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Fiduciary Requirements
Automatic Enrollment

• Determining Default Deferral 
Percentage

• Selecting Default Investments

• “Prudent Investment Rule” 
Standard

• Safe Harbor Option: “Qualified 
Default Investment 
Alternatives” (QDIAs)
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Fiduciary Issues
Default Deferral Rate

• Deferral Rate

• Changes to Other Design Issues i.e. Match

• Both are Fiduciary Decisions
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Fiduciary Issues
Default Investments

• Best Interest of Participants

• Trustees and/or Investment 
Advisor Select

• A Qualified Default Investment 
Alternative is a:

• Life-cycle or targeted retirement date fund;

• Balanced fund; or

• Professionally managed account
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Asset Shift Already Underway
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Source:  www.hewittassociates.com, “Hewitt Study Shows Employers Continuing to Automate 401(k) Plans”, October 29, 2007

Percentage of Mid-to-Large Size Sponsors with Automatic 
Enrollment Defaulting Participants into Diversified Portfolios
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Fiduciary Requirements
Automatic Increases

• Research and Select Implementation Options

• Determine Whether to Have Plan Cap on Contributions and/or Cap 
on Increases
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Fiduciary Requirements
Automatic Rebalancing

• Participants Elect to Rebalance to Current Allocation or Allocation 
Rebalancing guidance is provided by a third-party investment 
advisor elected by the Plan Sponsor

• Review Trading Issues (Fees by Mutual Fund Companies and 
Insider Trading)
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Plan Design Opportunities
and Pitfalls

• Improve Design in Meeting Plan Goals 
and Objectives

• With Design Changes Come Costs, 
Potentially:

• Vendor

• Document

• Matching
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• Adjustments to Eligibility

• Adjustments to Employer 
Match

• Vesting Changes and Use of 
Forfeitures

• Selection of New or Modified 
Investment Options

• Caps on Contributions

Plan Design Items to Consider
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“Qualified Automatic Contribution 
Arrangements”

• Alternative Safe Harbor

Design for 401(k)

• Automatically Deemed to Satisfy

• ADP/ACP Tests

• Top-Heavy Requirements

• Requirements Include

• Minimum Default Deferral Rates

• Minimum Employer Contribution Requirement

• Accelerated Vesting

• Distribution Restrictions

• Effective for Plan Years Beginning After 12/31/07
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Minimum Default Deferral Rate
(Qualified Automatic Contribution Arrangement)

6%
4th Plan Year

(and Subsequent)

5%3rd Plan Year

4%2nd Plan Year

3%1st Plan Year**

“Qualified Percentage”*Period

*The “qualified percentage” cannot exceed 10%.

**The qualified percentage for the 1st Plan Year applies through the end of the plan year 
following the plan year in which the employee is automatically enrolled in the plan.
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• Option #1:  Employer Match

• 100% Match on First 1% Deferred

• 50% Match on 2% through 6%

• Alternative Match (at Least as Generous) Permitted

• Option #2:  Employer Nonelective

• 3% Nonelective Contribution

• 2 Year 100% Vesting Required

(Match or Nonelective)

Minimum Employer Contribution Requirement
(Qualified Automatic Contribution Arrangement)
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• Accelerated Adoption of Automatic Enrollment Programs

• Significant Shift in Asset Flows

• Window of Business Development Opportunity as Sponsors 
Investigate/Transition

Anticipated Market Impact
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• ERISA Preemption of 
Conflicting State 
Regulations Eliminates 
Substantive Roadblock

• New ERISA 404(c) 
Protection Will Bring 
Welcome Relief

• Confusion Likely

• Conventional 401(k) Safe Harbor Design vs.

• Qualified Automatic Contribution Arrangements

• Education and Comparative Analysis will be Crucial

Business Development Implications
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Leveraging Automatic Design in Your Practice

• Enhance Current Plan 
Offerings or Move 
Clients to New Vendors

• Open Prospecting 
Doors to Discuss 
Automatic 

• Seminars

• Cold calls

• Letters

• Prospect Referral 
Sources With Automatic 
Capabilities

By Learning About Automatic Programs You:




