Congress Considers Automatic IRA Bills 

Date last reviewed:  09.07.10
Summary:
Currently there are 2 bills in congress proposing to amend the IRC to expand personal savings and retirement savings coverage by allowing employees not covered by qualified plans to save through automatic IRAs.  There is a House version and a Senate version.  The Act is titled the Automatic IRA Act of 2010 in both bills.  Both bills are pretty similar in content and effective for calendar years beginning after 12/31/2011 unless noted.  The Senate bill proposes adding 3 new sections to code – Sec. 438, 439 & 440 and the House bill proposes adding 1 new section – Section 408B.  The table below summarizes the key features of both bills with differences identified in middle columns and commonalities in the last column.  The status of the bills are as follows:  Senate Bill S. 3760 has been read twice and referred to the Committee on Finance and House Bill H.R. 6099 has been referred to the Committee on Ways and Means, and in addition to the Committee on Education and Labor, for a period to be subsequently determined by the Speaker, in each case for consideration of such provisions as fall within the jurisdiction of the committee concerned.
Provision

Senate


House


Both
	Employer Definition
	Applicable employer is applicable number of employees with $5000 in pay (references Simple plan regulations) but applicable # of employees is 100 in 2012, 50 in 2013, 25 in 2014 and 10 in 2015 or later.  If maintain QP but exclude division must offer Auto IRA to excluded division employees.  
	Covered employer is one employed more than 10 employees who received $5000 (references Simple plan regulations) in pay for preceding year, or normally employs more than 10 employees on typical business day.  Excludes churches or governmental plans.
	Employer who does not maintain a qualified plan (including 403(b), SEP or Simple plans) required to offer Auto IRA. Excludes employers not in existence at all times during current or preceding calendar year.  If have frozen QP on 1st day of preceding year or only discretionary contributions and have not made contributions do not count as qualified plan for this purpose.  

	Employee Definition
	
	If maintain QP but exclude division must offer Auto IRA to excluded division employees only if there are 50 or more employees constituting at least 10% of employees of employer.  
	Any employee other than excludible employee. 

	Excludible Employee
	Government or church employees
	
	Union, NRA, airline pilots, under age 18, less than 3 months service, employees eligible for QP maintained by employer except haven’t met minimum age or  service requirements, employees excludible from the following plan types 403(b) plan, Simple Plan or SEP plans and employer maintains one of these plans

	Auto IRA
	Same
	Same
	Employee may elect or will be treated as electing to have contributions made to IRA until election to change or stop contributions

	Designated IRA
	Employee may elect type of IRA – Traditional or Roth and if no election Roth is default.
	IRA may be Traditional or Roth
	Employer may designate single provider on list on website (TBD) or may elect Secretary by choosing Retirement bonds for employee or allow employee to specify an IRA or retirement bonds. If employer designated IRA must notify employee of ability to periodically transfer balance to another IRA at no cost or penalty.  

	Contributions
	Contributions at 3% or some other % between 2 & 4% as prescribed by Secretary.  
	Contributions at 3% or some other % between 2 & 6% as prescribed by Secretary.  
	Secretary may provide for auto increases for employees in plan for 2 or more years.  Deposit deadline is last day of month after month of contribution withheld or later as prescribed by Secretary. Employer not responsible for deductibility but may choose to limit contributions on employees behalf to reasonably avoid deductible limit. Contributions made to IRA or retirement bond.

	Investments
	Principle preservation,  Blended Investment option (similar to lifecycle funds) or Third option with more equities.  
	Investment in one of following principle preservation, Target date/lifecycle (which meets QDIA requirements) or Balanced (which meets QDIA requirements)
	

	Election/Notices
	Election period is 60 days prior to calendar year to participate or modify employee’s election.  Employer must provide notice in reasonable period before election period
	Election period is 30 days prior to calendar year to participate or modify employee’s election.  Employer must provide notice in reasonable period before election period
	Employer may ask for affirmative election but if none employee will be automatically enroll in plan.  

	Investment Providers/website
	Same except may require fidelity bond.
	Same
	Secretary shall establish website, default IRA providers and procedures for recordkeepers, retirement bond program, investment guidelines and model notices.

	Penalty for not covering employees
	Same
	Same
	$100 per employee per year with waivers for error not discovered and due diligence to comply, errors corrected in 90 days or by Secretary.

	Penalty for late deposits
	Same
	Same
	Added to 4975

	Early withdrawal penalty waiver 
	Same
	Same
	Similar to QACA withdrawal in QP – waived if withdrawn within 90 days of initial election.

	ERISA Coverage exemption
	Same
	Same
	

	Preemption of conflicting state laws
	Same
	Same
	

	Advisory group to be formed 
	Same
	Same
	To make recommendations for investment options, fees, disclosure, website etc.

	Credit for small employers with Auto IRA 
	Same
	Same
	Lesser of $25 per employee or $250 for 1st 2 years.  Employers with 100 or less employees and no qualified plan.  No credit under this section if receive small business startup credit.  Effective after 12/31/2011.

	Increase credit for small employer pension plan startup costs
	Same except effective 12/31/10
	Same except effective 12/31/2011
	Increased from $500 to $1000

	Issuing guidance to reduce barriers to multiple employer plans
	Same
	Same
	Guidance for no responsibility for omissions of other participating employers, satisfying qualification requirements and model documents for multiple employer plans

	Studies authorized
	Same 
	same
	Feasibility studies on using spousal consent requirements similar to Federal TSP plan, promoting low cost annuities or guaranteed life income investments in auo IRAs  and separate study on IRA consolidation. 
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