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 “Also, in an effort to encourage more workers to enroll in the 401(k)s that are already available to them, we have made it clear that employers can automatically enroll workers in the 401(k) plan unless the workers themselves choose to opt out . . . .  It sounds like a small thing, but it’s one thing that can really affect a very large number of people in getting them into the business of saving for their own retirement.”

President Clinton, June 4, 1998

What is Automatic Enrollment?

Automatic enrollment (also known as “automatic employee contribution”) is a procedure for encouraging worker participation in 401(k) and similar salary reduction retirement savings plans.  As the name suggests, an employer that sponsors a plan and that chooses to use automatic enrollment enrolls its employees in the plan automatically, by salary reduction, without requiring them to take any initiative or action in order to participate.  

· Unless an employee elects otherwise, the employee is presumed to be participating, and the employee’s take-home pay is reduced by a stated amount (such as 3%), which is contributed to the 401(k) plan.  

· The contributions are “pretax” (excludable from income for income tax purposes), are invested in a manner designated by the plan (unless and until the employee chooses a different investment), and accumulate earnings that are not taxed until withdrawn from the plan. 

· Although employees must be given adequate notice and opportunity to opt out of the plan, automatic enrollment creates a “positive presumption” in favor of saving.
IRS Rulings and Announcements

In 1998, Treasury and the Internal Revenue Service issued a ruling clarifying that automatic enrollment in 401(k) plans is permissible for newly hired employees (Rev. Rul. 98-30).  Building on that beginning, Treasury and IRS issued a second ruling earlier this year allowing automatic enrollment for current employees as well (Rev. Rul. 2000-8).  

· In either case, automatic enrollment will not apply unless the employer chooses to use it.  

· If the employer does choose to use automatic enrollment, workers must be given sufficient notice and the opportunity to opt out.  

· The IRS is now making automatic enrollment an available feature in the prototype 401(k) plans that are pre-approved by the IRS. These plans are standardized, “off-the-shelf” products, most commonly used by small business, where we face the greatest challenge and have the greatest opportunity to increase retirement coverage.
. 
· Through two new rulings, Treasury and IRS are also making the automatic enrollment feature available in salary reduction 403(b) plans, which cover millions of employees of public schools and other educational and charitable organizations, and 457(b) plans, which cover millions of state and local government employees. 

· By creating a “positive presumption” in favor of saving, automatic enrollment is specially targeted to increasing retirement savings for moderate- and lower-income workers.  The rate of participation in elective retirement savings plans tends to be lowest among these workers.

Treasury/IRS Rulings and Announcement on Automatic Enrollment

· Revenue Ruling 98-30 – automatic enrollment permitted in 401(k) plans for new hires

· Revenue Ruling 2000-8 – automatic enrollment permitted in 401(k) plans for current employees and new hires

· Revenue Ruling 2000-35 – automatic enrollment permitted in 403(b) plans for employees of public schools, other educational and charitable organizations

· Revenue Ruling 2000-33 – automatic enrollment permitted in 457(b) plans for state and local government employees

· Announcement 2000-60 – automatic enrollment permitted in IRS-approved prototype 401(k) plans (standardized plans used largely by small business)



Effect of Automatic Enrollment on Participation

The Profit Sharing/401(k) Council of America (PSCA) surveyed 14 companies that had adopted automatic enrollment. All ten of the companies that provided enough information to compare participation rates before and after the implementation of automatic enrollment experienced an increase in participation.  Average participation increased from 76 percent before to 93 percent after automatic enrollment for the four companies that reported numerical participation rates.  

Case studies also suggest that automatic enrollment tends to bring about significant improvements in participation.

· Brigitte Madrian from the University of Chicago and Dennis Shea studied automatic enrollment in a large 401(k) plan.  They found that the 401(k)-participation rate for new hires at an unidentified large employer increased from 49 percent to 86 percent after the plan adopted automatic enrollment.  

· Another case study, by James Choi and David Laibson of Harvard University and Andrew Metrick of the Wharton School, found that the participation rate for new hires at one firm increased from 45 percent six months prior to the introduction of automatic enrollment to 97 percent six months afterwards.  
· At another company, which introduced automatic enrollment for all non-participating employees, Choi, Laibson, and Metrick found that participation rates for those subject to automatic enrollment (within twelve months of hire) increased from 54 percent six months prior to the introduction of automatic enrollment to 99 percent six months afterwards.  

· Both Madrian and Shea and Choi, Laibson, and Metrick found that the increase in participation was particularly large for low- and moderate-income workers.

An informal survey of delegates (including human resource professionals, government officials, and academics) to the ASEC Choose to Save Forum in April 2000 identified promotion of automatic enrollment as the second-most cost-effective means of educating about the importance of saving.
Some Companies That Use Automatic Enrollment(
7-Eleven, Inc.

Allergan, Inc.

Hewlett-Packard Company

MediaOne Group

Venator Group, Inc.

McDonald's Corporation







( These companies were identified from public press reports and have agreed to be listed; there are many other companies that use automatic enrollment.  Listing here does not imply endorsement by the Department of the Treasury or the Department of Labor.





