
 
 
 

Understanding Automatic Enrollment 

 
What is Automatic Enrollment? 

Automatic Enrollment, also referred to as auto enrollment, is a plan feature under which employees who 

are eligible to participate in a retirement plan are automatically enrolled into the plan and automatically have a 

predetermined percentage of their compensation deferred into their individual accounts and invested in a 

default investment option. 

 

 

Advantages of Auto Enrollment in a 401(k) Plan 
 Assists undecided participants in establishing and starting the growth of their retirement account. 
 Overcomes employee inertia and creates best opportunity for them to save for retirement. 
 Typically seen as the most effective way to increase plan participation and average deferral rates. 
 Can improve testing results and potentially reduce refunds to Highly Compensated Employees (HCEs). 

 
 

Considerations of Auto Enrollment in a 401(k) Plan 
 May take time to see increased average deferral rate results. 
 Due to employee inertia, default rates may not be adequate to meet long-term retirement needs 

(it is recommended to offer automatic escalation in conjunction with auto enrollment). 
 Could lead to increased matching contributions. 

 
 

Auto Enrollment Options to Consider: 

Automatic Contribution Arrangement (ACA) 

 Allows an employer to automatically deduct elective deferrals from an employee's wages unless 
the employee makes an election not to contribute or to contribute a different amount . 

 

Eligible Automatic Contribution Arrangement (EACA) 

 An ACA that permits employees to withdraw automatic contributions, including earnings, within 90 
days of the date of the first automatic contribution. 

 

Qualified Automatic Contribution Arrangement (QACA) 

 An ACA that meets the “Safe Harbor” status exempting the plan from annual ADP and ACP 
nondiscrimination testing requirements. 

 The default deferral amount starts at 3% and gradually increases to 6% with each year 
that an employee participates.  The default percent cannot exceed 10%. 

 Employees must become 100% vested in the employer’s contribution after no more than 2 
years of service. 

 The plan may not distribute any of the required employer contributions due to an 
employee’s financial hardship. 

 

Next Steps to Implement Auto Enrollment: 
 Determine which auto enrollment option to implement based on plan goals. 
 Amend the plan document (note that Eligible Automatic Contribution Arrangement & Qualified 

Automatic Contribution Arrangement designs have special requirements).  
 Select a default investment if one has not already been selected.  
 Provide an initial and annual notice to eligible employees at least 30 days prior to their 

participation and 30 days prior to the beginning of each plan year. 
 

 

The chart on the following page details the requirements and potential benefits associated with each Automatic 

Contribution Arrangement.  

 



 

Automatic Contribution Arrangement Comparison Chart 
 

Requirements 
 

 
Automatic Contribution 

Arrangement (ACA) 

Eligible Automatic Contribution 

Arrangement  (EACA) 

Qualified Automatic 

Contribution Arrangement  

(QACA) 

Effective date for existing plans At any time during the plan year First day of the plan year First day of the plan year 

Employees who must be auto 
enrolled 

Employees who are hired or 
become eligible after auto 
enrollment effective date 

 

Optional:  employees without 
affirmative election in effect 

Generally, all employees without 
an affirmative election in effect.   

 

Optional:  Employees who are 
hired or become eligible after 
auto enrollment effective date1 

All employees without an 
affirmative election in effect 

Qualified Default Investment 
Alternative (QDIA) 

Required  

(Optional for Pre-PPA ACA) 

Optional Optional 

Auto increase Optional Optional Required at least at the rates 
specified under PPA 

Initial and annual notice Required for defaulted employees Required for all eligible 
employees 

Required for all eligible 
employees 

Initial notice timing Generally, distribute 30 to 90 days 
before an employee’s eligibility 
date.  May distribute on date of 
hire in certain circumstances. 

Generally, distribute 30 to 90 
days before an employee’s 
eligibility date.  May distribute on 
date of hire in certain 
circumstances. 

Generally, distribute 30 to 90 
days before an employee’s 
eligibility date.  May distribute on 
date of hire in certain 
circumstances. 

Annual notice timing Distribute between 30 and 90 
days prior to the first day of the 
plan year 

Distribute between 30 and 90 
days prior to the first day of the 
plan year 

Distribute between 30 and 90 
days prior to the first day of the 
plan year 

Employer contribution Optional Optional Required 

Vesting of employer 
contributions 

Regular vesting rules apply Regular vesting rules apply 2 Year cliff maximum 

 

Potential Benefits 
 

 Automatic Contribution  

Arrangement (ACA) 

Eligible Automatic Contribution 

Arrangement  (EACA) 

Qualified Automatic Contribution 

Arrangement  (QACA) 

"Erroneous" contributions/ 
permissible withdrawals allowed 
within 90 days 

Not permitted Permitted Permitted only if also EACA 

ADP/ACP tests Required Required. ADP/ACP refunds 

have an extended deadline of 6 

months after end of plan year if 

EACA applies to all eligible 

participants 

Exempt 

Top heavy rules Applicable Applicable Deemed to satisfy, if 

conditions met 

 
*This comparison does not constitute legal, tax or financial advice, and is intended as an informal reference source only. In 
addition, this schedule may not be accurate for a particular circumstance or apply to all situations. 
 

1 
If a plan elects this option, it will not be eligible for the extension of the distribution period for refunds of excess contributions to 6 

months following the end of the plan year. 
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Retirement plan services are provided by SunTrust Bank. SunTrust Bank may use or offer the services of affiliate companies as well as third party 

entities to achieve your banking and investment objectives.  Where applicable, any affiliations and all pertinent provider information will be disclosed in 

accompanying agreements and prospectuses.  

Securities, insurance (including annuities) and other investment products and services are offered by SunTrust Investment Services, Inc., an SEC 

registered investment adviser and broker-dealer affiliate of SunTrust Banks, Inc., member FINRA, SIPC and a licensed insurance agency. 

SunTrust Bank and its affiliates and the directors, officers, employees and agents of SunTrust Bank and its affiliates (collectively, “SunTrust”) are not 

permitted to give legal or tax advice.  While SunTrust can assist clients in the areas of estate and financial planning, only an attorney can draft legal 

documents, provide legal services and give legal advice.  Clients of SunTrust should consult with their legal and tax advisors prior to entering into any 

financial transaction or estate plan.  Because it cannot provide legal services or give legal advice, SunTrust’s services or advice relating to “estate 

planning” are limited to (i) financial planning, multi-generational wealth planning, investment strategy, (ii) management of trust assets, investment 

management and trust administration, and (iii) working with the client’s legal and tax advisors in the implementation of an estate plan.  

Information presented is for general information only and does not specifically address individual investment objectives, financial situations or the 

particular needs of any specific person who may receive this material. Nothing in this material constitutes individual investment, legal or tax advice, or 

the offer of a security. 

These materials are educational in nature.  The implications and risks of a transaction may be different from individual to individual based upon past 

estate, gift and income tax strategies employed and each individual’s unique financial and familial circumstances and risk tolerances. 

Investment and Insurance Products:  
 •Are not FDIC or any other Government Agency Insured •Are not Bank Guaranteed •May Lose Value  
 

©2014 SunTrust Banks, Inc. SunTrust, PlanLine and PlanLink are federally registered service marks of SunTrust Banks, Inc. 

 

To learn more about our comprehensive 401(k) 
strategies, please call 866-786-4015.  

 


