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This Issue Brief analyzes data provided by Hewitt Associates regarding
lump-sum distributions and benefit preservation, with a particular focus
on trend analysis and data breaks by distribution size and recipient age.

Forty percent of distributions to job changers were rolled over into other
qualified retirement plans in 1996, up from 35 percent in 1993. Rollover
percentages are higher when examined by the dollars distributed, reflect-
ing the fact that larger distributions are more likely to be preserved.
Seventy-nine percent of all dollars distributed in 1996 were rolled over,
compared with 73 percent in 1993.

In 1996, 20 percent of distributions of less than $3,500 were rolled over,
compared with 95 percent of distributions over $100,000. The findings for
dollars distributed are analogous: among distributions ofless than $3,500,
27 percent of the dollars were rolled over, while among distributions over
$100,000, 96 percent of the dollars were rolled over. The likelihood of
rollover is also positively correlated with recipient age.

From aretirement income security perspective, there is good news in these
data. The propensity to roll over lump-sum distributions has been increas-
ing, and over three-quarters of the dollars distributed are preserved via
rollover.

At the same time, the data indicate areas of shortfall. Most distributions
are not rolled over: among job changers, 60 percent of distributions were
cashed out in 1996. It can be argued from a financial planning perspective
that even relatively small sums can compound into nontrivial contribu-
tions to a retirement nest egg over a period of decades. Furthermore, the
importance of preservation of seemingly small balancesis enhanced by the
fact that individuals may receive a number of these “small” distributions
over the course of a career.

The Hewitt data also allow analysis of distributions to those who retired
or became disabled. In 1996, 52 percent of distributions to retired or
disabled individuals resulted in a rollover, and 87 percent of the dollars
distributed were rolled over. Unfortunately, the data allow no further
analysis concerning the ultimate uses of these funds, especially with
regard to annuitization.
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With the contin-
ued growth in the
number of 401(k)
plans and other
defined contribu-
tion plans, the
emergence of cash balance arrangements and other
hybrid retirement plans, and the growing availability of
lump-sum options in traditional defined benefit pensions,
issues of retirement benefit portability and preservation
continue to interest retirement plan sponsors, plan
service providers, and policymakers.

On leaving a job, workers who have participated
in an employer’s retirement plan may have the option of
receiving the value of their vested! benefit accumulation
in the form of a lump-sum distribution.2 With lump-sum
distributions, the cash value of vested benefits is por-
table on job termination, offering the participant the
opportunity to preserve these funds for retirement. The
funds can be preserved by “rolling over” the distribution
into a tax-qualified saving vehicle, such as an individual
retirement account (IRA) or a new employer’s plan, or by
opting not to receive a distribution and leaving the
money behind in a former employer’s plan. This decision
is completely up to the individual, who may decide not to
preserve all or part of the distribution and instead use it
for consumption and/or non tax-qualified saving.

Public policy has sought to encourage the
preservation of retirement money accumulated on a tax-
deferred basis in employment-based plans. A participant
who receives a distribution prior to age 591/2 must pay
regular income tax plus a 10 percent penalty tax on any
taxable portion of the distribution that is not preserved
in a tax-qualified vehicle. The 10 percent penalty tax is

Introduction

not imposed if the worker has died, become disabled,
reached age 591/2, or reached age 55 in the year employ-
ment terminated. The Unemployment Compensation
Amendments of 1992 required that, beginning in Janu-
ary 1993, employers provide departing workers the
option of having their distribution directly transferred to
an IRA or to a new employer’s plan. Also, since that date,
if a worker does not use this option and does not leave
the money in the former employer’s plan, but instead
receives a cash distribution, the distribution is subject to
a 20 percent withholding requirement.? In this case, the
individual has 60 days to roll over the distribution and
avoid income and penalty taxes. If he or she does not roll
over the funds, the 20 percent withheld is applied toward
the taxes owed. If rollover does occur, the individual is
credited for the 20 percent when filing income taxes for
that year.*

After summarizing previous research regarding
lump-sum distributions and benefit rollover/preserva-
tion, this Issue Brief presents a new analysis based on
data provided by Hewitt Associates regarding distribu-
tions from plans in one of the databases of plans for
which Hewitt is a service provider. This database is a
subset of plans for which Hewitt provides defined
contribution recordkeeping services, as distinct from the
large and growing number of plans of very large employ-
ers for which Hewitt provides total benefits
administration. This particular subset of plans was
selected because the database readily permitted a
thorough analysis of the kinds of benefit distribution and
preservation issues that are of current policy interest,
and in particular because it allowed trend analysis and
data breaks by the distribution’s size and the recipient’s
age.

1 Vesting is the process in a qualified retirement plan that allows participants
to earn a nonforfeitable right to accrued benefits (under a defined benefit plan)
or account balances (under a defined contribution plan) by completing years of
service as specified under the plan’s provisions. Participants on separation
from service forfeit nonvested benefits. Employee contributions are immedi-
ately vested.

2 For sufficiently small benefit accruals, i.e., $3,500 or less, the law permits
the plan to cash out such amounts rather than incur the additional adminis-
trative expense of retaining small account balances of former participants.

3 For example, if the individual’s vested account balance is $1,000, he or she
would receive a check for $800.

4 Note that an individual will owe income and penalty taxes on the 20 percent
withheld unless this amount is rolled over. This means that to completely
avoid taxation on the distribution, the individual must come up with the
equivalent of the 20 percent withheld and roll that amount over in addition to
the 80 percent received.
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An earlier EBRI
Issue Brief®
presented data on
the number and
amounts of lump-
sum total
distributions made
from retirement programs and also on the number and
amounts of rollover contributions made to IRAs for
1987-1990. These data were based on Internal Revenue
Service (IRS) tabulations of filings of Form 1099-R,
Statement for Recipients of Total Distributions From
Profit-Sharing, Retirement Plans, Individual Retirement
Arrangements, Insurance Contracts, Etc.,6 and Form
5498, Individual Retirement Arrangement Information.”
Employee Benefit Research Institute (EBRI)
analysis of the IRS tabulations showed that the number
of lump-sum total distributions rose from 11.4 million in
1987 to 12.2 million in 1988 and then declined to
10.8 million in 1990. While the number of distributions
declined over this period, the amount distributed in-

Previous
Research

creased steadily from $80.3 billion in 1987 to
$125.8 billion in 1990. Twenty-nine out of every
100 lump-sum total distributions in 1990 resulted in an
IRA rollover contribution, indicating that more than
70 percent of all distributions were not even partially
rolled over into an IRA in that year. Focusing on the
funds involved, 57 percent of all money distributed in a
lump-sum total distribution was rolled over into an IRA.
In a thorough analysis of income generated by
employment-based pension plans, Woods (1996) critically
analyzed the IRS Form 1099-R data. He correctly
pointed out that $107.2 billion in non-IRA/SEP total
distributions was often referred to as lump-sum distribu-
tions from pension plans or from defined benefit and
defined contribution plans in the EBRI Issue Brief. As
Woods explained, this is incorrect because the non-IRA/
SEP total includes five types of distributions that cannot
be classified as lump-sum payments from employment-
based plans. Adjusting for these factors, EBRI estimates
lump-sum distributions from defined benefit and defined
contribution plans in 1990 amounted to $81.6 billion.8

5 Paul Yakoboski, “Retirement Program Lump-Sum Distributions: Hundreds
of Billions in Hidden Pension Income,” EBRI Issue Brief no. 146 (Employee
Benefit Research Institute, February 1994).

6 This form is filed by plan trustees for each person to whom any designated
distribution that is a total distribution has been made from profit-sharing or
retirement plans, IRAs, annuities, etc. A total distribution is one or more
distributions within one tax year in which the entire balance of the account is
distributed. Lump-sum distributions are a subset of total distributions,
accounting for 90 percent of total distributions and 79 percent of the funds
distributed. (See footnote 15 in EBRI Issue Brief no. 146.)

7 This form is filed by plan trustees for each person for whom an IRA or
simplified employee pension (SEP) is maintained. Information reported
includes regular contributions, rollover contributions, and fair market value
of the account.

8 Woods correctly maintains that the $107.2 billion figure is not the true
amount of lump-sum distributions from pension plans or from defined benefit
and defined contribution plans because the non-IRA /SEP total includes five
types of distributions that cannot be classified as lump-sum payments from
employment-based plans: IRC sec. 1035 exchanges (a tax-free exchange of one
annuity contract for another), excess contributions to tax-qualified plans
(amounts that exceed the limits established in pension law), total distributions
from privately purchased individual annuity contracts, the value of loans in
excess of $50,000 from qualified employment-based plans or tax-sheltered
annuities, and the cash surrender value of life insurance policies when they
include any portion that is taxable.

Using the EBRI Issue Brief, Woods placed the value of IRC sec. 1035
exchanges at $8.6 billion. Reference by EBRI to the original IRS tabulations
reveals an actual figure of $8.0 billion. Using the EBRI Issue Brief, Woods
placed the value of excess contributions at $17.2 billion. However, reference to
the original IRS tabulations reveals an actual figure of $0.2 billion.
Apparently, Woods assumed that distributions reported as “without coding”
were excess contributions; however, as noted in footnote 17 of the EBRI Issue
Brief, excess contributions were part of the “other” category in the EBRI Issue
Brief and the “other” category accounted for only 1 percent of distributions.
Using other sources, Woods estimated a figure of $16.5 billion for the final
three types of distributions that are not lump-sums from employment-based
plans. He correctly noted that these categories were not separately identified
on the 1099-R form in 1990. Given how close Woods’ estimate of $16.5 billion
was to the $17.4 billion reported as “without coding” in the IRS tabulations, it
is this author’s conclusion that the distributions reported in the EBRI Issue
Brief as “without numeric code” are the final three types of distributions
identified by Woods.

Therefore, using the IRS tabulations to make the correction suggested by
Woods to derive an estimate of lump-sum distributions from defined benefit
and defined contribution plans in 1990 results in a figure of $81.6 billion (in
addition to the five distribution types cited in the text, this figure controls for
distributions as a result of PS 58 costs ($0.02 billion) and prohibited
transactions ($0.07 billion)), compared with Woods’ estimate of $64.9 billion
and the $107.2 billion figure originally presented in the EBRI Issue Brief.
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12.4 million persons

reported ever having

received a lump-sum
distribution from a
retivement plan on a
previously held job. The
mean amount of the

The Current Population
Survey (CPS) employee benefit supple-
ment asks a series of questions
regarding the receipt and disposition of
lump-sum distributions among current
workers. The last supplement was
conducted in 1993.9 According to EBRI
tabulations!0 of these data, in 1993,
12.4 million persons reported ever having received a
lump-sum distribution from a retirement plan on a
previously held job. The mean amount of the most recent
distribution received was $10,795 (1993 dollars), with a
median of $3,507.

Among distribution recipients, 41.5 percent
reported using at least some of their most recent distri-
bution for tax-qualified financial saving (i.e., rollover),
and 17.0 percent reported using a portion of the distribu-
tion for non tax-qualified saving. The larger the
distribution, the older the recipient, and the more recent
the year of receipt, the more likely it was to have been
used at least partially for tax-qualified saving. Over
30 percent of recipients reported using at least some of
their distribution to pay off debt, purchase a home, or
start/purchase a business. Three percent used some of
their distribution for educational expenses. Thirty-eight
percent of recipients used at least some of their distribu-
tion for consumption.1! Nineteen percent of lump-sum
distribution recipients reported using the entire distribu-
tion for tax-qualified saving, 8 percent reported using it
entirely for non tax-qualified saving, and 5 percent used
it all for both types of saving.

most recent distribution
received was $10,795
(1993 dollars), with a
median of $3,507.

Scott and Shoven (1996) used
the CPS data from 1993, 1988, and
1983 to analyze lump-sum distribu-
tion trends over time. They conclude
that, while lump-sum availability has
increased over time, the propensity
for plan participants to cash out their
distributions instead of rolling them
over on job change has actually fallen slightly over the
period 1983-1993. This decrease in cashout propensity
was more pronounced for women than for men but was
pervasive at all preretirement age levels. Furthermore,
the size of the typical cashout, when it occurs, has
actually fallen slightly over time. From a retirement
income security perspective, such findings are encourag-
ing. However, it could still be argued that, while the
trends are encouraging, the levels may not be satisfac-
tory.

The 1996 Retirement Confidence Survey12 (RCS)
addressed for the first time the issue of benefit preserva-
tion among workers receiving a lump-sum distribution.13
This survey asked current workers whether, within the
past three years (changes in the law regarding lump-sum
distributions became effective in 1993), they had re-
ceived a lump-sum distribution from a retirement plan
on leaving a job before retirement. Ten percent of
workers responded that they had received a distribution
within the past three years.1* Among those receiving a
distribution, 50 percent reported spending some or all of
the money distributed. Therefore, at least 5 percent of all
current workers have experienced some degree of benefit

9 The employee benefit supplement will no longer be fielded as part of the
Current Population Survey. Instead, it is being merged with an analogous
topical module in the Survey of Income and Program Participation (SIPP).
This topical module will next be fielded in 1998.

10 paul Yakoboski, et al., “Employment-Based Retirement Income Benefits:
Analysis of the April 1993 Current Population Survey,” EBRI Special Report
SR-25/Issue Brief no. 153 (Employee Benefit Research Institute, September
1994).

11" Consumption uses include purchase of a car, medical or dental expenses,
general everyday expenses, and other uses.

12 The Retirement Confidence Survey is conducted annually by the Employee
Benefit Research Institute, Mathew Greenwald and Associates, and the
American Savings Education Council. One-thousand Americans (75 percent
workers; 25 percent retirees) are surveyed regarding their savings, prepara-
tions, and attitudes with regard to retirement.

13 Paul Yakoboski, and Allen Schiffenbauer, “The Reality of Retirement
Today: Lessons in Planning for Tomorrow,” EBRI Issue Brief no. 181
(Employee Benefit Research Institute, January 1987).

14 Workers who were eligible to receive a distribution but chose instead to
leave their funds behind in their former employers’ plan would not report
having received a lump-sum distribution.
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Chart 1
BENEFIT PRESERVATION AMONG JOB CHANGERS, BY
PERCENTAGE OF DISTRIBUTIONS, 1993 VERSUS 1996
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Source: Employee Benefit Research Institute and Hewitt Associates
tabulations of Hewitt Associates data.

Chart 2
BENEFIT PRESERVATION AMONG JOB CHANGERS,
BY PERCENTAGE OF DOLLARS DISTRIBUTED,
1993 vERSUS 1996

Percentage of Dollars Distributed

1993 1996

W Rolled Over to Individual
Retirement Account

[ Rolled Over to  [] Took as Cash
Qualified Plan Payment

Source: Employee Benefit Research Institute and Hewitt Associates
tabulations of Hewitt Associates data.

leakage from the employment-based retirement system
over the past three years because they chose to spend
some or all of a lump-sum distribution that they received.
In addition, 46 percent of those receiving a distribution
reported rolling over at least some of the money into an
IRA or a new employer’s plan, and 27 percent reported
putting at least some of the money into a saving vehicle
other than an IRA or a new employer’s plan. Lower-
income workers (with annual incomes less than $35,000)
and younger workers (under age 35) were notably less
likely to have rolled over their distribution.

The 1996 Hewitt
database used for
this particular
analysis consists of
87,318 distribu-
tions, totaling
$2.3 billion (for an
average distribution size of $26,181). Out of this total,
71,736 distributions went to workers on job termination
(i.e., to job changers), and these distributions totaled
$1.3 billion (for an average distribution of $18,313). Of
the remaining distributions, 13,868 distributions, totaling
$0.9 billion (for an average distribution of $65,067, were
made to retirees and disabled workers; and 1,714 distri-
butions, totaling $70 million (for an average distribution
of $40,825), were made to deceased plan participants’
beneficiaries. The average number of participants per
plan in this database was 5,635.

The 1993 Hewitt data consist of 138,088 distribu-
tions, totaling $2.4 billion (for an average distribution
size of $17,436). Out of this total, 117,781 distributions

Worker
Rollovers

were made to workers on job termination (i.e., to job
changers), totaling $1.6 billion (for an average distribu-
tion of $13,936). Of the remaining distributions,
17,965 distributions, totaling $0.7 billion (for an average
distribution of $39,291), were made to retirees and
disabled workers; and 2,342 distributions, totaling
$60 million (for an average distribution of $25,791), were
made to deceased plan participants’ beneficiaries. The
average number of participants per plan in this database
was 4,549.

In the Hewitt data, 40 percent of all distribu-
tions to job changers, i.e., on job termination, in 1996
were rolled over (chart 1). (Thirty-three percent were
rolled over to an IRA, and 7 percent were rolled into
another tax-qualified plan.) This rollover rate increased
from 1993, when 35 percent of all distributions resulted
in a rollover. Rollover percentages are much higher when
examined from the perspective of the dollars distributed,
because larger distributions are more likely to be pre-
served on a tax-deferred basis. In the Hewitt data,
79 percent of all dollars distributed to job changers in
1996 were rolled over (chart 2). (Sixty-nine percent of the
distributed dollars was rolled into IRAs, and 10 percent
was rolled into another tax-qualified plan). By compari-
son, in 1993, 73 percent of all dollars distributed were
preserved via rollover. Thus the data provided by Hewitt
for this particular subset of the plans they service
indicate that rollover percentages have improved during
the period 1993-1996. They also indicate that most of
the dollars distributed on job change are rolled over into
tax-qualified retirement saving vehicles. These findings
are consistent with the previous research discussed
above.
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Chart3
BENEFIT PRESERVATION AMONG JOB CHANGERS, BY PERCENTAGE OF DISTRIBUTIONS, 1996
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Source: Employee Benefit Research Institute and Hewitt Associates tabulations of Hewitt Associates data.

One should note that these rollover rates may
represent a lower bound, i.e., the minimum rates of
rollover. It is possible that individuals receiving a cash
payment of their distribution amount subsequently roll
their distribution over into an IRA or other tax-qualified
plan. This could happen in instances where an indi-
vidual, not appreciating the tax consequences, receives a
cash distribution only to find 20 percent of the vested
account balance withheld. He or she might then roll over
part or all of the distribution amount to avoid/minimize
taxation. Given the data available, we do not know about
subsequent rollover behavior and, specifically, what
fraction of amounts cashed out stay out of tax-qualified
retirement saving vehicles.

The Hewitt data confirm previous research
findings that rollover propensities increase with the size
of the distribution, i.e., the larger the distribution, the
more likely it will be preserved in a tax-qualified vehicle.
In the 1996 Hewitt data, 20 percent of distributions less
than $3,500 were rolled over, compared with 95 percent
of distributions over $100,000 (chart 3). Analogous
findings emerge when the analysis focuses on the dollars
distributed. Among distributions of less than $3,500,

27 percent of the dollars were rolled over, while among
distributions over $100,000, 96 percent of the dollars
were preserved via rollover (chart 4).

The likelihood of roll over is also positively
correlated with the recipient’s age. In the 1996 Hewitt
data, 26 percent of all distributions made to workers in
their 20s were rolled over into IRAs or other tax-quali-
fied saving vehicles (chart 5). This rollover rate increased

steadily to 52 percent for recipients in their 50s, and
then remained at 51 percent for those ages 60 and older.
Just over one-half (51 percent) of the dollars distributed
to recipients in their 20s were rolled over (chart 6). This
figure increased to 86 percent for workers in their 50s
and to 89 percent for those ages 60 and older.

In general, rollover rates (both in terms of the
number of distributions and the dollars distributed)
increased for all size distributions during the 1993-1996
period. Also, rollover rates increased (both in terms of
the number of distributions and the dollars distributed)
among all age groups during this period. (Charts A1-A4
in the appendix contain data for 1993.)

Implications

From a retirement income security perspective, these
data provide good news. First, the propensity to roll over
preretirement distributions has been increasing over
recent years. Second, over three-quarters of the dollars
distributed (79 percent) are preserved via roll over to
IRAs or other tax-qualified vehicles.

At the same time, the data point to shortfalls
from a retirement income security perspective. While
most dollars distributed are rolled over, and the likeli-
hood of rollover increases with the recipient’s age and
the size of the distribution, most distributions do not
result in a rollover. According to the 1996 Hewitt data,
only 40 percent of distributions resulted in a rollover,
while 60 percent resulted in a cashout. Again, the larger
the distribution, the more likely it is to be rolled over.
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BENEFIT PRESERVATION AMONG JOB CHANGERS, BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1996

Chart 4

Percentage of Dollars Distributed
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Source: Employee Benefit Research Institute and Hewitt Associates tabulations of Hewitt Associates data.
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Over 80 percent of distributions under $3,500 were
cashed out, while only 5 percent of distributions over
$100,000 were cashed out. However, it is interesting to
note that even among workers in their 50s—an age
group that should be focused on retirement and that is
most likely to roll over distributions—almost one-half
(48 percent) of the preretirement distributions were
cashed out.1® Among workers in their 20s, nearly three-

quarters of distributions were cashed out.
On one hand, it can be argued that, since most

15 The rollover versus cashout decision of older workers may well be
influenced by the other sources of retirement income that they have. For
example, nearly 8 out of 10 large employers in 1996 offered both a defined
benefit and a defined contribution plan. Thus, some participants with the
security of having a stream of income from a defined benefit plan may be more
willing to take a lump-sum distribution in cash.

Chart5
BENEFIT PRESERVATION AMONG JOB CHANGERS,
BY PERCENTAGE OF DISTRIBUTIONS, 1996
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Source: Employee Benefit Research Institute and Hewitt Associates tabulations
of Hewitt Associates data.

Chart 6
BENEFIT PRESERVATION AMONG JOB CHANGERS,
BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1996
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Source: Employee Benefit Research Institute and Hewitt Associates tabulations
of Hewitt Associates data.
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Chart 7
ROLLOVER ACCUMULATIONS FROM $3,500 DISTRIBUTIONS
AT AGES 25, 35, 45, AND 55
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great need for
concern from a
policy perspective. These individuals still have decades
until retirement during which to accumulate retirement
assets. On the other hand, it can be argued from a
financial planning perspective that even relatively small
sums of money can compound into nontrivial contribu-
tions to a retirement nest egg over a period of decades.
Furthermore, the importance of preserving such bal-
ances is enhanced by the fact that the typical work-force
entrant today will hold more than eight jobs on average
over the course of a working life.16 This suggests the
possibility of receiving a number of these “small” distri-
butions over the course of a career.

To help quantify the dollars involved, consider a
number of “small” distributions received over the course
of a working life. Assume that an individual receives a
$3,500 distribution at ages 25, 35, 45, and 55. Chart 7
demonstrates the potential of these “small” distributions.
Assuming an 8 percent annual nominal rate of return,
this individual would have $135,125 at age 65 if all four
distributions were rolled over and preserved. If the
distribution at age 25 was cashed out while the final
three were rolled over, the individual would have
$59,089 at age 65. Note that cash out of the “small
distribution” at age 25 sacrifices $76,035 at age 65 due to
the power of compounding interest over time. In real
terms (assuming an annual inflation rate of 4 percent),
preservation of all four distributions would result in
$41,005 at age 65.

To put these figures in perspective, assume a
single male, age 65, purchases a life annuity today.1”
With $41,005, he could purchase a nominal monthly
annuity for life of $363; $24,202 would produce a
monthly annuity of $214; $12,850 would produce a

monthly Old-Age
and Survivors
Insurance (OASI) Social Security benefit for a retired
male worker is $840.18

The Hewitt data
also allow analysis
of distributions to
retirees or dis-
abled individuals.
In 1996, 52 per-
cent of distri-
butions to retired or disabled individuals were rolled
over (chart 8), and 87 percent of the dollars distributed
to retirees and disabled workers were rolled over (chart
9). These rollover rates were higher than those for job
changers, where the corresponding figures were

40 percent and 79 percent, respectively. Those who
retired or became disabled at age 50 or older were more
likely to roll over the money than those who retired or
became disabled at earlier ages. In addition, the likeli-
hood of rollover among retired or disabled individuals
was positively correlated with the size of the distribu-
tion, both in terms of the number of distributions and the
dollars distributed (charts 10 and 11). (Data for distribu-
tions to retired or disabled individuals in 1993 are
presented in Appendix charts A5-AS8.)

Retirement
Lump-Sums

16 According to a 1993 U.S. Bureau of Labor Statistics report, between the
ages of 18 and 30, a typical individual has held 7.5 jobs and has 8.6 years of
work experience. Nineteen percent have held 3 or fewer jobs, 29 percent have
held 4-6 jobs, 26 percent have held 7-9 jobs, and 27 percent have held 10 or
more jobs. The average time spent at the longest job held between age 18 and
age 30 is 5 years.

17 Assume $9.41 buys annuity of $1/year payable monthly (McGill, 1996).

18 Note that Social Security benefits are indexed for inflation, while these
annuity calculations are for nominal annuities that are not indexed.
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Chart 8
BENEFIT PRESERVATION AMONG THE RETIRED/DISABLED,
BY PERCENTAGE OF DISTRIBUTIONS, 1996
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Source: Employee Benefit Research Institute and Hewitt Associates
tabulations of Hewitt Associates data.

Chart 9
BENEFIT PRESERVATION AMONG THE RETIRED/DISABLED,
BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1996

100 11 3 12
90
g
=
2 7044 4
@
2 60
L
©
= 50 3
8 88 86 86
S 40 69
o 70
£ 30
g 49
g_—, 20
10
0
Ages Ages Ages Ages Ages All

20-29 3039 40-49  50-59 >60 Ages

[C] Took as Cash [ Rolled Over to [ Rolled Over to Individual
Payment Qualified Plan Retirement Account

Source: Employee Benefit Research Institute and Hewitt Associates
tabulations of Hewitt Associates data.

Unfortunately the data allow no further analysis con-
cerning the ultimate uses of these funds in retirement,
especially with regard to annuitization.!® Unanswered
questions remain. To what extent did those who did not
roll over their distributions annuitize them? Among
those who did roll over their distributions, when and how
will they ultimately tap into their accounts to fund
retirement? In addition, retirees’ rollover versus cashout
decision may well be influenced by their other sources of
retirement income. For example, in 1996, nearly 8 out of
10 large employers offered both a defined benefit and a
defined contribution plan. Thus, some retirees with the
security of having a stream of income from a defined
benefit plan may be more willing to take a lump-sum
distribution in cash at the time of retirement.

Data from the 1996 RCS provide some insights.
One-fifth (21 percent) of current retirees reported having
money in an employment-based retirement savings plan,
such as a 401(k) plan, at the time they retired. Sixteen
percent had money in another type of defined contribu-
tion plan such as a profit-sharing plan. Allowing for
those with both types of accounts, 30 percent of current
retirees retired with money in some form of employment-
based defined contribution plan. In the survey, they were

given five options and asked whether they had used any
of their account money in any of these five ways.
The most common action (reported by 32 percent) was
having put some or all of the money in an IRA from
which no withdrawals had yet been made. Note that
retirement is a self-reported status, and that 13 percent
of the retirees were under age 60. Penalty-free withdraw-
als from IRAs, 401(k) plans, and other defined
contribution plans may not commence before age 59%2.
This likely accounts for some of this behavior, but not all.

Eighteen percent reported having put some or all
of the money in an IRA and making withdrawals as
needed, and 15 percent reported having put some or all
of the money in an IRA and receiving regular periodic
payments from the account. Twelve percent reported
annuitizing some or all of the money and receiving
regular payments guaranteed for life, and 12 percent
reported annuitizing some or all of the money and
receiving regular payments.20

Older retirees were more likely to be receiving
regular periodic payments as a result of this money
(either through annuitization or via an IRA), while
younger retirees were more likely to have put the money
in an IRA and not yet to have touched it.

19 An annuity is a contract or other arrangement that provides income at regular
intervals for a specified period of time, such as for a number of years or for life. In
this case, annuitization means converting the lump-sum amount into a stream of

such annuity payments.

20 Note, these numbers total 89 percent. Some retirees took action with their
account balances other than the five specifically asked. This is likely
accounted for mostly by retirees who have left the money within the employ-
ment-based plan to date.
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Chart 10
BENEFIT PRESERVATION AMONG THE RETIRED/DISABLED, BY PERCENTAGE OF DISTRIBUTIONS, 1996
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In 1996, 27 per-
cent of distri-
butions to benefi-
ciaries resulting

Distributions
on Death

plan participant

were rolled over to
an IRA. Of the dollars distributed to the beneficiaries of
deceased plan participants, 56 percent were rolled over
to an IRA in 1996. (Data for the preservation of death

from the death of a

distributions are presented in appendix tables A9-A16.)
The tendency to roll over is much lower in cases of death
distributions than it is with distributions on job change
and on retirement or disability. These lower rollover
rates are likely to occur for two reasons. First, if the
beneficiary is the surviving spouse, the payment may be
rolled over into an IRA but not into another qualified
retirement plan. Therefore, the spouse’s options are
limited. Second, if the beneficiary is someone other than
a spouse, the distribution is not eligible for rollover.

Chart 11
BENEFIT PRESERVATION AMONG THE RETIRED/DISABLED,; BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1996
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The data in this
Issue Brief indi-
cate that the
propensity to roll
over preretirement
distributions has
been increasing
over recent years. In 1996, over three-quarters of the
dollars distributed on job change (79 percent) were
preserved via roll over to an IRA or another tax-qualified
vehicle. This increase can likely be attributed to several
developments. In addition to creating a financial incen-
tive to roll over distributions by imposing the 20 percent
withholding requirement, changes in the law in 1993
made rollovers extremely simple from the individual’s
perspective. Rollovers can now be executed by a direct
transfer of funds from the former employer’s plan to an
IRA at any financial institution or to a new employer’s
plan (if that plan accepts rollovers); the participant never
even sees the money. These developments have been
accompanied by financial companies’ aggressive cam-
paigns to educate the public and capture a larger share
of the rollover market. In addition, workers are learning
about rollovers and benefit preservation in educational
material they receive through their retirement plans at
work. Finally, since rollover propensities increase with
worker age, we can expect further increases in aggregate
rollover rates as the baby boom generation continues to
move beyond age 50.

However, at the same time, the data suggest
areas of shortfall from the perspective of retirement
income and capital accumulation. While most dollars
distributed are rolled over, and while the likelihood of
rollover increases with age of recipient and size of the
distribution, most distributions are not rolled over. In
the 1996 Hewitt data, only 40 percent of distributions
were rolled over, while 60 percent were cashed out. It
can be argued from a financial planning perspective that
even relatively small sums of money can compound into
nontrivial contributions to a retirement nest egg over a
period of decades. Furthermore, the importance of

Conclusion

preservation of seemingly small balances is enhanced by
the fact that the typical work force entrant today will
hold more than eight jobs on average over the course of a
working life. This suggests the possibility of receiving a
number of these “small” distributions over the course of a
career. Again, it should be noted that we do not know
how many individuals who cash out a lump-sum distri-
bution subsequently choose to roll it over, and, therefore,
the figures represented here are effectively upper bounds
on cashout propensities.

Finally, policymakers continue to debate and
consider IRA expansion. While some disagreement exists
on the extent to which IRAs result in a net addition to
retirement savings, IRAs are indisputably a major
vehicle for retirement benefit portability, and are likely
to become increasingly utilized for benefit preservation if
recent trends continue.
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BENEFIT PRESERVATION AMONG JOB CHANGERS, BY PERCENTAGE OF DISTRIBUTIONS, 1993
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BENEFIT PRESERVATION AMONG JOB CHANGERS; BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1993

Chart A2
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Chart A3

BENEFIT PRESERVATION AMONG JOB CHANGERS,
BY PERCENTAGE OF DISTRIBUTIONS, 1993
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Chart A4
BENEFIT PRESERVATION AMONG JOB CHANGERS,
BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1993
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Chart A5
BENEFIT PRESERVATION AMONG THE RETIRED/DISABLED, BY PERCENTAGE OF DISTRIBUTIONS, 1993
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Chart A6

BENEFIT PRESERVATION AMONG THE RETIRED/DISABLED, BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1993
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Chart A7 Chart A8
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Chart A9
BENEFIT PRESERVATION AMONG DEATH BENEFICIARIES; BY PERCENTAGE OF DISTRIBUTIONS, 1996
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Chart A10
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Chart A11
BENEFIT PRESERVATION AMONG DEATH BENEFICIARIES,
BY PERCENTAGE OF DISTRIBUTIONS, 1996
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Chart A12
BENEFIT PRESERVATION AMONG DEATH BENEFICIARIES,
BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1996
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Chart A13
BENEFIT PRESERVATION AMONG DEATH BENEFICIARIES; BY PERCENTAGE OF DISTRIBUTIONS, 1993
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Chart A14
BENEFIT PRESERVATION AMONG DEATH BENEFICIARIES, BY PERCENTAGE OF DOLLARS DISTRIBUTED, 1993
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Chart A15

BENEFIT PRESERVATION AMONG DEATH BENEFICIARIES,

BY PERCENTAGE OF DISTRIBUTIONS, 1993
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Chart A16
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