Investing Flexibility

That Teachers Enjoy

May Get ‘F’ From IRS
| Bmﬂ {‘;;(f:};_{

to teachers and employees of charities, hos-

pitals and other nonpirofits have a (eature

thut parlicipants in corporate 4011k might envas

Many tedchers and-nonprofil workers cun trans-

fer their savings to investmenl portiniios niot o
their employers’ official menus,

But that option would be eliminated under a pro-

posed rewriting of the Internal Revenue Service's

T HE RETIREMENT SAVINGS plans offered

repulations fot these pro:
grams, lknown as 40500)
FUND plang, a4 much smaller
TRACK cousin - of - eorporate

il k) plans.
: The 461(k)  plans

e - don’l allpwetransiers bes
Retires Four-0:.c o, corporide eomploy-

A03(h) ers are abligated o pick
B Total Assets good fnvestment options
~ E578Willion— for their employees,
@ Participants  whereas sehaol districts
6,8 million teachers and most nonprofits thit
“and poReprafit have 13ih) plans have 4
~ omployess - very limited role in ad-
401(k) = - ministering them,
.“mlm = The proposal o bar
e R ~ outside transfers has
§L925uon [ . ;
el ~  fans of these plans fum-

ing. The option has
been “i valuable gscape
hateh”! for workers in
many  school - districts

Seae—mme——— that offer employees
anly annuities with high fees, says Dan Otier, a
Maryland teacher and a founder of the didhwise,
ot Web site for 403(b) investors. Restricting ac-
pount shifts “wounld he a disaster for (he partici-
pants,” he says.

seott Dauenhauer, & Laguna Hills, Calit,, finan-
cial advizer who works with many leachers, says
clients have moved money from annuities with
annual charges as high as 3% of assels to low-cost
mutual funds and annoities with charges under
1% [rom companies such ag Vanguard Groug, Fl-
delity Investments arid TIAA-CREF. Allowing out-
side transiers gives workers “d way (o have:a
broader array of aptions, especially lawer-cosl np-
Liong, " he: says,

Thie proposed climination of outside transfers in
#3(b} plans is part of a broader effort by the Bush
administration to bring order to the confusing ar-
ray of retivement-savings vehicles offered to differ-
ent groups of employees. Ag parl of his fiseal 2006
budgel last month, President Bush reiterated his
dusire to consolidate several types of savings plans
into a single Bmployer Retirement Savings Account
that would generally look like {oday's 401K},

“The rules covering employer retirement plans
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MUTUAL FUNDS

IIRS to Cut Option in Savings Plans

Comifinued From Prge ©F

are among the lengthiest and most com-
plicated sections of the tax code and asso-
ciited regulations,” the budget proposal
noted,

Some financial professionals sy ve-
shaping 408(h1 plans to be more like
401(k)s could ulti-

FUND mately backlive for
the roughly B.8 mil-
TRACK lion participants in

43(b) plans, The
[R5 is dlso proposing that 408(b)s have a
written plan dociment, as 4010k1 plans do
now, adding another administrative task
that small school districts and charities
with limited staffmight find burdensome.

Adding this requirement and other
complignce chores associnted with corpo-
rate plans could result in some emplayers
dropping #0300 plans allogether, in some
cases leaving emplovees with a pension

plan bt no retirement-savings plan ot

work, warns Lhe Nationa] Tax Sheltered
Accounts. Association, @ group thal in-
cludes 4030k} emplovers and providers of
investment products.

Both 401{k)s and 403(his are named
for sections of the tax code and allow
workers to setaside part of their salary,

belore tax, to save for retirement, Contri-
butions and subsequent earnings aven’t
Lieed until withdrawn, The basic contel-
bution limits arve the same for hoth plans
—this ¥ear, a5 much as SUL0G0 of pay,

with an additional $4,000 for participants:

age 5 or older— but certain 408(h) partic-
ipants who have worked at an employer
for Hor more years can make sdditional
contribtions, That option would remain
under the RS proposal, but that conid
change if all emplover-savings plans
were brought under uniform: rules,

The two plans ended up with different
tramsier rules because they wers set up at
different times to serve differsnt constitu-
encies. The $05(h) plins were authorized
in 1955 {0 allow school districts and non-
profit emplovers o offer retivement-sav-
ings vehicles to their employees with only
limited emplover {nvalvement. Initially,
the only investments allowed were ann-
ities, insurance contracts that allow peo-
ple to withdraw their savings in the form
of a guaranteed lifetime stream of pay-
mients. Mutual fun_ds were added in 1974,
but individual stocks remain off limits,

While plans at large colleges and na-
tiopal nonprofits can look 4 lot like corpo-
rate 401k} plans, local schaol distriets and

small charities still have a limited role in
their 40athis. They allow financial firms
b offer 4031h) atconnts divectly o employ-
ees and simply pass along contributions
subtracted from emplovees' paychecks,

An employer typically gives the nod
tooa bandful of firms to offer 403(h) annu-
ities or mutual funds to emplovees, al-
thouph the number s sometimes far
greater. The marketing s commonly
done by commission-paid salespeople,
which can mearn personalized service bt
added eosts o investors,

From their start in the early 1950s, hy
eomtrast, 4010k plans have involved stenif-
icant oversight by emplovers. One ratio-
nale for barring participants from trans-
ferring their savings to outside nvesl-
ments is that A corporate emplover is obii-
gated under the Employee Retivement 1n-
comies Security Act to run the programs in
the emplovees’ best interests. 1 workers
coulid move their money elsewhere, em
plovers would have litlle ability to make
sure the money was in solid investments.

School districts, as arms of local gov-
ernment, aren’t subject 1o the 1974 Erisa
law, and small chavities that have mini-
gl invalvement in their 403000 plans also
aren't subyjeet todits provisions.

Many early 103ih) annuities didn’t
allow inwvestars to pull their money out
and move it elsewherd, TIAA-CREF,
the dominant player in the college
AlE(h) market, started allowing frans-
ftrs in the lateé 19805, That led the mu-
tual-fund industey and others o re-
quest clarification from: the RS that
shifting money from one 40305 product
to-another wouldn't trigger a tax bill |
for the investor. A 1900 IRS ruling
opened the door for 403 0h) participants
to freely move their money around—un-
less their own emplover bars transfers
to outside providers, as some do,

In the 403(h) regulations it proposed
in-November, the TRS didn’t specily a
reason for eliminating transfers of
Aldth] money to outside providers, But
the new IRS rules, which are proposed
[ fake eifect next January, say legal
changes over the years have made
rules for 403(h) plans mate ke those
for 40l(k)s: It didn't describe the
changes,




