TAX-SHELTERED ANNUITY (TSA)

403b AND 457b
Frequently Asked Questions

WHAT IS ATSA?

The initials TSA stand for tax-sheltered annuity. A tax-sheltered annuity is a qualified retirement vehicle developed for
certain non-profit, charitable, educational, and religious organizations. The Internal Revenue’s Code Sections 403(b) &
457(b) permit this type of tax-deferred retirement program for the school district. Contributions to a TSA are excludable
from the participant’s income and the earnings on TSA money accumulates tax-deferred until distribution.

In simple terms, through the TSA program you can have your salary reduced each month before taxes are
calculated. The deferred money is invested in a TSA account. Any interest that accrues on this money is also earned on a
tax-deferred basis until it is withdrawn.

WHY SHOULD | PARTICIPATE IN THE DISTRICT’S TSA PLAN?

What is not obvious to everyone is that each of us needs to save for retirement. Statistics show that out of 100 people
who retire, only 3 are financially independent; 27 must continue to work to maintain their standard of living and 70
remain dependent on family and social welfare programs. The 403(b)/457(b), or TSA program, is the qualified retirement
option available to the employees of Eden Prairie Schools.

You should not rely on Social Security alone. The Social Security system was not established to meet all retirement
needs; it was originally designed to provide a minimal level of income for workers during their retirement. Through the
district-sponsored TSA program you can systematically save with every paycheck. Once you make your initial application,
your contributions are made for you through payroll deduction.

The TSA program is also the best way available to defer taxes. Contributions to a 403(b) and 457(b) do not count as
taxable income for federal or state income taxes. Rather, the amount is placed into the employee’s TSA account. The
earnings on the deferred income are also tax-deferred until the money is withdrawn.

The TSA is a good retirement vehicle for these reasons and because you can save a greater amount through a TSA
program than through any other individual tax-deferred option. For 2026, the maximum amount you can set aside is
$24,500 (up to age 50) whereas a traditional individual retirement account (IRA) limits contributions to $7,500 per year.

MY SPOUSE SAVES FOR OUR RETIREMENT THROUGH HIS/HER EMPLOYER’S PLAN. WHY SHOULD I?

For the same reasons listed above, it is important that every individual save for retirement. Don’t assume your spouse
can provide for your dual needs. First of all, personal circumstances can be unpredictable: divorce or death can occur,
for example. Also, since you may have little idea how much money you will require at retirement, you certainly cannot
assume you will have saved too much.

BUT I’M JUST 25 YEARS OLD...
No matter what your age, NOW is the best time to start saving by participating in the district’s TSA. The earlier you start,
the more your savings accumulate.

I’M 55 YEARS OLD. IS IT TOO LATE TO START SAVING?
Absolutely not! First of all, by participating you immediately benefit by deferring taxes on your income. This is an
excellent way to save for retirement.



CAN | GET MY MONEY OUT BEFORE RETIREMENT?

Generally, if you take money out of your retirement account before age 59 % it will be subject to income taxes and a
10% penalty. Withdrawals from TSAs may be permitted in instances of death, disability, severance, loans, financial
hardship, and attainment of age 59 %. Withdrawals for reasons other than those mentioned will be considered taxable
income and subject to a 10% penalty.

Loans are available with many, but not all, TSA plans. You must contact your provider to see if this is an option available
to you.

WHAT IF | LEAVE THE SCHOOL DISTRICT?
The TSA account is yours and can be taken with you if you terminate your employment with Eden Prairie Schools.

BUT | PREFER TO INVEST MY MONEY IN THE STOCK MARKET...
A growth oriented mutual fund within a TSA offers you the opportunity to invest in stocks. Just remember, money you
invest outside a TSA is not tax-deferred, and earnings are taxable income to you.

HOW DO | PARTICIPATE IN THE PLAN?

The first step is to determine which TSA provider you wish to work with. A list of providers who have met the district’s
participation requirements is available from Human Resources and on the district website under Staff > Benefits >
403b/457b. This will help you get started. The district does not recommend these providers, but merely provides you a
listing of those that have met eligibility requirements. It is your responsibility to contact and research eligible
organizations. The suggested Questions to Ask TSA Providers (below) should help you compare the alternatives
objectively.

Once you make a decision about a provider and they have calculated your maximum exclusion allowance, complete the
district’s Salary Reduction Agreement with your advisor and submit it to Human Resources by the end of the month prior
to implementation.

QUESTIONS TO ASK OF TSA PROVIDERS...

How do you know where to start in finding a tax-sheltered annuity? We have developed this list of questions for
providers in order to make your job easier. This is not intended to be all inclusive, merely an objective way for you to
start your evaluation.

1. Question the TSA representative about the financial strength of the organization. Industry ratings are available
through organizations like A.M. Best and Standard & Poors. Ask the provider for this information or do your own
homework through your local library.

2. Itis always helpful to know how long an organization has been in business; you can also ask how long ago a
particular annuity was established.

3. Ask the provider about the range of investment options. Do you consider the options broad enough to meet your
needs?

4. Ask for 1-year, 3-year, and 5-year total returns.
5. Ask about annual fees; what they are, how they are calculated.

6. Find out if there is a local representative available to meet with you in person and whether that individual will
provide investment assistance. You will also want to ask how the local representative is compensated.

7. Askif there is an (800) phone number you can use to obtain investment and account information.

8. Ask if daily switching of investments is available.

9. Are loans available? If so, ask how interest on loans is calculated.

10. If you decide to move your money away from an organization, what are the surrender charges, if any?
11. Does the TSA include a hardship option?

12. Ask how frequently you will receive investment return information.



