To Take a Required Minimum Distribution 47 10 13 75
To Pay Living Expenses 20 29 35 11
To Pay for Health Care 9 12 10 7
To Reinvest the Money3 7 8 11 6
To Buy a Home 3 4 1
To Make a Large Purchase 8 10 15 4
To Pay for Education 3 3 1
Other Reason 16 23 23 10
Age of Head of Household
Younger Than 59 24 100 0 0
59 to 69 22 0 100 0
70 or Older 54 0 0 100
Amount Withdrawn#
Less Than $2,500 29 27 16 35
$2,500 to $4,999 16 17 12 18
$5,000 to $9,999 18 22 17 17
$10,000 to $24,999 22 19 31 18
$25,000 to $49,999 8 7 13 7
$50,000 or More 7 38 1 5
Mean $14,900 $15,800 $19,900 $12,200
Median $5,000 $5,000 $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

TEighteen percent of households either still holding traditional IRAs in the year of the survey and having withdrawn some of the

assets (15 percent) or having liquidated (3 percent) their traditional IRA during the year prior to the survey are counted as having withdrawals.
The 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 2007 survey years covering withdrawal activity in 1999 to 2006.

2Multiple responses included.

3Households indicating they were buying investments outside IRAs and/or buying another type of IRA.

4Components may not add to 100 percent because of rounding.

note: Number of respondents varies.

source: Investment Company Institute (Annual Mutual Fund Shareholder Tracking Surveys, 2000 to 2007)
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Younger households are much more likely to take a

withdrawal to pay for living expenses.

Because today’s withdrawal activity may not

be a good indicator of future withdrawal activity, a

new survey question asks traditional IRA owners not
taking IRA withdrawals about their future withdrawal
intentions. In 2007, seven out of 10 of these owners say
it is unlikely they will take withdrawals prior to age 70%%.
Among traditional IRA-owning households in 2007 that
did not take withdrawals in tax-year 2006, 46 percent

indicate it is “not likely at all” that they would start IRA

withdrawals before required (Figure 12). Another
24 percent report it is “not very likely” that they would

take withdrawals prior to age 705.

WITHDRAWALS CALCULATED IN A VARIETY OF
WAYs

Another new survey question asks traditional IRA
owners who took withdrawals in tax-year 2006 how
they determined the amount to withdraw. About six out
of 10 traditional IRA withdrawers indicate they have a
systematic withdrawal plan. Fourteen percent report

their withdrawals are calculated to meet RMDs, while

LIKELIHOOD OF WITHDRAWING FROM TRADITIONAL IRA BEFORE AGE 70)2

Percent of traditional IRA households that did not take a withdrawal in tax-year 2006

Very Likely

Somewhat Likely

Not Very Likely

Not at All Likely

source: Investment Company Institute
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another 24 percent cite a life expectancy calculation
(Figure 13)."® Seventeen percent withdraw a fixed
percentage of the account each year and 6 percent

withdraw an annual fixed dollar amount.

Nearly four out of 10 traditional IRA withdrawers
did not indicate a systematic withdrawal plan. Indeed,
35 percent of traditional IRA withdrawers in tax-year

2006 indicate they took a lump sum based on needs

(Figure 13).

MosT TRADITIONAL IRA OWNERS HAVE
PLANNED RETIREMENT STRATEGY

Eighty percent of households with traditional IRA
assets say they have a strategy for managing income
and assets in retirement (Figure 14). With respect

to the planned role for their traditional IRA assets in
retirement, seven out of 10 traditional IRA owners with
a strategy plan to preserve their IRA assets as long as

possible.

How TRADITIONAL IRA WITHDRAWALS ARE DETERMINED

Percent of traditional IRA-owning households with withdrawals in tax-year 2006

Some Other Way ~ Withdraw a Fixed Dollar

Withdraw a Lump Sum
Based on Needs

Withdraw an Amount Based on
Required Minimum Distribution (RMD)

Amount Each Year

Withdraw a Fixed Percentage of the
Account Balance Each Year

Withdraw an Amount Based on
Life Expectancy

source: Investment Company Institute

PRESERVING TRADITIONAL IRA AsSETS IS MAIN RETIREMENT STRATEGY FOR OWNERS

U.S. HouseHoLDs wWiITH TRADITIONAL IRAs IN 2007
(percent)

STRATEGY FOR TRADITIONAL IRA ASSETS
(percent of households that indicated they have a strategy
for managing income and assets in retirement)

Do Not Have a Strategy for
Traditional IRA Assets

Have a Strategy for Managing
Income and Assets 8o
in Retirement

Some Other Strategy

Spending Traditional IRA &
Assets Right Away

Preserving Traditional
IRA Assets as Long
as Possible

Do Not Have a Strategy [l

source: Investment Company Institute
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Traditional IRA owners typically seek advice when with a strategy consulted written materials (e.g., book,
building their retirement income strategy. About two- article, newsletter) and 30 percent consulted with
thirds of traditional IRA households with a strategy friends or family. Seventeen percent used an Internet
consulted a professional financial adviser when creating ~ website to help create their retirement income and
the strategy (Figure 15). About one-third of households asset management strategy. Only 7 percent create their

investment strategy on their own.

MosT IRA OwWNERS CONSULT PROFESSIONAL FINANCIAL ADVISER WHEN CREATING STRATEGY
Percent of traditional IRA-owning households that indicated they have a strategy for managing income and assets in retirement, 2007

Professional Financial Adviser
Book or Article in a Magazine, Newspaper, or Newsletter
Friends or Family Members

Internet Website

Some Other Source - 10
Financial Software Program - 7
Il

2

Employer

TV/Radio Show 2

note: Multiple responses are included.
source: Investment Company Institute
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NOTES

! See Investment Company Institute (December 2007).

2 Data in this issue of Fundamentals on the number and
percentage of households owning IRAs are based on ICI's
Mutual Fund Shareholder Tracking Survey conducted in
May 2007 of 3,977 randomly selected, representative U.S.
households (the standard error for the total sample is + 1.6
percentage points at the g5 percent confidence level). The
incidence estimates presented here for 2007 are calculated
using a revised estimation procedure. As is usual in the
course of household survey work, researchers periodically re-
examine the estimation procedures used to ensure that results
published are representative of the millions of households
in the United States. ICl engaged in such a process this
year and the IRA incidence figures here reflect a new
weighting procedure. For a discussion of the new weighting
methodology, see Holden and Bogdan (November 2007). The
new weights, which match the census region, age distribution,
income distribution, and educational attainment of the U.S.
population, slightly reduced the incidence of ownership of
IRAs and therefore the number of households owning IRAs
(see Figure A2 in the Appendix, which contains additional data
on household ownership of IRAs and is available at www.ici.
org/pdf/fm-vi7n1_appendix.pdf).

The demographic and financial characteristics of IRA owners
are derived from a separate May 2007 IRA Owners Survey

of 599 randomly selected, representative U.S. households
owning traditional or Roth IRAs (the standard error for the
total sample is + 4.0 percentage points at the 95 percent
confidence level). IRA ownership does not include ownership
of Coverdell Education Savings Accounts (formerly called
Education IRAs) or households whose only IRAs are employer-
sponsored IRAs (SIMPLE IRAs, SEP IRAs, and SAR-SEP IRAs).

Key terms related to IRAs and retirement saving are presented
on page 2 of this report. For additional information and the
rules governing IRAs, see Internal Revenue Service (IRS)
Publication 59o0.

3 See Figures A1o and A1 in the Appendix for additional
information on traditional IRA owners with rollovers.

4 See Holden, Ireland, Leonard-Chambers, and Bogdan
(February 2005) for a discussion of the relationship between
demographic characteristics and the propensity to save.

> See Holden, VanDerhei, Alonso, and Copeland (August 2007).

For a brief history of IRAs and a discussion of the various
features of different IRA types, see Holden, Ireland, Leonard-
Chambers, and Bogdan (February 2005).

7 See Brady and Holden (July 2007).
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Prior to 2008, Roth IRAs generally were not eligible for direct
rollovers from employer-sponsored retirement plan accounts.
The Pension Protection Act of 2006 allows direct rollovers
from employer-sponsored plans to Roth IRAs starting in
2008. For a complete discussion of the specific rules and the
change, see IRS Publication 590.

The percentage of households reporting rollover IRA assets
shows a sharp increase in this year’s survey. In 2005,

43 percent of traditional IRA-owning households reported
having rollover assets in their IRAs (see West and Leonard-
Chambers (January 2006)); in 2004, 46 percent of households
said they had rollovers in their IRAs (see Investment Company
Institute (February 2005)). Tabulations of the Federal Reserve
Board’s 2004 Survey of Consumer Finances data find that

37 percent of traditional IRA-owning households had rollovers
in their IRAs in 2004. For a description of the Survey of
Consumer Finances, see Bucks, Kennickell, and Moore (March
2006).

See Figures A1o and A11 in the Appendix for additional
information on traditional IRA owners with rollovers.

The 2005 IRA Owners Survey asked employer-sponsored IRA
owners about their contribution activity in their employer-
sponsored IRAs. About half of employer-sponsored IRA
owners in 2005 made contributions to their employer-
sponsored IRAs in tax-year 2004 (see West and Leonard-
Chambers (January 2006)).

See IRS Publication 590 for details on income restrictions and
other qualifications for contribution eligibility.

13 The Economic Growth and Tax Relief Reconciliation Act of
2001 (EGTRRA) created catch-up contributions, which permit
individuals age 50 or older to make additional contributions to
qualified retirement plans and IRAs above the annual deferral
limits. Households 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 age 50 or older. Households that may make catch-up
contributions to traditional IRAs are those in which a
household member is at least age 50 years old but less than
702 years old.

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

5> Data exclude households that closed and no longer own
traditional IRAs.

16 Over the years, Congress has created exceptions to the early
withdrawal penalty, including first-time home purchase,
certain medical expenses, certain educational expenses, and
if the withdrawals are made as substantially equal periodic
payments (SEPPs) based on a life expectancy calculation. For
additional discussion of IRA withdrawal rules and activity see
Holden and Reid (January 2008).

7 See Figure A17, which reports 2007 IRA Owners Survey data,
in the Appendix.

18 Virtually all of those taking withdrawals saying they were
based on life expectancy had an individual age 70 or older
heading (or in) the household. It is likely that they are
withdrawing the RMD, but simply did not recognize the term.

The ICI Research Department maintains a comprehensive program of research and statistical data collections on investment companies and their shareholders. The
Research staff collects and disseminates industry statistics, and conducts research studies relating to issues of public policy, economic and market developments, and
shareholder demographics.

For a current list of ICI research and statistics, visit the Institute’s public website at www.ici.org/stats/index.html. For more information on this issue of Fundamentals,
contact ICl’s Research Department at 202/326-5913.

Copyright © 2008 by the Investment Company Institute

The Investment Company Institute is the national association of U.S. investment companies, including mutual funds, closed-end funds, exchange-traded funds (ETFs), and
unit investment trusts (UITs). ICl seeks to encourage adherence to high ethical standards, promote public understanding, and otherwise advance the interests of funds, their
shareholders, directors, and advisers. Members of ICl manage total assets of $13.0 trillion and serve almost 9o million shareholders.
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