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(1)

SMALL BUSINESS PENSION PLANS: HOW CAN
WE INCREASE WORKER COVERAGE?

THURSDAY, JUNE 29, 2006

U.S. SENATE,
SUBCOMMITTEE ON LONG-TERM GROWTH

AND DEBT REDUCTION,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 2:35 p.m., in

room SD–215, Dirksen Senate Office Building, Hon. Gordon Smith
(chairman of the subcommittee) presiding.

Present: Senator Bingaman.

OPENING STATEMENT OF HON. GORDON SMITH, A U.S. SEN-
ATOR FROM OREGON, CHAIRMAN, SUBCOMMITTEE ON
LONG-TERM GROWTH AND DEBT REDUCTION

Senator SMITH. Good afternoon, ladies and gentlemen. Welcome
to the Subcommittee on Long-Term Growth and Debt Reduction
hearing. Our topic today is ‘‘Small Business Pension Plans: How
Can We Increase Worker Coverage?’’ Thank you all for being here.

Small businesses are the heart of the American economy. Small
business owners are out there every day, taking risks and creating
jobs. They know what it is like to sign both sides of a paycheck.

When running a small business, these is no set calendar which
guarantees your vacations, or even your weekends off. You are
working all the time, sometimes even Christmas. Owning a small
business is work, and I certainly applaud all small business own-
ers. They are the spark plugs of the American economy and cre-
ators of the American dream.

Over the last decade, small businesses have generated the vast
majority of new jobs—60 to 80 percent of net new jobs annually.

With approximately 26 million small businesses in America, they
represent over 99 percent of all employer firms in the United
States.

Small businesses have also contributed measurably to America’s
innovation and technological advances as well. They employ rough-
ly 40 percent of high-tech workers and produce 13 to 14 times more
patents per employee than large patenting firms.

The contributions of small businesses to our economy are many
and manifold; unfortunately, they tend to be under-appreciated and
over-regulated in the halls of government. But small businesses are
central to the progress of our country, and they are central to in-
creasing America’s retirement savings.
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More than half of all private sector employees are employed by
small business, yet small businesses are less likely than large em-
ployers to sponsor an employer retirement plan.

Moreover, employee participation rates are shockingly low. Busi-
nesses with fewer than 20 employees have only 15 percent of their
employees enrolled in a retirement plan. Businesses with 20 to 90
employees have only 43 percent of employees covered by an em-
ployer-provided plan. Employers with 100 to 500 employees have
little more than half of their employees participating in an em-
ployer-provided retirement plan.

The question then becomes: why are these rates so low? Small
businesses face significant barriers to establishing a retirement
plan. There is the cost factor: the cost of setting up a plan and ad-
ministering it are often high.

There is also the potential for additional Federal regulation re-
quirements and liability ramifications. Small companies with fewer
than 20 employees already spend 45 percent more per employee
than larger firms to comply with Federal regulations and tax com-
pliance.

Add to this the complexity and volume of pension plan regula-
tions, and I believe small businesses are systematically discouraged
from offering their employees a retirement plan.

This is a problem that needs a solution. I have heard from many
small business owners in Oregon who say they want to offer retire-
ment plans, but the cost, complexity, and liability outweighs their
benefits, benefits such as recruiting and retaining key employees,
as well as increasing employee satisfaction and loyalty.

These benefits are all very important to small business owners,
because without good, hardworking employees, their future eco-
nomic success is limited.

If we are serious about increasing Americans’ savings in order to
be financially secure in retirement, we need to assist small busi-
nesses in the retirement plan area. They are integral to any na-
tional savings solution.

Today we are here to focus on small employer coverage and em-
ployee participation to begin what will be a fruitful conversation on
what we in Congress can do to help small businesses and Ameri-
cans save for retirement.

I am very pleased to have my colleague from New Mexico, Sen-
ator Bingaman with us, and for your opening statement.

OPENING STATEMENT OF HON. JEFF BINGAMAN,
A U.S. SENATOR FROM NEW MEXICO

Senator BINGAMAN. Thank you very much, Senator Smith, for
having this hearing and chairing it, and your leadership in this
area.

This is a very serious issue, particularly in a State like mine,
where most people work for small businesses. Most employees are
employed in small businesses. I think I have seen some statistics—
not recently; maybe some of you have it in your testimony—some
sort of a State-by-State analysis of the percentage of private sector
employee participation in some type of pension plan, and I think
New Mexico is about the bottom of that list.
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I believe we are sort of the bottom of that list because we prob-
ably have the largest number of reasonably small employers rel-
ative to the rest of the workforce. We have very few large employ-
ers, I guess is another way to say it. So this is an extremely impor-
tant issue.

I do think the statistics I have seen indicate that the trends are
going in the wrong direction. Companies are bailing out of defined
benefit plans, of course, but in addition to that, just the number
of employees who have any type of pension coverage is declining
rather than increasing, which is obviously the wrong direction.

Particularly, I want to thank Mr. Iwry and Mr. John for their
proposal on automatic IRAs. I think that is very useful. Years ago
I introduced some legislation that had some of the same character-
istics, but we were not able to get a lot of folks interested at that
time.

I know Senator Smith is very focused on this and interested in
trying to move ahead with something of this type, which I think
is terrific, and perhaps, working with Heritage and with Brookings,
we can build enough momentum to actually pass something.

So I look forward to working with Senator Smith to see what we
can do in that area, and I look forward to the testimony. Thank
you all for being here.

Senator SMITH. Thank you, Senator Bingaman.
Senator Conrad and I, in fact, have an automatic enrollment for

those companies that have pension plans or 401(k)s, but the prob-
lem is, not enough of them have 401(k)s to automatically enroll
people in.

But it is just such a pressing national problem, because we lit-
erally have a negative savings rate in our country now. There just
has to be some streamlining, some additional incentive to help peo-
ple to prepare for the demographic bulge that we are simply unpre-
pared to receive when it comes to our retirement years.

Let me give, for the record, a brief introduction of each of you.
Our first witness is Dr. Craig Copeland. He is a senior research

associate at the Employee Benefit Research Institute. Dr. Copeland
researches participation in employer-based retirement plans, con-
tribution behavior in defined benefit contribution plans, and ade-
quacy of savings for retirement.

Then I want to introduce my neighbor, Steve Bjerke. He is from
my hometown of Pendleton, OR. He is an Edward Jones invest-
ment representative and has been doing this work for over 20
years. Thank you for coming here, Steve.

Mr. Daniel Hall is also from Oregon. He is a regional pension
manager for Standard Insurance, based in Portland. His respon-
sibilities include sales of new retirement plans, communication of
retirement plans to employees, and overseeing businesses in the
Pacific Northwest region.

Then we have Ms. Paula Calimafde. Paula is the chair of the
Small Business Council of America and a practicing tax attorney
for over 20 years, specializing in qualified retirement plans.

Mr. David John is a senior research fellow at The Heritage Foun-
dation. Mr. John serves as Heritage’s lead analyst on issues relat-
ing to pensions, financial institutions, asset building, and Social Se-
curity reform.
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Mr. Mark Iwry is a senior advisor for The Retirement Security
Project and is a senior fellow at The Brookings Institution. Mr.
Iwry was Benefits Tax Counsel at the Treasury Department from
1995 to 2001.

We appreciate all of you joining us. Senator Kerry, the Ranking
Member of this subcommittee, may be joining us. But in the event
he is not able to, we have his statement. If there is no objection,
we will include his statement in the record. [No response.]

[The prepared statement of Senator Kerry appears in the appen-
dix.]

Senator SMITH. Dr. Copeland, take it away.

STATEMENT OF DR. CRAIG COPELAND, SENIOR RESEARCH
ASSOCIATE, EMPLOYEE BENEFIT RESEARCH INSTITUTE,
WASHINGTON, DC

Dr. COPELAND. Thank you, Mr. Chairman and members of the
committee.

My focus today is on providing statistics on the participation of
employment-based retirement plans for small employers and the
demographic characteristics of small employers that affect partici-
pation in these plans.

I also examined the breakdown of retirement plan participants
into each type of plan, either defined contribution or defined ben-
efit.

A small employer is defined as one with fewer than 100 employ-
ees. The main data source is the Census Bureau’s March 2005 Cur-
rent Population Survey. From this data, 45 percent of private sec-
tor wage and salary workers aged 21 to 64 were found to have
worked for a small employer, with 18 percent for an employer with
fewer than 10 employees, 12 percent with 10 to 24 employees, and
15 percent with 25 to 99 employees.

A gap in retirement plan participation between small and large
employers has existed for many years, and, in 2004, 27 percent of
workers working for employers with fewer than 100 employees par-
ticipated in an employment-based retirement plan, compared with
56 percent who worked for an employer with 100 or more em-
ployees.

This lower level of participation among smallest-employer work-
ers persists across earnings levels, industries, and work status of
the employees. For workers at firms with fewer than 10 employees
earning less than $15,000 annually, 5 percent were participants,
compared with 17 percent of workers in firms with 1,000 or more
employees.

For workers earning $75,000 or more annually, 36 percent par-
ticipated in the smallest employers, compared with 86 percent in
the largest employers. The percentage of workers participating in
the personal services industry ranged from 11 percent in the small-
est firms to 33 percent in the largest firms. This compares to other
industries where the percentage of employees participating ranged
from just under 25 percent to just over 60 percent.

Among full-time, full-year workers, the percentage participating
increased from 20 percent in the smallest firms to 68 percent in the
largest firms. In contrast, among part-time, part-year workers, the
percentage participating ranged from 6 percent to 14 percent.
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While the percentage of workers who participated in plans was
lower across the various characteristics of workers or employers,
important differences in the types of workers in the small versus
large employers remain. In particular, small employers have a dis-
proportionate percentage of workers with annual earnings below
$15,000.

There are 31 percent at firms with fewer than 10 employees,
compared with 20 percent at employers with 100 or more employ-
ees. Small employers are also more likely to be in the personal
service industry and less likely to be in the manufacturing indus-
try, the industries with the lowest and highest overall levels of par-
ticipation, respectively.

Small employers have lower shares of full-time workers and
higher shares of part-time workers when compared with large em-
ployers. However, when we look at other important characteristics
of the workforce—age, race and education level—it did not differ
markedly.

While CPS data that have been previously cited do not include
the plan type of these participants, the Federal Reserve Board Sur-
vey of Consumer Finances does. Participants of employment-based
retirement plans working for small employers are more likely to
have a defined contribution plan as their only plan relative to par-
ticipants in larger employers.

For example, 77 percent of participants with 10 to 19 employees
were in a defined contribution plan only. This compares with 57
percent at firms with 500 or more employees.

While rates of having only a defined benefit plan are similar
across employer sizes, participants from the largest employers are
significantly more likely to have both types of plans, 21 percent for
large employers, compared with 6 percent for the small employers.
This higher likelihood of having a defined contribution plan for par-
ticipants in smaller employers persists across all the industries.

Despite the lower likelihood of workers at small employers being
in employment-based retirement plans, there is some good news for
them. The probability of being in a plan has increased since 1991.

In 1991, 20 percent of workers at firms with 10 to 24 employees
participated in an employment-based plan, before growing to 27
percent by 2004. In contrast, for employers with 1,000 or more em-
ployees, participation has actually declined during that time period,
from 62 percent to 59 percent.

However, this increase is mitigated somewhat by the relative de-
cline in the last couple of years of participation across the board.

Thank you. I will be happy to answer any questions you have.
Senator SMITH. Thank you.
[The prepared statement of Dr. Copeland appears in the appen-

dix.]
Senator SMITH. Steve?

STATEMENT OF STEVE BJERKE, INVESTMENT
REPRESENTATIVE, EDWARD JONES, PENDLETON, OR

Mr. BJERKE. Mr. Chairman, thank you for holding this hearing
on expanding retirement coverage for workers in small businesses,
and for the opportunity to testify on behalf of Edwards Jones In-
vestments.
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Edward Jones is one of the largest investment firms in the coun-
try, and a leader in the financial service industry, with over 8,500
offices throughout the country. We applaud your commitment to
ensuring that Americans have adequate retirement savings.

You have championed in this area, and we are pleased that the
pension bills currently in conference contain critical provisions
from the Smith-Conrad bill such as automatic enrollment. We also
have been following your initiative, which focuses on narrowing the
retirement income gap between men and women. We certainly
want to offer our assistance on that initiative.

Mr. Chairman, this is an important hearing. Edward Jones
strongly supports proposals to help employees of small businesses,
where retirement coverage need is the greatest. We serve over 6
million clients, of whom approximately 20 percent are small busi-
ness owners.

Our small business clients are often very small, many with under
10 employees, and it is our experience that small business owners
can be reluctant to adopt a retirement plan. There are many sur-
veys as to why small businesses do not have plans. I can tell you
this firsthand.

When I visit with small business owners, they tell me setting up
a plan is too complicated and too expensive. Fortunately, an oppor-
tunity to address some of these issues in the current pension con-
ference will help.

Let me highlight a few of the provisions that will help with small
businesses. The House bill makes permanent the very helpful sav-
ings provisions of the 2001 Tax Act.

The 2001 Tax Act updated and increased the limits on retire-
ment plan contributions, which makes it possible for Americans to
save more in a qualified plan. That, in turn, makes it attractive for
small business owners to establish a retirement plan.

The 2001 Act created the Saver’s Credit, which provided a much-
needed savings incentive for low- and middle-income individuals,
and it eliminated a lot of the complicated procedures that required
employers to set up two plans if they wanted to provide enhanced
contributions for their employees. The Act also provides a tax cred-
it for certain small businesses to help offset the costs of starting
a plan.

Mr. Chairman, these pro-small business savings provisions will
expire in 2010. We support making these provisions permanent as
soon as possible, and this is our top priority in the pension bill.

If we wait, uncertainty regarding their possible expiration will
make small business owners hesitant to set up a plan for fear that
the rules will change. Sometimes we only have one chance or one
opportunity to establish a plan within these small businesses. If we
lose that opportunity because of uncertainty regarding the rules,
the business may never have a plan.

The pending pension bills also make beneficial modifications to
SIMPLE plans. SIMPLE plans have low administrative costs and
are proving to be an excellent retirement savings arrangement for
small businesses that would otherwise not have a plan. The Senate
pension bill would make the SIMPLE plan even more attractive to
small businesses by allowing portability and a more reasonable
withdrawal penalty.

VerDate 11-MAY-2000 14:52 Mar 01, 2007 Jkt 095484 PO 00000 Frm 00010 Fmt 6633 Sfmt 6633 32520.000 SFIN1 PsN: SFIN1



7

Both the House and Senate bills recognize that employees need
access to investment advice in order to achieve their retirement
goals. We support the inclusion of the advanced provisions in both
bills. The House bill, in particular, would be very helpful in stimu-
lating the delivery of the much-needed advice.

Finally, the Senate bill would remove a significant obstacle pre-
venting many small businesses from maintaining a retirement plan
by relieving the smallest businesses from filing the multi-paged
5500 reports, which are very burdensome. We hope that the con-
ferees will include all of these beneficial provisions.

Mr. Chairman, Edward Jones is also reviewing a number of next-
generation proposals that would enhance small business pension
coverage. We understand you are considering several measures,
such as tax credits for contributions to new plans, equalization of
treatment of retirement plan contributions of the self-employed,
and allowing sponsors of SIMPLE plans to make additional em-
ployer contributions.

I talked to several people this week, and they were really excited
if something like that would happen; not that they would put it in,
but they would have the opportunity to put it in. We believe these,
along with several suggested by Senator Max Baucus, will be very
helpful.

Mr. Chairman, the retirement savings crisis is real, and we ap-
plaud your recognition that small businesses have unique chal-
lenges in trying to help their workers save more for retirement. We
look forward to working with you to ensure that all Americans are
prepared for retirement.

Thank you.
Senator SMITH. Steve, after the 2001 Act, with those beneficial

provisions that it contained, did you see an increase in enrollment
or creation of pension plans?

Mr. BJERKE. In the next year, I saw a 20- to 25-percent increase
in small businesses jumping in to do something. They were just
really excited that they knew what was going on.

Senator SMITH. Does that go away if we do not make them per-
manent?

Mr. BJERKE. Absolutely.
Senator SMITH. And if we do make them permanent, will even

more get involved in it?
Mr. BJERKE. Yes. And even right now, when I am talking to peo-

ple, there is a real hesitation, to say, I do not know what is going
to happen in a couple of years, let us wait and see. For those who
wait to see, most likely it does not happen. Running a small busi-
ness is a big enough challenge. Any uncertainty that you can take
away is good.

You start out facing that payroll, not knowing if you can hire
enough employees and keep your business going. It is just one
more uncertainty that makes it really tough on small businesses.
And absolutely, that would be the number-one priority, in my
mind.

[The prepared statement of Mr. Bjerke appears in the appendix.]
Senator SMITH. We will, next, go to Daniel Hall. Senator Binga-

man, if you have any questions as we go along, we will just be real
informal. Just ask them as they come up.
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Senator BINGAMAN. All right. I will try to hold off.
Senator SMITH. All right.
Senator BINGAMAN. But if it occurs to me, I may ask.
Go ahead.

STATEMENT OF DANIEL HALL, REGIONAL PENSION MANAGER,
THE STANDARD, STANCORP EQUITIES, INC., PORTLAND, OR

Mr. HALL. Thank you, Mr. Chairman and Senator Bingaman.
My name is Dan Hall, and I am a Regional Pension Manager for

Standard Insurance Company. The Standard is a financial services
provider in Portland, OR, which provides employee benefits, invest-
ment advice, annuities, and retirement plan products and services
to more than 7 million customers nationwide.

The Standard has been in the retirement planning business since
1939, and we introduced our first 401(k) product in 1982. Our ex-
pertise is in the small plans market. We have been consistently
rated a top provider by our customers and independent third
parties.

I have been in the retirement planning business for 23 years,
and I thank you for the opportunity to share my perspective today
on barriers to small business pension coverage.

I would also like to take this opportunity to address some issues
that inhibit employee participation in retirement plans. I have sub-
mitted copies of my full testimony, and I will be summarizing my
written testimony.

It is imperative for the financial health of our citizens and our
Nation that employers and government continue to work together
to provide improved coverage and encourage individual participa-
tion in plans.

There are perceptual and real barriers to implementing retire-
ment plans. The first perceptual barrier is that the current genera-
tion of business owners and employees has not adjusted investment
habits to mirror the movement from company-provided pensions to
401(k)-type plans.

The second perception of the small business owner is that his or
her company is the retirement plan, therefore, money spent on in-
frastructure has priority over putting money into retirement.

The final perception among small business owners is that retire-
ment plans are complicated, over-regulated, and expensive.

Three real barriers encountered by small businesses in imple-
menting a plan are: one, competing priorities with other employee
benefits, primarily health care. The most immediate needs today
often take precedence: health care is today; retirement is tomorrow.
Second, compliance testing and top-heavy rules which can limit the
business owner’s participation in the plan are often redundant, and
the top-heavy rule is outdated. Finally, the current rule requiring
a third party audit if a plan has more than 100 employees rep-
resents a significant cost and burden to the small business. Recent
legislation allowing plans to offer the Safe Harbor solution is a
major step in the right direction, a win-win for both employer and
participant.

Other solutions that would encourage small businesses to provide
coverage are: (1) to offer a tax credit to small businesses to offset
employer contributions or administrative costs; (2) as mentioned
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earlier, to eliminate or modify top-heavy rules and simplify dis-
crimination testing to ease the administrative burden for owners,
as well as to allow providers to lower their fees; and (3) to consider
changing the 100-employee audit rule, as expensive external audits
offer only limited returns for such plans.

Solutions that would help increase employee participation in-
clude: (1) implementing Federal regulations that make automatic
enrollment rules consistent nationwide; (2) allowing plan providers
to offer unbiased and revenue-neutral investment advice from an
investment advisor—a significant barrier to individual participa-
tion is the lack of knowledge about funds and investment strate-
gies; (3) encouraging automatic deferral increase programs; (4) con-
sidering lowering the current catch-up age of 50 to age 45; (5) con-
sidering implementing a minimum loan amount, say $5,000 per
loan, from a retirement account or requiring loans for hardship rea-
sons only; (6) revising roll-over rules even further to discourage
cash-outs; and (7) allowing favorable taxation on distributions that
are annuitized at retirement.

It is wise public policy of this Congress to promote personal re-
tirement savings. The key to increasing both employee and em-
ployee participation is simplicity and incentives.

Simplicity in the 401(k) arena can be achieved through elimi-
nating unnecessary administrative requirements for small employ-
ers. The right incentives will promote employer sponsorship of re-
tirement plans and employee participation in those plans.

Thank you for allowing my testimony. I would be happy to an-
swer any questions members of the committee may have.

Senator SMITH. Dan, those suggestions you made for adjust-
ments, are any of those related to ERISA? Obviously, ERISA was
put into place to get rid of a lot of abuses that were occurring in
some pension plans.

Mr. HALL. I believe that the one that is most directly related to
ERISA is top-heavy. All of the ones that followed that are much
later than ERISA. ERISA has become so much the doctrine that we
follow, but I think top-heavy was the first one that was a direct re-
sult of ERISA.

Senator SMITH. And from your experience, is there some stream-
lining that we could do with ERISA without compromising safety
for employees? Is it just so cumbersome that it simply is too great
a financial impediment?

Mr. HALL. I am not sure how to answer that. ERISA, in our
world, is kind of big news. We have all followed it. There are al-
ways streamlines. Top-heavy is a well-intended rule that newer
tests, like anti-discrimination testing, have trumped, so that makes
top-heavy not such an issue.

So when plans become top heavy, it is a little bit of a nuisance,
as opposed to really preventing abuses within the plan. It discour-
ages people. If an employer has sponsored a plan where they have
had testing issues, he may say, you know, I am not going to set
up another plan again. I remember 10 years ago where I did not
benefit from that. So, I think there are some things you can do.

Senator SMITH. All right.
[The prepared statement of Mr. Hall appears in the appendix.]
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STATEMENT OF PAULA CALIMAFDE, CHAIR, SMALL BUSINESS
COUNCIL OF AMERICA, BETHESDA, MD

Ms. CALIMAFDE. Mr. Chairman, Senator Bingaman, thank you
very much for holding these hearings on this vital topic.

The Small Business Council of America is a nonprofit national
organization that represents small businesses only in the tax, em-
ployee benefits, and health care areas.

My message is a little different, I think, from everyone else on
the panel. I consider, and the SBCA considers, the small business
retirement plan system to be a major success. It covers 19 million
employees, and that is a lot of employees; keep in mind, this is a
voluntary system.

Many of these small business plans provide significant contribu-
tions to these employees. Now you might ask, why would a small
business plan provide significant contributions? It is because, in
many cases, that is the owner’s best way to save for retirement. Be-
cause of the discrimination tax laws in the tax code, the owner
must provide significant contributions for everyone else in the plan.

By and large, these plans are properly funded and carefully in-
vested. Again, why? Because the owner’s money is in the plan, so
the owner wants to make sure that the money is safe and the
money is in there. In addition to a significant employer contribu-
tion, these plans very often provide employee saving through pay-
roll deduction. That is your 401(k) plan and your SIMPLE.

The importance of payroll deduction cannot be over-emphasized.
There are data that show that when employees have the ability to
save through payroll deduction, they are 11 times more likely to
save than they would if they had to put the money in by them-
selves outside of payroll deduction.

An easy way of thinking about this, of course, is if you give me
the money, I will find a way to spend it. If you take it out of my
paycheck before I get it, I forget I even saved it.

Another corollary to this rule is, if I put money in an IRA and
I can easily take it out, chances are I probably will. If I put money
in a retirement plan that locks it down, chances are I will not ac-
cess it.

Now, the coverage numbers that everyone is talking about that
make small business coverage look relatively low do not take into
account two factors. One factor is that most of these numbers only
look at all workers, they do not look at workers who work more
than 20 hours a week. In most small business retirement plans,
coverage is for people who work 20 hours a week.

The other factor which is critically important is that one-third of
all start-ups fail within 2 years, and more than 50 percent of those
start-ups will fail within 4 years.

So when you put this shifting bottom of small businesses going
in and out, they are not contributing to retirement plans because
they are fighting for their lives. In fact, as we know, many of them
do not make it.

I agree with—I think it was—Mr. Bjerke that the single most im-
portant thing that can be done to increase coverage right now in
the small business area is to make the pension provisions in the
tax bill of 2001—which we refer to as EGTRRA—make those provi-
sions permanent.
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They are incredibly important provisions to small business. This
is the time to make them permanent. They sunset in 2010. The
closer we get to 2010, the more uncertainty there will be whether
we can count on those proposals. As Mr. Hall mentioned, certainty
is incredibly important to small business owners.

Because time is so limited, I want to go over a few major items.
Senator SMITH. Paula, could you elaborate on which of those, the

Saver’s Credit, the capital gains dividend, which ones to make per-
manent or are so important?

Ms. CALIMAFDE. Well, the capital gains, unfortunately, almost
works against the pension provisions. If you make capital gains
rates go down too low, there is a disincentive for owners and other
people to contribute to the retirement plans. Because keep in mind,
when the money comes out of the retirement plan it comes out as
ordinary income.

But, yes. I was referring to, actually, the items—I think Mr.
Bjerke mentioned them—like increased contributions. Those provi-
sions allowed a company that had to sponsor two plans to be able
to only sponsor one plan and get the same level of contribution. So
for small businesses, that was a major savings.

The 401(k) Roth contribution came in under EGTRRA. The
EGTRRA provisions were really well-vetted. They were discussed
for about 6 years by you all and you took into account what big
business had to say, small business had to say, nonprofits, govern-
mental entities, governmental employees, union employees, em-
ployee groups, so what you put together was a really well-crafted
bill.

Senator SMITH. Thank you very much. [Laughter.]
Ms. CALIMAFDE. No. The small business community thanks you,

by the way. You have, literally, helped millions of employees with
that bill.

But because time is limited, I want to just go through a couple
of major things that I think are important. The pension bill in con-
ference right now—that is where you are able to make those
EGTRRA pension provisions permanent—also has an automatic en-
rollment feature for 401(k) Safe Harbor plans, an automatic
enrollment/Safe Harbor feature.

First off, Safe Harbors only apply to small businesses. They are
the only ones who care about them. The automatic enrollment is
an incredibly important device, which I believe, actually, Mark
Iwry brought to the attention of most folks. The statistics are star-
tling.

If an employee is automatically enrolled, by and large something
like 70 percent of them forget they are being enrolled and they just
stay enrolled. It is sort of inertia, but they get there and they keep
putting money into the plan.

Those same people who stay enrolled stay with the default in-
vestment as well. So you can imagine this kind of passive group
of people who just stay in, but once they are in, they are saving
for retirement.

The House version in the pension bill that is in conference is al-
most right on the automatic enrollment Safe Harbor. However, it
has one huge flaw: it provides enough of an incentive for small
business to do automatic enrollment—because, keep in mind, this
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is an extra burden that small business has to do, and they are not
going to do it just because they are nice, they are going to do it
because there is some reason to do it.

These folks are running a business and, as you know, most of
these businesses run very close to the margin. So there is a reason
to do the automatic enrollment in this Safe Harbor that the House
version put out, but then they added a requirement—the Safe Har-
bor will only work if 70 percent of the employees who are automati-
cally enrolled stay automatically enrolled. Well, business owners
have no ability to tell their employees, you must stay enrolled.

A business owner meeting with Mr. Hall, Mr. Bjerke, or myself,
if we say to them, you should amend your plan for the Safe Harbor,
you will need to amend your summary plan description, you will
have to explain this to your employees, you will have to tell your
administrator about this, and by the way, if the folks you enroll do
not stay in, it doesn’t work, you have wasted your money, I can tell
you right now, they are just going to say, thanks very much, forget
it.

So you need to get rid of that 70-percent requirement. If you do
that, you have, I think, a really good automatic enrollment Safe
Harbor there.

Cash balance plans. Some people have this image that cash bal-
ance plans are bad. Cash balance plans, in the small business area,
are the Cadillac plan. The reason why is because individuals have
their own account balance, so they know what they have in the
plan, and the investment returns are guaranteed. You cannot get
much better if you are an employee.

We need the certainty from you all to say that these plans are
not inherently age-discriminatory. I know there are all sorts of
issues in the cash balance world that are not easy that you are
dealing with, and those are the conversion issues.

But the small business world does not deal with conversion
issues, because they did not go from a defined benefit to a cash bal-
ance. These are new start-up cash balances.

So the small business world needs that certainty, that if they put
in the plan it will not be deemed to be age-discriminatory. Again,
going back to what other members have said on the panel here, if
they do not have the certainty, they are not going to put money in
the plan.

Finally, funding. People talk about a problem with funding: why
are businesses not funding their defined benefit plans properly? I
would say this is where we have the elephant in the room, and the
elephant is called the reversion tax.

Before the reversion tax, companies did not care if they over-
funded, because when the plan terminated, if there was extra
money in the plan, they would get it back. Today, if they terminate
the plan and there is over-funding, the government takes 50 per-
cent.

So you are now in a situation of, if you did not fund the plan
properly, the company has to provide the benefits for the employ-
ees. They are guaranteeing the investment results. But if they do
too well, the government takes 50 percent.

So we are almost in a heads-I-win/tails-you-lose situation, and I
think if you start tinkering with that reversion tax you may end
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up seeing companies going closer to the proper funding levels vol-
untarily.

Two other items I want to bring up, quickly. One is that, even
though I have spent my time today on these issues, the Small Busi-
ness Council of America endorses the testimony prepared by
ASPPA, the written testimony. It goes into a number of specific
issues that I understand, I think, Mr. Smith, you are working on.
Every single one of those are good ideas and they will work very
well, in my opinion, to increase coverage.

Finally, we also endorse the IRA proposal which has been devel-
oped, I believe by Mark Iwry and David John. I know they will be
discussing it today.

Thank you.
Senator SMITH. Thank you very much, Paula. I want to point out,

I think your clarification on sort of the numbers I was giving about
small businesses and the availability of pensions is absolutely
right. You were right in clarifying that.

The dilemma we have is, how do we reach those people who are
working but who are not planning for retirement? So, we are just
looking for more vehicles, because I do agree, when a small busi-
ness starts, it is saving for its life, not saving for retirement.

Ms. CALIMAFDE. Right. Well, we know education is critical.
Senator SMITH. Yes.
Ms. CALIMAFDE. Because if you can get to those younger employ-

ees and get them saving in a tax-free environment, the results are
amazing. So we know education is a key in this whole thing.

[The prepared statement of Ms. Calimafde appears in the appen-
dix.]

Senator SMITH. Mr. John?

STATEMENT OF DAVID C. JOHN, SENIOR RESEARCH FELLOW,
THE HERITAGE FOUNDATION, WASHINGTON, DC

Mr. JOHN. Thank you, Mr. Chairman, and thank you, Senator
Bingaman, for putting on this hearing on this rather crucial area.

Mark Iwry and I are presenting joint testimony, and we are liv-
ing proof that left and right can go beyond the restrictions of ide-
ology into common ground on occasion.

Senator SMITH. Senator Bingaman and I are working on that,
too, actually. [Laughter.] But, congratulations.

Mr. JOHN. Thanks.
Well, my interest in pensions comes from my daughter, my older

daughter Meredith, who is 20 and in her second year of nursing
school.

Now, when Meredith graduates—and the good news, being a
nurse, she will always have a job—she is going to go to work for
one of the big hospitals and she will have a 401(k) plan.

Meredith and I have discussed this over the years, and we have
finally gone beyond the, ‘‘Oh, Daddy, not that again, that is bor-
ing,’’ to the, ‘‘Oh, yes, that really is important’’ phase of the discus-
sion.

But Meredith is not going to stay at a big hospital. She has plans
to move to small practices, perhaps a public health agency, some-
thing along that line. The simple fact is, for Meredith’s retirement
and for kids her age’s retirement, first off, we cannot assume that
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Social Security’s benefits are going to get any larger than they are
right now. Anyone who is planning on retiring on just Social Secu-
rity is going to have a very hard time of it.

Second, we cannot make the assumption that defined benefit
pension plans are going to expand either. The fact is, there are
probably going to be far fewer of them in the future than there are
now.

If that is the case, Meredith, and people her age, have to start
to participate in a defined contribution pension plan from the day
they go to work, and they have to continue participating until the
day they retire. It is the only way they are going to come up with
a decent retirement income.

But the simple fact is that, in 2004, out of 153 million American
workers, 71 million of those worked for a company that did not
offer any sort of a pension plan. Now, we can say that an IRA is
an option, but the simple fact is that it is not, in most cases.

The most optimistic study that I have seen on IRA coverage is
about 17 percent or so, and realistically probably not more than 5
to 10 percent of the people who are eligible for IRAs (because they
do not have any other pension plan) participate on a regular basis
in those.

In many cases it is because they simply do not have outlets. If
you are in the central city, you do not have banks and you certainly
do not have stock brokerages on every corner.

If you live in the eastern panhandle of West Virginia, as I do,
in most of the small towns, the financial center is the ATM at the
7–11, and they have not gotten to the point where they are selling
IRAs yet, although one of the owners did tell me she was working
on that.

So we have come up, Mark and I, with a proposal we call Auto
IRA. Auto IRA would be for employers that have 10 or more em-
ployees and have been in business for 2 years or more and do not
offer any other sort of pension plan.

These employers would be encouraged to give their employees—
as a matter of fact, they would be required to give their employ-
ees—the opportunity to make regular payroll deductions to an IRA.
All the employer would have to do is to get a simple ‘‘yes’’ or ‘‘no.’’

Employers with less than 10 employees could participate if they
wanted to; it would be a voluntary way. We also have a method
that we believe, on a voluntary basis, would get independent con-
tractors and people who are working, say, professionals in private
practice, or something along that line.

Our plan uses the existing IRA. It is not an ERISA plan. It is
simple and it is cheap. It is not intended to compete with any of
the existing employer-offered pension plans.

It does not require—in fact, it does not allow—employer contribu-
tions at this level. We have no incentive—we hope—in our plan,
that if you are offering a 401(k) now, that you would want to move
down to an Auto IRA. This is the first step.

Heritage’s Center for Data Analysis, in some rough numbers that
they prepared for us—and they are working on better numbers at
the moment—says that Auto IRA would affect about 40 million of
the 71 million people who currently work for a company that does
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not offer a pension. These are workers who are employed by about
675,000 businesses at this point.

It appears that about 60 percent of those 40 million actually
have no Federal income tax liability or they receive a refundable
tax credit equal to their Federal tax liability.

The median income of these workers is about $17,000 a year, al-
though the household income may be higher because some of these
workers have more than one job. Again, this is a rough estimate.

We would urge employers to select an IRA from one of three
sources. Source number one would be that, if the employer so
chooses, he or she could simply say to the employees, if you have
an IRA, we will put money in your IRA.

Second, if the employer has a relationship with a particular fi-
nancial institution, the employer may choose to have all the em-
ployees send their money to this one particular financial institu-
tion.

Third, there would be a default national platform, which is very
similar in nature to the TSP plan that is offered to Federal employ-
ees and uniformed military personnel now. It is a simple, low-cost
alternative. Investment would be in a lifestyle fund—that would be
the choice—unless the employee chooses to invest their money in
something else.

This is similar to what has been said by some of the earlier wit-
nesses here: we are basically depending on inertia. We are going
to have it so that people will have the right decision made for
them, unless they choose something else.

Now, the national platform is actually very similar to something
that is being discussed right now in the United Kingdom and is ac-
tually being implemented in New Zealand at the moment. Sweden
actually has a slight variation of this as part of their Social Secu-
rity system. Let me stress, what we are talking about is not part
of Social Security.

It could be structured as a TSP, which is basically government-
sponsored, where the actual investment in other activities is con-
tracted out to private professionals. It could be structured as a non-
profit or a consortium of nonprofits, it could be done on a regional
basis, it could be on a national basis.

Senator SMITH. Is this a payroll deduction?
Mr. JOHN. Yes. Yes. In all cases, this would be a payroll deduc-

tion. Payroll deduction is the most important thing here.
And last, but not least, it could be done by a consortium of finan-

cial companies. Younger workers need to have something like Auto
IRA. Meredith needs to participate in a defined contribution sys-
tem, again, from the day she first goes to work until the day she
retires.

It does not matter how large her employer is, where the em-
ployer is located, or even if she is working for herself. She has to
participate, and she has to participate, inasmuch as possible, seam-
lessly. Otherwise, she is going to reach age 64, 65, and she is going
to look back at us and say, well, how come you set me on this path
to failure?

Thank you.
Senator SMITH. That is a fascinating idea. While I was not a

backer of the President’s idea on private accounts, I was in a way.
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The way I was proposing to do them was that those young people,
not 55 and below, but those young people, under current law, who
are guaranteed to suffer a 25-percent cut in Social Security bene-
fits, just through the operation of existing law, that we should set
up for them that kind of an account.

The government can be the matcher, and it would cost some-
thing, but it would give them the opportunity to make up what
they are guaranteed to lose. To me, that still makes the most
sense.

I am sure you will want to sign onto it, Senator Bingaman.
[Laughter.] It does not touch the Social Security trust fund, but it
does create this new generation of investors and increases, frankly,
financial literacy in our country, which is somewhat lacking.

[The prepared statement of Mr. John appears in the appendix.]
Senator SMITH. Mr. Iwry?

STATEMENT OF J. MARK IWRY, SENIOR ADVISOR, THE RE-
TIREMENT SECURITY PROJECT, WASHINGTON, DC, AND
NONRESIDENT SENIOR FELLOW, THE BROOKINGS INSTITU-
TION, WASHINGTON, DC

Mr. IWRY. Thank you. I will pick up where my colleague, David
John, left off.

The payroll deduction is the driver of this concept. As Paula
Calimafde said, people are far more likely to save when they have
the automatic payroll deduction mechanism going for them. We all
know that.

This is a ‘‘set it and forget it’’ kind of arrangement. Once it
starts, that money keeps coming out of the person’s paycheck until
they do something to stop it or to change it.

What we would add to that is encouragement to make the setting
of it automatic as well—that is, picking up on your legislation, Mr.
Chairman, and the success of the automatic enrollment, automatic
401(k).

We would promote as much of that automatic enrollment—and
Senator Bingaman, your legislation of a similar nature—as possible
in these payroll deduction or payroll deposit IRAs so that the em-
ployer, if it was willing to, would be automatically enrolling people
in them. If the employer did not want to do that, we would not
make it do that.

They know their own workforce, they know their institutional
culture. It is a small business. We would let them make the deci-
sion, but we would make it easy for small business to use auto-
matic enrollment. We would have a uniform website with standard
forms that an employer could use to sign people up.

The success of automatic enrollment in bringing 401(k) participa-
tion up from something like an average of 3 out of 4 to more than
9 out of 10, 90 or 95 percent, is what we would hope to build on
here. We think this could make a huge difference in small business
coverage.

Now, I want to emphasize, as David John did, our first priority
is employer plans. If we can get an employer, small business, to
adopt a 401(k), to adopt a defined benefit, profit-sharing, a SIM-
PLE, that is the best path to go down. But so many of them have
not been willing to do that. Inevitably, there will be many who will
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not. We would like to give their employees the benefit of the power
of payroll deduction.

Senator SMITH. And would this be for employees of any sized
company? In other words, if you have a job in America, one of the
deductions is going to be for this Saver’s?

Mr. IWRY. We would let the employer that already has a plan——
Senator SMITH. It would be exempted from it?
Mr. IWRY. It would be exempted from it. Obviously, if they want-

ed to add this kind of thing on for some of their employees who
might not be in the plan, that would be great. It would be easy for
them to do because this infrastructure would be all set up.

Senator SMITH. Would there be an employer match?
Mr. IWRY. No.
Senator SMITH. It is just a deduction from the employee.
Mr. IWRY. That is right. This is all funded out of the employee’s

own wages, so the employer is not looking at cost burden. By hy-
pothesis, we are talking about employers not willing to offer a plan.

If we can persuade them to buy a plan, that is where we ought
to be. But these are the ones that we have not been able to sell
to. We would like their employees to at least get the benefit of that
payroll deduction without putting any costs on the employer. It
looks like we have really got that opportunity, a kind of unused ca-
pacity in the form of payroll-deposit saving.

It does not really cost the small business, because it is doing it
anyway. It is taking people’s FICA and HI tax, FUTA, income tax
withholding, and it is deducting it and sending it on to the Federal
tax depositary.

We could use that same channel, that same schedule, the same
envelope that they use to make those deposits, or the same click
of the mouse they use to do that electronically, if that is how they
do it, to send this saving deposit to an IRA.

Senator SMITH. What percentage would it be?
Mr. IWRY. It would be, first of all, whatever the employee de-

cides. If the employee feels they do not want to save, they do not
save, and it would be zero. If the employee wants to save a fair
amount, they could save that amount up to the IRA limits.

Senator SMITH. Would there be tax deferral on the earnings?
Mr. IWRY. Absolutely. It would be a regular IRA contribution, so

they would get a deduction up front if it is a traditional IRA, or
they would get the Roth treatment if it is a Roth, and the tax-free
build-up.

The employer would not have to worry about compliance. The
employer would not be responsible for making sure that the con-
tributions are within the IRA limits, any more than an employer
is today when an individual writes a check to their IRA. The indi-
viduals are responsible for making sure that the check does not go
over the dollar amount, and the same would apply here.

In fact, small business really would not be doing anything other
than enrolling people, telling people that this opportunity exists,
which they could do by just downloading the standard form and
giving it to people, taking note of who wanted to participate and
who did not, and then, really, make the contribution in the way
they send people’s paychecks by direct deposit to a bank account.
Most people have that done—your employer will, instead of hand-
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ing you a paycheck, send it to a bank account or some other ac-
count. It is the same thing for the employer in this case. They are
just sending saving money to an IRA account rather than a pay-
check to a bank account.

Senator SMITH. That is a great idea.
Mr. IWRY. We would very much hope that this encourages more

employer plans. Mr. Chairman, our thought is that——
Senator SMITH. Is there an incentive that it would not?
Mr. IWRY. We do not think so. The reason we do not think so is

that the contributions you can make to an IRA are $4,000 a year,
as you know. Contributions you can make to a 401(k) are $15,000
a year, a SIMPLE IRA, $10,000; of course, a little more if you are
50 or older.

The difference in incentive is very dramatic. If an employer or
the employees have a lot of demand or appetite for tax-favored sav-
ing, they will go with that 401(k), or at least they will go with the
SIMPLE employer-sponsored plan that has employer contributions,
matching or non-matching.

Senator SMITH. The only obligation of the employer is, if you hire
someone, as an American employer, you have to make known to
the employee this opportunity?

Mr. IWRY. Right. If you do not sponsor a plan.
Senator SMITH. If you do not.
Mr. IWRY. And if you have been around for more than 2 years

and if you have more than 10 employees. You get a tax credit for
providing this facility. That is, even though we do not think it is
really going to cost employers any meaningful amount, there are no
out-of-pocket costs.

They have to pay attention. And small business owners are al-
ways short on time and attention, so we appreciate that. We value
the fact that they are making their business run and they are not
there to be a plan administrator, so we have tried to cut out all
of those tasks, all that compliance.

All they have to do is tell employees this exists, and honor the
employees’ election. That should really not cost anything. But, as
a gesture of good faith, we have suggested that Congress give a
small tax credit for employers, whether they are doing it per the
requirement because they have more than 10 people and they have
been there for more than 2 years and they do not sponsor a plan,
or voluntarily.

So if they are a little smaller, or Paula had suggested the idea
of exempting the short-term employers, the ones that have not
been in business for more than two years, because so many of them
go out of business, they are just struggling to survive, we have
taken that suggestion.

But let us say that they have only been around for one year, but
they are ready to do this. They say, it does not cost me anything.
I am happy to send people’s paycheck to their account, so I will
send something to their IRA. If they want to contribute their own
money to an IRA as well, they would get a tax credit for the
voluntary——

Senator SMITH. So the individual and the company.
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Mr. IWRY. The company would get a tax credit. The individual,
under current law, if their income is below $50,000, they would get
a Saver’s Credit.

Senator SMITH. So the amount of the credit is the Saver’s Credit.
Mr. IWRY. For the individual, it is the Saver’s Credit. For the

company, we would have a special employer tax credit that would
be similar to, but smaller than, the tax credit that a small business
now gets for setting up a new plan.

So we would make sure, if you set up a plan, you would get twice
the reward, compared to setting up a payroll deduction IRA. But
setting up a payroll deduction IRA is a lot better than what we
have today with a majority of our small businesses.

Senator SMITH. That is great stuff.
[The prepared statement of Mr. Iwry appears in the appendix.]
Senator SMITH. Senator Bingaman? The vote has just started,

but there is plenty of time.
Senator BINGAMAN. Well, let me just ask a question or two. One

of the criticisms of the IRA is that it is too easy to take money out
of IRAs. If our whole idea is that we want people to get to age 65,
or whatever age they retire, with a nest egg of money that they can
use in retirement, should we also be trying to fix that problem?

Mr. IWRY. Senator, I think that that is a judgment call. We
would resolve it in the negative, for the following reason. Al-
though—and David John may have a different sort of rationale for
this, but we are coming up with the same answer—I think the IRA
is pretty leaky, as you are suggesting, it seems to be, as a practical
matter, fairly sticky, that you can take the money out any time
with a 10-percent penalty, in most cases, but people do not seem
to do it all that often. Once it is in there, again, it is inertia.

People tend to leave it there and think of it as their retirement
funds. So, it seems like the fact that it is leakier than one might
ideally want it to be may not be as big a practical problem as one
might expect.

If we were writing on a clean slate, I think there would be a lot
to be said for locking up the money more tightly. But we are trying
to be as practical as possible. We have gone 32 years since ERISA
was enacted with this same small business coverage problem, with
the same half of the workforce that is not able to have an employer
plan.

We would love to see you and your colleagues finally make a
major dent in that. So, we would advise that you take the IRA as
it is, not try to design a whole new individual account, much as I
think all of us would enjoy that process of creating the ideal indi-
vidual account.

We would take the IRA as something that is in existence, prac-
tical, and that would enable you, if you persuaded your colleagues,
to enact something in 2007 and get something going in our lifetime.

Senator BINGAMAN. Let me ask, also on this default national
platform which you talk about, would it not make sense to go the
next step and say anybody who has an IRA, whether they get it
through this device, if this is enacted, or they set it up themselves,
ought to be able to do it through this default national platform so
that they then could, wherever they go to work, if the employer is
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doing a payroll deduction, fine, they can ask the employer to do a
payroll deduction into that?

If the employer is not doing a payroll deduction, they themselves
can send money to this default national platform, but they would
know that no matter what job they had, they would continue to see
money contributed, either they themselves would do it or their em-
ployer would do it through a payroll deduction each year.

Mr. JOHN. It would make sense to do that, to a large extent. The
one thing that you do not want to do, necessarily, is to compete too
directly with the private financial services market.

So ideally, if it could be set up where an individual has the
choice, that they could put it in the national default, or perhaps
once they reach a certain size, if they choose, if they want to have
it managed by somebody else, they could make that decision also.
So, essentially it could move from provider to provider.

Senator BINGAMAN. Well, they have the choice of doing it
through the private providers now. The only question is, if you set
up a default national platform similar to a TSP, would you limit
participation in that to the people who had their IRA contributions
deducted from their payroll pursuant to this automatic one?

Mr. IWRY. We would not limit participation in that way. We
would very much be building on your legislation, Senator Binga-
man, from several years ago. Self-employed individuals, inde-
pendent contractors, even unemployed people, to the extent they
are able to save anything, would be hooked up to the national plat-
form to the fullest extent that we could arrange.

We would encourage the same automatic mechanism that makes
the payroll deduction/payroll deposit work so well and the auto-
matic 401(k) work so well. We would encourage that in IRAs
through automatic debit.

So if a person has no connection to a payroll, they could do what
many of us are increasingly doing to pay our bills, that is, have the
recipient of the funds automatically debit our financial account,
take the agreed upon payments out on a regular basis so that it
continues without our having to take the initiative every month to
make that payment. People can do that to save, as well as to pay
their bills, of course.

What we would do is to encourage voluntary associations, trade
groups, professional associations and so forth to get their members
hooked up to an automatic debit arrangement, if the members
want. It is on a purely voluntary basis all around, but to make it
easy for people to have an IRA.

David uses the example of the American Nurses Association, be-
cause his wife is a nurse. They could have an IRA, a single IRA,
a sort of prototype for all their members, and automatic debit avail-
able for all their members who want to use those, and that would
be part of the national default platform, unless the association
wanted to use a private financial institution that they were work-
ing with.

Senator BINGAMAN. Thank you very much. I think it is a very
useful suggestion. Thank you all. I appreciate the testimony.

Senator SMITH. Do any of our other witnesses have any com-
ment, as it affects the worlds you are in, on what these gentlemen
have presented in terms of this deduction?
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Ms. CALIMAFDE. I have one comment, which is, I think it is im-
portant to understand, when Mark says this is sort of your last
best plan or least best plan, this is sort of the safety net, is what
he is describing. So it is important that the incentives in the tax
code stay so that the 401(k) plan is your first-choice plan, because
that does lock down the money.

Second is your SIMPLE, because there the employer is making
a match or making a contribution, but it is not as good as your
401(k) because it is not a trustee plan, you do not have investment
choices selected for you, and you can make higher contributions to
the 401(k) than the SIMPLE.

This would be, the way I look at it, a safety net plan. As long
as it is understood that you do not ever want an employee to go,
oh, boy, I have my automatic payroll, versus, oh, boy, I have my
automatic enrollment in the 401(k) plan. That is where you want
them to be.

Mr. IWRY. We see it as a stepping stone, exactly, as Paula says,
a stepping stone that would help people like Dan and Steve and
their colleagues sell more real plans to employers, get their foot in
the door, get the employer used to the idea that it is helping em-
ployees and get appropriate appreciation from the employees for
the saving that it is encouraging, and getting the employer to step
up to a plan after an appropriate time, and maybe from the get-
go.

Senator SMITH. But it really is a new strand in the savings safe-
ty net.

Mr. IWRY. Yes.
Senator SMITH. And it is fully convertible to their products later.

Exactly.
Mr. JOHN. This is the training wheels.
Senator SMITH. Well, it is a great idea. I suggest we make it law,

soon.
Senator BINGAMAN. Good idea.
Senator SMITH. I will work with Senator Bingaman.
Senator BINGAMAN. Good.
Senator SMITH. I apologize, but there is a vote. The clock is run-

ning out on it. But this has been a most instructive and interesting
hour, hour and a half you have spent with us. We thank you for
it, and we will do something with it.

Ms. CALIMAFDE. Thank you very much.
Senator SMITH. We are adjourned.
[Whereupon, at 3:42 p.m., the hearing was concluded.]
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