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REICH SAYS ADMINISTRATION PLAN WILL HELP
BREAK GLgASS CEILING OF RETIREMENT SECURITY

Qn this Mother's Day, American women may find help in undoing the pension
inequality zhat exists in the workplace. - Szeretary of Labor Robert B, Reich today cutlined
retirement pmblams facing women a8 he argued for new legislation that would zid smail
businesses and American workers.

In 3 speech to the Women's Research and Education Institute, Reich said President
Clinton's Retirement Savings and Security Act would mean 51 million workers now without
pensions would be able to save for retirement. He noted that women would
disproportionately benefit from the proposal because they have disproportionately suffered
when 1t comies to pengion coverage,

"Women have more catching-up to do in terms of achieving pension parity with men.
Although the proportion of women in the private sector covered by pension plans has grown
significantly over the past quarter-century, there are many indications that women are not
geting the retirement security men have,” Reich said.

“The bill will ease many of the current pension rules that, given women's employment
patterns, are particularly hard on them,” he said.

He noted statistics which show:

! Two-thirds of working women are employed in sectors of the economy with
i the lowest pension coverage rates.
i
I

-

. Approximately 12 million women work for small firms which do not offer
peasion plans.
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Women and Pensions
A Fact Sheet

G Less than 1/3 of II en retirees age 55 and

over receive pe n ef’ ts ( compared to 55%
of male retirees). 2

(d Women retireef receive
benefit receiv

the average pension

L) Workers cove
nearly twice a
are half as lik

a pension. Women
e in these jobs.’

O Two-thirds of wdrking wonen are employed in
sectors of the economy that have the lowest
pension coverage rate

J 12 Million women k fbr small firms that do nbt
offer pension plarg.’

14983 Current Population Survey Data U.8. Department of Labor
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Fewer Women Receive Pensions
Receipt of Benefits - Retirees 55 and Over
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Women Work in Industries with
Lower Pension Coverage

Highest Covered Industries

- Mining
- Durable Manutacturing
- Communication

Lowest Covered Induétrjes }

mr ke sk e ekhin e

M Male [] Female

- Services
- Retail
- Construction
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More Women Work Part-Time

Percent of Private Workers by Gender
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Coverage Gap in Small Firms
Pension Coverage Rates For Firms with Fewer Than 100 Employees

20% |

1 50/0 -

10% |

5% |

0%
Male Female o



Pension Participation Rates of Women by Region
All Private Wage and Salary Workers 16 or Older
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Less than 35 percent
35 to 39 percent
ﬂ 40 percent and above

Source: Based on data from the employee benefits supplement to the April, 1993 Current Population Survey.
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401(k) Pension Protection/ERISA Enforcement Improvement Act
The Problem:

401k} plans may be the best savings vehicie-that many emplovees have. The vast majority
of plans are administered honestly, responsibly and safely. But we have found that some
employers are using or "borrowing™ their employee contributions. The law requires™
employers who withhold emplovee contributions to turn the money over 1o the investment
plan as soon as possible, yet some employers have held on io this money too long, using the
funds as an interesi-free loan or for some other inappropriate purpose.

Corrective A{z:iions Taken To Date:
!
* The continuing nationwide enforcement effort has uncovered the misuse of milhions of
doliars of employee contributions. 657 investigations have been opened 1o date.
Over §7 milhon has already been returned to workers — $5.9 million in employee
contrzbn{wns and $1.4 in employer contributions; 457 investigations remain open, and
< muore con}piamis are being received,
|
* Draft regulations were published 1o reduce the current 90-day maximum holding
period fcr employee coniributions. The rule, which wilf be final in two months,
should reduce the tempiation far employers to misuse the plan funds.

* The Top {|0-Warning Signs that workers should use when monitoring their 401{k)
plans were published in an effort to educate workers how o protect their plan
cantributions from employers who may misuse the money.

* The "Perzision Payback Program™, a veluntary compliance enforcement program, was
implemented in March, allowing eligible employers who agree to restore all
delinquent contributions plus tost earnings to their plan within six months o avoid
certain civil and criminal sanciions.

Proposed Legislation - The ERISA Enforcement Improvement Act

The ERISA Enforcement Improvement Act would significantly enhance the security of
money in pension plans by reforming ERISA’s audit requirements.  For example, under
current law, pension plans with over 100 participants are required 1o have an annual audit
and ate required to attach the accountant’s opinion when filing their annual report. Current
law, however, do&s uot require timely reporting of serious irregularities that the accountant
may find. Thig t;ull would require both plan administrators and accountants auditing plans of -
any size, who discover fraud or other egregious ERISA violations, to report them to the
Department immediately. Plan administrators who fail to comply with this requirement may
be subiect 10 fines of up to $100,030. Plan accountants, who in many respects are the first
line of defense against fraud, will be subject to sanctions if they fail 10 report such offenses.

|
|
|
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401(k) Pension Protection
{ERISA Enforcement Improvement Act

What are 49}(!{} Plans:

401{k} pians are individual retirement plans that take their name from the section ofithe tax
code which authorized them in 1978. The plans permit an individual to deduct a portion of
his or her pre-tax income every year, invest it, and pay no taxes on the money uniil it is
withdrawn at retirement. Most often the employee’s contribution to the plan is matched by
the employer. Frequently the employee has an opportunity to direct the investment of the
plan assets. ’

During the past decade, there has been an explosion in the number of 401¢k) plans.
Nationwide there are 140,000 401(k) plans, covering 22 million people, with combined assets
totaling $522 billion.

The Prﬂisieml:

401¢k) plans may be the best savings vehicle that many employees have - and the 401(k)
system is generally sound. The vast majority of plans are adminisiered honestly, responsibly
and safely. But investigators have found that some employers are using or “borrowing” their
employee contributions, The law requires employers who withhold employee coniributions
to turn the money over o the investment plan as soon as possible, yet some employers have
held on to this money too jong, treating the funds as an interest-free loan. While the funds
are in the control of the employer, the money can be stolen or used for some other
inappropriate purpose. 1t is hard to estimaie the size of this problem; in comparison o the
overall universe it may be guite smatl, Even if the percentage of plans with problems is
small, those problems have a devastating effect on the plan participants, Individuals who
believe that they have saved for a comfortable retirement find themselves empty-handed,

Actions Taken:
Early 1995, afier Labor Department investigators began noticing an increase in the number
of complaints about 401(k) plans, an enforcement project was launched o prowct emplovees’

4031{k) contributions.

Enforcement Resulis

“To date, the continuing nationwide enforcement effort has uncovered the misuse of millions
of dollars of employee contributions. 657 investigations have been opened to date. Over $7
miltion has already been returned to workers - $5.9 million in employee contributions and
$1.4 in employer contributions; 457 investigations remain open, and more complains are

© being received. -



Since the beginning of the project, there have been 35 criminal cases opened -- 32 are still
pending. Four cases have resulted in guilty pleas and there has been restitution paid totalling
$99,804 in employee contributions. One of the most recent cases in which prosecution was
initiated is U.S. v. Brown. On February 27, Thomas Brown (Flint, Michigan), owner of the
Winom Tool and Die Company, was sentenced to § years probation and was ordered to make
restitution of $199,422 which included $33,229 of diverted employee contributions. He pled
guilty in November to falsifying information about his company’s 401(k). To date ke has
paid $76,066 to the plan. The sentencing order also requires him to pay $12,000 quarterly
until restitution is patd in full.

Regulatory

Investigators dlscovered that some employers had misinterpreted the current rule -- which
requires employers to transmit the money withheld from employees’ paychecks to their plans
as soon as reasonably possible, but in no event longer than 90 days -- as allowing them to
hold the funds for 90 days even when they could transmit the funds to the plan in a shorter
period of time. ' To correct this problem the Labor Department published revised rules
which, when adopted, will significantly reduce the 90-day maximum holding period. The
rule, which should be final in two months, should reduce the temptation for employers to
misuse the plan-funds.

r

. .1
Public Education

Labor Secretary| Robert Reich concurrently launched a consumer awareness campaign that
included the publication of the top 10 warning signs that workers should use when
monitoring their 401(k) plans. This public education campaign is intended 1o educate
workers as a means (o protect their plan contributions from employers who may misuse the

money. :
r

Voluntary Pavback Program

|
The "Pension Payback Program”, a voluntary compliance enforcement program was
imptemented in March. This program allows employers who agree to restore all delinquent
contributions plus lost earnings to.their plan within six months to avoid civil and criminal
sanctions, including civil injunctions, incarceration or criminal fines, excise taxes, and civil
money penalties. Everyone participating in the program must certify, under penalty of
perjury, that to the best of their knowledge, they are in compliance with the terms and
conditions of the program. Those engaged in the most egregious conduct will not be able to
take advantage of the program.

Proposed Legislation - The ERISA Enforcement Improvement Act

The Administration is proposing the ERISA Enforcement Improvement Act which, if
enacted, will significantly enhance the security of money in pension plans. Under current
law, pension plans with over 100 participants are required to have an annual audit and are
required to attach the accountant’s opinion when filing their annual report. Current law,

]
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however, does not require timely reporting of serious irregularities that the accountant may
" find. This bill would require both plan administrators and accountants auditing plans of any
size, who discaver fraud or other egregious ERISA violations, to report them fo the
Department immediately, Plan administrators who fail 10 comply with this requirement may
be subject to fines of up to $100,000. Plan accountants, who in many respects are the first
fine of defense against fraud, will be subject to sanctions if they fall to report such offenses,
Additionally, auditors may now exclude plan assets that are held by regulated institutions,
such as banks or insurance companies, from the annual audit. The result of this provision is
that almost half of the money held in pension plans {more than $950 billion in plan asses out
of approximately $2 tillion subject to the audit requirement) are not subject to inquiry by the
plan audit. lnder the bilf assets in regulated institutions will no longer be excluded from
annual audits. (See attached description of the Act)

Examples of Cases & Affected Participants

Greystone Technology 401{(k} Plan (San Diggo, CA)

The Los Anpeles Regionai Office opened this case in October 1995 days after it was
contacted by a participant in the 401{k) plan. This compiainant;, a former Greystone
employee, learned that her contributions to the plan had not been forwarded for several
months. When she terminated, she was told that ali outstanding financial issues would be
resolved in one week. When the matters were not resolved, she comacied the LARG, which
opened a case and recovered a total of $95,988 in employee contributions and interest on
behalf of 41 participants.

The participant complainant 1§ Janet Carno. She was contacted by the LARO on March 26,
and is willing to speak further. Work nursber: {619} 931-1771, home: (619) 436-0551.

Data-Maie Inc,! 401{k)_Plan {(Nashua, NI{)

This case, investigated by the Boston Regional Office, produced a $155,214 recovery, A
participant had complained directly to the Boston Regiomal Office about possible 401(k)
abuse. The plan has 47 participants, and $180,630 in assets. The sponsor was scheduled to
discontinue operations, and later did so. The definquency was paid soon after the inital
contact by the Regional Office--the total case time was two days. The case was opened in
March 1995, and closed in October 1993, '

The Boston Regional Office is retrieving the file from archives wmorrow and will search for
names of possible complainant/victims.

[)'Efia Ponuac inc.. Profit Sharing Plan {Greenwich, CT)

i
‘Ihis plan, which has a 401(k) feature, had 40 participants--one of whom complained to the
New York Regional Qffice. The New York Regional Office investigation disclosed 1hat the
trustee John D'Ela had diverted over $54,000 in employer and employee contributions from




the plan. The NY RSOL obtained a Consent Judgement against Mr, D’Elia, who filed for
bankruptcy protection and did net file a proof of claim on behalf of the Plan. The Consent
Judgment requires that Mr, D’Elia provide restitution to participanis.  The NYRO has been
receiving restitution payments and forwarding them o the third party administrator {TPA)
firm. A total of $32,000 has been recovered to date. The NYRO has also contacted the
TPA and the IRS in an attempt to facilitate termination of this Plan and distribution of its
aLsels, o
ECP National Coordinator has spoken on several occasions to Shirley Tyminski (husband is
participant) at 203-622-1282, and Mr. and Mrs. Frank Collins (514) 227-5431, who have
expressed strong interest in the case and have sympathetic stories.

Lunn Indusir ics;: Ine, 401{k} Plan (Glen Cove, NY)

This case was opened based on a participant complaint. The NYRO case disclosed that a
wotal of $79,000 in employer and employee contributions had not been remitted to the TPA,
To date, the NYRO has recovered §60,198, and is pursuing the balance. The Plan has 129
participants and $1.6 million in assets.

A participant to contact is Rick Batallaf at (516} 883-8000 x. 751 {wurk).

1



A SWMARY OF THE PROVISIONS OF ERISA ENFORCEMENT
IMPROVEMENT ACT OF 1955

1
ERISA's audit requirement was designed to protect employee benefit plan assets and agsist
the Labor Department’s enforcement activities by ensuring the integrity of information
disclosed on the annual report filed with the government. The e¢xperience of federal law
enforcement agencies, however, has been that ERISA audits do not consistently meet
professional standards. Enactment of this bill will give workers, plan administrators and law
enforcement officials more assurance that the financial statements of ERISA plans are fully
exposed to the "sunlight” of an audit.

EFaster reponting of egregious violations: ERISA's current reporting rules create a time lag

between the detection of a reportable event and the filing of the annual report. The bill
would place faster reporting duties on auditers who discover serious violations or who are
terminated from an engagement. The new reporting rules apply only to the most egragious
violations like theft, embezzlement, bribery or kickbacks. Failure to comply with the new
requirermnents may result in civil penalties of up to $100,000.

iminates the g o audil: ERISA requires that plan administrators engage an
m{i&pan{im{ quahfied pubizc accountant to conduct an annual audit. But ERISA permits the
auditor 10 exclude assets beld in certain regulated financial institutions, Because of this
exclusion, auditors cannot render an opinion on the plan's financial statements in accordance
with professional auditing standards. This fails to provide assurance that plan assets are
secure. The bill eliminates the limited-scope audit exclusion.

H
Better trained avditors: Twenty-two years after the enactment of ERISA, the Depariment
continues © detect substandard auditing work as part of its reporting-compliance reviews.
The bill creates a peer review and continuing prefessional education requirement for ERISA
plan auditors. The bill also gives the Secretary of Labor regulatory authority to insure the
quality of plan audits.

Clanﬁa&ﬁ&amralmmﬁmmlﬁ: ERISA's anti-alienation provision protects pensions from

third party creditors. This provision was not intended to protect fiduciaries who breach
ERISA and cause a loss to the plan.  The bill clarifies that ERISA does not prohibit a plan
from offsetting a fiduciary's, or criminal wrongdoer's, benefits when he or she causes a loss
to the plan,

08§ $_pena r hreach duciary duty: The bill amends ERISA 1o
pwvx{ic the {}cpanmcm wz{h dzscmzimx &:} z‘educe a 22)% penaity that otherwise applies to
amounts recovered after breaches of fiduciary duty. Without this change, parties have a
disincentive to voluntarily settle with the Departinent because current Jaw automatically

triggers the penally. -
!
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Legislative ﬁistory of the ERISA Enforcement Improvement Bill

In thetlast Congress, Rep. Misk (I)-HI) and Sen. Simon {D-IL} hoth sponsored the
"ERISA Audit Improvement Act of 1994" (H.R.5226 and 8. 2547, respectively; CR
514856) That legislation would have eliminated the limited scope audit, required
peer review for Independent Qualified Public Accountants JQPAs), and contained
special reporting provisions. Rep. Mink remains interested in this legislation, which
was baseé on the 1994 Labor Department draft bill,

Neari}* identical legzsiatlon, 5. 2708, was introduced by Sen, Hatciz {R-UT} by request
of the Busiz Administration on May 13, 1992.

Sen Kassetzaum introduced a narrower audit bill (S. 269) on January 24, 1991, to
repeal the limited scope audit exemption. That bill had six co-sponsors:  Sen.
fiatﬁeid {R-OR); Sen. Hatch (R-UT); Sen. Garn (R-UT); Sen. Durenberger (R-MN);
Sen. B;zmpe;‘s {D-AR}; and Sen. Bryan (D-NV).

HR. 4!?‘90 the companion bill 1o S. 269, was introduced by Rep. Hughes (D-NJ) on
March 30, 1992, The bill had two co- sponsors: Rep. Boehlert (R-NY) and Rep.
Royhal (I) -CA).

Curt‘ezﬁ; stahzs

On Iuljf_ 6, 1993, Secretary Reich transmitted the ERISA Enforcemem Improvement
Act 1o the Congress.

b
On December 7, 1995, President Clinton wrote to Majority Leader Bob Dole urging
swift action on the bill.

On Dccémber 20, 1995, Sen. Simon (I3-IL) introduced the Pension Audif
Improvement Act, S, 1490. S. 1490 contains provisions identical to those that were
coniained in the Adminisiration’s bill. Sen. Jeffords (R-VT}, Boxer (D-CA), and
Leahy (D-VT) were original co-sponsors. The bill was referred to the Senate Labor
and Human Resources Committee, We have been advised by Senate Labor staff that
Chairman Kassebaum (R-KS) intends o examine this legislation as part of pension
hearings expected to take place in late April or May.

The Lahor Department is working towards the introduction of this bill in the House,
Kep. Mink {D-HI} remaing interested in the bill.  Other House Members who have
expressed an interest in this bill include Rep. Pomeroy (D-NI3}, Durbin (D-IL}, and
De Lauro {D-CT). The Department’s most recent efforts on this bill have been
focused on obtaining a GOP Member of the Economic amd Educational Opportunities
Connniﬁéc that will co-sponsor the bill with Rep. Mink.

Staff of the House Economic and Educational Opportunities Subcommittee on
Emplover-Employee Relations have advised the Depariment that Chairman Fawell (B-
IL) intends to examine this bill as part of a pension hearing expecied to take place this
spring. .

;
|
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TARGET LIST OF MAGAZINES & JOURNALS

Hopey Magazine
‘Mancy Perry

\ I
Inc. Magazine
Robyn Gangemi

I

Institutional Invesntor Magazine
Fran Hawthorne

Smart xaﬁeygﬁagazina
Laurs HQl&Qp

Buginess Week
Christina DelvValle

Hewswaek
Jane Bryant) Quinn

i
Forbeg Magazine
Bob Lindsor!

i,
Fortung Magazine..
Teraence P. Pare!

[

t
Time Magazine

John Dickerson
i

i
HR Magazine,
Sue Montgomery

Entrapranurial Magazine
Mark Hendrick

CFO Magazine
Julia Homer!

Financial World Magazine
Stephen Tau?fﬁonald Fink

Plan Sponsor Magazine
Robert England

|
Kiplinger Magazine
Melynda Wilcox

i

i
i
i
:
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http:Mag~zl.ne

Aaaeaiated??raas
John MeClain

Reuters ‘
Peter Szekely

Money Magazine
Nancy Perry

washington Post
Steve Pearlstein/Clay Chandler

Wall Btreet Journal
Ellun Schultz/Vanessa Q'Connell

UsSA Poday
Ann Willette

New York Times
David Cay Jehnsoen

Los Angeles Times
Bob Rozenblatt/Kathy Kristoff

U. §. News & World Report
Bruoce AUSEQ}: ’

BNA Pension & Benefits Reporter
Ursula Himali

Pangiong & Investments
Patty Limbacher

Commerce Clearing House
David Hamilton/Brendan Frost

Media Contacts

CNN
Brooks Jackson/Lou Dobbs

Sheils Kast/Lisa Stark

HNBO
Janet Janghelian

CB8s
Ray Bragy

Rightly Business Report
Darren Gersh

ABC Radio
Herb KRaplow

AR Radilo

Kate McKenna/alan Schaertel

HPR Rafdico
Les Cook
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Council of America
i
|

i

(202)637-5340)

e siComment s 0L,

AFL-CIO Denise Mitchell +
American Ass'n of  David Certner (2023434-3760 +
Retired P’ersians
Pension Rights Karen Ferguson (2023296-3776 +
Cenier
American Institute  Lynn Drake/Barry (202)434-9214 +
of Certified Public  Melancon (Pres.)
Accountants
American Councll  Ken Vest/Dan Mica  (202)624-2416 +
of Life Insurance :
Ass'n of Private Jim Kiein {202)289-6700 N

. Pension and
Welfare Plans
Nat'l Fed'n :}5 Jackson Faris (Pres.) (202)554-5000 -
Independent
Business ;
ERISA Indusiry Mark Ugoretz {202)789-1400 -
Comm'ee
Nat'} Ass'n of Jerry Jasinowski {202)637-3106 -
Manufacturers ‘
Financial Jimn Kaitz {202)659-3700 -
Execatives Institute
Profit i David Wray (312)441-8555 -
Sharing/401(k)
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Spotting the
Warning Signs
of Employer
401(k) Abuse

:Fr;ud‘iziwiving £01(k} retiremens

SAVINES progrums is & growing prob-

jam, but employees can take severss
bagic #eps to protest their funds and
minimize their risk, experte say.

The Labor Department anhiounced thig
week that 2 six-month investigatian found
that some fmanciafly trotbled smai- ang
mid~size companies have viclated 401{k}
plan rules—and federel pension laws—~by
delaying tranomission of money o plan
administratory, instead using the funds (g
pay ouher corporaie expensss, snd thal
some stoie smployes money cutright.

*In the 2arly part of the yoar. we botlced
an increass of complaints coming from 2l
regions of the country,” Labor Secretary
Robert B, Heich said Wednesday, “Whal
we gra seaing now rapges {rom careiesds-
Tiess e outright fraud, Some companies arg
gaing these funds ke checking accounta.’™

Governmieny officialy szknowledge thal
ishor investigators cannat ek a1 every
planr and that there & N way to protect
workers uniess they take steps {6 proted?
thamselves,

There dre pow 140000 of 0 401(k ! plans
opersting in the Unitad States, with $650
bitlien in asseis. making them one of the
moast popuiar and {astest-growing relirer
ment savings vehicles arcund.

With 2 40 %) plan, workers zave and
{nvest thelr own money; for retiresment
throuph automatc savings programs sel up

at work. When the plans are oper.
ated corvectly, employres decide
how mtch o coniribute and the
gmployer then withholds the
amgent from a worker’s paveheak
wnd sende it an 1o = plars adminis.
rater, who then inveses the gontrs-

Date:

bution, ususity in ¥ mutusd (und ar
$SUrance contrast, .

A3 of Gut. 8. the Labor Depars-
ment had faunched more thas 300
investigadens of suspected $01{k)
plan abuges. About 100 of the
probes have bees closed, resdding
a1 payments of $2.6 miilion to plan
participants. (There are vo figures
gvailable on how much employes
mancy has besn {ost.) Offlelals say
they began to see the problem
during the late- 1983 recession. but
{hat it has become worse gven &
b economy has improved,

*The vislations are fulely gazy 10
substantiate,” gaid Duevid Gany, res
gional girector of pension and wel-

fare beaefits adrginistration st the

Laver Depariment office tn Les
sapeles. “The thing that s hard ig
{inding the mopey.™

in muny cases, diverted 401¢k}
money was gimgly spent o pay

ComBIny suppliert, 10 mset the

payroll or to handle some other
daily expenditure. Gfice & company
alps into worker retirement funds
{6 rasks such paymests, e come
pany’s {inantial woes tend to
anowbyll, Gany added, Tha comps.
ay's chances for long-term gurviv-
at urode every menth the prastcs
sontinues, The chances for work-
¢rs (0 Tecover their money dimia-
ish oo,

“That's why it iz parthnlarly
important for pargeipants w be
alert,” Ganz says. "Onere there i3 3
targe diversion, it is hard te find
anguph money to pay participants.
gt if we get in early—withiin the
first three monthiePou have 2
much hetter chance.”

The {abor Deparument will kold
a news coenference Tuesday §io
publicize warning signg that should
help workers spot problems with
their 4014k} plang.

“I dan't want. o unduly atarm
emiplayees who, are reiying on
401(k} plans for retirement,”

Heich safd, painting out that the .
Liabor Department has not shotted

any probiems with largs companies
diverting worker funds npd chal
Lhe vast majority of small firme
handle their worker eotirement
prograrms properly, Stll, Eeich said
he fears that the problems the
departmeat hasg anceuntered 4o far

24 Novambar 9%
V of 2

could Mean there are many, many
msre.

“Industry experis el me that
the problems may e far greater.”
he mid. “Employess should take
some ressonabie precavtions”

Whit are the warning signs?

- w Ravere fMaancisl distreds: The
vast majarity of problemw have
baen detooted 2t szmall to wid.gize
companies that were operiencing -
sume degree of financial woe, gbor
sffictais say. If the company i
publicly semed and issues financial
glatementy, (hese woey aTe ¢y 16
spot. They are spalicd sut In annuat
reports to sharsholders ang in
auditors’ apinions. .

Hawever, many of the small
companley that have tmd pension ”
prablems gre privale and dan't
isgue such reports. In theso cases,
look for more sublie signals. Arc
payroll or. expenss checks fre-
guently late? Have checks
"bounced? Are suppliers complain.
ing about pagi-due tills? Have
cquipent orderd boeh cangeled
withoul explanadon? Do former
woarkerd romplain that the compz-
ay 18 fhow 15 doend geveranes of

T oreiirement chseks?

* Mismatches: Monitor your ac-

counts. adding up your contribu.
tons and, when aaplicable, compg-
ay contributiens during each
#0{k} plan reporting period. {f
here ig a mismarch—partioulariy
wien the plan administrater re-
porix Lhat the contribulions have
beent legs than you exbeetl--gaif the
zompany or the plan administrator
to find oul why, labor- officials
suggest. . :
Federat fabor Lawy g2y that cam.
pamies moast orward workar con-
ributions to 101{k) plan adminis-
tratars prompily. hul companies
are nof techndeally in vislatien of
the iaw unless contribytions are
nare than 96 davs late, Relch said,
S0 soma mivmatzhes ¢an be e
‘result of 2 delay thaz's not 3 legal
vielation, Nevertheless, i the com-
poany. consistently holdy on 1o
warker gaymentt ustl the iag
possile maoment, toengider it 2
wurning sfgn. ’
* Duioya: ¥ former waorkers tzlf
you thoy'te having trouble getting



e T

the company o remit pengion pay«
ments when they are due, eongider
that a serious red Aag. in addition,

"pay attenthen W when periodic

€01{k} statements are zsent oul. If

‘theze statemernts are late—or come

at inconsistent Intervalg--cheek
further ta see if the company fs
gaki_ng payments in z timely fash-

)+ 1 L it TR,

If you suspect there are prob-
lems with your plan, call the plan
administratar and ask about your
accounl. Are the payments being
made? Does the amount of eash
payment, correspond with the
amount that's deducted from youy

check, plus any promised employer -
. matching contributions? U not, eall

2 local Labor Department office
irnmediately. These offices are list.
ed in the government section of the
white pages of the phone book,

2 of 2
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Today's debate: PROTECTING 401(k) PLANS

Dreams die when bosses
plunder pens1on plans

o The 401(k) honeypot
alsitanddl is just too tempting
tu scma amployers. &‘ierkers need

mare protection.

I y{}um among the 20 million Ameri-

cans with a 401k} plan, hec’s somathing
1o kexp you awake at pight.

Tieee hunded workers in 28 states for

1923 Shop Technical Serviess fnc. of Farm-
NY., dunfuﬁy mnmbutcximmcir

40I{k}

plans for

years. But

now their

savings )

cupboard s

bare. Their

empioyer

standy ac-

cused of sis

phoring

$2.7 million o

of their con- ‘

tributisns

for his own ;

use. Wheth- |

er they'll get

their moncy back is unceriain.

What happened fo them 5 no isolated
case. The Labor Department lfast month
disciosed 40X investigations of employers,
both large and small, for niissppropriating
workers 40k} wﬁwbutmns

if's e same kind of abuse that lod 1o
pension insurmnse and othér eeforms in the

1960s. Then, suny lurge cmployecs
drained funds out of thete waditional de-
fined-buncht plans, lreating thelr contriby-
tens fo such fends as a aak aocount @ e
drmwn down at will, fn daing so, they kit

thousinds of rotiroes with noting wikn.

thy pompiies west bankoupt,

i
%

For workers; the abuse of 401(k}s may be
worse, Mot only is thece no insurance for
401{k;} plans, but it's the employecs’ own
money the cmployer is taking. That is
nothing less than outright theft.

Most of the theft s preventable, All
that's needed is a little extra vigilanoe by
emplovees, 2 little tightening of federal
rudes and a litde more help from plan ade
ministrators and accounianis w keep em-
plovers honest,

The Labor Department is promoting
employee vigilance with an education cam-
paign. It kas produced a list of warning
signz 401(K) partiaz;m!s can spot and has
made 401(k) compiaints a top priority of
the department’s 13 regional offices.

The agency aiso is rewriting regu!atwns
to make clear to employers that they must
make depostts into the acoounts 4s so0n 85
feasible, not simply within 90 days a3 many
now wrongly assume. That will help re.
meve 2 iemptation to misuse funds,

But the agency noeds help from Congress

10 secure timely information from the a0

countanis and administrators who audit

 and oversee 401 (k) plans. That helpis vital,

considering the number of plaas has sky-
rocketed © (40,000 fom 17,000 10 1984,
Court decisions have saverely limited

. the overseers’ iability, cven in casss of col

fusion. And audiis, required for plans with
more than {Gem pioym. aren't submitted
for more gian seven months,

That delay cost the employees of Job

Shop Technical Services at least 304,000
Congress should require  sceountants

and administators 1o report irtegulaatics
 whea they find them and punish any who

Lnowingly fistf to eepodd eriminal acls.

thase who coninbule (0 retirement ac-
caunts shouldn’t have to los sleep worry-
fg whrribze the money will i thary whien
thigy noed i,
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Where to get help
H you cant rasolvg com

handling ¢f your
!

cul P';gnsécn and Wallaro
Benefzts regkmai omm

orployer's
SO lunds,
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y road to security

the amount at stake,
the fasfer employeds

rged Lo, savmm{} - ; i
‘[)’ga fake porsenal THEFT ZQHD TBE QGI(K} st remit of face penw

responsibility

for. their fetirement It’s oo ‘233’}' to-stéaf from altissof 216 15 percént
rather thanirely ‘on thgsﬁ savmgs* CO,{lgi’CSS Cof what is owed.

Social Secuaty or g0Y-
ernment lazg{:ss, “Amer-
icans afc trying -—

inust order -qmcker
“transfers andraise -

Labor- Sccmtary
that some 300 .of the

within their _micans, p&naim:s fm‘ vzaiarg)ts _ 416 complaints of job-

Some 18.5 ‘million

benefit thefis currently

—

pave, with .1 thair

cmployers, cSEnbif.she{i 01K invest- .

ment savn% accounts 1o augmani their
pensions.. They; earmark o ‘poction ‘of

their pretax income, some proportion-of

which may e matched by emp loyers, ta

be iavestéd or saved. Collectively,

4Gi{k} assets total-about $300 biliion,
Still, there's a bouldér blocking tﬁ:s

. road- {o economic security: It's theft.

The relatively un;}fot&ctcd 401{&}

funds are too easy pickings for/finan~ ..
ay. latetiahsfers of 401

-fnent mdnagess. .

cially stressed cmplogers. “They m

delay ot stop making transférsito invest.”

ment sfents and divert the mancy <ol
fected to. pay their corupany's bills,
Unless business quickly picks. dp, the
“k:azz pecomes embezziement. The
employee takes the loss,

Unlike pension funds, investment
accounts are unpmtectcd by federal
fnsurance of a guarantee’ program.
Morcover, Congress has yet to racogmze
diversion as a serious problem. Whaile

fcdcml law rcquzrcs that-401{k) funds be

“searepated” from gemeral assc{s and
transferred as soon as practical, employ.
ers havc a 90-day window and face fines
af anlty $25 a day.

Contrast that with the Internal Reve-
ate Service's deposit  schedules” om
Social Security withholdings. The larger

t
1
;
:
|
i

pder ' investigation

Tavolve: 4(}{{1:) iovestmencs. That's nota

large fmmbc:, but it.refletts a worrisome
trend” Nor'is i€ surpfising; ‘glven that
401k} funds are 50 poorly protegted. As

dric victim, who fest $1° 1000, Tamcaiad_

ta"The' New YarK Times, *The governs

mént. “makes it aasy -0 steal: ,yimz"‘

monéy, "
i"}ez;gress*mus{ correct-that. 1t ‘must

’sct rhore vealistic fines and, in, this” day

of ciectmmc baukmi} r;‘,quérc tmm&dz-
undas tirmvesiw

M Reich says' that Labor now has
trained. 50 mvesﬁga‘ta‘;z‘s tc pursue erirgt-
nal cases.- That's 2 wcicome deterrent,
but it won't return victims? savings. Bet-
ter to preveat thef?, to put 401{k) funds.
out of casy reach cf employers, be they
hard-pressed -~ or simply thieving, To
do that takes an act of Congress ~ and
the s{xmz:x it" s zi{mt: the hettcr

W you can't resalve  with - yaézr

employey yuor concerits sbout the hag-
diag of your 40I{k) fuads, call the

Miami district office of-the Pension and-
Welfare Benefits Administration af (305}
6516464, weekdays 8:15 am. to 445

m. The eﬁ'c:c is at 111 NW I183ed 8¢,
g:ﬁtc 504, in Novth Miaml

Rabert Rz:lciz reporis -


http:rna1:es�.�.1t
http:pretax-InCQm,e,.oo.me
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Company 401(1)s
ripe for picking
JANE BRYANT QUINN

he fastest-growing retirsroeal-sav-
ings plans i Amoerica are compa-
ny-sponsared $0§(k)s. In just 14
years of cxistence, they've
A amassed $525 billion for 18.5 mit-
tion employees,

Yet there's no guarantee thal your money
is safe. 401(kis run preily much on the henor
system. Companies infinancial trouble can
easily “borrow” somn of your funds, By the
time you find oul, your moncy may nol be re-
coverabie,

That's exacily what happened to-dle maker
Brian Bdwards of Flini, Mich. He had around
$15,800 in his aceouni al Winom Tool & Dis,
Rut, f2cing businegs probloms: Winom's owe
er, Thomas Brown, staried using his workers’
491k} funds, -

The campany wert broke, ewlog its 401K
mare than $1§2,680, _ e

A 40KK} is set up by 4 corporation for its
employces. Your contributioa fs lax-deferred
until you take the money out; ditte the earn-

. ings on your funds. Around 80 percent of ern- .
‘ployers add to the money you pul in, reports
Access Research in Windsor, Conn., most of
ten giving you 50 cents for every dollar you
invest.

Size of problem unknown

There arve thres ways the employer can get
this oy 1) Deduct monaey from your pay-
check and not depasil it in the plan (7 Take
zn Hiepal loan from the plan. (3) Hicgally in-
vest plan aggets {or the employer's beneafll.

. Al this point, the size of the 493K} fraud
protlem isn't knows. Last week, the Depart-
meat of Labor's Pension and Wellare Bene-
fits Admidnistration {PWRA) disclosed an anti-
fraud compaign that has so far regovered
$1.5 mililon that was takee itegally from em-
ployee plans, Five prosecations are under
way: 3t0 investigations remaln open. Nane
are big vompanies. The problems so far have
‘been found at mid-size and small {irms,

Az a check on whether the rooney is tnere,
the government impoges sorme modest audit-

ing and reporting requirements. For example,

you'Te supposed (0 receive an anpual summa-
ry of your plan’s financial eundition,

-Hul what you really need are the details of
the raing amd losses in your account, But your
comipany doesn’t have {0 digclose that unless
yoir 48K,

i
H
i

3
B

H

Good companies automatically provide re-
poris. The bad guys typiaatly don’t roport,
making fome axcuse thal they hope tha em.
ployees will baligve, -~ .

Cleartly, more regylation ix needed « but

exactly hiow much? Secretary of Labor Rob-

ert Reich says thai oversight should be Hpht,
se as nol Lo “discourage small busingases .
from selfing up these plans because of abuses
by a few.” Hers are the reforms on Releh’s
mind, ranked according fo their chance of
taking effect:

Require faster deposit

B Stop lirms from uging your money as &
‘90-day checking account: Your 401(k) contri-
bulions are supposed to hii your accomt on
the “earliest, reasonable” date or, al most,
within 90 days. Seme firms coutinely watt 50+
days, reasonakle ar not, )

K Require faster information from audits:
Believe it ot not, §f an auditor checks your
401{k} plan and notes & possible (raud, it
might taks a year to Wt the PWEA'S comput-
er screens. Redch has proposed legislation to
require prompler reporting. But he's jeaving
one big loophoie opens Companies with fewer
than 160 workers don't have to audit the
plaas at sil, -

o Instell independent trustess: Trustees
cartify that the money in your 401K} is being
handled property. But omployers onn name
themselves trastoe ~ which wen't hielp mue
if they're lhe oncs diverting funds. .

B Require more frequant employee re-
porls; A year is koo long to walt lo see  the
money withdrawn Fram your paycheck really
wag deposited bn your 401k |

Jane Bryant Quing is an author aod syath-
cated personal finance colurnnist, Hen column
appears ont Saturdays, Readers with questions
may write inp care of Washington Past Writ-
ers Group, 1150 15th St NW, Washington, ,
DG 200713800,
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. Without the right information, you can’t do much to protect your cwn 401(1{}4‘

funds. But can Congress give you the help you nieed? Yes. Here's how. »

Bt Janu Bivans Quinn .

FAIT ¥RARE AGO, AT 28 DYEMAKERH
Brian fdwards Legan (o attend (o
his future. His employer, Winem
Tool {7 Din i Flint, Midh. offeredn
Zaa £(3tk} retiremont plan. wed Ed-
wards signed up. When he loft for amaher
jubh, he gured e bud about $15.0006.

He figared wrony, Thamms Drewa, who
wwned Winowm Tool & Die, deducted the
maney from plan members’ paychecks bt
dida'l reserve it {for their aecounts, The
eennpisrty ward broke, owing its 401{k} more
Hian SIUZU00. Brown pleaded guiliy t0 2
criminnd churge of lying about the plan's
vaadition and will bo seatenced in Foliu-
sry. Cold combort for Edwards and his fpl-
fow smploveds. "1 trusted evervbody.” he
snys, “but you have (o lorgst sbout wrust,”

Cupy that sentenes and tagk it jo vour
uiitce dogr. Most 401(k)s are safe, but enly

S——-—

because Lthe companies that nin thers vol- -

enturily [llew the rules. For vour so-called
protection, the government impeses some
sunlest soditing and reporting requdre-
ety AL ottom, howaver, ity fittle wnore
fhing s b svstom that works for mog

v er ot i aspense of o defrauded few, A

big company fo frwacial touble could

wavrow’ gaur 401K} funds just as roadily
s Winoir Tosd & [he did., .
AL this point the sive of the 401k} fraud
problem isn'l known, Scerctary of Labor
Holiort Bedel sayy that twice the number
ab gk vomplaiats from the pablic tues
oul 4¢ be e eompared with eomplaines
gt oiler probloms B the warkplace.
“4ed week e Loaluw Depodiment’s P
st sand Wellare Honsfde Admininnsion
8T divobosord w mrti-fored campalytn
that Inie so e respveced 305 asitiion o
crgduves plis, Five proseoations an aa-
derwny: 38 fovealigions renniis oy

1

[ PR

Buy some of the maney is gone for good.
More discussion is nseded abodt securing
40Mkis - now the pation’s fastest-growing
pot of retirement savings. . :

£ swoneyr A 201K} is sot up by a corpora-
ths Lo its employees. Your contribution is
tnxsloforrad until you take the money sut:
it the carnings onr your funds, About 80
percamt of employers add to the money you
pul in. reports Access Réseareh in Wind-
wye. Cong., most oiten giving you 50 ceats
for cvery delfar you invest. Tu just 1 years
ul eaistence, 401{k)s have amassed $525 bil-
Hons for 18.5 million employees.

As n check on whether the money is
taore. Hhe lav recuires only that you receive
s wamatery of your plan's sanual report. To
un amatogrs. thal geserslly means Zp,
$$hut v eed, instend, sre the details of
the gaing and losses in your acoment, which

wiur craployer needn’t disclose unless you-

ask—in writing amd only once & year, Good
companics, however, usuaily contract with
ouizide providers to send teports automati-
tllv, sometines as often 95 once a month.
The bad guys provide no reports at sll,
1ehue's afien whore the trouble starts. 8y
time the workers g6t worrled enoughia
et g fnves, their retiveosent money may
Bwe gene, Or ¥ swyy be pomdy invested, in
reel astaios nr othor lnxppropiriate assets,
Ulenrdy, amne reguintion is necded —ba
panetdy how weehf Reteh says that the gov-
evment doosat wan! G “discourage small
businesses (rom seiting up these plans be-
cave ol abuses by o {ow" Cost-benefit
weltiments lowe o be mnde, How many
- roar Felwands fnmsilies can bo theown to
tine wnelves su tiue luckier folks con have
sthanps of their awe? Horesrethe elorms on
Hewhs ndad ninked sevmding to thew
vatnges ul taking olfogy
= Stop fieens fram patnig youee eniy as ¢
Bt eheeking secount, Yosie 40K comsted-
Brations e atpposed o it your erouat on

the “earliest reasonable” date or. at wnins

within 90.days, Sume Reng routinely wait ~

by, reasunable or et That not ondy

~ e voo of paraings. In trogbled Arms,

<~ el at visk that the company wilf Gl

with vour money in its packet, Reich plans ’
tor huuten the period dramatically, (105 g6t - -
el i baTichange employer contribations.
witizh often are paid only once o year)

8 feyuire faster information from audits,
Believe it or not. if sn auditor checks your
401{k) ploo and notes o possible fraud, it
might take a year to hit the PWBA’s com-
puter sereens. Beick has proposed legishas
tion 4 yequire prompter reporting. But
Congress has weightier things on jts mind
{ike cutting the fravd-enforcement budget).
focidenially, if you work for 2 company
with fewer than 100 workers, its 401} plan
dossr't have to be audited st gfl.

® Instait independent trustees. Teustees
certify that the money in your 40t(k} is being - -
handled properly. But employers ean name
themselves as trustees—swhich wont help
much if thes're the ones diverting funds,
The Lobor Depariment’s independent ad-
visory oounell sugensted this vear thm
46Hik]s haee outside trustacs,

" ®lcguine more frequent emploves re-
ports, A viaris oo boog fo witi (o see i vour
rongy bus wrrived. and many emplayers
agret. Sewe 74 parcent of 401k} plans ofler
spmnrterly mports. A small bt growing por- -
cerage give yoi daily access, by phone,

The goveeument is publiciying WIYS you
e wateh tie plans yourself, Ainong them:
cheek yemie pay stubs, to spe i i sum
daducted fiom vour chock sotsally mnde 2t
intothe phan goonrod slen eontributions
dunt srviee within 53 dag: sercech i your
ALY vepan by e Bite,

Hat ef's pet sonl. Most reports dontt
shew whiem woney we inta the plan, As
e seervebiog, B might cast yort your fobyee
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mapecitity In wilier fiems, 33 vorguson-

iddde 4o expoest the warkers to boss the bosa.

Watchdogs netdad: But waichdogs steon
Jhaatd, i Couggross weould only deputize
thma, A 401k} plop uficn employs sn out-
side trustes, n recordkeepor or an invost
miesd manager—any of whom will know
wlien an expoeted contcibution daesn’t
wome, Bt as things now stand, no ene hay
Io izl you @ for that malter, the PWBA.

This professional omertd molliplies your -

love, Hod you known the truth, you'd st
loast have stopped putting new maoney in.

Al Intermational Technical Services (F1S:.

now defunst, but formery in Melvills,

N.Y}. suspicicus employees sought infor--

. mation for months sfier their 401(k) reports
stopped. The boss wore the trustee’s hat, So
they catled the plan's reconlkeeper and its
favestment manager, to Aind out if their
monsey was safe. .

As is typical, they learned nothing ot all.
The investment manager, Fguoitable Life
Assusance Society, first sald the plan wag
OK it fater clammed ugp, says Leonsrd

Cununings Ir; formerly an ITS contract en-

gineer, Equitabie’'s James Lacey says that,
- as o matter of policy, the company dossat
cespond to emplovess® questions about
thelr individoal sccounts. FI%'s rooked

plan members are sulng everyons in sight, |

for dosses of §3 million or more. Commings
himseil says he's out $10,000 {2 515,008,

On the “wha, me?” peinciple of sivie re-’

sponsibility, most firms thst service 401(K)s
want nothing to do with the job of unmask-
ing erooked plans, Except the “father” of
£01(k3s, Ted Benaa of the 401k} Assoeiation
in Langhorne, Pa. His contrast with clients
saye he'll squeal to the PWEBA i money
doesnt arrive on time. To get around secroe
tive bosses, easployess should gt reports
that are mailed to ¢hem at home, says Rob-
ent Liberts, viee president of the New York
actuarial consulting fiem the Segal Co,
Most of alf, plans need oviside trustees
whose duty it is to shout aloud. By all
means compiais (o the PWBA about miss~
tng 408k} reports {eall 202-218-BTTG), Batif
binoes and government oxpest us to -

warice zetirensent oursslves, they have the

shuly to asmde the systens more secure.
Wapke'ts mapa Frneny G uud dlanisia Quans

[
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'Safety in Numhers?

40iss are growing faster than say
other retirement plan, and they're
riskier than traditional pensions,
Future retivess, particularly those in
smalier* companies plans, aee in

dangee of having their pookets picked,

Foal plans 242,006
in smaller epmpaniss - 2300
Total pacticipants 185 willion
In smaller companies 54T miltion ~
Total asstly $523 billlon
In smaller compaties §132 bitlion
Al plans ’
Averags aecount balancs 37 000

*ITTH FEWES Tiaan B3 ERTEATES
FUROEL MUCEEL K1 4 PANLIE, $R00.
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n the six‘months between
“R  January and July last year,

the average stock mutual
fund earned 22.53 percent,
wechoding to Lipper Analyticat
Services.

But not John Drexler's retive-
ment pordfolio. Mr. Drexler
thought he was harvesting the
stock market’s gains, but instead
he was earning 8 mere 2 percent
an maney his employer had
parked in & money-market fund,

Mr. Direxier {not his rea
nams) estimates he missed oud on

Foot-dragging firms take bite out of 401(k)

$600 In earnings while his large
Northeastern emplover rumi-
rated about where to put the
mongy,

He's not a happy camper, angd
complaintg like his have the La-
bor Departrment breathing down
the throats of slow-investing
employers. A proposal from the
department would have compa.
nias racing to invest employee re-
tirement contributions within a
few days of payday.-

What's the problem? There are
a fow, .

The most serious are the usu-
ally smal employers that “bore

- row® their wotkers' 401(k) retire-

ment assets o fill cash-flow
needs and fail to invest the funds
for the worker in o timely man-
ner or, in syme cases, 8f all.

Ted Beona, president of
the 4010k} Associntion, reports

that he has received about a
dozen calis from workers whose
small companies went out of
businass without ever depositing
their retirement.contributions.
The Lahor Department is in-
vestigating more than 680 com-
plaints of companies not deposit:
ing the money in time and takes

them sericusly enough that it has -

instituted an amnesty program

for employers delinguent in -

deposits, -
Until Sept. 7, compantes that

"have played fast and loose with

their employees' retirement
fundsg can pay up and aveid crim-

" inal and civil penalties. '
The program is not available
to employers under investigation

or more than a year in arrears.
There are other reasons why

retirement investments are not

made in'time. .

The current Labor Depart
ment rules, which require some
panies to deposit the money as
quickly as possible bt no later
than 90 days, have been inter
preted oo often by 100 many
companies to mean 90 days, says
Rich Koski of Buck Congultants,

Sarne employers habitually
wait as long ag possible 1w float
thelr cash flow, Then there are

" the companies, ke Mr. Drexler's,
- that tie the money up even

longer white they switch 401¢k)
providers. -

This iz happening with in-
creasing frequency as the bene-
fits field gets more crowded and
hrokers and mutual fund firms
vie for the 401(k) business.

Mr Drexler's chief complaint
is nat that his employer switched
carriers, but that it didn't tel)

TYNYIION 133418 TI9M

anyone until many months after
the avent and dragged ity feet
during the process.

’ 1 can emplovess do abowt
this? .

At Teast find out the tragh
abowt where vour money is. Don"
approach your employer as if
you don't trust him or her, Mr,
Koski says; the overwhelming
majority are honest and {rying o
o the right thing in o confusing
market. »

Instead, make vour employer
aware that the 4010k) market
has gotten much more competi- |

" tive and that some providers *
“would be happy to provide guar

terly statetents or even daily
valuations directly to you, with-
out putting any added burden on
your benefits department, .o
I you work for a very small
wompany and have serious con-
cerns about your employer's
integrity and organizational
skills, you can do an end run
without seeming suspicious.

Tell your employer that you
are doing personal financisi plan
ning and that vour adviser needs
& statement from your 401¢k)
plan to help you plot other invest-
ments. Ask your emplayer o put
vet in touch with the company
administering the plan.

H your employer refuges n
provide timely information about
where your Funds sre, contact th
Laboer Department while twvestis

.- gators there are on the warpath,

» Linda Sgern answers questions
ondy through her column, Write

to her at Rewers, Sufte 410, 1333
H S NW, Woshingion, DA 20008
ar send eomedi to .

TS 15466 compuserve.com,
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CONTINUING CONCERNS

‘OF THE INSPECTOR GENERAL

Several serious concerns of the Office of Inspector General (OIG) that can have
a substantial impact on the effectiveness of Department of Labor programs$ and
operations remain in the category of “unfinished business.”

Improving Criminal
Enforcement Actions

Fraudulent Health
Insurance Schemes

The OIG testified on several occasions before the Congress about
the need for criminal sanctions against perpetrators of egregious

white-collar crime involving laws protecting Americanworkers, In - .. 7

response to the QIG’s continuing criticism and a series of some

. eight hearings during the last 13 months, as well as considerable

press and media attention, the Departrnent formed a task force to
study the problem and make recommendations to the Secretary,

While the Task Force's September 1990 report made several ree-
ommendations emphasizing voluntary compliance and informa.
tion sharing, which may improve the general enforcernent program,
in our opinion, the report failed to address effectively the central
issue of eriminal enforcement. The report ignores the problem of
clatifying Department of Justice's Office of Legal Counsel’s March
1989 opinion which severely limits the OIG’s fnvestigative ability
and limits the Secretary's ability to delegate authority for investiga-
tions. Inaddition, it does not acknowledge the OIG's responsibility
to coordinate investigations as s;aecified in the inspccmr General
Act. The GIG will be closely reviewing and monitoring the De;}art-
mant's effaris and progress in this area,

- The OGIG also testified during this ';;efied about the problem of

fraudulent multiple employer welfare arrangements or MEWAs,
These schemes continue to result in tragic consequences by holding
thousands of employers and their workers personally liable for
unpald medical bills even though they believed there was health
coverage. :

The OIG will continue to conduct Federal criminal investigations
and assist the States in addressing the MEWA problem. A contin-
ued Federal role is necessary because the muiti-State operation of
most of these fraudulent MEWAS severly hampers the ability of
individual States 10 reach the culpable individuals,




Mm
Inadequate Pension/
Welfare Plan Audits

In an attempt (o deal with this pwbicm. PWBA has pr&poscd a-
registration scheme for MEWAS in legislation which.was intro-
duced in the closing days of the 101st Congress. We will watch
closely to see the extent to which this proposal will effectively help
address the MEWA problem and the extent to which zt illumi-
nates the various State and Federal issues.

The OIG testified several times about the nation’s private pen-.-
sion and welfare plans’ vulnerability to fraud and abuse. Thisvul-

nerability is caused primarily by inadequate audit work by inde- *. |

pendent public accountants and 2 lack of effective Federat law
enforcement through the Department’s PWBA.

Since the OIG raised this issue, some progress has been made.” .
The Department developed Employee Retirement Income Secu-
rity Act (ERISA) legislative proposals to address some of these
concerns. However, significant delays were experienced in ob-
taining OMB clearance, and at the close of the reporting period
they were not yet cleared. The OIG strongly urges the Depart-
ment to renew this effori vigorously early in the next Congress'in
order that the bills may be reintroduced and considered quickly:

In addition, the American Institute of Certified Public Account-
ants (AICPA), working with the O10 and PWBA, has produced
a draft revised Employee Retirement Income Security Act (ERISA)

_ audit guide which highlights the auditor's responsibility to detect

and repor( serious wrongdoing. However, problems still remain
10 be resolved, including the oversight of plan audits only by the
plans’ managers and the need for direct reporting by the plans to
the erartméat of signficant ERISA violations. Until these
deficiencies are resolved and the draft AICPA audit guide is
finalized, pension plan assets remain at risk,



Abuses Affecting
Job Training Funds

The OIC has testified before the Congress about problems in the
administration and operation of the JTPA program. Since.the
program's inception, it has been, and continues to be, plagued by
abuses on many levels, _ -

Legislation of nceded amendments 1o JTPA was passed over-
whelmingly by the House and sent 1o the Senate where it was never

" introduced in the 101st Congress. The OIG recommends that this

. critical legislation be reintroduced next Congress in order 1o im-
prove the Department’s TPA program and better etisure that its
resources are effectively utilized.

The QIG's oversight of the Department’s new general ledger
Concerns about accounting system (DOLARS) identified adverse conditions which
DOL Financial prevent the Secretary of Labor from reasonably assuring the De-
Management . partment’s compliance with statutory requirements,

Y
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Executive Summary

i e e e

P

-

controls for compliance with laws and regulations, and then f}roviding the
reports to regulators, participants, and others, would help ensure that
adequate controls are established and rmaintained,

Requiring suditors to review plan administrators’ reports on internal
controls would help protect plan participants® interests by helping fo
ensure that plans maintain strong intarnal controls, adhere to laws and
reguiations, and properly report thelr financial condition, Such reviews ™
could also provide early warnings of potential problems. Stmilarly, reviews_
of internal control reports would benefit the federal government, which, as
insurer of defined benefit penston plans, faces a significant ii&bllity if plans
with large unfunded liabilities terminate, .

Further, GAO believes that auditors have a basic public responsibility and,
must eonsider the government’s interests when auditing federally insured
employee benefit plans. Auditors should be required to play a more active
role in assisting regulators and plan administrators in identifying,
preventing, and correcting problems in financial reporting and internal
controls, This expansion of the auditor’s role is in keeping with GAQ's belief
that auditors must recognize that they have greater responsibilities when
accepting audit engagements for federally insured entitles. Similar
provisions, which are important reforms in auditing and reporting for
federally insured financial institutions, were recently enacted in the Federal
Deposit Insurance Corporation Improvement Act of 1981 {Public Law
102.242).

Third, legislation should require suditors to report fraud and serious ERISA.

viclations directly to the Department of Labor. While both plan
participants and Labor have significant interests in 8184 violations, there

i5 o requirement in ERISA or Labor's implementing regulations that either

be promptly and directly informed by the guditor whern! fraud or serious
fiduciary breaches are dis¢ovéred, Such a provision would increase
protection of pian participants. .

Fourth, legislation should require sl audit firms which audit employee
benefit plans to obtais 2 peer review. Peer review programs essentially
entail the verification by other audit firms that the firm reviewed has a
system of guality controls that reasonably ensures that audits meet
established standards, Requiring all audit firros which audit employee

benefit plans to participate in a peer review program that includes at least

one plan audit would help ensure that audit firmms performing plan audits

adhere to auditing standards and perform quality audits.

Page 5 GAQIAFMID-92.14 ERISA
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Recommendations

JR

Agency Comments

Executive Summery

GAC makes recommendations 1o the Departiment of Labor, the AICPA, and
the Congress in chapters 2, 3, and 4. Of particular imporiance are the
legislative mcezmnemiai:wns that the Congress amend ERISA to: .
(1) sliminate the provision that permits limited scope audits, (2] require
reports by plan administrators and auditors on internal controls,

(3) require reporting by auditors of fraud and serious ERISA vzols.tlans ‘an(i
{4) require peer review of auditors conducting plan audits.

— "

Both the Secretary of Labor and the Chairman of the Board of the
American Institute of Ceriified Public Accountants commented on adraft =~
of this report. (See appendixes H and IIL} )

Labor agreed with many of GAQ's recommendations but expressed
coneerns with the recorumendations on internal cantrol reporting and
direct reporting 1o Labor of serious ERISA violations. However, Labor did
agree that significant internal control weaknesses can lzad to fraud and
abuse of plan assets. Labor stated that it is currently assessing alternative
‘approaches for the identification and réporting of significant internal
control weaknesses. With respect te direct reporting, Labor is considering
whether plan administrators should be reguired to report to Labor
information related to cerfain criminal acts involving employee benefit
plans covered by EriSA, However, this does not utilize the resource of the
independent auditor to help protect agamst eriminal acts by plan
adrdnisirators.

The AICPA stated that it Is considering many of GAO's recommendations. It
also stated that it suppons cost beneficial efforts and suggestiong to
increase the protection of plan parﬁczpams bat has coneern about creaung
unrealistic expectations relative (¢ the role and work of independent )
accourntants. GA0 believes implementing its recommendations would allow -
the profession 1o better mest the public's existing expectations. The AlCPA
expressed serious concerns with direct reporting of fraud and serious
ERISA violations g Labor because of its view of client confidentiality. Gao .
disagress with this view and believes the auditor should be required to
report fraud and serious ERISA violations when the plan administrator fails
io do so.

.

Peged ‘ e GADIAFMI.92-1¢ ERISA
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CONTINUING CONCERNS

OF THE INSPECTOR GENERAL’

Several serious concerns of the Office of Inspector General (OIG) that can have
a substantial impact on the effectiveness of Department of Labor programs and
operations remain in the category of “unfinished business.”

Improving Criminal
Enfercement Actions

. mm—— [,

Frauduleént Health
Insurance Schemes

The OIG testified on several oceasions before the Congress about
the need for criminal sanctions against perpetrators of egregious

white-collar erime involving laws protecting Americanworkers. In ..

response to the OIG's continuing eriticism and a series of some
cight hearings during the last 13 months, as well as considerable
press and media attention, the Depactment formed a task force to
study the problem and make recommendations to the Saeretary,

While the Task Force’s September 195G report made several rec-
ommendations emphasizing voluntary compliance and informa-
tion sharing, which may improve the general enforcement program,
inn our epinion, the report failed to address effectively the central
issue of criminal enforcement, The report ignores the problem of
clarifying Departmens of Justice’s Office of Legal Counsel’s March
1989 opinion which severely limits the OIG’s investigative ability
and limits the Secretary’s ability to delegate authority for investiga-
tions. Inaddition, it does not acknowledge the OGIG s responsibility
to conrdinate investigations as spcc:‘f ied in the Inspector General
Act. The OlGwillbe closciy reviewing and monitoring the i}egmrb
ment’s cf&:’;rzs and progress in this area.

The QIG also testified during this 'g;&zzim’i about the problem of
frauduient multiple employer welfare arrangements or MEWAs,
These schemes continue to resultin tragic consequences by holding
thousands of employers and their workers personally liable for
unpaid medical bills even though they believed there was health
coverage. '

The QIG will continue to conduct Federal eriminal investigations
and assist the States in addressing the MEWA problem. A contin-
ued Federal role is necessary because the mulii-State operation of
most of these frauduient MEWAS severly hampers the ability of
individual States to reach the culpable individuals,




. .
Inadequate Pension/

Welfare Plan Audits

In an attempt 10 deal with this problem, PWBA has proposed a

registration scheme for MEWAS in legislation which was intro-”

duced in the closing days of the 101st Congress. We will watch
closely 10 see the extent to which this proposal will effectively help
address the MEWA problem and the extent to whlch it illumi-
nates the various State and Federal issues.

The OIG testified several times about the nation’s private pen-.-

sion and weliare plans’ valnerability to fraud and abuse. This vul-
nerability is caused primarily by inadequate audit work by.inde-
pendent public accountants and a lack of effective Federal law
enforcement through the Department’s PWBA,

Since the QIG raised this issug, some progress has been made..

The Department developed Employee Retirement Income Secu-
rity Act (ERISA) legisiative proposals to address some of these
concerns. However, significant delays were experienced in ob-
taining OME clearance, and at the close of the reporting period
they were not yet cleared. The OIG strongly urges the Depart-
ment to renew this effort vigorously early in the next Congress in
order that the bills may be reintroduced and considered quickly:

In addition, the American Institute of Certified Public Account-
ants {AICPA), working with the OIG and PWBA, has produced
a draft revised Employee Ketirement Income Security Act {ERISA)Y

- audit guide which highlights the auditor’s responsibility to detect

and report serious wrongdoing. However, problems still remain
1o be resolved, including the oversight of plan audits only by the
plans’ managers and the need for direct reporting by the plang to
the Depariment of signficant ERISA violations. Until these
deficiencies are resolved and the draft AICPA audit guide is
finalized, pension plan assets remain at risk.

nr



Abuses Affecting
Job Training Funds

H
H

i

Concerns about
DOl Financial
Management

The OIG has testified before the Congress about problems in the .
administration and operation of the JTPA program. Since:the
programy’s inception, it has been, and continues to be, plaguad by
abuses on many levels, -

Legislation of iw&ded. amendments to JTPA was passed over- .

whelmingly by the House and sent to the Senate where it was never

" introduced in the 101st Congress. The OIG recommends that this

critical legislation be reintroduced next Congress in erder to im-
prove the Department’s JTPA program and better ensure that its
resources are effectively utilized,

The OIG’s oversight of the Department’s new general ledger
accounting system { DOLARS) identified adverse conditions which -
prevent the Secretary of Labor from reasonably assuring the De-
partment’s compliance with statutory requirements.

Lond
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PORTABILITY - QMLQV‘\S

~Expanding Pension Access and Portability
~Promoting Portability and Coverage for Workers in Transition

IRAs
~~E~pran£ﬂing Individual Retirement Accounts
-How IRAs Promote Savings and Provide Portability

THE NEST

~Jrirmulating Retirement Savings by Owners of Small Businesses arngd Their
Workers
--The NEST: A Simple Retirement Ptan for Small Business
E -

BACKGROUND

~Administrative Actions Already Taken
i

VIGNETTES

~Making Pensions More Widety Available: The Administration’s Expanded 401k}
Proposal

~Saving for College Made Easier for Families: The Administration’s Expanded IRA
Proposal - .
i

QUTLINES OF NEW PROPOSALS

--Filling’ Gaps in Retirement Coverage

--Making Rollovers Easier {Qualification}

--Making Rollovers Easier iNondiscrimination)

--Preventing Emplavers from Forcing Departing Employees to Withdraw Pension
Savings ar Risk Poor Earnings

- BUDGET PROPOSALS

--Providing More Pensions tor More People
--Access to Pensions Through Simplification

--March 1996 "Green Book” (not included in current distribution
i

PENSION FACTS
BUDGET ROLL-OUT
-0 & A’s on Pension Simplification and IRAS

PREVIQUSLY USED SUMMARIES
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EXPANDING PENSION ACCESS AND PORTABILITY
HELPING WORKERS IN TRANSITION

Background

Proposal

[About 40 million] Americans have retirement benefit accounts in defined
contribution plans {such as 401{k} plans) in which employers maintain
individual accounts on behalf of their workers. Once an emplioyee has
"vested”, i.e., earned the right 1o the emounts accumulated in the acéount,
the acoount balance and earnings belong to the worker, Workers are
immediately vested in their own contributions to the plan and ususlly are
vested in employer contributions after working a certain number of years,
Defined contribution plans enhance emplioyee mability - if the worker
changes jobs, the account balance still belongs to the worker and the
accumulated balances in the worker’s accounts provide the ultimate source
of retirement benefits,

Workers who change jobs as part of downsizing of restruciuring may want
1o take their accounts with them when they lgave while preserving the funds
for retirement. Those who tace longer periods of unemployment between
jobs, or who need additional education and training for new jobs, may
benefit from addmnrmi access to thess retirement funds.

Workers who have held seveal jobs over their. career might prefer to
consolidate all their retirement accounts into a single account held by their
current employer. However, {about half of participants in 401 (k) plans are in
plans] that do not accapt roliovers af account balances fram previous

" employers.

v
I

H

The Pres%dﬁng's proposat makes pensions work for workers who move from one iob

to another. It will

*

Significantly expand IRA coverage-- helping people save both while
employed and while between jobs -« and increase penaity-free access 10 IRA
funds for special needs such as education and training:

Establish a new plan far small business, the National Employes Savings Trust
t”NEST"% which combines the most attractive features of the IRA and
401{k) and makes it easiar tar small employers to provide a portable plan for
their wcsrkars

|
i
)
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Permit employees 10 tap retirement savings without penalty to support
themselves and their families during extended periods of unemployment;

Provide faster vesting in muluem;)loyer {collectively bargameé} pension
plans

ﬁmend the tax code 10 smpiemem laws that guarantee veterans of continued
pens;an coverage when t?zey return 1o their jobs after mfiftary service,

Add flexibibity 50 that new employees may more easily participate in
retirement plans as soon as they start their jobs;

Make rollovers between pension plans and IRAs more widely available

?rever}i emplovers fraom forcing employees 1o withdraw pension funds or risk
poor eamings* and

Expand the PBGC missing participant program to make it easier for all
wnrkers entitied 1o benefits under terminated plans 10 locate the benefils
when _thev retire, even if the employer has gone out of business,

.
e e el L W G s e e e g—
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PROMOTING PORTABILITY AND COVERAGE FOR WORKERS
IN TRANSITION

ADDENDUM

Expand FPortable Retiremant Vehicles: IRAs and the NEST

To increase portability, the President’s proposal expands deductible IRAs, adds
Special IRAs, and adds a new simple and portable retirement plan for small
business, the NEST.

For IRAs, thz:e proposal:

» ‘Doubles {over time) the income finits for tax-deductible contributions
Qto IRAS, permitting millions of additional Americans 1o make tax-
‘deductible IRA contributions;

» iAiiews IRA withdrawais in the event of extended unemployment, and
1o pay for educational expenses, first-home purchases, and
catastrophsc medical needs, without |mposmg the 10% pensalty on
\premature distributions;

L gA_s an sdditional option, establishes new special IRAs {"backloaded
1RAsS"} under which contributions are not tax-deductible but all

earnings can be withdrawn 1ax-free if retained in the IRA for at least
tive years .

%

The NEST isla new portable voluntary retirement savings plan for small business
that has no red tape and no complicated employer filing, testing, forms or
calculations,

e  The NEST is designed to expand pension coverage for low- and
middie-wage workers in small businesses, not enly the highly-paid.

% . [t combines the most attractive features of the IRA and the 401k}
plan, minirtizes administrative and compliance costs, and eliminates
employer involvement with the government,



2
Helping Employees Who Move Between Jobs

Workers afefchanging jobs 10 keep up with the changing structure of the American
work place, and to pursug new opportunities.

. The average American worker changes jobs roughly [five] times in their lives.

Dizrirzg periods of transition, workers may need funds to support themselves and

their families while looking for new work or undergoing training.

s The President’s proposal provides a fingncial safety net for workers in
transition. It eliminates the 10 % early withdrawal tax on [RA withdrawals
for wdrkers who are unemgployed and receive unemployment compensation
for 12 weeks or mare, allowing workers 1o use retirement savings 1o pay

expenses incurred during these periods of transition.
? +
H
Employees who change jobs, or who serve in the military, can sometimes lose
henefils. T?{e Praesident’s proposal :

* Acceierates vesting in multiemployer collectively bargainad plans, 10 assure
that employees who work for & years or more obtain vestad rights in their
benaflts and

4 &manﬁs the tax code 10 implement laws that guarantee vaterans continued
;}eﬁszm coverage when they return 1o their jobs after military service.

i

Filling Gaps in Retirement Coverage
|

The pro;:;osail provides tlexibility 50 that employers can maore easily offer 401{k}
plans 1o their employees from the first day on the job.

i Currently, many empioyers do not permit employees to make salary
reduction contribubions or receive matching contributions until the employees
meet age and service requirements for participation in the plan {usually age

. 21 and 1 year of service). Some employers are concernad that if these
employees were allowed 10 participate, they could cause the plan 1o fall
"discromination” tesis that compare benefits provided 1o the high-paid with
benefits provided to other empioyees. But bacsuse of waiting penods,
employees may not get into, or continueg, the habit of saving for retirement
1hrgugh payroll deduction,

£

s The proposal makes it easier for employers to allow new hires to participate
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in glaiﬁs by providing that nonhighly compensated employees who do not
meet age and service requirgments for plan participation would not need to
be counted in running the nondiscrimination tests.

i

Making Rolisvers Easier

s Many workers who r;harige iobs want to move their retirermnent 8CCOUNtS 1O
the new employer, 1o make it easier 1o keep track of ail their retirement
savings.

i
. {About hatf of participants in 401(k} plans are in plans] that do not accept

mtlove‘lfsg Some employers do not wani to take roliovers because they fear
that this will adversely affect statutory plan nondiscrimination testing, or that
their plan may be subject 1o disgualification or sanctions for inadvertently
accepting amounts that prove not 1o be rollover-gligible.
_I
. The Pr;esiriem‘s proposal would encowrsge more empiovers to permit
rollovers into their plans by:
. § " .
* Froviding assurance that an inadverient errgr in determining that
an amount was eligible for rollover would not disqualify the plan
that accepted the rollover; and

. i{:iarifying that acceptance of rollovers from new hires who
receive no benefits under the plan will not adversely atfect a
plan’s nondiscrimination tests or impose additional contribution
requUIreMments,

\ .

b

To make it ealsier for workers 10 move ther funds when they switch jobs, the
Administration recently issued rules that.

» Allow workers to waive the 30-day notice geriod avaitiable in
which 10 consiger their distribution and rollover options, if the
workers know they wish to move the funds sooner; ang

» Made it easier 1o apply statutory rights allowing workers 1o
divectiy roll gver ther account balances 10 angther retirement
plan {or an IRA}. [These rules also allow employees 10 request
that a plan loan be transferred (0 8 new plan that is willing to
accept it, which allows workers in transition to preserve loaned
amounts as retirement savings.¥
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Praventing Employers from Forcing Departing Employees o Withdraw Pansion
Savings or Risk Poor Earnings \

* Em;;i{:yers penerally are prohibited from forcing former employees to take a
distribution of their plan benefits prior 1o normal retirement age (or age 62
lateri. Distributions before this time may be made only if the parlicipant
consents. A plan that imposes a significant detriment an a participant who
does not consent to a distribution may in effect undermineg the participant’s’
right _t;o leave his or her retitermnent savings in the plan.

* The Aéﬁministrazim will issue a ruling making clear that a former employes
who has been laid off or otherwise terminated cannot, in effect, be forced to
withdraw his or her retirement savings by unduly restrictive investment
options, or example, 8 plan with a broad range of investment choices
available to active emplovees could not mandate that the account balances
af far;%ner emgioyees be invested only in a3 money market fund.

H
i

i

Locating Bw:zefits at Retirement

Expanded rollover options and protection of fighzs 10 retain funds in empioyer plans
wili help employees maintain their pension benefits until retirement.  1n addition, to
help retiring workers find all of their benefits, including benefits from plans of

- grmployers that have gone out of business,

. The President’s proposal will uss the facilities of the Pension Benefit
Guaraniy Corporation to make if easier for all waorkers entitied 1 benefits
under terminated plans to tocate the benefits when they retire, even if the
employer has gone put of business. Thig proposal makes the PBGC's
"missmyg participant” program, now in gffect for traditionsl defined benefit
pension plans, avaiizble to defined contribution plans, such as 401(k} plans.
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EXPANDING INDIVIDUAL RETIREMENT ACCOUNTS

The President’s Proposal
|

Expands Availability of tRAs To Millions OFf Additional Americans

Today, a person can put up 1o $2,000 of wages or sgif-emplayment income into an
IRA and receive a tax deduction. However, a deduction may not be avaitablé if the
person {0r a spousel is in an employer-sponsored retirement plan,  For couples
filing a jt}if;t;tax return, the deduction starts 10 be reduced if thelr income exceads
$40,000, aﬁd t disappears if income reaches $50,000. For individuals, the
geduyction phases ont™ where income is between $2%,.000 and $35,000,

i
The Presideht’s proposal doubles these income threshoids, in two stages. For
1886, the deduction is phased out for couples with income between $70,000 and
$80,600, and for indiviguals with income hetween $45,000 and $65,000. In
© 1999, the income thresholds are $80,000 to $100,000 for couples and $50.000 1o
$70,000 for individuals. The income thresholds and the $2,000 amount that each
person can put into an IRA will be indexed for future inflation,

Gives People Another IRA Option

The pmpcsa'i gives taxpayers a choice between gutting money into 8 traditional IRA
and receiving an immediate tax deduction, or saving the monsy in a new type of
IRA, Contributions 10 the new type of IRA are not 1ax deductible, but all income is
tax-free when withdrawn if the contributions remain in the IRA for at least 8 years,
Existing IRAs could be converted into these new iRAs.

i

l

Gives Access to IRA Funds When People Need it Most

The preposat encouragas families to save for college or buy a first home by
allowing everyane with an IRA to withdraw money for these purposes without
being subject 1o the early withdrawai penalty tax, To further help taxpayers who
are saving W pay for education expenses, the proposal aliows money in IRAS 16 be
invested in State prepaid tuition programs, The proposal aiso allows early
withdrawals Srom IRAS so workers can pay expenses 10 retrain and regducate
themseives, 10 cover long-term unemployment expenses, or 1o defray financially
gevastating medical expenses, including expenses incurred by grown children for
long-term medical care for their parents,



HOW |RAs PROMOTE SAVINGS AND PROVIDE PCRTAB!UTY

The Proposal

The Pmsidebt‘s proposal significantly expands IRAS by:

i)aubimg the income thresholds for making tax-deductible 1IRA contributions,
and mciz«:xmg these thresholds aad the $2,000 maximum annual contribution
amwnt Jor infiation.

; .
Providing Americans with a new way (o save by making after-tax
contributions to 2 Special RA, and allowing earnings 10 be withdrawn tax
free,

H

Permitting early withdrawals from IRAs 1o pay for education and training,
tirst-time home purchases, unemployment, and financially devastating
medical expenses, including expenses for long-term medical care.

]
Promoting Savings

!

IRAs provide a simple vehicle for workers 1o save for retiremaeant,

The President’s propgosatl will allow 35 million additional workers 1o have tax-
deductible IRAs,

This expanded gligibility would enable many twa-earner tamilies to reduce

their taxes by 85 much as $1,120 a year if they make the maximum
aliowabie IRA contributions.

If 8 warking family sets aside ($5,600], the cost of a family vacation trip,

that money could accumulate to [$ 84,000] by retirement 30 years later.
|

if a fsmzfy put aside $2,000 a year in an IRA, by retirement 30 years iamz

that money could accumulate 1o $445,000.

|
i
]
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A Financiatl Safety Net for Workers in Transition

The Amerucan work place is changing; workers shift jobs as new industries
daveliap and old technologies are transtormed,

The average American waorker changes jobs roughly five times during his or
her career

iRAs %re particularly important for workers in transition between jobs,
i

4 iWorkers covered by a pension plan, who change jobs for
advancement or who lose their jobs in downsizing of corporate
restructuring, may not be immediately covered by the pension
. pfan of 2 new employer.

. The President’s proposal will expand availability of tax-
deductible IRAs to middie-income workers who are unemployed
for part ot a year or move from one job to another and are
covered by a pension plan for only part of a year,

During periods of transition, workers may need funds to support themseives
and tt?eir famities whilg lpoking for a job or training for new opportunities.

. é'%'!’}e Presidont’s proposal eliminales the premature distnbution
rpenalty tax on IRA withdrawals for workers who are on
unemployment for 12 weeks or more. This makes more of a
~worker's retirement savings available to those who need them

during these periods of transition,

1
1

*
a

Investing in OQurseives and in Qur Children

As industries change, workers need 1o retrain and reeducate themseives 10 prepare
for the jobs of tomorrow.

*

The President’s proposal eliminates the premature distribution penalty tax on
IRA withdrawals used for education of the IRA owner, to facilitate retraining
and artainment of the additional education that is so important ina
technalagically advanced society.

The proposal also eliminates this penalty tax for IRA withdrawals 10 provide
tunds for education for other {amily membaers.
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The proposal alse would make clear that IRA assets could be invested in
State prepaid tuition programs, helping families save for their children’s
education. If a new, "backloaded™ IRA i3 used for this investment, then the
IRA owner ¢an invest sfter-1ax doliars and avoid having 10 pay income tax on
the tuition plan’s earnings when the child atiends coliege and the education
expenses ate paid under the pre-paid tuition program.

Pramaoting Portability

IRAS provide a simple vehicle workers can use to move their tax-advantaged
retirement funds when they switch jobs,

Many workers do net want 10 {eave their retirement funds with former
gmployers when they change ]ODS

Wozkers can move their retirement funds 1o |RAs and self-direct the
investment, or use the IRAs to hold the funds until they can move the money
10 & new employer’s retirement savings pian
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STIMULATING RETIREMENT SAVINGS BY OWNERS OF SMALL
' BUSINESSES AND THEIR WORKERS

The Need

Pension CQV&Z‘&EQQ of employees in small businesses I8 significantly lower than the
pension coverage of employees in big business.
§

. In 1993, for example, only 24 percent of full-time workers in private firms with
tewer than 100 employees were covered by employer retirement plans. In
cenzram, 73 percent of full-fime workers in firms with 1,000 or more workers
werg ca\;ered

There i$ curzeﬁ}%y no adequate "starter plan® for small business.

§ .
» The complexity associated with raditional qualified retirement plans often
discourages small businesses from sponsoring these plans.

* For employers with few employees, the fixed administrative costs of maintaining
the plan ;may be large when compared 10 the benefits praovided to emplovess.

| The current ;:zwg;{ams which were designed for small employers, SEPs and SARBSEPs, are

perceived by many employers a3 overly camplicated and impractical.

. SEPs and SARSEPS do not permit employers to encourage employees to rnake
elective contnbuzzans by otfering to match emplovee contributions . The inability
to otfer matchmg contributions makes it difficult for the employer 1o satisfy the
SARSER nenduscnmma%zen test. Himits the amount of compensation the high-paid
emplmyees can defer, and generally makes the program unattractive to employers
and employess.

The NEST EI \

Thé President’s proposal would allow employers with 100 or fe:wer employees to adopt

a new simple retirement plan. The new plan, which addresses many of the drawbacks

of SEPs and SARSEPs, would be knowrn as the National gmaloyee Savings Trust, or

"NEST." The NES’?‘

N Combines the most atiractive features of the IRA and the 401(k} plan:

* Has no red tape and no complicated employer filing, testing, forms or
caicuta{i?ns;
|
L] Is designed to expand pension coverage for low- and middie-wage workers, rmz

only the h ighly-paid; and

o Simgiif%e§ plan administration by allowing the employer te make contributions for
all empi{};;ees to IRAs in a single financial institution.



THE NEST

Al S!%PLE RETIREMENT PLAN FOR SMALL BUSINESS
i

The ?!a&{am;

Perision coverage of employees of small emplovers is significantly lowear than
pansion coverage of employees of larger employers. In 1883, for exsmple, only 24
paercent of full-time workers in private firms with fewer than 100 employees were
cavered by empiayaf retirement plans, In contrast, 73 percent of full-time workers
in firms wzzh 1.000 or more workers were covered. -

There cwrenz%y is no adequate "starter plan” that allows a small businass to
establish a r{etirement plan for their employees with a minitnurn of employer cost
and effort, The complexity associated with traditional qualified retirement plans
often discourages small employers from sponsoring these plans. For employers
with few employees, the fixed administeative ¢osts of maintaining the plan may be
large retative 10 the benefits provided to emplovees,

SEPs and SARSEPs, which were designed for small employers, are perceived by
many employers as overly complicated and impractical. SEPs and SARSEPS do not
permit employers to encourage employees 10 make elective contributions by
offering to rr}atch employee contributions dollar-for-dolar or otherwise, The
inability to offer matching contributions makes it difficult for employers (o satisfy
the SARSEP nondiscriminstion test, mits the amopunt of compensation the high-
paid employees can defer, and generally makes the program unatiractive 1o
.emplovers az}ts empioyees. -

The Solution

The President’s proposal would retain SEPs and SARSEPs but would, in addition,
provide employers with 100 or fewser employees the opportunity 10 adopt a8 new

.. simple retirement plan. The new plan would bBe known as the National Employee

Savings Trust, or "NEST" and would cambme the best features of IRAs and 401(k)
pians,

}
Like other IRA accounts, investment in NEST accounts would be dirscted by each
employee. To simplify plan administration for employers, an employer could require
that it participating employees use a designated financial institution’s 1RAs as the
recipient of NEST contributions, but only if each employee were notitied in writing
that an employee could move his or her account balance 1o another IRA at any time
without charge.

NESTs would offer employees the opportunity to make pre-tax contributions up 1o
$5,000 per. \}'eaf The employer would infarm employees of their opportunity to
make pre- tax contributions and agree either to make sither a 3% of pay
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contribution for gach employee, or to contribute 1% of pay plus a matching
formula, These simple plan designs would eliminate or greatly simplify many of the
rules that apply to other types of qualified retivement plans. In addition, the NEST
would have the following features: .

100-emplovee limit. Any emplayer, including a tax-exempt
arganization or governmental entity, would be sligible to make a3 NEST
program available to its employees it a piven year if the employer had
no more than 100 employees who received at least §5,000 in W-2

pay in.the prior year.

NO 2ligibitity. Each employee of the employer {and other
empiayers ander common controll who reached age 21 and completed
twi cansegutive vears of service with the smployer in which the
employee earned at least $5.000 in compensation would be eligible to
participate in the NEST. Each eligible employee with at least $5,000
of compensation from the emplover for the year would receive a

- noneléctive employer contribution far that year, even if the employee
terminated mid-year.

_Q_L@MLMQ_;_Q&_Q All contributions would be 100
percent vested immediately and would be fully portable, even ciurmg
the two -year holding period {described belowl. ’

sLriminat £33 AL cable. NESTs would not be subject

t0: the "tor} heavy mies, the npndiscrimination rules that apply 0
glective contributions under 3 401{k} plan {the "ADP” test}; the
nendssenm nation rules that apply 10 employer matehing contributions
{the ”&C?” testh; or the nenézscnmman{m rules that apply 1o SEPs and
SARS&?S

3560 p harbors. Instead of mp heavy ang
‘ ner‘zd:smmmamn mfes, every employer using a NEST would choose
1o satisfy one of the following two design-based safe harbors:

{11 The emplover makes a nonelective contribution of at least 3%
~af pay tor each eligible employee and may peemit employees to
make pre-tax contributions.

(2} | The employer makes a nonelective contribution of at least 1%
of pay for each eligible employee and allows emplovee elective
‘contributions, The employer also provide a 100% matching
contribution on the employee’s slective contributions up to 3%
-of pay and 8 matching contribution of at least 50% {and no
greater than 100%) on employees’ elective contributions up to

 rip g e -



the next 2% of pay.

Rgggr;}ing and Risclosure. An employer maintaining a NEST would not
he subject 10 any qualfied plan reporting requirements {e.g., Form
55800 fiting}. The NEST trustee or issuer would be required 10 report
NEST contributions in the same manner 88 other IRA contributions are
reported. Employees would be required 10 be notified annually in
writing of their rights under the plan, including, for example, the right
10 a matching comnbutmn and information from the NEST trustee or
zssuer

i n 404 ion limit not applicable. The employer would be
permitted a tax deduction for the elactive, matching, and nonelective
contributions described above without being subject 1o the deduction
imits normally applicable to qualified plans,

i NEST contributions {and attributable
earningst would have te be held in the IRA for at least two years
{beginning on the first day of the calendar year for which the
comtribution was made}. This two-year rgstriction on withdrawsis
woutld apply whether or not the participant had terminated
., employment,

In all other respects, distributions from NEST IRAs would be subject to
the same rules as distributions from IRAs generally. During the two-
year holding period, contributions and earnings could be rolled over 1o
another IRA, and the original two-year holding period would continue
to apply to the rolled-over amounts in the recipient IRA.

Rollovers. NEST IRAs could orginate and receive transfers from other
IRAS {whether NESTs, SEPs, SARSEPs, or other IRAs). NEST IRAs
could also receive rollovers from qualified plans, All movement of
NEST funds to other IRAs, whether or not during the two-year holding
pezwé ‘would take the form of a trustee-to-trustee transfer. Amounts
rolled aver or transferred 1o a8 NEST IRA would not be subject to the
two-year holding period unless they were amounts transferred from a
NEST: for which the two-year holding period had not yet elapsed.

ar plang permitted. An employer that maintaing & NEST
mutd aise mamtam tax :;zza ;ized pians or SEPs, other than a plan that
allows for elective contributions or matching contributions.
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BACKGROUND: ADMINISTRATIVE ACTIONS ALREADY TAKEN

What 3{3:72%{2%32{%15% guidance has the Administration provided recently to promote
retirement sav%z"}gs and 1o aliow retirement plans to provide benefits to workers affected
by downsizing?,
1. P ilige. thr rollgvers. In October of 1985, reguiations were issued setting ‘out
the right of a participant to elect to have his or her retirement benefits paid directly o
the plan of a nejw employer or to an IRA. These regulstions make it gasy for employees
to keep their savings intact for retirement by providing simple rules for direct roliovers -
under which no tax withholding is required and enhance portability by protecting
" qualified plans from the risk of plan disqualification because the plan accepts 3 direct
rollaver which proves to have been inefigible for rollover, In addition, qualified plans areg
permitted to accept a direct roliover of any plan lpan that has been made 1o the
participant, §0 2?}2}1 the participant can repay the 0an 1o the new plan, rather than
having to treat the loan as a8 taxable distribution at the time of a rollover and reducing
eetisement savings.

H

. Plan loans 1o employees allow them 1emporary
ediate needs. When the employee repays the
foan, the savmgs return 1o the plan and continue to grow until retirement. In December
of 19885, Tmfsswv claritied the rules for plan loans, making it easier for plans to make
loans available., The new rules set forth clear and administrable standards regarding &
variety of plan loan issues, including a new standard under which a plan ¢an allow g
participant who is on an unpaid feave of absence (or on a Ieave gt a8 reduced pay that
does not cover Ithe debt servicel to suspend repayments for up to 12 months. In
addition, the guidance allows a plan 10 give employess & grace period for overdue loans:
a plan can postpone the time when it must deem & loan 1 be distributed due to default
until the end of|the Quartér foll gwéng the date the employee stopped repaying the loan.
|

. Congent wg;;mg patiod. In September of 1885, regulations were issued under which
pamczzyan:s are allowed 10 waive their right 1o have 30 days in which to consider benefit
or rollover options before payment of plan benefit may be made. This change gives a
plan the flexibility to provide a prompt payout of benefits when requested by a
participant,-e.g., due (0 & hardship or other emergency need for funds, so long as the
participant is fully informed of his or her rights.

4. Educationgl campaign. The Administration has lsunched a major educational
campaign, zogether with businesses and financial firms, to encourage workers to save
and, in partlcular to take advantage of tax-advantaged retrement savings p ans,
whether thmugh an employer pian or an IRA.
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MAKING PENSIONS MORE WIDELY AVAILABLE
THE ADMINISTRATION'S EXPANDED 401{K} PROPOSAL

In 1995, Jill Johnson, her husband Bob, and their two young children lived in Louisiana,
Jilt and her busband had both been working at an oil refinery and were enrglled in the
company’s pensian program. in the fall, they were laid off and at the beginning of this
year, they decided 1o move 1o another state where Bob found a job as an engineer a1 a
gonstruction consulting firm and Jill was emploved doing date entry at the same firm.

They expect their combined income this year 1o be $52,000, about the same as their
1995 earnings. But, as is the case with thige out of four other Americans working in
firms with fewer than 100 employees, Bob and Jill’s new jobs do not have a pension
plan. :

Bob and Jill's empioyer, B & R cgnstruction, is a smail, family-owned and operated
business. The brothers who opearate the company have determined that the
administrative cost and complexity is 100 high 1o warrant offering a salary reduction
pension plan, The Administration’s new National Emplayee Savings Trust {NEST}
program is daéigned to simplity the procedures for I1RA-based pension plans for smaller
companies and make it easier and cheaper for small firms like B & R construction 10 .
offer their employees retirement savings options.

The Aéministrfatirm‘s NEST propusal rtemendousiy simplifies the labyrinth of rules and
reguiations Qoverning our current pension system and, in so doing, would save
thousands of small businesses time, money ang hassles. First, if B & R construction
guaraniees its employees a certain contribytion, then it will be exempt from complex
nondiscrimination wiles. Second, the current rule which treats the brothers 88 @ single
entity and the‘ret}y dishanors the hard work of each of them, wouid be dong away with,
Third, f{}llawiﬁg simple guidelings is all that would be necessary when determining
pension eligibility.

|

B & R construction adopts a NEST. Bob and Jill make salary deferral contributions and
receive 2 mateh, They remain as long-term empioyees of B & R construction. They
accumulate significant retiremeant savings over the ysars,
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SAVING FOR COLLEGE MADE EASIER FOR FAMILIES

TIHE ADMINISTRATION'S EXPANDED IRA PROPOSAL
Kate and Jim have two sons and work at an aerospace subcontractor in southern
Calitornia. Their combined income is $55,000 per yesr. As a senipr iast year at the
‘regional mchmcai high school, their oldest son Bill set his sights on a carger in
electronics. This snrmg he was accepted to a local, private four-year college specializing
in his areas r:zf interest,

Evern though he wiuld be able to zva at nome, the costs of attending the school would
be prohzb;tzveiy expensive for Bill and his family, The small amount Bill has been able to
‘save from his part-time job and the limited amount of additional financial resources in
the form of grants and loans he has been able 10 pull together will still leave Bilk with a3 -
gignificant unmet financial need. His parents have some savings in an individual
retirement account that they would be willing to give 10 their son, but they could not
attord 10 pay the penalty for early withdrawal,
; .

Under the Administration’s plan, the ten percent sarly withdrawal tax would not apply if
the amount withdrawn is used 10 pay guahfied higher education expenses of, in this
case, the 1axpayer’s dependent child,

! 1

Bill's parents w’}culd like his eleven year-old brother Jeremy 10 go to college. Under the
Administrationis proposed Special IRA, Bil's parents could begin now 10 put away the
$1.800 8 year they have budgeted for Jeremy’s college by investing in the State’s
qualified prepaid tiition program. Assuming the money is held for at least five years, the.
tamily could begin 10 take tax-free distributions from the IRA to pay Jeremy’s tuition,

H +

|
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éFlLUNG GAPS IN RETIREMEMT COVERAGE

Eliminate barriers to immediate entry in section 401{k) plans

Current Law

The actual deferral percentage {ADP) test applicable to section 401k} plans compares
the average rate of glective contribulions {typically mads by salary reduction) made by
nonhighly employees who “benefit” under the plan with the average rate of elective
contributions of highly compensated employvees who benefit under the plan. For this
purpose, an employee is considered to benefit under the plan if the employee is eligible
10 make elective contributions. A similar actual contribution percentage {ACP) test
applies to employer matching contributions and employee after-tax contributions under
section 401(m). ’

in general, a plan nged not permit employees (o enter a plan prior o the attainment of
age 21 and the completion of 1 year of service. For purposes of testing
nondiscrimination {including the ACP and ADP tests], an emplover that chooses less
restrictive entry conditions {e.g. age 18 rather than age 21) may choose "separate
testing”™ under which all employees who have not met the statutory age and service
entry rules are disregarded, provided the plan satisfies the nondigcrimination rules
lonking solely at the universe of employees whose age and service is less than the
statutory age and service rutes. Thus, in applying the ADP 1est for employees who are
over age 21 with 1 year of service, the plan can disregard the rates of elective
contributions for newly hired nonhighly compensated employees, provided that the plan
would satisfy the ADP test looking solely a1 the rates of elective comtribution for
gmployees under age 21 or who have not ¢ompleted 1 year of service.

Reasons for change

Many employers do not permit employees 1o make salary reguction contributions o
receive matching contributions until the emplovees meet age and service requirements
for participation in the plan {usually age 21 and 1 vear of service}l. Some employers are
concerned if these employees were aliowed 10 participate, they could cause the plan 10
fail “discrimination” tesis that compare beneflits provided 1o the high-paid with benefits
provided to other employess, The separate testing option under current law does not
soive this problem. Bul waiting periods can men that employees don’t get into or
continue the habit of saving for retirement through payroll deduction.

Proposal

For purposes of applying the ADP and AUP tests, an employer would not have 1o take -
into account the rate of glective contribution of the nonhighly compensated emplioyees
who are eligible 1o make glective contributions but who have not yet met the statutory
age and service requirements for entry. To get this relief the employer generally would
have to offer the right 10 make eiective deferrals 1o all employegs {both highly
compensated and nonhighly compensated) who would otherwisa be eligible for the plan
except that they have not yet satisfied the statuiory age and service reguirements for
entry. '



MAKING ROLLOVERS EASIER
{Qualification}

Currgnt Law

A gualified plan can raceive 8 roliover of 2 distribution from another gusglified plan, or
from an IRA where the IRA balance consists entirely of amounts atiributable 10
distributions previously rolled over from a qualified plan. Amounts received in a rollover
are not veasted as annual additions for purposes of the maximum limits on benefits and
contributions and are not taken intg account for nongdiscrimination rules,

It a qualified plan accepts an amount as a rollover contribution and the amount is not
eligible to be rolied over into the pian, these exclusions do not apply and the plan may
be subject to disqualification. However, regulations issued last fall have provided
protection from this risk for "direct rollovens™ (rollovers received directly from another
plan). Under the regulations, g gualified plan that accepts a direct rollover from another
guatified plan will not be disqualified merely because the plan making the distribution is
in fact not a qualified plan, if, prior 10 accepting the rollover, the receiving plan
reasonably concluded that the distributing plan was gualified under section 401(al.
Reasons for Change

!

The risk that & Epian will bg disqualified by reason of accepting an improper rolloveris a
strong disincantive for plans 1o accept roliovers. ’

Proposal [

The rule in the recently issued regultation protecting a quahfied plan that accepts a direct
rollover from disqualification would be expanded to include all types of roflovers from all
types of plans (not just direct rollovers trom qualified plans), Thus, for example, &
qualified plan would not be disqualitied because it accepis an empioyee contribution of
an amoum distributed from another gualified plan within the previous sixty days, if the
receiving plan reasonably conciudes that the amount involved is “eligible 10 be rolled
over, ‘

i
i
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MAKING ROLLOVERS EASIER

{Nondiscrimination)

QU rrent Lﬁw

If 8 qualified plan provides for it, an employee can make a 1ax-free roliover 10 the planof
a distribution from another quelified plan or ceriain 1RAS,

N for

Many gualified plans do not accept rollovers from other plans. One reason cited by
gmployers is a "ccm::&m,that accepting a roflover, especially from a newly hired emplovee
who has not met the plan's eligibility requirements for participation, might adversely
affect the plan’s compliance with zwrtd;scr;mmai ion or other regquirements as they apply
10 plan pariicipants generally.

Proposal

The Treasury Department would issue administrative guidance making clear that the
acceptance of rollovers from emplovees, including employees who have not yet satisfied
the pian‘s eligibility requirements for participation, would generally not have an adverse
impact on the plan’s satisfaction of the nondiscrimination reguirements as they apply to
the employaes who have met the plan’s eligibility requirements.



PREVENT EMPLOYERS FROM FORCING EMPLOYEES TO
WITHDRAW PENSION SAVINGS OR RISK POOR EARNINGS

Prohibit Certain Investment Restrictions on Former Employees

%

fren W
!

Under current law, 8 participant who has not attained normal retirement age cannot he
forced 10 ?ecaix}e his or her benefil from a retirement plan without consent unless the
participant’s account balance is less than $3,500. Consent given under duress is not
valid and IRS rt}guiations provide that a plan will npt satisfy the consent rule if the plan
imposes a significant detriment an g participant who does not consent 1o the
distribution.

Some 4011k} c} other detined contribution pians that give active employees a wide
range of investment choices mandate that a former employee’s benefit be invested in a
money market fund or other fixed income fund. These restrictions may discourage
deferrals and force payouts.

Proposal

A revenue ruling will be issued. prohibiting a plan that has a broad range of investment
choices svsilable to active employees from severely restricting the investment choices of
former empioy@es, for exampie by lirmting them 10 3 money market fundg.

|



BUDGET PROPOSALS
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Providing More Pensions For More Peaople
Complexity Limits Pension Access and Coverags

& The current pension system works well for many, particutarly those who work
for large organizations, where almost three quarters of workers are covered by employer
retirement plans.

* Byt millions of Americans, particularly those who work for small employers, 6o
not have the opportunity to participate in an employer retirement plan, in part because
their empilovers find it complex, expensive, and frustrating to maintain these plans.

& Mareover, employers that do maintain retirement plans want more of the
money they spend on these plans to go to retirees, rather than 1o pay aémzmszratwe
expenses.

Expanding Retirement Savings by Simplifying the Rules

The President’s Budger! contains proposals 1o expand pension coversge and access to
retirgment savings by making it simpler and more ¢ost effective for businesses, tax-
exempt prganizations and state and local governments to provide retirement plans for |
their workers. The proposal would:

® ' Expand eligibility for tax-deductible IRAs, create a new type of IRA that aliows
earnings 10 be withdrawn tax free, and increase IRA Hexibility by permitting early
withtirawals for special ¢irgumstances.

. Create the Nationgl Employee Savings Trust {(NEST), a simple, voluntary
retirement savings plan for small organizations, including businesses, tax-exempt
entities, and governments.

. Provide a 401(k} safe harbor to make meaningful benefits available to low- and
' middle- wage workers, as well as the hzgher paid, withput complicated testing of
tha ;}18{1 :
. i&i%aw aii fnon- govammenzaf Ex-exempt organizations to sponsor 401(k) plans for

their empiayees

*  Repeal the family aggregation rules, so that spouses and children who work in zhe
same busmess can earn their own retirement benefits,

. ‘Repesl the complex combmed limit on beneglits and contributions for
emaiayees covered by both defined benefit amf defined contribution plans
of the sama employer,

1
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The Budget would aiso simplity the pengion system and reduce the administrative Costs
of maintaining retirement plans for all employers through a variety of proposals,
including: .

* Simphfying the definition of “highly compensated emgployee” 1o make larger
benefits 'availabie 10 more middla-income Americans;

- Repealing the requirement that actively working employees begin receiving
pension distributions at age 70 1/2;

. For state and iocal government plans, requiring that the-assets of previously
unfunded retirement savings pians be held o rust, and simplifying the limits on
pension gcantriﬁuiians and benetits; and

. Far indufﬁzfy»wide coliectively bargained plans, gliminating slower vesting and
partial ta’lfminat'ran rules, simplifying the limits on benefits, and allowing more pre-
funding of benefits,



A‘ccess To Pensions Through Simplification

Probiers: Complexity Limits Pension Access and Coverage

# The current pension systern works well for many, particularly those who work
for farge organizations, where almost three quarters of workers are covered by emplover
retirement pla:?s.

* But millions of Americans, particularly those who waork for small employers, do
not have the opportunity 10 participate in an employer retirement plan, in part because
their employers find it complex, expensive, and frustrating to maintain these plans.

~® Moreover, employers that do maintain retirement plans want more of the
money they spend on these plans 1o Qo to retirges, rather than 10 pay administrative
expenses.

 Soiution: Expand Retirement Savings by Simplifying the Rules

The President’s Budget contains propesals 10 expand pension coverage and access 1o
retirement savings by making it simpler and more cost effective for businesses, tax-
gxempt organizations and state and local gavernments to provide retirement plans for
their workers: |

Expanded iRAé* The Budget expands eligibility for tax-deductible IRAs, creates a new
type of IRA that allows earnings to be withdrawn tax free, and expands IRA flexibility by
permitting ear%y withdrawals in gpecisl circumstances.

5 . The National Employee Savings Trust INEST) 15 8 new Sim;}ie vt}iumary
retirement savmgs plan for smalt business.

Simplified, desig QenaY ans. The 401(k] plan generally allows
gmployees 10 camrxbme zawazd z?ze:r retirement $avings on a tax- favored salary
reduction basis. These plans often provide 1or the employer 10 make contributions that
“match” the employee contributions. Yet in order to ensure that lower paid workers get
reasonable contributions compared 10 those received by the highly paid, extensive and
often costly no‘lndiscrimination tests apply. .

The Budget allows employers {regardiess of size} that sponsor 401{k} plans 1o avoid
these 401k} nondiscrimination 12818 by making specified "safe harbor™ contributions for
employees. - The Budget also makes two important simplifications for employers who
use more complex plans and therefore still continue to perfarm the tests.

Make 401 lans availabl B XET rganizalions. We propose to sllow all ax-
exempt organizations, {other than $tate and lacal govaernments} to sponsor 401{k] plans.

Fl
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: : rule. We propose to repeal the so-calied tamily
aggregatmn ruifz* Cu:rently, fam ily members employed by the same firm are penalized ;f
one of them either owns 5% or more of the firm, or is one of the ten highest paid
empioyees, This unfairly prevents each family member from receiving the full retirement
benefits the employee could have if they were not reftated. In addition, the family
aggregation rule greatly complicates nondiscrimination testing, part:cularly for family-
owned or operated businesses,

Repea! of section 415(el. We propose 10 repeal section 415{g) -- an excessively
compilex Hmit on coniributions and banefits for empioyees who partigipate in a defined

coatribution plan and g defined benefit plan of the same emplover,
irement Savings. The Budget requires assets of ratirement savings plans
sponsored by State and local governments 1¢ be held in trust, protecting the assets from
creditors in bankruptey. This will be an importaat protection for the employees of
governiments in financial ditficulty, such as occurred in Orange County.
~ Adgitional coverage changas are also ingiuded in the proposah
* Certain benefit limitations on retitement plans will not apply 10 State and
local governments. This will help local governments provide disability
protection for their police and fire fighters through the pension system.
. Retirement plan contributions are sliowed for all disabled employess.

* Special restrictions on plansg maintained by the self-emploved are repealed,

The proposal would also simplify the pension system and reduce the
administration costs of maintaining retirement plans for slf emplovyers, including:

We propose 10 s;mphfy radzcaiiv the defzamon of "?zzg?zry ::Ompensamd empicyee

Virtually every nondiscrimination test for pension plans {and health and welfare plans)
involves identifying the employer’s highly compensaled employees. This term is
currentiy defined by reference {0 3 complicated seven-part test that considers pay for
both the current and preceding year. In addition, this test classifies many middle-income
workers as “highly compensated employeas” who are, as a resuilt, prohibited from
rggeiving better benefits.

Cur proposal replaces the seven-part test with a simple two-part test: a highly
compensated emnployee would be anyone wha gither owns more than 5% of an
empioyer or is paid more than $80,000, based on pay in the pror year, The $80,000
threshold would save many middie-income Americans tcom being disadvantaged by
nondiscrimination ryles that were originally meant 1o help them.

Simplified rules fgr muliiemploye: plang. For mu!nemp oyer plans, we propose o

eliminate the special vesting schedule and partial termination rules, simplify the limits on
contributions and benefits, and allow more pre-funding of benefits.



propose 1 {v] repea! the requtrament tbaz aczzveiy wwkmg empiayees begzn regeiving
pension distributions at age 70 1/2. This will allow them to continue accumulating new
benetits wnzhout simullaneously being required to receive distributions.

The Bu{}gez alss contging a variety af other simplifying and cost-saving proposals,
such as: i : )

! . : ,
' 3 Defined contribution plans are exempted from 50-employee "minimum
p;articipaticm" requirements,

. The definition of “leased employee” is modified to better target
the abuses that were originally intended to be addressed by
the lgased emplovee rules.

L4 Cerzam restrictive rules regarding retirement savings plans of governmental
and tax-exempt employers are eliminated.

» ﬁinnww taxation rules are simplified.
® - lAformation reporting penalties are made uniform,
. ‘T'he requirement that a gopy of the ERISA summary plan description be

filed with the government is repealed,

. ; .
. The rules regarding benefits for substantial owners upon plan termination
a?e simplified.

. Half -year requiremeants are eliminated, so that rules applicable at age 59 1/2
and 70 1/2 will be applicable at 59 and 70.
. Compensation used for maximum cantribution limitations includes 401{k)
and similar pre-tax contributions.
E
. ‘rhe Sacial Security retirement age can be treated as a am?arm rétirement
age to facilitate compliance with nondiscrimination rules.
%

* E%ery emptayaas’ tax-sheltered annuities purchased under an employer plan
are not jeopardized if 3 single employee’s annuity violates the applicable
dollar limit,

- 4:101 (k) distribution rules are conformed for rural electrica! cooperatives and

cooperative 1elephong companies,

H
H
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| ‘ Pension Facts

!
Coverage wgd Participation

*

Over the last twenty years, the percentage of people covered by pensions

has remained roughly the same at slightly under 50 percent.

in 1975, 67 psrces‘zf of plans were defined cantribution plans with 31
percent af panticipants; in 1981, 88 percent of plans were defined
contribution plans with 8% percent of participants.,

Fad

Oniy one in 10 workers in firms with fewer than 10 employees participated
in @ pension plan, while roughly two-thirds in firms with 1 000 + employees
participated.

z _ :
3 percent of workers earning under $8,000 participated; 80 percent for
workezs earmning $50,000+ panticipated,
T?‘:rae fourths of all private wage and salary workers covered by yensson
mans in-19293 were vested.

-Benefits

in 1984, 42 percent of private sector rétirees (roughly 18 million peoplg}
received benefils.

 Only one in ten retirees with final year earnings under $10,000 received a

benetit; while over two-thirds of pea;; e with earnings over $40,000 got &
bgmfut

Eieve'n neroent of retirges from ‘firms‘ with fewer than 28 workers received a
benefit; 68 percent from firms with more than 1,000 workers ot benefits,

For p'eépie retiring in 1993 ar 1994, the median annuity payment was
$8,400, which repiaced ahout 27 percent of earnmgs rgceived-in the pre-
retirgment year. )
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401 ik} Defined Contibution Plans

In 1983, only 3 percent of full-time wage and salary waorkers participated in
a 4014k} plan; by 18983, 27 percent participated.

Over half the workers in firms with 1,000 or more employees were offered
401k} plans in 1993, while only 5 percent of workers an firms with fewer
than 10 workers were offered these plans.

Onily t‘1{'} percerit of workers earning less than $10,000 were offered a 401k}
plan, 'while seven out of ten waorkers earning $75,000 or more were offered -
such%a pian,

i
17 percent of workers under 25 were offered 401{k} plans; 40 percent of
wmkfzrs aged 30-54 were offered such plans.

i
H
H
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Sources:
Coverage and Participation:

Private Pension Plan Bulletin, U. S. Department of Labor, No. 5,
Winter 1996, Employment-Based Retirement income Benefits: Analysis
of the Aprit 1883 Current Population Survey, Emplovee Benefit
Research Institute, September, 1984,

Benefits:

Retirerment Benelits of American Workers, New Findings from the
September 1894 Current Population Survey, U. 8. Depantment of
Labor, 1885,

4O 1tk), Lump Sum Distributions, 1BAs:

Pension and Health Benefits of American Workers, New Findings from
the Aprii 1883 Current Pogulation Survey, U. S. Department of Labor,
1984,



BUDGET ROLL-OUT

Q & As on Pension Simplification and IRAs
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SAVINGS/PENSIONS & IRAs
Question
What does the,President’s Budget do to promote savings?
Answer
* We i}iusi make it easisr for peopie 10O save.

® Our budgez includes several important proposals 1o encourage
savings, especially for retirement:

®  We expand IRAs in a significant way.
&  We simplify the private pension system rules.

® | We offer a new simple retirement savings plan for small
] business.

i
-~ ® . 'We make 401k} plans available for tax-exempt
' organizations and Indian tribes.

¢  We provide protection for State and local government
. workers' retirement savings.

® ' We improve vesting for muitiemployer collectively bargained

- pension plans.
i

H
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PENSICN SIMPLIFICATION

1

What is in the Budget’s Pension Simplification package?

|
Answer

i
{ .
Pension Simplification
» The President’s Budget inciudes a set of proposals 10 simplify
rules {and expand coverage) for pension plans sponsored by
businegsses of all sizes, nonprofit organizations and state and local
governments, as well as multiemployer collectively bargained
plans. : )

. The éudget reflects initiatives announced by the President in June
' of 1985 at the White House Conference on Smal! Business.

4

N The @adget includes a new, simple, voluntary retirement savings
’ plan {the National Employee Savings Trust or NEST) for smali
business. This is the simple retirement plan that the President .
referred 1o in his State of the Union message.

® The NEST has no red tape and no complicated forms or
calculations. It is designed 10 encourage retirement savings by
middle- and lower-wage workers, not only the high paid.



PﬁNSIdN S!MPL!FIF’:AT!ON
Question
How woui;d the Qééget_ simplify the pension mies?
Answer %

The Budget proposes to simplify the design and administration of
retirement: plans through various measuras, including:

* :gzcviding a 401(k) safe harbor to make meaningful benefits
‘available 1o low- and middle-wage workers, as well as the
i higher-paid, without complicated testing;

B Eremoving the ban on sponsorship of 401(k} plans by tax-
|exempt organizations;

e  simplifying the definition of "highly compensated employes”
'to make larger benefits available to more middie-income
Americans; and

& -repealing the complex combined fimit on benefits and
contributions for employees covered by both defined benefit
and defined contribution plans of the same emplover.



PENSION PORTABILITY

Cmtg“n1

How does!the Budget address the pension portability problem?

Answer E |
To make r:etirement benefits more secure and portable when workers
leave their; jobs, the Budget includes:
: '1
. significant expansion of IRA coverage, including special tax relief
for withdrawals from IRAs in the event of unemployment;

. amendmaent of the tax code to implement laws that guarantee
veterans continued pension coverage when they return to their
job after military service;

LA faster vesting in multiemplover (collectively bargained) pension
plans; and

. expansion of the PBGL missing particfpant program 1o make it
easier for all workers entitled to benefits under terminated plans
to locate the benefits when they retire, even if the employer has
gone-cut of business.

¥



SMALL BUSINESS PENSION COVERAGE

Question

How will t;he Budget affect pension coverage for small business?

Answer

:

{

THE NEST

The Administration has proposed a very simple, new, voluntary,
retirement savings plan for small business {the National :
Employees Savings Trust, or "NEST") that has no red tape and no

complicated employer filing, testing, forms or calculations.

. “The NEST is designed 1o expand pension coverage for low-
and middie-wage workers, not only the highly-paid,

® It combines the most attractive features of the IRA and the
401k} plan, minimizes administrative and compliance costs,
land efiminates the need for employer involvement with the
government. ' ‘

i

FAMILY AGGREGATION

The Administration has also proposed repeal of the family
aggregation rules that can-prevent family-owned businesses from
pwviding meagziﬁgful benefits to all family members,

OTHER SIMPLIFICATIONS

The budget also includes other pension simplification proposals
that are designed 1o expand the number of small business
employees who have retirement savings.



NUMBER OF PRIVATE SECTOR EMPLOYEES POTENTIALLY ELIGIBLE
FOR NESTS

Question |

How mam;'er private sector employees would be potentially eligible to
[:w:r:ir:igateF in the new NEST plan?

i

Answer

The group of individuals most likely to benefit from NESTs are
employees who work for small private sector businesses that do not
have pension plans for any of their employees. About ten million
adults have worked for such businesses for at least two years. These
employvees' would be eligible to participate in NESTs adopted by their
gmployers. '

i
H
H

!
Additional Ilnfoz’mazion:

Fifteen miﬁ}{m people work for small private sector businesses that do
not have pension plans for any of their employees. This group includes
individuals ;that have worked less than two vears for their emplover, as
well as, imgividua%s aged 16 to 21.

Participation among the ten million adults is likely to be low. As a
result, revenue estimates are based cm participation much lower than
the ten m;iimn gstimate. .

Self emploved zndwiduais that do not have a pension plan would also
be potentially eligible for NESTs. Because these individuals currently
have access to Keogh's, they have not been included in the count.
However, employees of self-employed individuals have been included in
the-count. |

: .
In addition,'individuals that work for employers that have defined
benefit plans would also be potentially eligible for NESTs, as well as,
some emplioyees of small state and local governments.



PENSIONS -- PRIOR PACKAGE vs BUDGET
Question |

What are the differences between the pension simplification provisions
in the Budget and the pension provisions that were included in the
Administration’s previous pension simplification package?

H

Answer

‘The Budget includes almost all of the items that were included in the

Pension Simplification package that President Clinton introduced at the

June 1995 White House Conference on Small Business. Certain

provisions were added, to address additional retirement needs, and to

maorpcraze some elements of the budget reconciliation act passed by

Congress as part of a bipartisan effort to enact pension simplification.

For examgt&, the proposal includes:

. a ;Jro;visiaz*z requiring assets of 457 government plans to be placed
in mgst for the exclusive benefit of employees;

* an amendment of the tax code to implement laws that guarantee
veterans continued pension caverage upon return 1o a job after
military service; and

° repeal of the special five-year forward averaging rules for pension
- distributions. '

‘Backaround

[The other'differences are generally minor technical changes, and
elimination of two minor items {on reversion of pension assets with
respect to government contractors and on church plans) that were
determined to be no longer needed. In addition, some proposals were
modified in certain ways to conform more closely to elements of the
Balanced Budget Act with which the Administration agreed. (The
Balanced Bugget Act was passed by the Congress and vetoed by the
President in 1985.})



PENSION SIMPLIFICATION COMPARED TO BALANCED BUDGET ACT

ion

How do the pension provisions of the 1997 Budget compare to the
pension simplification proposals contained in the vetoed budgat
reconcihiation bill?

1
[

Answer

L

The Adm:mstrazzc}n s main goal in advancing its pension

‘ s:mpizf;cat:on proposal in June of 18995 was to initiate a bipartisan

effort to enact pension simplification legisiation in the near future,

1

Such a bipartuisan effort has, in fact, ensued: the budget
recaa{:mataon bill passed by Congress has many provisions in
commaﬁ with the Administration’s 1885 proposal and our FY
199'{ Budget.

Both'the President’s FY 1997 Budget and the pension.proposal
inciuded in Congress’ budget reconciliation bill include a simplified
plan for small business and a safe harbor testing provision for
401(k} plans, although the Administration’s proposal does more
10 encourage retirement savings for middle- and lower wage
workers.

We look forward to working with Congress, on a bipartisan basis,
1o enact pension simplification, including measures 10 encourage
increased pension coverage and savings for retirement, by
emp!c}ye&zs of all businesses, large and small.

i
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PENSION SIMPLIFICATION

KEY QI#FERENCES BETWEEN PRESIDENT'S BUDGET AND BBA
Question |

What are éﬁw key differences between the President’s Budget and the
Balanced Budget Act with respect to pension simplification?

Answer

There are far more similarities than differences between the Budget
proposals ‘on pension simplification and the BBA proposals. We look
forward to working with Congress on a bipartisan basis to enact these
-measures.” We do differ in some ways, especially because of our
commitment to promote pension coverage for middle- and lower-wage
workers, not only the high paid, For example, our proposal includes:

. A different simplified definition of "highly compensated”
employees, to assure that certain companies with a large
percentage of high-paid employees cannot provide benefits only
to those earning hundreds of thousands of dollars while failing to’
provide any benefits to middie- and lower-wage workers.

. Safe harbors in the NEST and peﬁsian simplification that provide
better benefits 1o middie- and lower-wage workers than the BBA,
e " IRA limits that better target benefits to middle-income taxpayers
than ithose gaming over $100,000 per year.
; ’ .
|



IRAs AND THE BUDGET
Question
How would the budget change the 1RA rules?

Answer ;

The Buc?get would:

e  double (in two steps) the income limits for tax-deductible

contributions 1¢ IRAs (permitting millions of additional Americans
to make tax-deductible IRA contributions)

. exempt from the 10% premature distribution tax those IRA
withdrawals that are made for unemployment, educational
expenses, first-home purchases, and medical needs..

» as an additional option, establish new special IRAs under which
- - contributions are taxable but all earnings accumulate tax-free if
retained in the IRA for at least five years ("backloaded IRAs). -

v
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DO IRAs STIMULATE SAVING?
Question:
Do IRAs feally stimulate saving?

Answer: . Although no definitive answer is possible, 2 well-designed
. IRA proposal should generate substantial amounts of new
f savings.

. Tar gg;:ng [RAS 1o new savers. By expanding eligibility for
deductible IRAs and new backloaded IRAs to taxpayers with
incomes up to $100,000 (whether or not the taxpayer or spouse .
participates in an employer planj, the President’s proposal targets
taxpavyers whose IRA contributions are maost likely to represent
new savings. Contributions to IRAs by high-income taxpayers are
much less likely 1o represent new savings than contributions from
middle-income taxpayers.

-- High-income taxpayers are more likely than middle-income
taxpayers to finance their IRA contributions by diverting
i assets from non tax-favored sources.

savings. Smce thazr ;nceptzon in 1874, IRAs have prov:ded
saw:}g incentives only for retirement savings. Individuals,
however, save for many purposes other than retirement. By
expanding the flexibility of 1RAs 10 meet a wider vanety of
savings needs, such as first-time home purchases and higher
education expenditures, the President’s proposal should prove
more attractive to many taxpayers than accounts limited 1o
retirement savings. In addition, the knowledge that IRA assets
are available to deal with possible family crises, like
unemployment or iliness, will make middle-income families more
comfortable with beginning a commitment 1o IRA savings.

2 3. The President’s
pro;}osai w:iE dmmmscaiiy increase the number of middle-income
taxpayers eligible for IRAs. As IRAs become more widely
avail:;sble, financial institutions will have an increased incentive 1o
vigorously advertise and promote tax-preferred savings accounts,
Wide-spread advertising and media attention to IRAs should be
effective in increasing awareness of the importance of saving and
encouraging IRA contributions, especially 81’?’}{}2’%9 moderate-
m{;{}me taxpayers.




f WHY SHOULD IRAs BE EXPANDED?

Question
Why should current law iRAs be expanded?

Answer

To st mor vings. The Administration believes that zn{:r&asmg zhe
savings rate is essential. Tax policies can provide significant savings
incentives. |

- Increased saving provides resources for increased private investment
' which in turn promotes economic growth and makes the U.S. more
competitive in the international market.

~  Without additional savings many households will have inadequate income
to provide for fong-term needs such as retirement and education.

-~ The personal saving rate has declined compared to previous decades.
Personal saving was sbout 4 1/2 percent of Gross Domestic Product
{GDP) during the 1960s and 5 1/2 percent during the 1970s. In contrast,
during the early 1990s personal saving averaged about 3 1/2 percent with
the most recent years continuing on a downward trend.

= Under current law, savings incentives in the form of deductible IRAs are
_not available to all middle income taxpayers. The President’s proposal’
would greatly expand IRA eligibility {or middle-class taxpayers.

de sa : . s. Broadening the tax incentives
fez savmg for reasons nthef than renrement can increase the nation’s savings
rate. '

- Expanding IRAs to meet a wider variety of savings needs, such as first-
time home purchases, higher education expenditures, long term
uynemployment and catastrophic medical and noursing home expenses,
should make IRAs more attractive t© many taxpayers than accounts
limited to retirement savings.

-- Individuals with moderate incomes and those below the age of 35, who
are now doing very little saving, should find the expafzazan of iRAs
partcularly attractwe :

|

}



; HOW SAVINGS INCENTIVES WORK

Exactly how. do incentives designed to increase the rate of savings work?

Answer: Savings incentives, such as the President’s IRA proposal, stimulate
savings in three ways:

. increase the rate of return. The net impact of all savings incentives is to
increase the rate of return on savings.

-- Savings incentives will increase savings if earning a higher after-tax
rate of return induces people to save more,

3 zgv‘;gg: an immediate tax cut. Many %axpayers find the deductibility of
IRA’s a particularly attractive feature.

- i?i& contribazions are eften made just prior tc the filing of income
tax returns. This suggests that the ability to directly reduce one's
income tax liability by placing money in an IRA encourages saving
among taxpayers who might otherwise not save,

*  Adv rtising. f saving incentives become more widely available, financial
~organizations will heavily advertise tax-preferfed savings accounts.

-~ Wide-spread advertising and media attention to savings can
encourage saving, especially among moderate income taxpayers.

karound:
Under the feguiar income tax, deposits in a savings account are not deductible, -
earnings from_the account are taxed as earned, and withdrawals at any time
are completely free from any additional tax. All saving incentive proposals
provide a h:gher after-tax return than fully taxable savings. With "front-lpaded”
IRAS, camrsznons {up to some specified limit) are deductibie when made,
earnings on IRA account balances are exempt from current income tax, and
penalty-free withdrawals for allowable purposes are subject to ordinary income
tax. With "back-loaded” IRAs, contributions are taxable, but earnings are not
taxed and, if funds are left in the IRA for five years {Clinton proposal),
withdrawals for allowable purposes are tax-free and penalty-free.
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THE ADMINISTRATION'S PENSI(}K S&IPL!EICATIGN PLAN

- Bymmary of }viagar Provisions —

In recent years, mmmmg:mmmmtpiw?mhmmammmphm@wd
costly, particularly for small employers. While 73 percent of full-time workers in privaze
firms with 1000 or more workers were coversd by resirement plans in 1993, enly 24 percest
of those in firm¢ with fewer than 100 employess wers covered. Fifteen million people
working for thess small employers are not coversd by s retirement plan.

The Administration’s Pension Simplification Plan will enable more employers to help
their employees save for retiremest.  These propossls will especially belp small employers
increase the oumber of workers receiving retirement beaefits, by giving small m.ploym new,
less costly ways provida retirement bensfits for their employees,

The major legislative and sdmiaisirstive reforms in the Administration’s Pesgion
Szzzzpkﬁmnaa Plan will: :

Exrpand mwmn: umn:: 'cppomiﬁz: Jor small employers
* | Creax the Natiopal Employee Savings Trust (NBST), 2 s:mphﬁnd valunmy

| retiremest mvings plan for small businesses 2s well as tax-exempt organizations

; and governments {with up to 100 employees).

. Employers make all conributions dirctly to each smployee's IRA.
Employers could gither copyibuts 2t least 3% of pay for each eligible
; employee, or contributz 1% of pay, and match elective employes

* contributions up 1o 5% of pay.

Employees can coptribute up to $5,000 per year on & tax-favored basis.

No employer filing and testing requirements (oo annual employer

reporting, complex testing, “top-heavy™ rules, or IRS datermination |
: leters).

Repeal the family aggreganon rule that preveats family-owned businesses from
providing meaniogful beasflts w0 all family members.

Promate resiremens saviage through improved ond expanded $01(k) plans

Allow employers 1o use ¥ simple plan design that assures that beasfits are

equimably provided for workers at all wage levels withowt complicated and
cxpensive testing.

Pormit Wx-exempt organizations o maintain 401(k) plans.


http:crpan.dd
http:requirem.nu

Remove barriers for pensions by reducing cdministrative costs

¥,  Himingte the combined limit on contributions and beasfits for empioyees
covered by both defined benzfit and defined contribution piam of the same
employer.

L Replace the current seven-pazt definition of "highly compensated zmpisym
; with 3 two-part test that will make larger beacfits available o more mxddicw
income Amcnms

] Allow most workers 1o walt unti] thay stop working before they start genting
, benefits,

. For multmploycr plans, climinate the spacial vmng schedule and pardal
termination rulss, simplify the limits oo contributions and benzfiis, and allow
more pre-funding of beoefits.

. For state and Jocal government plans, simplify the limits on conttibutions and
besnefits.

» Streamline the Department of Labor's processing of routine excmptions from
. the rules limiting a peoasion plan’s financial transactions (prohibitzd
rransantions).

Smngﬂzen protection of workers® benefis

s Allow plans v wansfer the accounts of missing pammpant‘s te the Pension

i Beoefit Gusranty Corporation (FBGC. making it casier for workers 1o locate
; their bensfits,

. I
Streamline reporting and disclosure regquirements

~ Simplify annual pension plan reponts (Form 5500) administratively by
| streasulining the form and the fﬁipg process.

| Eliminaze the requined ﬁlmg of summary plen descriptions with the Depaniment
I of Labor. ‘ .

f_

§

Prepared by: Deparanent of Tressury , Denerement &f Labor and Peasion Benefil Guarsnty Corperstions, T213/95
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OVERVIEW

“The moest important job of our government in this new
era is to empower the American people to succeed in
the giobal economy. We've got to have 8 government

. that can be a real pariner in making this new economy
work for alf of our people. We ought to foster more
savings and personal responsibllity.”

President Clinton -~ January 24, 18985

introduction

in the twenty years since Congress enacted the Employee Retirement income
Security Act of 1974 (ERISA} 10 protect the pension promises made to employees, the
pensicn laws and regulations have become extremely complicated. There are many
reasons: ihe desire of employers 1o have a high degree of fiexibility in designing plans
that best suit their work force; policy decisions 1o try to ensurs that all empioyeess
recerve similar tax and savings benefits from retirement plans as are available to
nignly compensated employees and business owners; the need 10 prevent specific

1ax - sne!i& abuses; and limitations on pansion accumutalions 0 raise revenue.

While each of these may be good causes, and the private seClor pansion system has
been greally strengthened as a result of ERISA, the cumulative result -~ togather with
vinually annual legisiative changes -~ had been {0 raise compliance and
acmurustrative costs 1o a level where many small employers, in particular, feel they
cannot offer retirement plans 1o ther employees. For example, while 73% of full-time
warkers in private firms with 1000 or more workers were covered by retirement plans
in 1993, ar}ly 24% of those in firms with fewer than 100 employees wate covered.
it s me 1o U through compiex rules that are outmeded, redundant, or no tonger
necessary 10 achieve pokgy goals. Witn these changes, more empioyers, both large
ng small, can make the smart gecision: 1o provide their emplovees with a simple,
lax-agvariaged way 10 save for relremant. And, by recucing administrative
2Xpenses. more of the maney spent by employers 1o maintain pension plans ¢an go 1
benefits, r,lathef than te lawyers, accoumiants, consultants and actuaries,

i
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We can do this without opening the system to abuses or breaking the bank:

»

We can tell employers with 401{k} ptans that if they make a meaninghul
contribution on benhalf of each employee, or provide a smallar
contribution plus a significant match, we'll give them a safe harbor from
antidiscrimination testing that is so complex and expensive tha! the
federal government exempted its own pension plan from the
requirgments.

We can make life even simpler for the smallest employers —- those with
100 or fewer employees. We can let them combine the advantages of
botn 1RAs and 401(k) plans to provide z new, simpie ptan - we call it
zhe Nationat &mp!oyee Savings Trust or NEST —- where no :
dlScr mination testing is required, there are simple limits on f::zmrtbuuons
amii emp%ayees manage thew Own accounts,

W&; can stop treating family employees like mere appendages of a
business owner, letting wives and husbands, and sons and daughters
who work hard in family businesses earn pension benefits of their own.
Wé can turn the seven-pan definition of “highly compensaled employee”
into a two-pan definition that's 50 easy an employer could figure it out
without a lawyer or acepuniant.

H

Wa can get rid of a limit on contributions and benefits for empioyess who
have two types of plans with the same employer, leaving in place a
simpier rule enacted m 1986 1o reptace it. The limit i$ so complicated
that virtually no one computes it correctly:

We can reduce the application 10 define. ontribution plans of rules
meant primarily for definec benefl pians. And we can reduce the
anplicauon o mulbemployer plans of rules meant primarily for single
empioyer plans., ‘

We can give employees of tax-exempt organizations the opportunity to
participate in the 401(k} gefineg contribution plans available to other
employers,

We can make sure a3t @l parusipants in pension plans will get the
benef 13 they have earneq wnen thew retire, even if their employer
Zerm nates the ptan - or even goes out of business —— and the
&n};:lmyee has years o retrement.

f .

b
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» We can repeal a provision of ERISA that requires employers {o send us
copies of plan documents we simply warehouse — only to have us ask,
them for another copy when an empiovee asks us for one!

Thase changes, and most of the other proposals in this report will require legisiation.

Howaver, over the years there has been strong bipartisan support in Congress for

pension simplification, ang we are i“mpefu% that our sensible, cost~effective proposat
wili be aﬁﬁpted

But there s simplification that we can do adminisiratively tco:

e . We can significantly simplify both the content and the means of filing the
annual report that pension and health and welfare plans file with the
government to enable us to check compliance with the law.

s ‘We can make it much easier for plans 10 get permission to entar inte
© transactions that are in the best interest of the plan but that techmcaily
are prohibited transactions.

¢ | Wae can make certain ihat gmplayers don't have ¢ send employees.
duplicative ngtices or notices of plan changes that don't alfect them..

T

; o
Increzsing jthe retiremant income security of American werkers is important, argd
increasing retirement plan coverage and benefits is a logical and effective way for the
" puplic arzcil;zrwa*e sectors to work together with individual workers to achieve this geal.
Tne package we are presenting today is a cost-effective beginning. We intend to
continue 1 work with all concerned parties and with the Congrass o ensure greater

simplification of our pension system and greater retirement income security for afl
American \imrkers.

1]
i

High!igf?fs; of the High Priority Actions

Although z:nis report praposes 29 High Priority Actions for pension simplification, six of
nese actions are of partcular smponance in achieving the goals of simpilification,

. OHer the “National Employee Savings Trust® - NEBT ~ A simplified .
pension plan for small businesses

&mall businesses are jeast able 1o deal with the compiexity of current law, and
iher emipioyees are the ieas! kkely 10 be covered by a retirement plan today.
Therefore, we propase a new, simple retirement plan for empioyers with 100 or
few:er employees. As many as 15 million workers who have no employer
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retirement plan could become eligible for the new plan, which would be krown
as the National Employee Savings Trust, or "NEST."

The NEST would operate through individual IRA accounts for amployees, and
would incorporate the most attractive features of the 401(k) pian, the fastest
growing employer retirement plan in America {oday. By eliminating or greatly
simplifying many of the rules that apply to other qualified retirement plans,
including 401{k)s, the NEST would remove the key obstacles that currently
deter many small employers from setting up retirernent plans.

For exarﬁple, for purposes of the NEST, this proposal would eliminate;
. the special nondiscrimination test that applies to employees’ 401k} -

salary reduction contributions:
'i

. th:e s_peciat nnndiscrimitnatich lest that applies 1©© an employer's makching
contributions;
t
) t'né top-heavy niles;
. tn:e limit on profit-snaring plan deductions: and
. erfnpicyers‘ reporting requirements.

The proposal would simplify:

» the limits on contributions;
. the rules governing employees’ eligibility = sarticipate; and
. employers’ giscigsure requirements.

A NEST could provide tor empioyer contributions and for 401{k)~type tax~
favored employee contributions. by salary reduction, and employers could use
thewr contributions 10 encourage eacn of ther employees o contribute by
offering 10 "malch” employees’ satary reduction contributions dollar-for-doliar
for the first 3% of employee compensation and at least 50 cents on each’
contriouted doilar for the next 2% of employee compensation. Al NEST
contributions would be made 10 an 1RA esiablished for each participating
empioyee, and empioyers weuig contnibute according 10 either of two “sale
harpor formulas,

H

|

i
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s  Provide a simplified, design-based alternative for 401(k} defined
contribution plans, for all employers

The 401{k) plan generally allows employess to contribute toward their
retirernent savings on a tax-favored, salary reduction basis. These plans often
provide for the employer to make contributions that *match” the employes
contributions.  Yet in order 10 ensure tha! lower paid workers get reasonabie
contributions compared 10 those received by the highly pan:i extensive and
pften costly nondiscrimination lests apply.

i
i

Wa propose two important simplifications to the complex nondiscnmination tests
that apply 10 401{k} pians. In addition, we would allow employers {regardless of
sizel that sponsor 401(k) ptans to avoeid the nondiscamination tests altogether
by making the same type of safe harbor contributions that would apply to the
NEST.

'Y Repeal the family aggregation rule and the combined limits on
contributions and benefits for those with multiple plans, and eliminate or
simplify other unnecessary or overlapping requirements

Rengal the family agoregation nile. We propose 1o repeal the so~called family
aggregation rute. Currently, multiple family mesmbers employed by the same
firrn are penalized if one of them either owns 5% or mors of the firm, or is ons
of the ten highest paid employees. This unfairly prevents the family members
from receiving the full reirement benefits they could have if they were unrelated
employees. In agdition, the family aggregation rule greatly complicates
rongiscrimination testing, particularly for family-owned or operated businesses.

Reneal the cambined imit. We propose to repeal the excessively complex
‘combined limit" that currently applies to an employee's contributions and
benefits when an employee parucipates in both a defined contribution plan ang
a cefined benefit ptan of the same empioyer. The caculation of this limit - -
often referred o as secuon 415(e} of the internal Revenus Code ~- is
axceedingly cumbersome. 1t requires information coencerning a plan
participant's entire work fisiory, art it is commonly performed incorrectly. The
goails of the combined it are already adequately met by an excise tax
aerzlac:ied by Cmﬁgress in 1986,

We also pIOpOSE m s;m;a%zfy raﬁzca&ty the ﬂeﬁnmo{; of "mghiy
wmpensated semployee.” Vinually every nondiscrimination test for pension
plans {and health ang welfare plans) invoives identifying the employer's highly

compensated employees. This term is currently defined by reference to a
| .

i
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complicated seven-part test that considers pay for both the current and
preceding year. In addition, this test classifies many middle~intome workers as
“highly compensated empioyees” wha are, as a resull, prohibitaed from receiving
better tzanaflts

Our prcmasei reptaces the seven-part testwith a Szmpze two-parn Zas' a highly
compensated employee would be anyone who either owns more than 5% of an
empioyer or is paid more than $80.000, based on pay in the prior year. The
$80,000-threshoig would save many middle~income Americans from being
dzsadvamaged by nond'sz:ﬁmmatmrz rules that were originally meant o help
them,

Exze*y qualified cef' ned benefit plan and defmed wnzrzbmaon pi an z:z.z:rently m;zst
cover atleast 50 employees or, in smaller companies, 40% of all employaes of
the employer. This minimum participation rule was generally imtended 1o
prever! the use of individual defined benefit ptans to give high paid employees
netier benefiis than those provided to others under 3 separate plan. Because
the abuses addressed by the rule are unlikely to arise in the context of defined
contripytion plans, the ryle adds unnecessary administrative burden and

- compiexity for those plans. We would rapea! zm requiremant for t:i&?‘med
contribution plans.

. Streamiine Form 5500 reporting for all pension plans

Each year, over 750,000 pension and welfare benefit plans are required to file
the Form 5500 with the internal Revenue Service {(IRS). The form provides
detailed information concerning a plan's financizl condition, funding, investments
ang operations, and allows the pension enforcz—ent agencies to evaluate’
compliance with the compliex pension ruies. 7. : form is filed and processed as
i i} were a tax return, although it s an annual infermation report. In accordance
with 2 National Performance Review (NPR} recommendalion, we propose 10
significantly simplify and shorten the form and to develop software that will allow
pians o file the form elecirorcally, using a self-editing program. The new form
will be ava itable for pubhic comment befare the end of 1895 and completed
garly in 1996. The revisec fi ihing system will be implemented for 1996 plan
years, for which returns mus? pe fileg in July 1887,

. Simpllty and expedlite the prohitted transaction exemption process
A “prohibited transaction® 1 generally any transaction between a plan and a

person who is consigered a “pary in interest” or a “disqualified person.®
Prohibited ransactions may trgger an excise tax and civil and criminal liability.
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On the other hand, many transactions that are technically prohibited are
inconsequential or are completely consistent with a plan fiduciary's
responsibilities o participants, and so the Department of Labor (DOL) grants
exemptions in most cases. However, the current DOL process, which treats
eachjrequested exemption as unique and entitied o alt statutory procedural
protections, can take up 1o two years. We would, adminigtratively, guaraniee a
DL response within 45 days for transactions DOL determined to be
substantially similar to exemptions previously granted to the same or other
ptans. In addition, we would simplify the process for exempting another class
of prohibited transactions —-- involving self-diracted accounts -~ that both the
IRS ané ROL currently must act on, by designating DOL the primary decision-
maker and fimiting the time within which the IRS must object or caﬂcur

* Expand the Pension Benefit Guaranty Corporation’s missing participant
program 1o enable more of those promised a penslon 1o get it, even if
lheifg company goes out of business

Undéz ine Retirement Protection Act, enacted in December, employers who are
lerminating defined benefit plans guaranieed by the PBGC must register
‘missing” participamis ~~ pariicipants the plan sponsor cannet iocate, who have
cften left the company’'s employment years earlier — with the PBGC and either
transfer funds o the PBGC or purchase annuities for these participants.

. Previously missing participants who leam of a plan's termination can then
comtact the PBGC rather than having to race the funds of an often-defunct
empioyer. in addition, the PBGC has developed a fairly effective system for
tracing such participants and providing them benefits,. We propose o expand
this program to defined benefit plans (other than governmental plans) that are
nol guaranteed by the PBGC ang 1o defined contribution plans.
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HIGH PRIORITY ACTIONS

1. The NEST - A Simpiified Plan for Small Business

Action: Create a new, simple retirement savings plan targeled o small employers and
designed to encourage coverage of all employees. The new plan would be Known as
the National Employee Savings Trust {'NEST").

|
Background: The adminisirative cost and complexity associated with traditional
guatified retiremnent plans often discourage small empioyers from sponsonng these
plans. For employers with few empioyees, the cost of maintaining the plan may even
exceed the henefits provided (o empioyees. ASs a resull, peansion coverage of
empioyees of small employers is significantly lower.than the pension coverage of
empioyees of larger employers. Existing plans designed for small employers are
generally perceived as overly complicated and impractical. Where these plans are
used, zhere is significant noncomplance with the statulory requirements,

Descriptior: A NEST 8 a ax~favored retirement savings plan designed to provide
small employers with a simple, cost-effective means of providing a retirement plan for
their empicyafas. it actueves these goals primarnly by eliminating several complex
nondiscominalion tests that apply to tracitional qualified plans and, instead; simply
requires an employer 10 make NEST contridutions in accordance with one of two
specified p:ani designs. The key features of the NEST are:

) Any e"*zp!oyer with 100 or fewer erazoyees ~culd be eligible 1o mamwm a
NEST. ‘
» Each employee, age 27 or aicer. who completed two years of service with the

empioyer would parucipate :n tne NEST. However, an empioyer wouid not be
requireq 10 make nonelecuve contioutions for an employee with less than
$5.000 of compeansaton ‘or e year,

. The NEST wouid have 10 be ges:igned (o satisfy one of the following two
fa*mu;as
i

!
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{t} The ené;sioye{ contributes at least 3% of pay for each eligible employee.
[ In addition employees may be given the opportunity to maks salary
| reduction (or ~Jglective®) contributions.

{23 The employer contributes at least 1% of pay for each eligible employee.
In addition, employees must be given the opportunity to make slective
. contributions. Empioyee elective contributions of up 10 3% of
compensation must be matched by the employer dollar-for-dollar. The
employer mateh for elective contributions above 3% of compensation
{and up 1o 5% ¢of compensation) must be at least 50 cents per dollar of
glective contributions. No employer matching contribution is allowed for
i glgctive contributions in excess of 5% of eompenaatlon
* All cz:m ributions would be made to an {RA and would be immediately 100%
YESLQQ However, withdrawal of any NEST contribution would be restricted for
WO years.
i
» An employes's annual elective contributions 1o a NEST would be fimited o
$5.000. Employer nonetective contribtions would be limited to 5% of an
em:>¥<>yee $ compensation (of up to $150,000). No other contribution or
Eﬁ&ﬁuctﬁ.}n firmits would apply o the NEST.
; :
s Anemployer would generally be allowed to make contributions for al
employees 1 the same financial institution, Howevar, an employee could
subsequently move the NEST funds to an IRA at another financial institution,

. NEST accounts would be pontable ~~ NESTSs could eriginate and receive
railovers from any other IRA, and NES“{s could raceive rollovers from qualified
plans.
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‘ 6/95 3/56 NEW
COVERAGE :

ﬁxgaade& IRAs -~ increasing X (but
the number of people eligible, Ani - | not as
and inclined, to save through ) cggn pen-
IRAs -~ includes expanded 2/95 sion
eligibility, expanded uses, item)
baakloadedixahs

NEST - simple plan for amall X '
huﬁinesses: “

401(k) safe harbor -
simplified defined contribution X b 4
pian for all businesses ‘

401(k) eligibility for tax-
ggenpt organizationa and repeal % X
of r&strictive 487 rules for
ﬁaxwexampts

Repaal famzly aggr&g&tian
rule, makxng it easisr for x %
family-owned small businesses to
establish plans -

457 trust for government
plang - provide for state and
local government 457 plans to be %
kept in trust, protecting the ‘
asgsets from creditmrs in
bankruptcya(e a., Oranga County )

Repeal complex limitations on X b 1
combined contribntxmn% and
distributions {415{e))

Eliminate special - X X
regtrictions on plans maintained
by the self-employed

?rovideéﬁansistant treatment X k4

for disabled employesas

[Direct deposit to IRAs of tax

refunds]

|
|
i
i
i
1




. ‘ f DRAF ‘E- Qm&gﬁm
PRESIDENT CL!NTON'S PENSION SECURITY AND SAVINGS PLAN

Millions of Americans do not have adequate retirement savings and are worried about their retirement
and being a burden on their children. The President's pension proposals would empower more Americans
to save for their retirement by expanding pension coverage, portability, and security.
- Ex‘pandis Coverage to help the 51 million working Americans not currently covered by an’
employer-provided plan o save for their retirement.
®  Increases Portability by removing the obstacle course facing many workers when they
change or lose their job and want to maintain their retirement plan.
*  Enhances Security so hard-working Americans do not have to worry whether their retirement
savings.will be there when they need them.

President Clintonf's Proposal Addresses These Challenges With A Five-Part Plan:

1. NEW SMALL BUSINESS PENSION PLAN ~ TQ INCREASE COVERAGE: The lack of a
stinple penston plan for small businesses has led to a disturbing statistic:  while 76% of workers in
large businesses have employer-provided pensions, only 24% of workers in small businesses do.
That is why the President proposes to establish a simple small business plan:

by plos ‘
4 m L”f‘g . $5,0008 Tax Free Contributions. Workers could deduct up 1o 35000 a year through
domtt ) Mﬁ?al auftomatic payroll deductions.

I
»  Employers Contribute 3% of Salary or 1% Plus a2 Match of Up To 3%.

*»  One-Page Form. It cuts through the red tape with a simple, one-page form without
complicated employer forms, filing, calculations, or testing.

. 100% Portable. All contributions wouid by immeditately vesied and fully portable.

2. EXPANDED IRAS -- TO INCREASE COVERAGE AND PORTABILITY: Curently,
deductible IRAs are available only to families making under $50,000, and can be withdrawn
penaliy-free {miy for retirement purposes. The President's proposal expands IRAs in two ways:

N si

4y Btlan » Allows Savings for Training, First Time Home Purchases, Major Medical Expenses,
_ and During Long-Term Unemployment: Allows penalty-free withdrawals for major
life expenses, such as the purchase of a first home or college education.
l
. I}eabics income Eligibility: More middie class families -- especielly those Wllh (wo
zzzcem&s -- will be eligible for this expanded [RA because the income limits will be
xfwd from $50,000 to $100,000 for married couples.
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3. PENSION PORTABILITY REFORM: Today workers who change jobs and want to take their
savings with them and keep saving for retirement, faces a multi-faceted obstacle course. Employvers
may force thcm to withdraw from the pension plan or accept unattractive investment options, and
50% of workers in 401{k) plans are in plans that do not permlt them to roll-over thetr earlier
savings into the plan, and most must wait | year to begin saving again.

. 'I'agw Away | Year Wait for New Jobs: Millions of workers are forced to wait 1 vear
before they can enter their new employer's pension plan. This provision repeals the faw
that causes empioyers to impose a |-year waiting requirement.

. Gri:en Light for Employers to Accept Rollovers: Today, 50% of workers in 401(k}
;}ians are in plans that do not accept rollovers from new employees. Treasury will issue
regulatzons that will end outdated and confusing regulations that prevent portability.

* xpanﬁed IRAs and the New Small Business Pension Plan Will Increase i’artabxlzty:
' ’I‘hx;: new small business pension plan and the expanded IRAs are both fully portable.

*  Ensure Portability for Veterans: Ends disturbing reality that veterans who serve their
nation are not assured of continued pension coverage when they return from service.

. Prevent Coerced Distributions or Diseriminatory Investment Options for Departing
I‘mployees Will make clear that laid-off employees cannot be forced to withdraw their
retirement savings by unduly restrictive investment options.

4. PREVENTS i’ENSION RAIDING: In the 1980s, companies raided more than $§20 billion from
over 2,000 pcnsmn plans covering 2.5 million workers and retirces. Legislation in 1990 sought to
curb pension mzdmg by imposing a stff excise tax of up 0 30% on these pension reversions.

* G;Leglslatmn Weakening Current Anti-Reversion Rules: The Administration will
not agree 1o any legislation that calls for pension reversions.

. New Warker Protected by Reporting Requirement: To ensure that current rules are
adequate to prevent against the abuse that became common in the 1980s, this act would
require twice-yearly reporting by Labor Department and Treasury Department as to any
activity in this area,

S. 401k} SECURITY: Today, there are 22 million Americans covered by 401{k) plans with
combined asseis of 3322 billion. To address the problem of employers using worker pension
contributions as "interest free loans,” the Labor Department has launched 637 investigations as
well as a voluntary compliance, "Pension Payback Program.”

* Require Prompt Reporting and Action on Misuse of Pension Funds. The ERISA
Enforcement Improvement Act would require administrators and accountants auditing
plans whe discover fraud or other egregious ERISA violations to report them, with fines
up to $100,000 for viclations, Funds held in regulated institutions -- such as banks and
smsurance compames - would be fncluded in such annual audits for the first time,
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: 6/85 3/86 NEW
PORTABILITY ~ 1
S-year wvesting for multi-
employer plans ~ give union x %
members wvested rights to
pensiong five vears earlier
Returning veterans - make
technical corrections that
implements 1994 law enabling X
returning veterans to rejoin
pension plans
Extend PEEC misging
participant program 1o defined
contribution plang, €0 retirees X X
can locate pensions even when
the company has disappeared
Remove barriers to direct THIS CAN
rollovers to and from 401(k) ALL BE
{and 403(b}] plans for new DUNE BY
‘employees still in waiting REGULATION
period for new plan by: (i) (i) X
clarifying nondiscrimination
testing relief for and (i1} (ii) X -~
mitigating risk of 85 . |
disgualification of new plan to regulation }
protect it against receipt of addresses |
bad assets (51% of workers in issue for
401(k) plans are in plans that qualified
do not accept rollovers) plansg,
: congider
expanding
¥ to 403 (bis
; and
! feasibil~
ity of
more
, targeted
H , sangtion
, to retain
compliance

incentive
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. 6/85 3/96 NEW
H
PORTABILITY -~ 2
[Eliminate requirement for X for
conduit IRAg, thus.facilitating people
movement of IRA money, and gurrently
401(k) and 403(b) money into & under 60;
new employax s 401(k) or 403(b) more work
plan] naeded for
others
. bhecauge
; those over
é 60 have
| special
i benefits
Remove % major barrier to
encouraging employers to allow 7 -
new employees to make salary signifi-
reduction a&ntrib&tiaas whilse cant
still in plan waiting pericg concern
{e.g., remember when you had to about
wait to join TSP?) by not discimina-
adversely counting such non tion
highly- paid enployvees for
nondiscrimination testing
Further improve NEST X ~ need
portability ta
) ' coordinate
with 2~
yeary
| holding

rule

-
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COST~SAVING/

 SIMPLIFICATION

Simplify definition of highly
compensated employee

Exempt defined contribution
plansg from minimum participation
rules

$impli£yfsab$tantial Lwner -
rules relating to plan

it terninations

Facilitate nondiscrimination
t&stingwand gorrections

Conform 401(k) distribution -
rules for rural coops

Simpzifﬁ deduction rules for
multiemployer plans and allow
triennial actuarial valuations
for multiemployer plans

Eliminate partial termination
ruleg for maltiemployar rlans

Simplify contribution and
henafiy 1imit$ for government
ard mul tiemployer plans

Repeal rule reguiring
employer plans 1o commence

minimum digtributions 2t age 70~

1/2 t0 tThaose still working

Simplify taxation of annuity
distributions

Provide junlform information
reporting penalties

Streamline ERISA sumnmary plan
description filling requirement

Eliminate half-year
requirenents

Extend @ate for adoption of
plan amendments

Repeal Smyaax averaging for
recaelpt of lump sum
distributions
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ENFORCEMENT

ERISA Enforcement Improvement

Act ,

H

Previously introduced as
Adminigrration-sponsored
legisliation; to be included
in new package also
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6/95 3/96 NEW

REVERSIONS

[{Ban xevéx&imua{r&quixe report
to employees/require Traaaury or
Labox annaai report]

Our previous activity has
been cpposition to
Republican proposals to
enable more reversions; we
have not previously made a
positive proposal




6/95 3/98 NEW

IMPROVED GUARANTEES

¥

{Raise the guarantee level for
nultiemployver plans from about
%6,000 annually to about $13,000
annually (single plan guarantee
is $31,700))

|
;

Annual yeport on
multiemployer system will
indicate significant surplus
foraver; guarantee level has
not been raised since 1980;
current guarantes causes 50%
of workers to lose benefits
{compared with 20% in
single-enployer plang).
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