
Understanding Individual 
Retirement Accounts (IRA)

64094 MK3305(0411) TC61707(0411)30
%



2

Since no one can predict the future, the only thing you can do is plan for it. You work hard 
your entire life so that at some point you can have the choice to do what you want. That could 
mean kicking back and relaxing, sailing around the world, devoting yourself to your children, 
grandchildren or a worthy cause or even starting a whole new career. Retirement these days is 
diff erent than in past generations, and National Life Group can help you make sure you’re 
ready to live it to the fullest.
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People who retire today can expect to live longer than their parents and 
grandparents, so here’s a good rule of thumb: to live comfortably, plan 
accordingly. Many people have big plans for retirement, from travel to 
building a vacation getaway to helping children and grandchildren go to 
school, get married and purchase their fi rst home. Others simply want 
to relax and live comfortably. No matter what path you choose to take, 
you will need to decide how much will you need to retire, and what 
should you be doing now to get there. One option that can help you 
meet your retirement goals is an Individual Retirement Account (IRA).
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What is an Individual Retirement Account (IRA)?

An IRA is a stand alone tax deferred account that enables you to 
save money for retirement. It can also act as an investment account 
that gives you a place in which to roll over any employer-sponsored 
retirement plan assets like from a (401(k)) when changing jobs or 
retiring. As the probability of Social Security decreases, many people 
open IRAs in addition to any employer-sponsored retirement plans 
they might have to save for their futures.
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How does an IRA work?

You establish an IRA by opening an account through an insurance company, 
employer, a bank or fi nancial services fi rm. Your contributions to the account 
can be made by depositing money from your savings periodically, through 
payroll deductions or by making a lump sum deposit. Most plans off er you 
a choice of various funding options including annuities, stocks, bonds and 
mutual funds tailored to diff erent styles of investors.

At age 59½   you become eligible to begin distributions from the account which,
depending on account type, may be taxed at that time. Generally there is a 
10% penalty for withdrawing funds before you turn 59½  .
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What are the benefits of an IRA?

While each type of IRA has unique benefi ts, the overwhelming 
advantage of all IRAs is their tax-deferred growth potential.

IRA Growth Chart
After 10 Years After 20 Years After 30 Years

Your contribution
$48,000

Your contribution
$98,000

Your contribution
$148,000

Taxable Account:
$66,378

Taxable Account :
$188,731

Taxable Account :
$407,847

Traditional IRA:
$67,552

Traditional IRA:
$203,103

Traditional IRA:
$481,262

Roth IRA:
$74,070

Roth IRA:
$238,138

Roth IRA:
$592,349

The 8% rate of return is for illustrative purposes only and is not 
representative of any particular investment; actual results can 
vary signifi cantly. This illustration does not take into account the 
eff ects of infl ation, which will erode the purchasing power of the 
investment. The illustration assumes that tax laws and IRS rules 
will remain stable.

Remember, for the Traditional IRA taxes will have to be paid on 
the distributions.

This chart assumes you make the maximum IRA contribution 
each year without the over 50 catch-up provision starting in 2011, 
you’re in a 25% tax bracket, do not take advantage of a catch-up 
provision and the investments return 8% each year.
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What kind of IRA 
should I purchase?

There are a number of diff erent 
IRAs available, but for most 
people it comes down to a 
choice of two: the Traditional 
IRA and the Roth IRA.
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Traditional IRA
With contribution limits increased for people 50 and over, availability 
to non-working spouses and the possibility of penalty-free withdrawals 
for certain non-retirement purposes, Traditional IRAs have been an 
overwhelmingly popular vehicle to help achieve retirement goals 
for nearly 30 years. Contributions made to this account may be 
tax-deductible, and any individual who has earned income or whose 
spouse has earned income may contribute as long as the IRA account 
holder has not reached age 70½   by the end of the contribution year.

Advantages to a Traditional IRA include:

 ▪  Contributions may be tax deductible at the time they’re 
made depending on income.

 ▪  Liberal income limits for contribution deductibility if you 
or your spouse is not a participant in a qualifi ed plan.

 ▪  Availability to non-working spouses of wage earners.

The primary disadvantage to a Traditional IRA is if you are under age 
59½   and decide you want to take distribution, you will have to pay an 
additional 10% tax along with regular income taxes.
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Roth IRA
The Roth IRA was introduced in 1997 in the Taxpayer Relief Act (it’s named 
for the late Senator William V. Roth, Jr. who advocated it). While a Roth IRA 
is similar to a traditional IRA in many ways, there are also some signifi cant 
diff erences. Contributions to Roth IRAs are not deductible from current 
income, but earnings may generally be withdrawn tax free as long as the 
account has been in place for at least 5 years and the distribution takes 
place after 59½  . Depending upon state law, Roth IRA distributions may be 
subject to state taxes. There is no minimum distribution requirement and 
contributions are still allowed after you reach age 70½  .

Under certain circumstances you can convert some or all of Under certain circumstances you can convert some or all of 
your holdings in other IRAs to a Roth IRA, but bear in mind your holdings in other IRAs to a Roth IRA, but bear in mind 
the converted amounts may be taxable as current income.

Advantages to a Roth IRA include:

 ▪  There is no age limit to how long you can contribute.

 ▪  There are no required minimum distributions.
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Which IRA do you choose? It all depends upon your preferences.

Traditional IRA Roth IRA

Who May Contribute? An individual who has earned income 
or whose spouse has earned income

An individual who has earned income 
or whose spouse has earned income

Age Limit Must be under age 70½  No age limit

Required Minimum
Distributions

Begin the year in which individual 
turns age 70½  . (The fi rst distribution 
may be postponed to April 1 of the 
following year.)

None

Annual Contribution
Limits (for both)

Year General Catch-up (50+) Total

2008 and beyond $5,000 $1,000 $6,000



11

If you’re like most people, one of your most valuable assets you have is your earning 
power. An IRA can let you put that asset to work effi  ciently and eff ectively to give you 
added peace of mind during your retirement years.

Even if you have other retirement plans in place, an IRA may still be a great benefi t 
because of the added tax advantages it off ers. The most important thing is to start 
now to make the most of the life you want later.
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National Life Group is a diversifi ed family of fi nancial service companies that has 
successfully forged a strong identity as a product innovator off ering personalized 
service. Companies in the group off er a comprehensive portfolio of life insurance, 
annuity and investment products to help individuals, families and businesses 
pursue their fi nancial goals.

National Life Group, a Fortune 1000 company, serves more than 870,000 customers. 
With a combined 2010 revenue of $1.7 billion and net income of $122 million, 
National Life Group employs roughly 900 employees, with most located at its 
home offi  ce in Montpelier, Vermont. Group companies also maintain offi  ces in 
Dallas, New York, San Francisco and Philadelphia.

The Group is made up of its fl agship company, National Life Insurance Company, 
founded in Montpelier, Vermont in 1848; Life Insurance Company of the Southwest, 
Addison, Texas, and Sentinel Investments, Equity Services, Inc. and National 
Retirement Plan Advisors, all based in Montpelier.


