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Americans today are focused on the uncertainty in the current economy and rampant government spending, while in the background we all know our retirement faces challenges. Perhaps it is with this in mind that the Obama administration has favored automatic retirement savings programs and has included it in their 2011 budget. White House chief of staff Rahm Emanuel has been quoted on several occasions as saying “Never let a serious crisis go to waste”. The Social Security program certainly faces a crisis and U.S. Senators Jeff Bingaman (D-NM) and John Kerry (D-MA) no doubt have heeded that advice. They recently introduced senate bill S.3760, the Automatic IRA Act of 2010 and say it takes a common-sense approach to addressing the nation's retirement savings crisis.

This bill is currently in committee in both the Senate and House of Representatives and will likely undergo some modifications. Presently the proposed law (which is only 50 pages long) would require employers of 10 or more to make automatic IRA arrangements for all qualified employees who are not otherwise participating in a retirement plan. The requirement would also apply to the self-employed, however government entities and churches would be exempted. Employers will have a 90-day window for enrollments once the law is enacted and the penalty for not implementing the automatic IRA plan would be $100 per employee per year. The required contribution would be between 2% and 4% of annual compensation. The bill also defines the investment options allowable, including a ‘principal preservation’ or ‘retirement bond’ option which invests in government bonds.

The bill also proposes to eliminate barriers on the use of multiple employer plans, having spousal consent requirements for Automatic IRA’s and promoting the use of low-cost annuities, longevity insurance, or other guaranteed lifetime income arrangements. By law, the Automatic IRA’s would also arrange for appropriate means of arranging for, or “encouraging”, individuals to receive at least a portion of their distributions in some form of low-cost guaranteed lifetime income.


Other specifics include that the Automatic IRA Law would supersede any law of a State which would directly or indirectly prohibit or restrict the establishment or operation of an automatic IRA arrangement. An Internet website would be created listing qualified providers which must register with the federal government, with the Secretary of the Treasury establishing the listing qualifications. If made into law, the implementation of the Automatic IRA is targeted for January 1, 2012.

As mentioned, the Automatic IRA bill is in the preliminary stages and is likely to undergo a number of changes. Everyone should watch closely how this bill developes in committee. It is likely to have a number of significant changes and additions. This type of private required retirement program may on the surface have some appeal but whether or not this will effectively help employees save for retirement can only be determined after implementation. As an experienced financial advisor, I offer that each person must be the ultimate responsible party for their own well-being. There are a number of retirement vehicles already available to the individual. Making government or employers responsible for providing for individual well-being is not the answer and contributes to making those entities less efficient and more invasive. There are numerous examples of well-meaning government programs, however bureaucratic mismanagement has led to most operating ineffectively and many soon to become insolvent. 

Mr. Starshak is an investment advisor with Trust Wisconsin, LLC an investment management and trust services company with offices in Berlin and Kewaskum, WI. He has over 20yrs experience in financial services including asset management, banking, life insurance, mortgage finance and business retirement plans. For further information visit: www.trustwisconsin.com
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