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Here’s a simple breakdown:

Automatic Enrollment: Employees are automatically
enrolled in the retirement plan, typically a 401(k), at a
default contribution rate unless they choose to opt-out.
This contribution rate can be anywhere from 3% to 10% -
our recommendation is to make this default rate 10%, as
it removes the requirement to increase the rate each year,
which is detailed in item 2 below.

Gradual Increase: The contribution rate increases
automatically each year, usually by 1%, until it reaches a
certain level (often around 10%). As mentioned above, by
setting the default rate to 10%, it eliminates the need to
increase deferrals for participants each year.

Employer Match: Employers often provide a matching
contribution. For example, they might match 100% of the
first 1% of the employee’s contribution and 50% of the
next 5%, totaling a 3.5% match. The employer match is
allowed to be subject to a 2-year vesting schedule, which
may be beneficial for some employers.

Safe Harbor: QACAs have “safe harbor” provisions,
meaning they meet specific IRS requirements that exempt
them from certain non-discrimination tests, making them
easier for employers to manage.

Opt-Out Option: Employees can choose to opt-out or
adjust their contribution rates at any time.

This setup helps increase participation in retirement
savings plans and ensures employees are saving more
over time without needing to take action themselves.
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Qualified Contribution
Arrangement (QACA)

Qualified Automatic Contribution Arrangements offer
several benefits for both employers and employees:

Increased Participation: Automatic enrollment ensures more
employees participate in the retirement plan, helping them save for the
future.

Higher Savings Rates: The automatic escalation feature gradually
increases employee contributions over time, leading to higher overall
savings.

Employer Contributions: Employers often provide matching
contributions, which can significantly boost employees’ retirement
savings.

Safe Harbor Compliance: QACAs meet specific IRS requirements,
exempting them from certain non-discrimination tests. This makes the
plan easier to manage and ensures compliance.

Tax Benefits: Employers can benefit from tax deductions for their
contributions, and employees can enjoy tax-deferred growth on their
savings.

Employee Retention: Offering a QACA can enhance employee
satisfaction and retention by providing a valuable benefit that helps
secure their financial future.

These features make QACAs an attractive option for both employers
looking to support their workforce and employees aiming to build a
robust retirement fund.
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