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State Mandates

What are the main reasons for state mandated 
retirement programs? 
The media and experts in the financial industry have long-
since been warning Americans that the current retirement 
landscape is unsustainable—too few people are adequately 
saving to replace their income in retirement, too many 
people are heavily relying on Social Security benefits to 
fund their golden years (not to mention, taking benefits too 
soon), and too often, employers aren’t doing enough to help. 
If something doesn’t change, it could eventually change 
the way our society and the economy in general handles 
retirement—and in a big way.

According to the U.S. Government Accountability Office, 
roughly one-third of private sector workers don’t even 
have access to a retirement savings plan through work,1 
which is a big issue because study after study has proven 
that workers are more likely to save and prepare for their 
retirement when they have access to a savings plan through 
work.2 Things get even worse when the conversation turns 
small business-specific: research shows that lower-income 
workers and employees working for smaller companies 
are significantly less likely to have access to an employer-
sponsored savings plan.1

The bottom line is this: when a massive group of people 
hits retirement and they don’t have any money saved, the 
economy takes a nasty hit. It’s the states that pay—more 
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and earlier and longer—than the federal government, and 
with roughly 10,000 people reaching Full Retirement Age 
every single day, states are starting to feel the pain. It’s clear 
that something needs to be done to prevent today’s workers 
from relying on taxpayer-funded public assistance in their 
future retirement.

As a result, more than half of the states in the nation are 
discussing the possibility of creating state-run retirement 
programs to help close the coverage gap, and naturally, a 
few of the states that could be in the worst shape are going 
first. California led the charge, beginning to explore a state-
run option all the way back in 2012. Since then, nine other 
states—Connecticut, Illinois, Maryland, Massachusetts, New 
Jersey, New York, Oregon, Vermont, and Washington, plus 
the city of Seattle—have passed state program legislation, 
and at least 33 others have introduced legislation or 
convened task forces to explore their options.3 Clearly, a 
retirement savings wave is pushing across the nation—and 
as a business owner, you need to be prepared for it.

DID YOU KNOW: 81% of workers agree that retirement 
benefits offered by a prospective employer are a major 
factor in deciding whether or not to take a job.7

Find out how offering a retirement benefit can help you 
grow your business »
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What Employers Are Asking

Do the state mandates require all businesses 
to offer a retirement savings plan? 
While the main goal of all of the retirement state mandates 
remains consistent—increasing retirement savings among 
today’s workforce—the inner workings of the mandates 
themselves vary from state to state. For example, Oregon’s 
retirement mandate requires employers of all sizes, whether 
they have one employee or 100 employees, to offer workers 
a retirement savings vehicle they can contribute to, while 
California’s mandates specify that only business owners 
with five or more employees need to offer a plan.

Each state program is designed to enable as many workers 
as possible to prepare for their financial future, while 
keeping costs and financial risk low for the employer; 
although, states across the nation are at different phases of 
researching and implementing legislation to support select 
program models.

To learn about your state-specific legislature, 
check out your state’s government website.

These state plans are designed to cover millions of 
Americans, but it’s important to note that a ‘one-size-fits-
all’ approach to retirement planning may not work to either 
the employer or the employee’s best interests—and the 
mandated solution is not your only option. 

Any employer that chooses to offer a qualified plan, like a 
401(k), pension, SEP or SIMPLE IRA, 457(b), or 403(b) may 
not be required to offer their state’s mandated program.

DID YOU KNOW: Americans accumulate the vast majority 
of their retirement funds through employer-sponsored 
defined contribution plans, such as a 401(k).8

See why 401(k) plans are the first choice of  
business owners »
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How does a state mandated retirement 
offering work? 
Each respective state is responsible for administering its 
offering and appointing an investment committee to choose 
what investment opportunities will be available for account 
holders. The state governments knew that if legislation 
was passed requiring all employers to offer some type of 
retirement benefit to employees, the proposed solution 
was going to have to be as hands-off as possible for the 
employer, with minimal maintenance, administrative tasks, 
cost, and financial risk. In actuality, some of the simplest 
employer actions could cause the program to become 
an ERISA plan and subject the employer to substantially 
more responsibility. Because of this, it becomes especially 
important for employers to fully vet all of the program 
options available to them. 

The state-run retirement programs are also designed to be 
simple for the saver, with the intention of letting workers 
save part of their paychecks into their own IRA investment 
product with the goal of gaining value over time. Accounts 
are generally funded with Roth dollars and grow tax-free 
with tax-free qualified withdrawals. The account belongs 
to the employee, will be under the employee’s own name, 
and is portable—meaning it moves with them if they change 
jobs. Workers are also responsible for choosing their own 
investment options from within a small subset of available 
options and have the ability to roll their savings into other 
offerings in the same way that they would for any Roth IRA 
that can be purchased outside of the state program.  

The specifics of each offering—including the contribution 
percentage participants are automatically enrolled at and 
auto escalation limits—vary from state-to-state, but many of 
the mandates feature a Roth Individual Retirement Account 
(Roth IRA) as the primary savings vehicle. Roth IRAs allow 
workers to save up to $6,000 per year in 2019 for those aged 
50 and under, but certain highly compensated employees or 
business owners may be prohibited from the program due 
to income restrictions. This can cause a serious dilemma 
for employers who are looking for a solution that best suits 
all parties involved, but luckily, there are a variety of other 
options available that will satisfy the criteria of the mandate.

Take the 401(k), for example; 401(k) plans have contribution 
limits that are more than three times higher than that of 
an IRA—allowing workers to close their retirement income 
deficit much faster than they could in the state-run plan if 
they max out their contributions annually. Additionally, 401(k) 
plans can be similarly priced to the state plans but help level 
the playing field in terms of participation since they include 
employees of all income levels. 

DID YOU KNOW: Employer-sponsored plans like a 401(k) 
are 3x more effective at reducing retirement savings 
deficits than an IRA.9

See why a state-run retirement plan may not be the best 
fit for small business owners »

ROTH IRA vs. 401(k): CONTRIBUTION COMPARISONS
Roth IRAs 401(k)s

Participant  
Contributions

Can contribute up to $6,000 with an 
additional catchup contribution of up to 
$1,000 if age 50 and over.

Can contribute up to $19,000 with an additional catchup 
contribution of up to $6,000 if age 50 and over.

Tax  
Treatment

Earnings grow tax differed. Contributions 
to Roth IRAs are never deductible, but 
qualified distributions are not taxed.

Contributions can be made pre-tax or Roth. Pre-tax 
contributions reduce participant taxable income. With 
Roth contributions, participants won’t have to pay taxes  
when they withdraw money in retirement. Investments 
grow tax-free for both pre-tax and Roth contributions.

Income  
Caps

Follow federal guidelines: To be eligible, 
employees must make less than $137,000  
(single household) or $203,000 (married).

Contributions may be limited if highly compensated 
employee (HCE). However, there are virtually no 401(k) 
income limits.

Employer 
Contributions

Employers may NOT contribute to the 
participant's Roth IRA.

Employers MAY match a portion of participant 
contributions. Employers MAY offer profit sharing.
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As an employer, what will I be responsible for? 
As an employer, you play a very important, though limited, 
role. If you have eligible employees, you will be responsible 
for facilitating participation in the program, which does 
include some administrative tasks and could lead to 
additional liabilities. You’ll be required to register for your 
state’s mandated program before the deadline or risk facing 
fines and penalties, and you’ll likely be responsible for 
ensuring payroll information is correct and up-to-date for 
employee contributions—or you could choose to implement 
a qualified retirement plan instead.

States will notify business owners how and when to inform 
the state government whether or not they offer a qualified 
retirement savings plan. Those that choose to offer a 
qualified plan will complete a certification process and won’t 
need to do anything else. Those that don’t already offer a 
qualified plan will either need to implement one or offer a 
state-run plan to their employees.  

DID YOU KNOW: Great retirement savings plans like a 401(k) 
attract and retain the best and most talented employees.10

Find out if your business is too small to offer a 401(k) plan »

What if my employees don’t want to participate 
in the retirement program? 
If mandated by the state, employers must enroll their 
workers into the state-run program through the payroll 
process. Employees may opt-out of the program at any time, 
change contribution levels, or opt back in—and unless an 
employee elects to opt-out of the state-run program, they’ll 
automatically contribute a portion of their paycheck into 
their state-run account, though the standard contribution 
percentage varies state-to-state.

In reality, though, uninterested employees aren’t nearly as 
common as employers might think. Recent studies conducted 
by Charles Schwab determined that a full 88 percent of 
workers say a retirement benefit—specifically, a 401(k) plan 
—is a must-have benefit, and more than 90 percent would 
think twice about taking a job that didn’t offer a 401(k).4

If you find you and/or your employees object to the state-
run Roth IRA platform, remember that qualified retirement 
savings options will meet the criteria for the state mandate 
and may more closely fit the needs of your business. The 
“cookie cutter” state-run plan may be convenient and fit  
the bill in terms of coverage and legal requirements to 
satisfy the mandate, but really, it may not work to your 
employees’ best interest (or your own) or help them arrive  
at retirement readiness.

DID YOU KNOW: Employees are 15x more likely to save if 
they have a retirement savings option at work.11

Find out how a full service retirement plan can keep 
your employees on track for retirement »

5 Reasons Why a 401(k)  
Spells Success for Your Business

Attract and retain  
top talent

Business deductions 
 and tax credits

Fits with business goals  
and company culture

Employer contributions 
 and profit sharing

Doing the right thing  
for employees
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What are the benefits of a Roth IRA? 
Roth IRAs are excellent retirement savings vehicles for 
certain people. Because the contributions and earnings (if 
qualified) are not taxable when distributed, Roth IRAs are 
suitable options for savers who expect their tax rates to be 
higher in retirement than they are now. Despite the grumbling 
about taxes, the current tax rates are quite low compared 
to historical tax rates, when viewed in the aggregate. Many 
younger, especially unmarried, workers enjoy lower tax 
brackets because of lower wages and can reasonably expect 
to be in higher tax brackets as they advance through life. 
Also, Roth IRAs enjoy the benefit of not being subject to 
required minimum distributions and some benefits with 
regard to passing on wealth to future generations. For the 
right saver, this type of account is quite beneficial.  

It’s not all rainbows and roses, though. There are a lot of 
people who would be disadvantaged by a Roth IRA relative 
to tax deferred alternatives. Most savers who have moved 
out of entry level positions, started families, or have hit a 
ceiling for compensation in their field, for example, are likely 
better off with a traditional IRA or pre-tax 401(k) deferrals. 
Remember, Roth was not created to benefit savers; it was 
created as a revenue generator for the federal government. 

For some people, a Roth IRA could be enough to get to and 
through retirement, but with contribution limits three times 
lower than that of a 401(k), it may be tricky for employees 
and business owners alike to save enough to arrive at a 
financially-secure retirement when the time comes. As 
a business owner, you may be able to participate in the 
state retirement savings plan, but you’ll be held to those 
same Roth IRA restrictions your employees adhere to. 
Low contribution limits and a compensation cap for highly 
compensated employees apply to you as well—meaning 
not all employees may qualify to participate in the state-run 
plan. Rolling out a savings offering and having to tell your 
key employees that they can’t participate could be more of a 
drag on employee morale than a benefit.

401(k) vs. IRA
Download a full comparison (pdf) 

For the business owner, it’s more much advantageous to 
max out a 401(k) than an IRA—in terms of tax advantages, 
contribution levels, plan flexibility, and overall retirement 
readiness. Studies show that nearly three quarters of 
employers believe that their employees could continue 
working until age 65 and still not have enough money saved 
to meet their retirement needs5, so doesn’t it make sense to 
offer a solution that employees can save more than $6,000 
per year in? Doesn’t it make sense to offer the option with 
the highest annual contribution levels to get them as close 
to financial security and retirement readiness as they can 
be? And not just them—but you as the business owner 
as well? Plus, 401(k) plans will allow employees to have 
Roth and/or traditional 401(k) contributions, so they can 
customize their savings plans to their circumstances.  

Certainly, offering any type of retirement savings vehicle to 
employees is better than not offering one at all, but if you’re 
going to be told you have to offer a plan, why not choose the 
one that boasts the most benefits? 

DID YOU KNOW: When setting up a new 401(k) 
retirement savings plan, a business can take advantage 
of tax credits and employer contribution deductions.

Find out what 401(k) tax benefits are available to you »
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Is a Roth IRA best for my business, or do I have 
better options? 
Your state will undoubtedly tell you when you’ll be required 
to offer a retirement program to employees, but what your 
state may not tell you is that the mandated state-run IRA 
program is just one of several retirement savings options 
that you can offer your employees and still be compliant 
with the mandate. While a Roth IRA is a step in the right 
direction, it certainly has its limitations. 

When it comes to taking care of your future and your 
employees’ futures, why go with a canned version or 
simplistic one-size-fits-all solution when retirement 
planning is anything but one-size-fits-all? It makes sense 
to instead choose an option with a higher degree of added 
value for both you and your employees—one that allows you 
to customize the plan design to best fit your needs.

If you’re questioning the effectiveness of the state mandated 
IRA program, you’re not alone. In fact, recent research 
from Pew Charitable Trusts revealed that less than half of 
employers the mandates would affect would choose to 
utilize the new state auto-IRA program, while 51 percent 
said they would rather start a qualified plan on their own.6 
Clearly, a large chunk of employers recognize that the state-
sponsored Roth IRA program most likely wouldn’t fit their 
needs or the needs of their employees.

So before settling for a state-compliant Roth IRA, make 
sure you understand all of the options you have at your 
disposal—then select the offering that will best enable  
you and your employees to reach your retirement goals. 
With 401(k) plans:

 y Employees and business owners can save more than 
any other retirement savings vehicle

 y State mandate requirements are fulfilled

 y Matching contributions are allowed

 y Employer fees can be tax deductible

It’s obvious that 401(k) plans offer a higher degree of added 
value for both the business owner and the employees—not 
to mention that it has the most customizable options in 
terms of plan design. So while the mandated IRA program 
does offer employees a chance to save for their future 
retirement, a 401(k) allows them (and you) to maximize 
retirement savings and have a better chance at arriving at 
true retirement readiness.

DID YOU KNOW: A fully-bundled retirement savings plan 
like PAi’s CoPilot service offers investment education for 
you AND your employees.

Contact us with any 401(k) questions you have » 

5 LIMITATIONS OF A STATE 
RUN AUTO-IRA PROGRAM

1.  Maximum contributions are regulated 
by IRS limits, currently $6,000 for adults 
under age 50.

2.  Lost worker protections – workers may 
not be adequately protected without 
ERISA standards.

3.  Different state standards result in 
administrative quagmire.

4.  Roth IRA income limits apply.

5.  State investments may favor state 
initiatives rather than interest of savers.

Source: U.S. Chamber of Commerce; Winter 2017.
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401(k) Benefits

Maximizing your retirement savings benefits 
with a 401(k) plan. 
At PAi, we applaud the states’ efforts at helping increase the 
retirement security of today’s workforce—but we question the 
effectiveness of the state-run IRA offerings. While an IRA plan 
may be a step in the right direction, a state-run IRA program 
may not deliver future financial security or employees that will 
be ready for retirement when the time comes.

And even though the mandates move the needle forward 
in terms of coverage, they don’t benefit business owners 
or employees as much as a 401(k) would. It comes down to 
this: the state mandates are exactly that—mandates. The 
employers are told exactly what to do within the specific 
requirements of the mandated IRA; instead, business 
owners could choose a plan that fits their business needs 
and gets employees closer to retirement readiness.

And that’s what we’re most passionate about here at PAi: 
workers’ retirement readiness. With a 401(k) retirement 
savings plan service like CoPilot, you’ll be matched with 
investments that fit your needs instead of trying to make 
the mandated plan, that doesn’t offer many options, work 
to your advantage. With CoPilot, your investments are 
monitored for performance, and you have access to valuable 
financial education. Even further, your fiduciary risks and 
liabilities are covered with a 3(38) investment manager 
and an Investment Fiduciary. You’ll also receive real-time 
messaging whenever an event occurs that could impact the 
health of your retirement savings.

CoPilot’s flexible plan options give large and small 
businesses alike more opportunities to align their retirement 
savings plan with company values and culture, so let’s start 
the conversation there. Let’s talk about how you can navigate 
increasingly complex retirement legislation while meeting 
your needs in smart and practical ways. Give us a call today 
to learn more about the options you have to satisfy your 
state’s retirement mandate: 800.236.7400, Option 2.

IN OUR VIEW: State mandated savings plans are great 
for American workers and are definitely a step in the right 
direction. Our goal is to make sure YOU, as the employer, 
will also benefit from your retirement savings plan.

Contact Us to help you meet your retirement goals »

Retirement isn't about money.
It's about time.

Less Risk
CoPilot monitors plan investment 
selections, investment policy 
decisions, and performance.

No Hidden Fees
CoPilot is totally transparent. You’ll 
know up front what you’ll pay.

Less Hassle
CoPilot simplifies saving for 
retirement—it’s easy to understand 
and participate.

Years of Retirement
CoPilot ditches complex charts and 
formulas and shows you how many 
years you can afford to be retired.

Stay in the Know
Events-based messaging lets you 
see how your day-to-day decisions 
affect your 401(k) savings.

Own Your Retirement
Stay on track with professional 
investment education that keeps 
you on your path.
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CoPilot is a bundled retirement service and is not an independent entity. Services for CoPilot are provided by PAi and PAi Trust Company, Inc. (PAi Trust) which are affiliated 
business entities under common control and ownership interest. Investment fiduciary services are provided by PAi Trust. PAi Trust’s client Brochure (Client Brochure PDF) is 
also available by contacting PAi Trust at 877.357.7031. Any other business entities referenced are independent of and not under common control with any of PAi or PAi Trust. 
401(k) plans are: Not FDIC insured | Not bank guaranteed | May lose value.
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