March 14, 2005

Mr. John Snow
Secretary
United States Treasury
1500 Pennsylvania Avenue NW
Washington, DC  20220
Dear Secretary Snow,

On behalf of the National Association of Government Defined Contribution Administrators (NAGDCA), I am writing to comment on the Administration’s retirement proposals, included as part of the Federal Fiscal Year (FFY) 2006 budget plan.

The National Association of Government Defined Contribution Administrators, Inc. (NAGDCA) was founded in 1980. NAGDCA is a professional organization made up of the deferred compensation/defined contribution plan administrators from the 50 states and over 100 local governments and entities, as well as private industry plan providers. NAGDCA is an organization in which the members work together to improve state and local government defined contribution plans including §457(b), §401(k), and §403(b) through a sharing of information on investments, marketing, administration and laws relating to public sector deferred compensation/defined contribution plans.

Before commenting on how the President’s proposals would affect state and local government defined contribution plans, I would first like to take this opportunity to thank you once again for your leadership in the retirement policy arena, and especially for your work in the enactment of the public pension provisions contained in EGTRRA.  EGTRRA has resulted in streamlined administration of state and local government defined contribution plans, and increased participation in these plans by government employees.

As an association, we have seen:

· increases in the deferrals made by state and local government employees

· greatly improved satisfaction with the benefit payment process

· consolidation of retirement assets by participants

We are extremely excited about these developments, and we look forward to continuing the implementation of EGTRRA.  In light of these factors, we expect continued increases in participation in state and local government defined contribution plans.

NAGDCA believes that to ensure retirement security—and to ensure that millions of public employees will be self-supporting during their retirement years—it is imperative to maintain a shared responsibility between employers and employees to fund retirement needs.  We believe that this is best accomplished through a combination of defined benefit and voluntary supplemental defined contribution plans and options.  

It is in this spirit that NAGDCA advocates for policies that enhance defined contribution plans, thereby encouraging state and local government employees to save for their retirements. We encourage employees to consider retirement planning as a long-range goal; however, substantial and ongoing changes to the "rules" make it difficult for employees to accomplish this.  State and local governments are proud of the savings and retirement plans created by working jointly with the federal government resulting in the high rates of savings among state and local government employees.  Any proposals that alter or significantly change state and local government plans should serve as an enhancement or a true simplification, and ensure that the administrative cost to both employers and participants are reasonable.

As lawmakers debate Social Security reform and other savings and retirement proposals, we urge you to take into account the impact of these changes on state and local government employers and employees.  We look forward to working with the Administration and with Congress to address the numerous questions and concerns that state and local government defined contribution administrators have identified as a result of reviewing the savings and retirement proposals contained in the President's Federal Fiscal Year 2006 budget.  

NAGDCA's priority concerns are:

· Savings and Retirement Proposals/Employer Retirement and Savings Accounts (ERSA’s):  NAGDCA has identified a number of potential technical and practical issues related to the Administration’s Employer Retirement and Savings Accounts (ERSAs), many of which are elaborated on in this letter.  

· Maintain Important Distinctions Between Governmental Defined Contribution Plans:  As the growth in assets in governmental defined contribution plans have grown, the value of these supplemental retirement vehicles is well documented.  Therefore, NAGDCA supports the continuation of existing substantive distinctions of §457 (b) plans.  

· Retirement and Savings Accounts Proposals (RSA’s):  If Individual Retirement Accounts (IRAs) are amended (such as the substitution of RSA accounts for IRA accounts), NAGDCA supports provisions that allow such accounts to be administered and offered as part of other state and local government defined contribution plans; including any option for low-income savers special tax credits or matching.

Additionally, NAGDCA has identified a number of issues that require careful review.  They are as follows:  

· Early withdrawal penalty - Under current law, state and local government employees are not subject to the 10 percent early withdrawal penalty under their §457 (b) plans.  Many employees currently rely upon these early withdrawals to pursue retirement or phased-retirement options.  Moreover, NAGDCA members have found that participants are using these dollars to supplement health care costs during early retirement.  

· Catch-up contributions - EGTRRA authorized catch-up contribution provisions for §457 (b) participants.  Employees are now taking advantage of these provisions and it is not clear how they will be treated under the new proposals.  

· Distribution options - The current proposals do not include the most popular distribution option of systematic withdrawals (except through an annuity).

· Hardship distributions and loans - The current proposals do not provide clarity as to how loans and hardship distributions will be treated.  

· Administrative Aspects - The majority of states have spent significant time and money to ensure the proper implementation of EGTRRA and to educate participants on the new enhancements to the plans.  Many are still in the process of creating and distributing educational materials and are now unclear, given the new proposals, about how to proceed with their educational programs.  New federal legislation should not add to administrative costs at the state and local level.  

NAGDCA looks forward to working with you to understand the proposals, and to answer the many questions and concerns of state and local administrators regarding the impact of these proposals on their employees.  NAGDCA, through our members' experience in administering defined contribution plans, would like to offer our resources regarding how our plans work to enhance retirement savings and offer sound investment choices.

We thank you in advance for your consideration of our concerns.  Please call on us as a resource and as a reference on governmental defined contribution plans.  You can always reach us through our Legislative Counsel’s office, Susan J. White and Associates, at 703-683-2573.






Sincerely,
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Anthony J. Hines






NAGDCA President
