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June 10, 2005
VIA ELECTRONIC SUBMISSION AND FIRST CLASS MAIL
The President’s Advisory Panel on Federal Tax Reform 
1440 New York Avenue, NW
Suite 2100 
Washington, DC 20220
Re:
The Importance of Retaining the Successful Retirement Plans that Serve our Nation’s Educational, Non-Profit, Governmental, and Small Business Employees

Dear Panel Members:


We are writing to highlight the important and successful role that certain employer-sponsored retirement plans designed for educational, non-profit, governmental, and small business employees play under the current federal tax system.  Our organizations serve as sponsors, administrators, trustees, and investment managers for these important retirement programs – known as 403(b) plans, governmental 457(b) plans, and SIMPLEs and SARSEPs (IRA-funded plans for small businesses).  These types of plans are specially tailored to serve the employees who participate in them and the employers that sponsor them, and have proven tremendously successful as retirement savings vehicles for these groups.  As a result, we urge your Panel to recommend to the President that these plans be retained under any reformed federal tax system.  We likewise urge your Panel to reject proposals by some to eliminate these distinct retirement savings vehicles in favor of a single defined contribution-type savings design, such as the proposal to create Employer Retirement Savings Accounts (ERSAs).  


In this regard, President Bush’s executive order establishing the Panel stated that the options for federal tax reform that the Panel recommends should “better encourage work effort, saving, and investment….”  As described in more detail below, we believe that the ERSA proposal to eliminate 403(b) plans, governmental 457(b) plans, and IRA-funded plans for small businesses as distinct retirement savings vehicles would seriously undercut this goal.


403(b) and governmental 457(b) plans are well-administered retirement programs that have proven extremely successful as retirement savings vehicles for educational, non-profit  and state and local government employees.  Unlike the private sector, where many employees do not have access to a workplace retirement plan, educational, non-profit, and state and local government employees enjoy extremely high retirement plan coverage rates.  In this regard, 6.8 million educational and non-profit employees participate in more than 34,000 403(b) arrangements, and 2.8 million state and local government employees participate in more than 31,000 457(b) plans.  As a result of both employee and employer contributions, these programs contain nearly $700 billion in assets, which will help to finance the retirement of millions of American families.  In light of this record of success, there would seem to be little reason to force employees and employers to abandon their 403(b) and 457(b) plans, as the ERSA proposal would require.


Moreover, these plans have features that are specially customized to the work lives and savings cycles of educational, non-profit, and governmental employees, and they assist employers in retaining employees who serve in critical national roles such as teachers, firefighters, and police officers.  To give just one example, many public safety employees with physically demanding jobs – such as firefighters and police officers – often begin their careers at young ages and need to retire by their early 50’s.  For these employees, the ability to access funds in their retirement savings plans at this time in their lives without penalty (as permitted in 457(b) plans but not in 401(k) plans or ERSAs) is critical for bridging the income gap until they can access their defined benefit pension plan or receive Social Security.  403(b) and 457(b) plans are designed to address special needs such as these in a way that provides a strong retirement program for particular sectors of our country’s workforce.  These strong and customized retirement programs are one of the limited number of ways that non-profit and state and local government employers can reward these employees and help to retain them in their critically important roles.


Similarly, SIMPLE and SARSEP plans funded through individual retirement accounts (IRAs) have been a huge success story with small businesses looking to offer retirement savings programs to their employees.  Because the costs of offering and maintaining these plans are low relative to traditional 401(k) plans, small employers with limited resources and unpredictable cash flows have been able to offer a workplace savings program to their workers.  In this regard, survey data shows that as of June 2004 there were 392,700 SIMPLE IRA plans, and the most recent IRS data indicates that over 1.9 million employees participated in SIMPLEs as of 2001.  Many of these employees would have had no workplace savings opportunity had the inexpensive and simple IRA-funded vehicles not been available to their employers.  Eliminating the SIMPLE and SARSEP options, as the ERSA proposal would do for all but the smallest firms, would likely cause many small employers to drop their retirement programs altogether rather than offer a more costly and complicated 401(k) plan or ERSA.  


In response to the ERSA and its elimination of 403(b) programs, 457(b) governmental plans, SIMPLEs and SARSEPs, most employers with these arrangements would have to freeze their existing programs and then require employees to re-enroll in a newly established ERSA.  This will be the only way to maintain the special retirement plan attributes for contributions that employees have already made to the existing plans.  The complexities and new compliance and communication burdens associated with maintaining two plans (e.g., a 403(b) or 457(b) for prior contributions and an ERSA for new contributions) will translate into higher costs for plan administration and recordkeeping.  These costs ultimately will be borne by employees, reducing their overall retirement savings.  Moreover, the requirement for employees to re-enroll in the employer’s new ERSA will run the unnecessary risk that participation rates will drop simply because of new paperwork requirements.  These would be unfortunate results for a part of our nation’s private retirement system that has proven extremely successful at encouraging savings by millions of working-income Americans who serve our schools, our states and municipalities and our small businesses.


We recognize that further improvements to our retirement plan system are certainly possible.  However, such improvements should build upon the foundation of the successful plan designs we have in place today.  In this regard, 403(b) plans, governmental 457(b) plans, and IRA-funded plans for small businesses are specially tailored to serve the employees who participate in them and the employers that sponsor them, and have proven tremendously successful.  The ERSA proposal to eliminate these distinct types of retirement savings plans will jeopardize this success and will seriously undercut the goal that the President set for the Panel to identify tax reform options that “better encourage work effort, saving, and investment….”  If the Panel is interested in encouraging greater retirement plan coverage and savings among private-sector employers and employees, it can certainly do so without eliminating the distinct vehicles that serve the educational, non-profit, state and local government and small business sectors so well today.  Accordingly, we urge your Panel to reject any proposal to eliminate 403(b) plans, governmental 457(b) plans, and IRA-funded plans for small businesses in favor of a single defined contribution-type savings design (such as an ERSA), and to recommend to the President that these distinct and successful types of retirement savings programs be retained under any reformed federal tax system.  


If there is any information regarding these plans that we can provide to the Panel as it continues work towards its important objectives, please do not hesitate to contact any of the undersigned.  
Sincerely,

AEGON USA, Jeanne de Cervens, 410-576-4529
AIG VALIC, Kyra Detmer, 202-585-5815

Committee of Annuity Insurers, Mark Griffin, 202-347-2230

Lincoln Financial Group, David Kemps, 202-783-3050

National Association of Government Defined Contribution Administrators, Susan White, 703-683-2573

National Association of State Retirement Administrators, Jeannine Markoe Raymond, 202-624-1417

National Conference of State Legislatures, Geraldine Madrid-Davis 202-624-8670
National Council on Teacher Retirement, Cynthia L. Moore, 703-243-1667
Nationwide, Bridget Flynn, 202-347-5910

TIAA-CREF, Kathy Anderson & Dan Keniry, 202-637-8989

