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February 27, 2007

Mr. G. Thomas Woodward
Assistant Director for Tax Analysis
Congressional Budget Office

Ford House Office Building

4" Floor

Second and D Streets, SW
Washington, DC 20515-6925

Dear Mr. Woodward:

On behalf of the over 2,400 members of The ESOP Association, a
national trade association of corporations owned totally or partially by an
employee stock ownership plan, or ESOP, for the benefit of the employees, I
must respond to the Congressional Budget Office’s recent recommendation to
the Congress that Internal Revenue Code Section 404(k), law since 1984, be
repealed. This law, amended in 1986, 1989, and 2001, is referred to as the
ESOP dividend deduction law, and permits C corporations under certain
circumstances to deduct from their Federal Corporate income the value of
dividends paid on employer securities in an ESOP.

The ESOP Association stands ready, and would welcome review of any
ESOP provision of law before any appropriate committee of Congress, as the
ESOP community has done since 1975 when ESOPs were codified as retirement
and ownership programs.

I write however to protest the statement in the recent CBO publication
Budget Options, page 283, that “However, the efficacy of that incentive has not
been clearly established.” In context, the word “incentive” refers to the
preceding sentence the position that employee ownership through ESOPs help
promote increased productivity among workers.

We say that sentence beginning with “However...” is flat wrong, as
evidenced by the enclosed academic paper by Dr. Stephen F. Freeman,
University of Pennsylvania that surveyed over 30 years of research on the
impact of employee ownership through ESOPs, and found the research makes a
strong case that companies with ESOPs are high performing, and benefit the
employees greater than companies that do not have employee ownership. To be
noted, prior to his work on this academic paper, Dr. Freeman was not involved
with research and study of employee ownership through ESOPs.
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Thus, we would respectfully request that before the CBO again pushes changes in law to

diminish employee ownership through ESOPs, it gives the research on ESOP companies full
IevView.

Sincegre]y Yours,

J. Michael Keeling, CAE
President
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