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Comments on behalf of the following 

Organizations and Associations:

National Conference of State Legislatures

National Association of Counties

United States Conference of Mayors

National League of Cities

National Association of State Auditors Comptrollers and Treasurers

International Association of Fire Fighters

Fraternal Order of Police

National Association of Police Organizations

International Union of Police Associations, AFL-CIO

International Brotherhood of Police Officers
International Brotherhood of Correctional Officers

International Association of EMTs and Paramedics

American Federation of Teachers

National Education Association

American Federation of State County and Municipal Employees

Communications Workers of America
National Association of Government Employees

National Association of Nurses 

National Association of State Retirement Administrators

National Conference on Public Employee Retirement Systems

National Council on Teacher Retirement
National Association of Government Defined Contribution Administrators

Government Finance Officers Association

International Public Management Association for Human Resources

National Public Employer Labor Relations Association
 
To 

The President's Advisory Panel on Federal Tax Reform 
1440 New York Avenue NW, Suite 2100 
Washington, DC 20220
June 10, 2005


We are a diverse group of national organizations, representing state and local governments, public employee unions, public retirement systems, and nearly 20 million public employees, retirees, and beneficiaries. As the panel considers changes to the federal tax system, including potential changes to national retirement and savings policies, we strongly urge you to ensure proposals do not undermine the financing of public sector benefits, impose unfunded mandates on state and local governments and their taxpayers, and/or impose a tax increase on the savings of first responders, teachers and other public employees throughout the country.


State and local government retirement systems comprise a substantial segment of national pension assets and membership. More than 14 million workers – ten percent of the national workforce – and six million retirees, disabilitants and their beneficiaries are covered by these programs. The over $2 trillion in assets held in trust are an important source of liquidity and stability for our financial markets. Further, state and local retirement systems currently distribute over $120 billion annually in pension and other benefits, a volume that exceeds the entire economic output of 22 States and the District of Columbia and is vitally important to the future growth of our economy. Thus, efforts to strengthen our national retirement savings policies should ensure these valuable programs are not disrupted. We, therefore, strongly urge your consideration of the following in your recommended changes to federal tax policy:

· Maintain long-standing federal policy supporting employer-sponsored retirement plans, including those provided by State and local governments.

· Proposals to completely restructure all or part of the federal tax system should retain incentives for retirement savings, including pension systems sponsored by state and local governments. Such incentives are not only important to assist individuals attain a secure retirement, but are vital to our nation’s future economic well-being. 

· Similarly, any modifications to tax laws should strengthen, not weaken, retirement savings in state and local government retirement programs. Provisions that would have a significant negative impact on such savings were recently outlined in a staff report of the Joint Committee on Taxation to “further consistency in the tax system.” For example, options in the report affecting state and local government employee benefits programs (see attached) include the proposed repeal of pick-up arrangements under Code Section 414(h)(2), imposing an immediate tax increase on first responders, teachers and other public employees around the country. While tax simplification can produce great benefits, a one size fits all approach may not address the needs of the public sector’s diverse workforce and legal framework, or have any positive effects on retirement savings.  

· Federal policymakers have worked over the years to make refinements to the Code to address the unique policy issues affecting public plans. It would be counterproductive to abandon longstanding and effective provisions, impose immense burdens on state and local workers and their employers, and undercut successful State and local retirement policies in attempts to “simplify” the federal tax code. We strongly urge the panel to not recommend any tax proposals that are detrimental to public sector retirement savings. 
· If the Panel addresses payroll tax changes, recommendations should not include proposals that destabilize State and local government finances or the retirement security of public workers by mandating coverage on those who designed and funded their retirement programs outside of Social Security.

· The sharp payroll cost inherent in mandating Social Security coverage will have a devastating fiscal impact on State and local governments that do not participate in Social Security. This impact will be felt in virtually every state. An updated preliminary analysis done by the Segal Company shows the cost to be $44 billion in the first five years alone, simply for newly-hired employees.   

· Conversely, the significant turmoil on those State and local governments and workers currently outside the system would have very little impact on the solvency of Social Security. Mandatory coverage raises modest revenue in the short-term, but ultimately only increases Social Security’s future liabilities. 

· It is important to remember that at the time Social Security was established, State and local governments and their workers were not permitted to participate in the program. These governments designed their own retirement plans in reliance on that exclusion. In the 1950’s, when Congress allowed State and local governments to voluntarily affiliate with the Social Security System, some chose to do so while others continued to structure and fund benefits outside of the system. It is unjustified to now change the rules—imposing significant costs on these State and local governments and undermining the retirement security of their employees—for such a negligible change to Social Security’s long-term solvency. 

Our organizations support efforts to strengthen retirement savings and the solvency of the Social Security system. We believe this is best accomplished by protecting the retirement security of millions of workers and retirees in state and local government retirement systems. If you have any questions or need additional information, please feel free to contact our legislative representatives:

Gerri Madrid-Davis, National Conference of State Legislatures

444 North Capitol Street, NW, Suite 515, Washington, DC 20001, (202) 624-8670, Fax 202-737-1069

Cornelia Chebinou, National Association of State Auditors Comptrollers and Treasurers

444 North Capitol St, NW, Suite 234, Washington, DC 20001, (202) 624-5451, FAX (202) 624-5473

Daria Daniel, National Association of Counties

440 First Street, NW, Washington, DC 20001, (202) 393-6226 

Larry Jones, United States Conference of Mayors

1620 Eye Street, NW, Washington, DC 20006, Tel. 202.293.7330, Fax 202.293.2352

Nicole Young, National League of Cities

1301 Pennsylvania Ave, NW, Suite 550, Washington, DC 20004, (202) 626-3000, Fax (202) 626-3043

Barry Kasinitz, International Association of Fire Fighters

1750 New York Ave., NW, Washington, DC 20006, 202.737.8484 • 202.737.8418 (Fax)
Tim Richardson, Fraternal Order of Police

309 Massachusetts Avenue, NE, Washington, D.C. 20002, 202.547.8189, Fax 202.547-8190
Bill Johnson, National Association of Police Organizations

750 First Street, N.E., Suite 920, Washington, DC 20002, 202-842-4420, Fax: 202-842-4396

Sam A. Cabral, International President, International Union of Police Associations, AFL-CIO

1421 Prince Street, Suite 400, Alexandria, VA 22314, 703-549-7473, Fax 703-683-9048

Steve Lenkart, International Brotherhood of Police Officers, International Brotherhood of Correctional Officers, International Association of EMTs and Paramedics, National Association of Government Employees, and National Association of Nurses
317 S Patrick Street, Alexandria, VA 22314, (703) 519-0300

Bill Cunningham, American Federation of Teachers

555 New Jersey Avenue NW Washington, DC 20001, (202) 393-6301
Al Campos, National Education Association

1201 16th Street, NW, Washington, DC 20036-3290, (202) 833-4000, Fax (202) 822-7974

Ed Jayne, American Federation of State County and Municipal Employees

1625 L Street, NW, Washington, DC 20036-5687, Tel: 202-429-1000, FAX: 202-429-1293

Rosie Torres, Communications Workers of America

501 Third Street, NW, 10th Floor, Washington, DC 20001, 202-434-1315, 202-434-1318 (fax)

Jeannine Markoe Raymond, National Association of State Retirement Administrators

444 North Capitol St, NW, Suite 234, Washington, DC 20001, (202) 624-1417, Fax (202) 624-1419

Hank Kim and Fred Nesbitt, National Conference on Public Employee Retirement Systems

444 North Capitol St, NW, Suite 221, Washington, DC 20001, 202-624-1456, Fax 202-624-1439

Cynthia Moore, National Council on Teacher Retirement

1601 N. Kent St., #803, Arlington, VA 22209, (703)243-1667, Fax (703) 243-1672

Susan White, National Association of Government Defined Contribution Administrators

1020 N. Fairfax St., 5th Floor, Alexandria, VA 22314, (703)683-2573, FAX (703) 683-0865

Barrie Tabin Berger, Government Finance Officers Association

1301 Pennsylvania Ave, N.W., Suite 309, Washington, DC 20004, 202-393-8020, 202-393-0780 (Fax)
Tina Chiapetta, International Public Management Association for Human Resources

1617 Duke Street, Alexandria, VA 22314, Phone: (703) 549-7100, Fax: (703) 684-0948
Daryll Griffin, National Public Employer Labor Relations Association 
1620 Eye Street N.W. - Third Floor - Washington, D.C. 20006, (202) 296-6402, Fax (202) 296-6404

Options Outlined in JCT Staff Report Affecting

State and Local Government Employee Retirement Plans

While tax simplification can produce great benefits, a one size fits all approach may not address the needs of the public sector’s diverse workforce and legal framework, or have a positive effect on national retirement savings. A Joint Committee on Taxation (JCT) staff report, Options to Improve Tax Compliance and Reform Tax Expenditures (JCS-02-05 (2005)), is largely aimed at individuals, corporations, and tax-exempt organizations. Nevertheless, a handful of the options outlined within the report would impose extreme disruptions and costs on state and local government retirement plans, subject public employee retirement savings to immediate taxation, and/or undermine state and local government retirement policies: 

· Impose Immediate Taxation of Contributions to State and Local Retirement Plans by Repealing “Pick-Up” Rules (pp. 140-144). This proposal would repeal the current “pick-up” rules contained in IRC section 414(h)(2), thereby prohibiting employee contributions to State or local government retirement plans to be made on a tax-deferred basis. Currently, such contributions are not tax-exempt, but instead are taxed when taken as retirement income—analogous to the tax treatment of employee contributions under 401(k)-type vehicles.  If enacted, this JCT proposal would require federal taxes to be paid today on income that will not be received until retirement, imposing an immediate tax increase on first responders, teachers and other public employees throughout the country, overturning a policy established by Congress to equalize the tax treatment of public plan contributions, and imposing substantial costs on States and localities to restructure benefits and/or compensation.

· Subject Grandfathered State and Local Government Employees to Medicare Payroll Tax (pp. 80-82). This proposal would overturn a long-standing agreement to transition all state and local government employees into the Medicare system, whereby only employees hired after March 31, 1986 were mandated into Medicare. Those State and local government employees hired on or before March 31, 1986, who were not already covered by Medicare, were grandfathered from mandatory participation. This proposal would now force these employees, most nearing the end of their career, as well as their employers, to pay the Medicare payroll tax.  

· Apply 10% Early Withdrawal Penalty Tax to State and Local Government 457 Plans (pp. 130-132). At present, the 10% early withdrawal penalty tax is not applicable to participants in section 457 governmental deferred compensation plans. This proposal would now impose this penalty on the 457 plans of state and local government employees, rendering distributions made before age 59 ½ , as well as for death or disability, generally subject to both income tax and an additional 10% penalty tax. This provision will fall particularly hard on police, firefighters and other public employees with mandatory retirement ages or early retirement incentives who had planned on relying on their 457 savings for a larger portion of their early retirement income.

· Impose FICA Taxes on all Salary Reduction Amounts (pp. 71-73). At present, contributions to cafeteria plans in both the public and private sectors are excluded from wages for FICA purposes. This proposal would require all employees and their employers to now pay FICA on these amounts, imposing more costs on an already strained benefits system and eliminating a significant incentive for participating in and maintaining these plans. 

· Eliminate 403(b) Catch-up Contribution Rules (pp. 122-129). This proposal would eliminate rules permitting 403(b) participants to make contributions for up to five years after termination of employment and permitting employees who have completed 15 years of service with certain employers to make additional elective deferrals. Employees of educational institutions have historically relied on these special rules to make up contributions they may have missed early in their career. 
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