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April 3, 2015 

 

President’s Budget Targets Retirement Plans 

 
Over the last few years, the discussion about employee benefits in Washington has been almost 

exclusively centered on health reform, but for the most part, that battle has already been won and 

lost. The focus has now shifted toward retirement, focusing on employee readiness, access to plans, 

plan design, and most unfortunately, a perception of missed tax revenue.    

 

An Active White House 

 

For the first time in his administration, President Obama must navigate a complete Republican 

majority in both the House and the Senate. Unlike some lame duck Presidents in this situation, the 

President has indicated through words and action that he intends to press his agenda, with or 

without the GOP. The President’s agenda in 2015 begins with the Fiscal Year 2016 budget.  When 

Congress and the White House are controlled by different parties, the President's budget is largely a 

political statement. Given the significant differences on many matters between Republicans and 

Democrats, any new bold policy ideas will meet extreme resistance from the GOP-controlled 

Congress. However, several items in the President’s budget could ultimately survive in separate 

legislation or as stand-alone measures relating to raising more revenue.   

 

The FY 2016 Budget 

 

The President is requesting just over $4 trillion for the operation of the government in 2016, which 

begins Oct. 1, 2015. Consistent with prior years, the President's proposal suggests an approach to 

tax reform largely aimed at eliminating "loopholes" and minimizing deductions for high-income 

individuals. In his State of the Union address, the President explained that the savings in his budget 

proposal will pay for additional reforms that will help working families cover costs, including a secure 

retirement. The President addressed what he calls unfairness in the tax system, stating that most 

middle-class retirees spend down their assets during retirement, which means they owe income 

taxes on whatever capital gains they have accrued. His budget contends that the wealthy can often 

afford to hold onto assets until death, allowing them to use a loophole to avoid ever having to pay 

tax on capital gains. The President’s proposal would treat bequests and gifts (other than to 

charitable organizations) as realization events, like other cases where assets change hands.  

Additionally, it would increase the total top capital gains and dividend rate to 28 percent, the same 

rate as under President Reagan. 
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To make retirement tax benefits work for middle-class families, the President has advised reforming 

retirement tax incentives and expanding savings opportunities, including:   

 

 Imposing a lifetime maximum on all retirement contributions in tax-preferred retirement 

plans and IRAs, once balances are about $3.4 million, which the proposal said is enough to 

provide an annual income of $210,000 in retirement.   

 Employers that do not currently offer a retirement plan and have more than 10 employees 

would be required to automatically enroll their workers into an Individual Retirement 

Account (IRA). Workers could opt out of saving if they choose. 

 Providing a $3,000 tax credit to employers that offer an auto-IRA (those with 100 or fewer 

employees), minimizing the burden on small businesses. Additionally, the proposal includes 

tripling the existing “start up” credit in order to provide a $4,500 tax credit to small 

employers that begin offering a retirement plan, offsetting the administrative expenses. The 

tax cuts would also include a $1,500 tax credit for small employers already offering a plan if 

they add auto-enrollment. 

 Requiring employer-sponsored retirement plans to allow employees who have worked for 

the employer for at least 500 hours per year for three years or more to make voluntary 

contributions to the plan. This plan aims to combat the fact that only 37 percent of part-

time workers have access to a workplace retirement plan, the proposal said, partly because 

employers offering plans are currently allowed to exclude employees who work less than 

1,000 hours per year, no matter how long they have worked for the employer. 

 

Employer Impact 

 

Employers should pay careful attention to the proposal on the lifetime cap and the $3.4 million 

amount.  While politically, it is convenient to target people who have saved $3.4 million, painting 

them as the ultra-wealthy, the reality does not hold true. Careful reading of the proposal actually 

limits total retirement assets to the amount required to purchase an annuity, at age 62, of $210,000 

per year. While in today's extremely low interest rate environment, this equates to about $3.4 

million, using historical interest rates the government uses for pension calculations, this would limit 

the allowable account balance for a 35-year old worker to about $300,000. When you look at how 

this could impact younger workers and consider the inevitability that interest rates will rise over the 

coming decades, the cap is a penalty to everyone. Interestingly, the President’s own pension, based 

on reasonable actuarial assumptions, is worth about $5 million. It raises the question of why a $3 

million cap is considered appropriate for everyone else, but not for Washington. 

 

The cap would create a double tax on small-business owners and others earning more than 

$250,000 who would have to pay tax on contributions in the year the contributions are made and 

then pay tax at the full rate when contributions are distributed at retirement. This would amount to 

a penalty for saving through a company-sponsored plan. A small-business owner that is going to be 

penalized for saving in their own plan, or significantly limited in their ability to make contributions, 

may no longer see any incentive for taking on the administrative and fiduciary costs of offering a 

plan. If that happens, employees who lose access to their plan pay the real costs. 

 

Reality Check 

 
The motivation behind the President’s retirement proposals are as much revenue-raising to fund 

government spending as they are an attempt to attack the disparity in wealth. Chasing short-term 
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revenue gains at the expense of long-term retirement security should be a red flag to all employers 

and their workers. The reality is that Americans are not saving enough for retirement, and the 

government should be encouraging more employers to offer plans and giving more workers 

incentives to participate in workplace-based retirement plans. 

  

Employers and workers should not lose sleep over a fear of losing their retirement plan anytime 

soon. History tells us that the chance of a President’s budget proposal being approved by Congress, 

much less an opposition-controlled Congress is slim and none. Members of both parties have 

expressed reluctance in supporting any proposal that would harm retirement savings. The reality is 

that the retirement system as we know it isn’t likely to go anywhere soon.  
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