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capital gains distributions from regu-
lated investment companies. 

S. 2491 
At the request of Mr. CORNYN, the 

name of the Senator from New York 
(Mr. SCHUMER) was added as a cospon-
sor of S. 2491, a bill to award a Congres-
sional gold medal to Byron Nelson in 
recognition of his significant contribu-
tions to the game of golf as a player, a 
teacher, and a commentator. 

S. 2563 
At the request of Mr. COCHRAN, the 

name of the Senator from Mississippi 
(Mr. LOTT) was added as a cosponsor of 
S. 2563, a bill to amend title XVIII of 
the Social Security Act to require 
prompt payment to pharmacies under 
part D, to restrict pharmacy co-brand-
ing on prescription drug cards issued 
under such part, and to provide guide-
lines for Medication Therapy Manage-
ment Services programs offered by pre-
scription drug plans and MA–PD plans 
under such part. 

S. 2659 
At the request of Mr. AKAKA, the 

name of the Senator from South Da-
kota (Mr. JOHNSON) was added as a co-
sponsor of S. 2659, a bill to amend title 
38, United States Code, to provide for 
the eligibility of Indian tribal organi-
zations for grants for the establish-
ment of veterans cemeteries on trust 
lands. 

S. 3651 
At the request of Mr. DURBIN, the 

name of the Senator from Mississippi 
(Mr. COCHRAN) was added as a cospon-
sor of S. 3651, a bill to reduce child 
marriage, and for other purposes. 

S. 3681 
At the request of Mr. DOMENICI, the 

names of the Senator from Oklahoma 
(Mr. COBURN) and the Senator from 
Louisiana (Mr. VITTER) were added as 
cosponsors of S. 3681, a bill to amend 
the Comprehensive Environmental Re-
sponse Compensation and Liability Act 
of 1980 to provide that manure shall 
not be considered to be a hazardous 
substance, pollutant, or contaminant. 

S. 3707 
At the request of Mr. LOTT, the name 

of the Senator from Pennsylvania (Mr. 
SANTORUM) was added as a cosponsor of 
S. 3707, a bill to improve consumer ac-
cess to passenger vehicle loss data held 
by insurers. 

S. 3742 
At the request of Mr. LOTT, the name 

of the Senator from Mississippi (Mr. 
COCHRAN) was added as a cosponsor of 
S. 3742, a bill to amend the Internal 
Revenue Code of 1986 to provide incen-
tives to encourage investment in the 
expansion of freight rail infrastructure 
capacity and to enhance modal tax eq-
uity. 

S. 3744 
At the request of Mr. DURBIN, the 

name of the Senator from Maine (Ms. 
COLLINS) was added as a cosponsor of S. 
3744, a bill to establish the Abraham 
Lincoln Study Abroad Program. 

S. 3795 
At the request of Mr. ROCKEFELLER, 

the name of the Senator from Wis-

consin (Mr. KOHL) was added as a co-
sponsor of S. 3795, a bill to amend title 
XVIII of the Social Security Act to 
provide for a two-year moratorium on 
certain Medicare physician payment 
reductions for imaging services. 

S. 3800 

At the request of Mr. HAGEL, the 
name of the Senator from Florida (Mr. 
NELSON) was added as a cosponsor of S. 
3800, a bill to amend the Foreign As-
sistance Act of 1961 to require recipi-
ents of United States foreign assist-
ance to certify that the assistance will 
not be used to intentionally traffic in 
goods or services that contain counter-
feit marks or for other purposes that 
promote the improper use of intellec-
tual property, and for other purposes. 

S. 3812 

At the request of Mr. ISAKSON, the 
name of the Senator from Arizona (Mr. 
MCCAIN) was added as a cosponsor of S. 
3812, a bill to require the Food and 
Drug Administration to conduct con-
sumer testing to determine the appro-
priateness of the current labeling re-
quirements for indoor tanning devices 
and determine whether such require-
ments provide sufficient information 
to consumers regarding the risks that 
the use of such devices pose for the de-
velopment of irreversible damage to 
the skin, including skin cancer, and for 
other purposes. 

S. 3855 

At the request of Mr. CONRAD, the 
name of the Senator from Iowa (Mr. 
HARKIN) was added as a cosponsor of S. 
3855, a bill to provide emergency agri-
cultural disaster assistance, and for 
other purposes. 

S. 3887 

At the request of Mr. DORGAN, the 
name of the Senator from Michigan 
(Mr. LEVIN) was added as a cosponsor of 
S. 3887, a bill to prohibit the Internal 
Revenue Service from using private 
debt collection companies, and for 
other purposes. 

S. 3912 

At the request of Mr. ENSIGN, the 
name of the Senator from New Mexico 
(Mr. BINGAMAN) was added as a cospon-
sor of S. 3912, a bill to amend title 
XVIII of the Social Security Act to ex-
tend the exceptions process with re-
spect to caps on payments for therapy 
services under the Medicare program. 

S. 3913 

At the request of Mr. ROCKEFELLER, 
the names of the Senator from Mary-
land (Mr. SARBANES), the Senator from 
Wisconsin (Mr. KOHL), the Senator 
from South Dakota (Mr. JOHNSON) and 
the Senator from New Jersey (Mr. LAU-
TENBERG) were added as cosponsors of 
S. 3913, a bill to amend title XXI of the 
Social Security Act to eliminate fund-
ing shortfalls for the State Children’s 
Health Insurance Program (SCHIP) for 
fiscal year 2007. 

S. 3934 

At the request of Ms. SNOWE, the 
name of the Senator from Maine (Ms. 
COLLINS) was added as a cosponsor of S. 

3934, a bill to terminate authorization 
for the project for navigation, Rock-
port Harbor, Maine. 

S. 3936 
At the request of Mr. FRIST, the 

names of the Senator from South Da-
kota (Mr. JOHNSON), the Senator from 
Indiana (Mr. LUGAR) and the Senator 
from West Virginia (Mr. ROCKEFELLER) 
were added as cosponsors of S. 3936, a 
bill to invest in innovation and edu-
cation to improve the competitiveness 
of the United States in the global econ-
omy. 

S. 3943 
At the request of Mrs. BOXER, the 

names of the Senator from Massachu-
setts (Mr. KERRY), the Senator from 
New Jersey (Mr. LAUTENBERG), the Sen-
ator from Colorado (Mr. SALAZAR), the 
Senator from New York (Mrs. CLINTON) 
and the Senator from Nevada (Mr. 
REID) were added as cosponsors of S. 
3943, a bill to amend the Help America 
Vote Act of 2002 to reimburse jurisdic-
tions for amounts paid or incurred in 
preparing, producing, and using contin-
gency paper ballots in the November 7, 
2006, Federal general election. 

S. RES. 585 
At the request of Mr. VITTER, his 

name was added as a cosponsor of S. 
Res. 585, a resolution commending the 
New Orleans Saints of the National 
Football League for winning their 
Monday Night Football game on Mon-
day, September 25, 2006 by a score of 23 
to 3. 

f 

STATEMENTS ON INTRODUCED 
BILLS AND JOINT RESOLUTIONS 

By Mr. FRIST: 
S. 3946. A bill to make an alien who 

is a member of a criminal gang remov-
able from the United States and inad-
missible to the United States, to per-
mit the Secretary of Homeland Secu-
rity to deny a visa to an alien who is a 
national of a country that has denied 
or delayed accepting an alien removed 
from the United States, and for other 
purposes; to the Committee on the Ju-
diciary. 

By Mr. FRIST: 
S. 3947. A bill to permit the Secretary 

of Homeland Security to grant citizen-
ship to an alien who serves on active 
duty in the Armed Forces, to assist 
such an alien in applying for citizen-
ship, and for other purposes; to the 
Committee on the Judiciary. 

By Mr. FRIST: 
S. 3948. A bill to amend chapter 27 of 

title 18, United States Code, to prohibit 
the unauthorized construction, financ-
ing, or, with reckless disregard, per-
mitting the construction or use on 
one’s land, of a tunnel or subterranean 
passageway between the United States 
and another country; to the Committee 
on the Judiciary. 

By Mr. FRIST: 
S. 3949. A bill to study the geographic 

areas in Mexico from which illegal im-
migrants are entering the United 
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States and to develop plans to address 
the social, political, and economic con-
ditions that are contributing to such 
illegal immigration; to the Committee 
on Foreign Relations. 

Mr. FRIST. Mr. President, like all of 
my colleagues in this body, I recognize 
that our immigration system needs 
vast improvements. While we have 
spent a great deal of time discussing 
immigration over the past year, it ap-
pears unlikely that this body will pass 
comprehensive reform before we break 
for the recess. This week we have been 
discussing an important bill that would 
begin the process completely securing 
our southern border. I support that bill 
wholeheartedly and I would also hope 
to make other improvements to our 
immigration laws we can make before 
we end this session. 

Today, therefore, I’m proposing four 
separate bills intended to strengthen 
our immigration system. 

One will help military men and 
women become citizens more quickly, 
another will make it easier to remove 
gang members from our country, an-
other will impose tough penalties on 
people who tunnel beneath our borders, 
and the fourth will begin an effort to 
stop illegal immigration at its source. 

I’d like to discuss all four bills brief-
ly . . . they have different purposes and 
will all complement each other in ef-
forts to improve our immigration sys-
tem. 

I am introducing the Community 
Protection Against International 
Gangs Act. Street gangs remain the 
bane of our society. Their members sell 
narcotics, steal, and commit horrific 
acts of violence. Many of these gangs— 
groups like Mara Salvatrucha, better 
known as MS–13—draw their member-
ship from immigrants to the United 
States. While the overwhelming major-
ity of immigrants in the United States 
obey the law, those who join these 
gangs wreak havoc on immigrant com-
munities all over the country. 

To protect our Nation, we need to 
stop them . . . now. 

Thus, I’m proposing the CPAIGA Act. 
This law will make our policy clear: 
immigrants who join gangs are no 
longer welcome in our country. Under 
my bill, anyone who joins a gang or 
helps one faces immediate deportation 
proceedings. In addition, my bill will 
let the Secretary of State and the Sec-
retary of Homeland Security deny 
visas to the nationals of any country 
that refuses to take back its own 
criminals. 

I am also introducing the Enhanced 
Border Tunnel Prevention Act. To en-
hance our crackdown on sophisticated 
criminal conspiracies, we should also 
impose tough new penalties on those 
who construct tunnels under our bor-
der. People who build tunnels, or allow 
them to be built on land that they own 
or control, should face serious time in 
prison. Smugglers who use them should 
have their penalties doubled. We can’t 
allow our borders to become a sieve. 

In addition, I am introducing the Sol-
diers to Citizens Act. Just as we make 

it clear that criminals have no place in 
the United States, we should simulta-
neously do everything we can to wel-
come the finest people from around the 
world. Every year, over 8,000 people 
who are not U.S. citizens enlist in our 
armed forces. 

They serve with valor and distinction 
. . . they defend our liberty. If they 
wish to become citizens, they should 
not face unnecessary burdens. 

Under my legislation, anyone who 
gives our military 2 years of honorable 
and satisfactory service can acquire 
citizenship under an expedited process. 
Service in the military strongly im-
plies that a person has acquired the 
things we expect from new citizens: a 
command of English, good moral char-
acter, understanding of our history and 
appreciation for our democratic insti-
tutions. Thus, soldiers, sailors, airmen, 
and marines whose chains of command 
certify that they’ve met these require-
ments should be able to acquire citi-
zenship by filling out some simple pa-
perwork and swearing the citizenship 
oath. 

I believe that the Senate should do 
everything it can to speed the citizen-
ship process for others in the military 
who do not want to avail themselves of 
this process. In particular, we must do 
away with the burdensome, duplicative 
process that requires military enlistees 
to give fingerprints once when they 
join the military and again when they 
apply for citizenship. At the same 
time, we should establish a high-qual-
ity, toll-free information center to pro-
vide timely, accurate information to 
any servicemember interested in be-
coming a citizen. 

Finally, I am introducing the Illegal 
Immigration Source Study and Focus 
Act. Finally, I believe we need to do 
more to deal with the underlying 
causes of much illegal immigration: so-
cial, economic, and political conditions 
in Mexico that lead many to believe 
they have no choice but as to leave 
their homeland. Illegal immigration 
hurts both the United States and Mex-
ico. Our governments must work to-
gether so we can understand what 
areas produce the most illegal immi-
grants and what we might do to help 
immigrants. 

My bill would begin a process of col-
laboration. It will mandate regular re-
ports on the areas that produce the 
most illegal immigrants and, just as 
importantly, focus our own aid to Mex-
ico on improving the conditions that 
produce illegal immigration in the first 
place. 

Steps like those I have proposed will 
not change our immigration system 
overnight. They will not end illegal im-
migration. 

But they will make our cities safer, 
stem the flow of illegal immigration, 
and help those who serve in our armed 
forces. These are worthy measures and 
I urge all of my colleagues to support 
them. 

I ask unanimous consent that the 
text of the bills be printed in the 
RECORD. 

There being no objection, the text of 
the bills was ordered to be printed in 
the RECORD, as follows: 

S. 3946 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Community 
Protection Against International Gangs 
Act’’. 
SEC. 2. INADMISSIBILITY AND REMOVAL OF 

ALIEN GANG MEMBERS. 
(a) INADMISSIBILITY.—Section 212(a)(2) of 

the Immigration and Nationality Act (8 
U.S.C. 1182(a)(2)) is amended by adding at the 
end the following: 

‘‘(J) ALIENS ASSOCIATED WITH CRIMINAL 
GANGS.—Unless the Secretary of Homeland 
Security or the Attorney General waives the 
application of this subparagraph, any alien 
who a consular officer, the Attorney Gen-
eral, or the Secretary of Homeland Security 
knows or has reason to believe— 

‘‘(i) is, or has been, a member of a criminal 
street gang (as defined in section 521(a) of 
title 18, United States Code); or 

‘‘(ii) has participated in the activities of 
such a criminal street gang, knowing or hav-
ing reason to know that such activities pro-
moted, furthered, aided, or supported the il-
legal activity of the criminal street gang, 
is inadmissible.’’. 

(b) REMOVAL.—Section 237(a)(2) (8 U.S.C. 
1227(a)(2)) is amended by adding at the end 
the following: 

‘‘(F) ALIENS ASSOCIATED WITH CRIMINAL 
GANGS.—Unless the Secretary of Homeland 
Security or the Attorney General waives the 
application of this subparagraph, any alien 
who the Secretary of Homeland Security or 
the Attorney General knows or has reason to 
believe— 

‘‘(i) is, or at any time after admission has 
been, a member of a criminal street gang (as 
defined in section 521(a) of title 18, United 
States Code); or 

‘‘(ii) has participated in the activities of 
such a criminal street gang, knowing or hav-
ing reason to know that such activities pro-
moted, furthered, aided, or supported the il-
legal activity of the criminal street gang, 
is deportable.’’. 
SEC. 3. PENALTY FOR FAILURE TO ACCEPT AN 

ALIEN REMOVED FROM THE UNITED 
STATES. 

Section 243(d) of the Immigration and Na-
tionality Act (8 U.S.C. 1253(d)) is amended to 
read as follows: 

‘‘(d) DENYING VISAS TO NATIONALS OF COUN-
TRY DENYING OR DELAYING ACCEPTING 
ALIEN.—The Secretary of Homeland Secu-
rity, after making a determination that the 
government of a foreign country has denied 
or unreasonably delayed accepting an alien 
who is a citizen, subject, national, or resi-
dent of that country after the alien has been 
ordered removed, and after consultation with 
the Secretary of State, may instruct the 
Secretary of State to deny a visa to any cit-
izen, subject, national, or resident of that 
country until the country accepts the alien 
that was ordered removed.’’. 

S. 3947 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Soldiers to 
Citizens Act’’. 
SEC. 2. CITIZENSHIP FOR MEMBERS OF THE 

ARMED FORCES. 
Section 329 of the Immigration and Nation-

ality Act (8 U.S.C. 1440) is amended— 
(1) in subsection (b), by striking ‘‘sub-

section (a)’’ and inserting ‘‘subsection (a) or 
(d)’’; and 
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(2) by adding at the end the following: 
‘‘(d) Notwithstanding any other provision 

of law, except for provisions relating to rev-
ocation of citizenship under subsection (c), 
an individual who is not a citizen of the 
United States shall not be denied the oppor-
tunity to apply for membership in the 
United States Armed Forces. Such an indi-
vidual who becomes an active duty member 
of the United States Armed Forces shall, 
consistent with this section and with the ap-
proval of the individual’s chain of command, 
be granted United States citizenship after 
performing at least 2 years of honorable and 
satisfactory service on active duty. Not later 
than 90 days after such requirements are met 
with respect to an individual, such indi-
vidual shall be granted United States citi-
zenship. 

‘‘(e) An alien described in subsection (d) 
shall be naturalized without regard to the re-
quirements of this title or any other require-
ments, processes, or procedures of the Sec-
retary of Homeland Security, if the alien— 

‘‘(1) files an application for naturalization 
in accordance with such procedures to carry 
out this section as may be established by 
regulation by the Secretary of Homeland Se-
curity or the Secretary of Defense; 

‘‘(2) demonstrates to the alien’s military 
chain of command proficiency in the English 
language, good moral character, and knowl-
edge of the Federal Government and United 
States history, consistent with the require-
ments contained in this Act; and 

‘‘(3) takes the oath required under section 
337 of this Act and participates in an oath 
administration ceremony in accordance with 
this Act.’’. 
SEC. 3. WAIVER OF REQUIREMENT FOR FINGER-

PRINTS FOR MEMBERS OF THE 
ARMED FORCES. 

Notwithstanding any other provision of 
law or any regulation, the Secretary of 
Homeland Security shall use the fingerprints 
provided by an individual at the time the in-
dividual enlists in the Armed Forces to sat-
isfy any requirement for fingerprints as part 
of an application for naturalization if the in-
dividual— 

(1) may be naturalized pursuant to section 
328 or 329 of the Immigration and Nation-
ality Act (8 U.S.C. 1439 and 1440); 

(2) was fingerprinted in accordance with 
the requirements of the Department of De-
fense at the time the individual enlisted in 
the Armed Forces; and 

(3) submits an application for naturaliza-
tion not later than 12 months after the date 
the individual enlisted in the Armed Forces. 
SEC. 4. PROVISION OF INFORMATION ON NATU-

RALIZATION TO MEMBERS OF THE 
ARMED FORCES. 

The Secretary of Homeland Security 
shall— 

(1) establish a dedicated toll-free telephone 
service available only to members of the 
Armed Forces and the families of such mem-
bers to provide information related to natu-
ralization pursuant to section 328 or 329 of 
the Immigration and Nationality Act (8 
U.S.C. 1439 and 1440), including the status of 
an application for such naturalization; 

(2) ensure that the telephone service re-
quired by paragraph (1) is operated by em-
ployees of the Department of Homeland Se-
curity who— 

(A) have received specialized training on 
the naturalization process for members of 
the Armed Forces and the families of such 
members; and 

(B) are physically located in the same unit 
as the military processing unit that adju-
dicates applications for naturalization pur-
suant to such section 328 or 329; and 

(3) implement a quality control program to 
monitor, on a regular basis, the accuracy 
and quality of information provided by the 

employees who operate the telephone service 
required by paragraph (1), including the 
breadth of the knowledge related to the nat-
uralization process of such employees. 

S.3948 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Enhanced 
Border Tunnel Prevention Act’’. 
SEC. 2. CONSTRUCTION OF BORDER TUNNEL OR 

PASSAGE. 
(a) IN GENERAL.—Chapter 27 of title 18, 

United States Code, is amended by adding at 
the end the following: 
‘‘§ 554. Border tunnels and passages 

‘‘(a) Any person who knowingly constructs 
or finances the construction of a tunnel or 
subterranean passage that crosses the inter-
national border between the United States 
and another country, other than a lawfully 
authorized tunnel or passage known to the 
Secretary of Homeland Security and subject 
to inspection by the Bureau of Immigration 
and Customs Enforcement, shall be impris-
oned for not more than 25 years. 

‘‘(b) Any person who knows or recklessly 
disregards the construction or use of a tun-
nel or passage described in subsection (a) on 
land that the person owns or controls shall 
be imprisoned for not more than 15 years. 

‘‘(c) Any person who uses a tunnel or pas-
sage described in subsection (a) to unlaw-
fully smuggle an alien, goods (in violation of 
section 545), controlled substances, weapons 
of mass destruction (including biological 
weapons), or a member of a terrorist organi-
zation (as defined in section 212(a)(3)(B)(vi) 
of the Immigration and Nationality Act (8 
U.S.C. 1182(a)(3)(B)(vi))) shall be subject to a 
maximum term of imprisonment that is 
twice the maximum term of imprisonment 
that would have otherwise been applicable 
had the unlawful activity not made use of 
such a tunnel or passage.’’. 

(b) CLERICAL AMENDMENT.—The table of 
sections for chapter 27 of title 18, United 
States Code, is amended by adding at the end 
the following: 
‘‘Sec. 554. Border tunnels and passages.’’. 

(c) CRIMINAL FORFEITURE.—Section 
982(a)(6) of title 18, United States Code, is 
amended by inserting ‘‘554,’’ before ‘‘1425,’’. 
SEC. 3. DIRECTIVE TO THE UNITED STATES SEN-

TENCING COMMISSION. 
(a) IN GENERAL.—Pursuant to its authority 

under section 994 of title 28, United States 
Code, and in accordance with this section, 
the United States Sentencing Commission 
shall promulgate or amend sentencing guide-
lines to provide for increased penalties for 
persons convicted of offenses described in 
section 554 of title 18, United States Code, as 
added by section 2. 

(b) REQUIREMENTS.—In carrying out this 
section, the United States Sentencing Com-
mission shall— 

(1) ensure that the sentencing guidelines, 
policy statements, and official commentary 
reflect the serious nature of the offenses de-
scribed in section 554 of title 18, United 
States Code, and the need for aggressive and 
appropriate law enforcement action to pre-
vent such offenses; 

(2) provide adequate base offense levels for 
offenses under such section; 

(3) account for any aggravating or miti-
gating circumstances that might justify ex-
ceptions, including— 

(A) the use of a tunnel or passage described 
in subsection (a) of such section to facilitate 
other felonies; and 

(B) the circumstances for which the sen-
tencing guidelines currently provide applica-
ble sentencing enhancements; 

(4) ensure reasonable consistency with 
other relevant directives, other sentencing 
guidelines, and statutes; 

(5) make any necessary and conforming 
changes to the sentencing guidelines and pol-
icy statements; and 

(6) ensure that the sentencing guidelines 
adequately meet the purposes of sentencing 
set forth in section 3553(a)(2) of title 18, 
United States Code. 

S. 3949 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Illegal Im-
migration Source Study and Focus Act’’. 
SEC. 2. STUDIES AND REPORTS ON ILLEGAL IM-

MIGRATION FROM MEXICO. 
(a) STUDIES.—Not later than 1 year after 

the date of the enactment of this Act, and 
once every 5 years thereafter, the Secretary 
of State, in cooperation with the Secretary 
of Homeland Security, shall conduct a 
study— 

(1) to identify the geographic areas in Mex-
ico from which— 

(A) large numbers of residents are leaving 
to enter the United States in violation of 
Federal immigration law; and 

(B) large percentages of the population of 
such areas are leaving to enter the United 
States in violation of Federal immigration 
law; and 

(2) to analyze the social, political, and eco-
nomic conditions in the geographic areas 
identified under paragraph (1) that con-
tribute to illegal immigration into the 
United States. 

(b) REPORTS.—Not later than 16 months 
after the date of the enactment of this Act, 
and every 5 years thereafter, the Secretary 
of State shall submit to Congress a report 
that— 

(1) describes the results of the study con-
ducted under subsection (a); and 

(2) provides recommendations on how the 
Government of the United States can im-
prove the conditions described in subsection 
(a)(2). 
SEC. 3. IMMIGRATION IMPACT FOCUS AREAS. 

(a) DESIGNATION.—Based on the results of 
each study conducted under section 2(a) and 
subject to subsection (b), the Administrator 
of the United States Agency for Inter-
national Development, in consultation with 
the Secretary of State, the Secretary of 
Homeland Security, and appropriate officials 
of the Government of Mexico, shall designate 
not more than 4 geographic areas within 
Mexico as Immigration Impact Focus Areas. 

(b) POPULATION LIMITS.—An area may not 
be designated as an Immigration Impact 
Focus Area under subsection (a) unless the 
population of such area is— 

(1) not less than 0.5 percent of the total 
population of Mexico; and 

(2) not more than 5.0 percent of the total 
population of Mexico. 

(c) DEVELOPMENT ASSISTANCE PLAN.—The 
Administrator of the United States Agency 
for International Development, in consulta-
tion with the Secretary of State, shall de-
velop a plan to concentrate, to the extent 
practicable, economic development and hu-
manitarian assistance provided to Mexico in 
the Immigration Impact Focus Areas des-
ignated under subsection (a). 

Ms. SNOWE (for herself and Mr. 
KERRY): 

S. 3950. A bill to amend the Internal 
Revenue Code of 1986 to allow a credit 
against income tax for qualified equity 
investments in certain small busi-
nesses; to the Committee on Finance. 
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Ms. SNOWE. Mr. President, to help 

start-up small businesses obtain access 
to capital, today I rise with my col-
league Senator KERRY to introduce the 
Access to Capital for Entrepreneurs 
Act of 2006 or ACE Act. Our bill would 
encourage equity investments in quali-
fied small businesses by providing so- 
called ‘‘angel investors’’ with a tax in-
centive to fund new small business en-
terprises. Angel investors are high-net- 
worth individuals who invest in and 
support start-up companies in the crit-
ical early stages of growth. 

As Chair of the Senate Committee on 
Small Business and Entrepreneurship, I 
meet with prospective entrepreneurs in 
Maine and across the country and re-
peatedly hear about their dreams of 
starting dynamic new businesses. Un-
fortunately, their hopes can sometimes 
be dashed when these entrepreneurs en-
counter barriers to raising the funds 
they need to get their ‘‘start-up’’ en-
terprises off the ground. 

For entrepreneurs and other aspiring 
small business owners, a self-evident 
truth since the founding of our country 
is that it takes money to make money. 
Our legislation makes that goal a little 
easier for aspiring small business own-
ers by ensuring that our entrepreneurs 
have access to venture capital and 
credit markets so they can continue to 
drive America’s economic growth and 
job creation. Since small businesses 
represent 99 percent of all employers 
and create nearly 75 percent of all net 
new jobs, Congress must do everything 
within its power to help them grow and 
thrive. 

Under the Access to Capital for En-
trepreneurs Act of 2006, angel investors 
would be eligible for a 25 percent tax 
credit to offset up to $500,000 of invest-
ments per year. Because the legislation 
limits the investment per small busi-
ness to $250,000, which is the amount a 
typical entrepreneur requires to begin 
operations, an investor would have to 
invest in at least two companies to re-
ceive the full $500,000 tax credit. To 
qualify for the tax incentive, the angel 
investor must have an income of 
$200,000 over a two-year period, or net 
worth of $1 million. It’s patterned after 
successful tax credits that have been 
enacted in 21 states, including Maine. 

Recent research shows that venture 
capitalists are now targeting their in-
vestments for larger businesses or for 
later in a business’s development, leav-
ing precious little seed money for new 
ventures. Today, venture capitalists in-
vest an average of $7 million per deal, 
an amount that far exceeds the needs 
of a nascent small business. Moreover, 
in 2005, of the $21.7 billion invested by 
venture capitalists, just 3.3 percent was 
allocated to start-up small businesses. 

There were 227,000 angel investors 
who were active in 2005. Yet there are 
hundreds of thousands more waiting to 
be created. IRS statistics show that 
the ratio of potential to active angel 
investors is between 7 to 1 and 10 to 1. 
There is an enormous untapped market 
of future investors who we can call to 

help finance emerging small businesses 
in virtually every sector of the econ-
omy. 

Our bill would remedy this situation 
by encouraging more angel investors to 
fund more of our Nation’s smallest 
businesses. These businesses are crit-
ical to the economy, as they generate 
60 percent to 80 percent of net new jobs 
and contribute more than 50 percent of 
non-farm private-sector output. 

In addition, if the provisions of the 
ACE Act are signed into law, many 
small businesses that would otherwise 
fail for lack of adequate resources 
could grow and expand, creating more 
jobs for Americans, and further bol-
stering our Nation’s economy. With no 
incentive, angel investments helped 
create 198,000 jobs in the United States 
during 2005. Imagine how many more 
jobs we could create if we enact the tax 
credit we are proposing today. 

I am committed to supporting our 
Nation’s small business community by 
increasing its access to capital. The en-
trepreneurial spirit of our 25 million 
small businesses dates back to our Na-
tion’s founding. From family farms to 
software development, small businesses 
are the heart of our economy and the 
linchpin for the innovation that moves 
our country forward. Americans who 
assume the risks and responsibilities 
inherent in owning and operating a 
business deserve our praise, admiration 
and unwavering support. 

I ask unanimous consent that the 
text of the bill be printed in the 
RECORD. 

There being no objection, the text of 
the bill was ordered to be printed in 
the RECORD, as follows: 

S. 3950 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Access to 
Capital for Entrepreneurs Act of 2006’’. 
SEC. 2. EQUITY INVESTMENT IN SMALL BUSINESS 

TAX CREDIT. 
(a) IN GENERAL.—Subpart D of part IV of 

subchapter A of chapter 1 of the Internal 
Revenue Code of 1986 (relating to business re-
lated credits) is amended by adding at the 
end the following new section: 
‘‘SEC. 45N. EQUITY INVESTMENT IN SMALL BUSI-

NESS TAX CREDIT. 
‘‘(a) GENERAL RULE.—For purposes of sec-

tion 38, in the case of a qualified investor, 
the equity investment in small business tax 
credit determined under this section for the 
taxable year is an amount equal to 25 per-
cent of the amount of each qualified equity 
investment made by the qualified investor 
during the taxable year. 

‘‘(b) CREDIT AMOUNT.—For purposes of de-
termining the small business tax credit 
under subsection (a)— 

‘‘(1) LIMITATION PER QUALIFIED INVESTOR.— 
The amount of qualified equity investments 
made by the qualified investor during the 
taxable year shall not exceed $500,000. 

‘‘(2) LIMITATION PER QUALIFIED SMALL BUSI-
NESS.—The amount of qualified equity in-
vestments made by the qualified investor in 
a qualified small business during the taxable 
year shall not exceed $250,000. 

‘‘(c) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) QUALIFIED INVESTOR.—The term ‘quali-
fied investor’ means— 

‘‘(A) an individual who qualifies as an ac-
credited investor under rules and regulations 
prescribed by the Commissioner of the Secu-
rities and Exchange Commission, or 

‘‘(B) a partnership with respect to which 
all of the partners are individuals who qual-
ify as accredited investors under rules and 
regulations prescribed by the Commissioner 
of the Securities and Exchange Commission. 

‘‘(2) QUALIFIED EQUITY INVESTMENT.—The 
term ‘qualified equity investment’ means 
the transfer of cash or cash equivalents in 
exchange for stock or capital interest in a 
qualified small business. 

‘‘(3) QUALIFIED SMALL BUSINESS.—The term 
‘qualified small business’ means a private 
small business concern (within the meaning 
of section 3 of the Small Business Act)— 

‘‘(A) that meets the applicable size stand-
ard (as in effect on January 1, 2005) estab-
lished by the Administrator of the Small 
Business Administration pursuant to sub-
section (a)(2) of such section, and 

‘‘(B) has its principal place of business in 
the United States. 
For purposes of this section, all members of 
the same controlled group of corporations 
(within the meaning of section 267(f)) and all 
persons under common control (within the 
meaning of section 52(b)) shall be treated as 
1 qualified small business. 

‘‘(d) ACTIVE BUSINESS REQUIREMENT.— 
‘‘(1) IN GENERAL.—Holding stock in a quali-

fied small business shall not be treated as a 
qualified equity investment unless, during 
substantially all of the qualified investor’s 
holding period for such stock, such qualified 
small business meets the active business re-
quirements of paragraph (2). 

‘‘(2) REQUIREMENTS.— 
‘‘(A) IN GENERAL.—For purposes of para-

graph (1), the requirements of this paragraph 
are met by a qualified small business for any 
period if during such period at least 80 per-
cent (by value) of the assets of such qualified 
small business are used by such qualified 
small business in the active conduct of 1 or 
more qualified trades or businesses. 

‘‘(B) SPECIAL RULE FOR CERTAIN ACTIVI-
TIES.—For purposes of subparagraph (A), if, 
in connection with any future qualified trade 
or business, a qualified small business is en-
gaged in— 

‘‘(i) start-up activities described in section 
195(c)(1)(A), 

‘‘(ii) activities resulting in the payment or 
incurring of expenditures which may be 
treated as research and experimental ex-
penditures under section 174, or 

‘‘(iii) activities with respect to in-house re-
search expenses described in section 41(b)(4), 
assets used in such activities shall be treated 
as used in the active conduct of a qualified 
trade or business. Any determination under 
this subparagraph shall be made without re-
gard to whether a qualified small business 
has any gross income from such activities at 
the time of the determination. 

‘‘(C) QUALIFIED TRADE OR BUSINESS.—For 
purposes of this paragraph, the term ‘quali-
fied trade or business’ is as defined in section 
1202(e)(3). 

‘‘(D) STOCK IN OTHER ENTITIES.— 
‘‘(i) LOOK-THRU IN CASE OF SUBSIDIARIES.— 

For purposes of this subsection, stock and 
debt in any subsidiary entity shall be dis-
regarded and the parent qualified small busi-
ness shall be deemed to own its ratable share 
of the subsidiary’s assets, and to conduct its 
ratable share of the subsidiary’s activities. 

‘‘(ii) PORTFOLIO STOCK OR SECURITIES.—A 
qualified small business shall be treated as 
failing to meet the requirements of subpara-
graph (A) for any period during which more 
than 10 percent of the value of its assets (in 
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excess of liabilities) consists of stock or se-
curities in other entities which are not sub-
sidiaries of such qualified small business 
other than assets described in subparagraph 
(E)). 

‘‘(iii) SUBSIDIARY.—For purposes of this 
subparagraph, an entity shall be considered a 
subsidiary if the parent owns more than 50 
percent of the combined voting power of all 
classes of stock entitled to vote, or more 
than 50 percent in value of all outstanding 
stock, of such entity. 

‘‘(E) WORKING CAPITAL.—For purposes of 
subparagraph (A), any assets which— 

‘‘(i) are held as a part of the reasonably re-
quired working capital needs of a qualified 
trade or business of the qualified small busi-
ness, or 

‘‘(ii) are held for investment and are rea-
sonably expected to be used within 2 years to 
finance research and experimentation in a 
qualified trade or business or increases in 
working capital needs of a qualified trade or 
business, 
shall be treated as used in the active conduct 
of a qualified trade or business. For periods 
after the qualified small business has been in 
existence for at least 2 years, in no event 
may more than 50 percent of the assets of 
the qualified small business qualify as used 
in the active conduct of a qualified trade or 
business by reason of this subparagraph. 

‘‘(F) MAXIMUM REAL ESTATE HOLDINGS.—A 
qualified small business shall not be treated 
as meeting the requirements of subparagraph 
(A) for any period during which more than 10 
percent of the total value of its assets con-
sists of real property which is not used in the 
active conduct of a qualified trade or busi-
ness. For purposes of the preceding sentence, 
the ownership of, dealing in, or renting of 
real property shall not be treated as the ac-
tive conduct of a qualified trade or business. 

‘‘(G) COMPUTER SOFTWARE ROYALTIES.—For 
purposes of subparagraph (A), rights to com-
puter software which produces active busi-
ness computer software royalties (within the 
meaning of section 543(d)(1)) shall be treated 
as an asset used in the active conduct of a 
trade or business. 

‘‘(e) CERTAIN PURCHASES BY QUALIFIED IN-
VESTOR OF ITS OWN STOCK.— 

‘‘(1) REDEMPTIONS FROM QUALIFIED INVES-
TOR OR RELATED PERSON.—Stock acquired by 
the qualified investor shall not be treated as 
a qualified equity investment if, at any time 
during the 4-year period beginning on the 
date 2 years before the issuance of such 
stock, the qualified small business issuing 
such stock purchased (directly or indirectly) 
any of its stock from the qualified investor 
or from a person related (within the meaning 
of section 267(b) or 707(b)) to the qualified in-
vestor. 

‘‘(2) SIGNIFICANT REDEMPTIONS.—Stock 
issued by a qualified small business to a 
qualified investor shall not be treated as a 
qualified equity investment if, during the 2- 
year period beginning on the date 1 year be-
fore the issuance of such stock, such quali-
fied small business made 1 or more purchases 
of its stock with an aggregate value (as of 
the time of the respective purchases) exceed-
ing 5 percent of the aggregate value of all of 
its stock as of the beginning of such 2-year 
period. 

‘‘(3) TREATMENT OF CERTAIN TRANS-
ACTIONS.—If any transaction is treated under 
section 304(a) as a distribution in redemption 
of the stock of any qualified small business, 
for purposes of subparagraphs (A) and (B), 
such qualified small business shall be treated 
as purchasing an amount of its stock equal 
to the amount treated as such a distribution 
under section 304(a). 

‘‘(f) SPECIAL RULE FOR RELATED PARTIES.— 
‘‘(1) IN GENERAL.—No credit shall be al-

lowed under subsection (a) with respect to a 

qualified equity investment made by a quali-
fied investor in a qualified small business 
that is a related party to the qualified inves-
tor. 

‘‘(2) RELATED PARTY.—For purposes of 
paragraph (1), a person is a related party 
with respect to another person if such person 
bears a relationship to such other person de-
scribed in section 267(b) or 707(b), or if such 
persons are engaged in trades or businesses 
under common control (within the meaning 
of subsections (a) and (b) of section 52). 

‘‘(g) RECAPTURE OF CREDIT IN CERTAIN 
CASES.— 

‘‘(1) IN GENERAL.—If, at any time during 
the 3-year period beginning on the date that 
the qualified equity investment is made by 
the qualified investor, there is a recapture 
event with respect to such investment, then 
the tax imposed by this chapter for the tax-
able year in which such event occurs shall be 
increased by the credit recapture amount. 

‘‘(2) CREDIT RECAPTURE AMOUNT.—For pur-
poses of paragraph (1), the credit recapture 
amount is an amount equal to the sum of— 

‘‘(A) the aggregate decrease in the credits 
allowed to the taxpayer under section 38 for 
all prior taxable years which would have re-
sulted if no credit had been determined 
under this section with respect to such in-
vestment, plus 

‘‘(B) interest at the underpayment rate es-
tablished under section 6621 on the amount 
determined under subparagraph (A) for each 
prior taxable year for the period beginning 
on the due date for filing the return for the 
prior taxable year involved. 
No deduction shall be allowed under this 
chapter for interest described in subpara-
graph (B). 

‘‘(3) RECAPTURE EVENT.—For purposes of 
paragraph (1), there is a recapture event with 
respect to a qualified equity investment if 
such investment is sold, transferred, or ex-
changed by the qualified investor, but only 
to the extent that such sale, transfer, or ex-
change is not the direct result of a complete 
or partial liquidation of the qualified small 
business in which such qualified equity in-
vestment is made. 

‘‘(4) SPECIAL RULES.— 
‘‘(A) TAX BENEFIT RULE.—The tax for the 

taxable year shall be increased under para-
graph (1) only with respect to credits allowed 
by reason of this section which were used to 
reduce tax liability. In the case of credits 
not so used to reduce tax liability, the 
carryforwards and carrybacks under section 
39 shall be appropriately adjusted. 

‘‘(B) NO CREDITS AGAINST TAX.—Any in-
crease in tax under this subsection shall not 
be treated as a tax imposed by this chapter 
for purposes of determining the amount of 
any credit under this chapter or for purposes 
of section 55. 

‘‘(h) BASIS REDUCTION.—The basis of any 
qualified equity investment shall be reduced 
by the amount of any credit determined 
under this section with respect to such in-
vestment. 

‘‘(i) REGULATIONS.— 
‘‘(1) IN GENERAL.—The Secretary shall pre-

scribe such regulations as necessary to carry 
out the provisions of this section. 

‘‘(2) CERTIFICATION OF QUALIFIED EQUITY IN-
VESTMENT.—Such regulations shall require 
that a qualified investor— 

‘‘(A) certify that the small business in 
which the equity investment is made meets 
the requirements described in subsection 
(c)(3), and 

‘‘(B) include the name, address, and tax-
payer identification number of such small 
business on the return claiming the credit 
under subsection (a). 

‘‘(j) TERMINATION.—This section shall not 
apply to qualified equity investments made 

in taxable years beginning after December 
31, 2011.’’. 

(b) CREDIT MADE PART OF GENERAL BUSI-
NESS CREDIT.—Subsection (b) of section 38 of 
the Internal Revenue Code of 1986 is amended 
by striking ‘‘and’’ at the end of paragraph 
(29), by striking the period at the end of 
paragraph (30) and inserting ‘‘, and’’, and by 
adding at the end the following new para-
graph: 

‘‘(31) in the case of a taxpayer, the equity 
investment in small business tax credit de-
termined under section 45N(a).’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for subpart D of part IV of sub-
chapter A of chapter 1 of the Internal Rev-
enue Code of 1986 is amended by adding at 
the end the following new item: 
‘‘Sec. 45N. Equity investment in small busi-

ness tax credit.’’. 
(d) EFFECTIVE DATE.—The amendments 

made by this section shall apply to qualified 
equity investments made after December 31, 
2006, in taxable years beginning after such 
date. 

By Mr. BINGAMAN (for himself 
and Mr. SMITH): 

S. 3952. A bill to amend the Internal 
Revenue Code of 1986 to allow employ-
ees not covered by qualified retirement 
plans to save for retirement through 
automatic payroll deposit IRAs, to fa-
cilitate similar savings by the self-em-
ployed, and for other purposes; to the 
Committee on Finance. 

Mr. BINGAMAN. Mr. President, I rise 
today with my colleagues, Senator 
SMITH and Senator KERRY, to introduce 
this important legislation that will en-
sure that more working Americans 
have a retirement account. This legis-
lation is the result of the collaborative 
work done by David John of the Herit-
age Foundation and Mark Iwry of the 
Retirement Security Project to provide 
a simple, cost-effective way to increase 
retirement security for our Nation’s 
workers who currently do not have a 
retirement plan. The Automatic IRA 
Act of 2006 will require employers who 
do not currently sponsor a retirement 
plan to offer their workers the oppor-
tunity to have part of their paycheck 
to be sent directly to an IRA. This will 
not only help millions of Americans 
begin saving for their retirement but 
will also provide subtle encouragement 
to employers to sponsor a qualified re-
tirement account such as a SIMPLE or 
a 401(k). 

In 2004, it was estimated that as 
many as 71 million Americans work for 
an employer who does not offer them 
any kind of retirement plan—almost 
half of all of our country’s workers. 
Without an employer-sponsored retire-
ment plan, many of these workers will 
not be saving adequately for their re-
tirement. The first steps to addressing 
this growing inequity are to ensure 
that all workers have easy access to a 
retirement account and the ability to 
have part of their wages go directly 
from their paycheck into this account. 
Both of these features have been prov-
en to encourage retirement savings and 
are imperative if we are going to ad-
dress our national retirement savings 
rate. 

Under this legislation, all employers 
with more than 10 employees who do 
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not sponsor a qualified retirement or 
pension plan must offer its employees 
the ability to have wages remitted di-
rectly to an automatic IRA through 
payroll deduction. These employers 
will not be required to make any con-
tributions to these accounts and will 
receive a tax credit to offset the ad-
ministrative costs of remitting part of 
the employee’s wages to the IRA. It is 
entirely up to the employer as to what 
IRA options the employees would have. 
For instance, the employer could de-
cide to remit the funds to the IRA of 
the employee’s choice or the employer 
could decide to remit the money to the 
financial institution of his or her 
choice. The employer will also have a 
new option—the ability to remit the 
money to a new, simplified type of 
IRA, the automatic IRA. A board, simi-
lar to the Federal Government’s exist-
ing Thrift Savings Plan Board, would 
create standards for these new ac-
counts that must be followed by par-
ticipating financial service companies. 
This board will also be responsible for 
educating the public about the impor-
tance of having a qualified retirement 
account as part of their duties. 

Mr. President, it is going to take a 
bipartisan approach to address our Na-
tion’s retirement savings problems. I 
again want to applaud the efforts made 
by Mr. John of the Heritage Founda-
tion and Mr. Iwry from the Retirement 
Security Project in advancing this pro-
posal. It is now up to all of us in this 
Chamber to follow their example and 
pass this legislation. 

I ask unanimous consent that the 
material be printed in the RECORD. 

There being no objection, the mate-
rial was ordered to be printed in the 
RECORD, as follows: 

THE RETIREMENT SECURITY PROJECT 
PURSUING UNIVERSAL RETIREMENT SECURITY 

THROUGH AUTOMATIC IRAS 
(Testimony before the Subcommittee on 

Long-Term Growth and Debt Reduction, 
Committee on Finance, United States Sen-
ate, June 29, 2006) 
Chairman Smith, Ranking Member Kerry, 

and Senator Grassley, we appreciate the op-
portunity to testify before you. We are sub-
mitting our testimony as a single joint 
statement because we believe strongly in the 
need for a common strategy to expand retire-
ment savings, and in the importance of ap-
proaching these issues in a manner that 
transcends ideological and partisan dif-
ferences. 

At the request of Committee staff, this 
written statement focuses on our proposal to 
expand retirement savings for small business 
workers—the automatic IRA. We are pleased 
by the positive reaction the proposal has re-
ceived and are grateful to our colleagues, in-
cluding those in government and in various 
stakeholder organizations, who have contrib-
uted to these ideas. 

With the looming retirement security cri-
sis facing our country, policy-makers from 
both parties are focused on ways to strength-
en pensions and increase savings. Our pro-
posal for automatic IRAs would provide a 
relatively simple, cost-effective way to in-
crease retirement security for the estimated 
71 million workers whose employers (usually 
smaller businesses) do not sponsor plans. It 
would enable these employees to save for re-

tirement by allowing them to have their em-
ployers regularly transfer amounts from 
their paycheck to an IRA. 

We are by no means suggesting that the 
automatic IRA proposal is the only step that 
should be taken to expand retirement sav-
ings for small business workers. In fact, we 
have long believed in the primacy of em-
ployer-sponsored retirement plans as vehi-
cles for pension coverage. Additionally, we 
continue to advocate strongly for the expan-
sion of pension coverage through automatic 
features in 401(k) and similar retirement sav-
ings plans. 

The automatic 401(k) approach makes in-
telligent use of defaults—the outcomes that 
occur when individuals are unable or unwill-
ing to make an affirmative choice or other-
wise fail to act—to enlist the power of iner-
tia to promote saving. Automating enroll-
ment, escalation of contributions, invest-
ment, and rollovers expands coverage in sev-
eral ways. Enrolling employees in a plan un-
less they opt out increases significantly the 
number of eligible employees who partici-
pate in the plan. Escalating the amount of 
the default contribution tends to increase 
the amount people save over time. Providing 
for a default investment (which participants 
can reject in favor of other alternatives) re-
flecting consensus investment principles 
such as diversification and asset allocation 
tends to raise the expected investment re-
turn on contributions. Finally, making re-
tention or rollover of benefits rather than 
consumption the default when an employee 
leaves a job furthers the long-term preserva-
tion of retirement savings for their intended 
purposes. By helping improve performance 
under the nondiscrimination standards and 
generally making plans more effective in 
providing retirement benefits, the automatic 
401(k) can also encourage more employers to 
sponsor or continue sponsoring plans. 

The automatic IRA builds on the success of 
the automatic 401(k). Moreover, as explained 
below, we would intend and expect the intro-
duction of automatic IRAs to expand the 
number of employers that choose to sponsor 
401(k) or SIMPLE plans instead of offering 
only automatic IRAs. But for millions of 
workers who continue to have no employer 
plan, the automatic IRA would provide a val-
uable retirement savings opportunity. 

The automatic IRA proposal is set out in 
the remainder of this written statement. 

EXECUTIVE SUMMARY OF PROPOSAL 
This testimony proposes an ambitious but 

practical set of initiatives to expand dra-
matically retirement savings in the United 
States—especially to those not currently of-
fered an employer-provided retirement plan. 
The essential strategy here, as in the case of 
the automatic 401(k) described above, is to 
make saving more automatic—and hence 
easier, more convenient, and more likely to 
occur. As noted, making saving easier by 
making it automatic has been shown to be 
remarkably effective at boosting participa-
tion in 401(k) plans, but roughly half of U.S. 
workers are not offered a 401(k) or any other 
type of employer-sponsored plan. Among the 
153 million working Americans in 2004, over 
71 million worked for an employer that did 
not sponsor a retirement plan of any kind, 
and another 17 million did not participate in 
their employer’s plan. This testimony ex-
plores a new and, we believe, promising ap-
proach to expanding the benefits of auto-
matic saving to a wider array of the popu-
lation: the ‘‘automatic IRA.’’ 

The automatic IRA would feature direct 
payroll deposits to a low-cost, diversified in-
dividual retirement account. Most American 
employees not covered by an employer-spon-
sored retirement plan would be offered the 
opportunity to save through the powerful 

mechanism of regular payroll deposits that 
continue automatically (an opportunity now 
limited mostly to 401(k)-eligible workers). 

Employers above a certain size (e.g., 10 em-
ployees) that have been in business for at 
least two years but that still do not sponsor 
any plan for their employees would be called 
upon to offer employees this payroll-deduc-
tion saving option. These employers would 
receive a temporary tax credit for simply 
serving as a conduit for saving, by making 
regular payroll deposit available to their em-
ployees. Employers would receive a small ad-
ditional tax credit for each employee who 
participates. Other employers that do not 
sponsor a plan also would receive the tax 
credit if they offered payroll deduction sav-
ing. 

Firms would be provided a standard notice 
to inform employees of the automatic IRA 
(payroll-deduction saving) option, and a 
standard form to elicit from each employee a 
decision either to participate or to opt out. 
For most employees, the payroll deductions 
would be made by direct deposit similar to 
the very common direct deposit of paychecks 
to employees’ accounts at their financial in-
stitutions. 

To maximize participation, employers 
would be provided a standard enrollment 
module reflecting current best practices in 
enrollment procedures. The use of automatic 
enrollment (whereby employees automati-
cally participate at a statutorily specified 
rate of contribution unless they opt out) 
would be encouraged in two ways. First, the 
standard materials provided to employers 
would be framed so as to present auto enroll-
ment as the presumptive enrollment method, 
although employer would be able to opt for 
the alternative of obtaining responses from 
all employees. Second, employers using auto 
enrollment to promote participation would 
not need to obtain responses from unrespon-
sive employees. As discussed earlier, evi-
dence from the 401(k) universe strongly sug-
gests that high levels of participation tend 
to result not only from auto enrollment but 
also from the practice of eliciting from each 
eligible individual an explicit decision to 
participate or to opt out. 

Employers making direct deposit or pay-
roll deduction available would be protected 
from potential fiduciary liability and from 
having to choose or arrange default invest-
ments. Instead, diversified default invest-
ments and a handful of standard, low-cost in-
vestment alternatives would be specified by 
statute and regulation. Payroll deduction 
contributions would be transferred, at the 
employer’s option, to a central repository, 
which would remit them to IRAs designated 
by employees or, absent employee designa-
tion, to a default collective retirement ac-
count. 

Investment management as well as record 
keeping and other administrative functions 
would be contracted to private sector finan-
cial institutions to the fullest extent prac-
ticable. Costs would be minimized through a 
no-frills design relying on index funds, 
economies of scale, and maximum use of 
electronic technologies, and modeled to 
some degree on the Thrift Savings Plan for 
federal government employees. Once ac-
counts reached a predetermined balance 
(e.g., $15,000) sufficient to make them suffi-
ciently profitable to attract the interest of 
the full range of IRA providers, account own-
ers would have the option to transfer them 
to IRAs of their choosing. 

This approach involves no employer con-
tributions, no employer compliance with 
qualified plan or ERISA requirements, and, 
as noted, no employer liability or responsi-
bility for selecting investments, for selecting 
an IRA provider, or for opening IRAs for em-
ployees. It also steers clear of any adverse 
impact on employer-sponsored plans or on 
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the incentives designed to encourage firms 
to adopt new plans. In fact, the indirect in-
tended effect of the proposal would be to 
draw small employers into the private pen-
sion system. 

Our proposed approach would seek to cap-
italize on the rapid trend toward automated 
or electronic fund transfers. With the spread 
of new, low-cost technologies, employers are 
increasingly using automated or electronic 
systems to manage payroll, including with-
holding and federal tax deposits, and for 
other transfers of funds. Many employers use 
an outside payroll service provider, an on- 
line payroll service, or software to perform 
these functions, including direct deposit of 
paychecks to accounts designated by em-
ployees. 

For firms already offering direct deposit, 
including many that use outside payroll pro-
viders, direct deposit to an IRA would entail 
no additional cost, insofar as these systems 
have unused fields that could be used for the 
additional direct deposit destination. Other 
small businesses still write paychecks by 
hand, complete the federal tax deposit forms 
and Forms W–2 by hand, and deliver them to 
employees and to the local depositary insti-
tution. Our proposal would not require these 
employers to make the transition to auto-
matic payroll processing or use of on-line 
systems (although it might have the effect of 
encouraging such transitions). 

At the same time, we would not be inclined 
to deny payroll deduction savings to all em-
ployees of employers that do not yet use 
automatic payroll processing (and we would 
not want to give small employers an incen-
tive to drop automatic payroll processing). 
These employees would benefit from the 
ability to save through regular payroll de-
posits at the workplace whether the deposits 
are made electronically or by hand. Employ-
ees would still have the advantages of a 
method of saving that, once begun, continues 
automatically, that is more likely to begin 
because of workplace enrollment arrange-
ments and peer group reinforcement, and 
that often will not reduce take-home pay. To 
that end, we outline below a strategy to ad-
dress these situations efficiently and with 
minimal cost. 

For the self-employed and others who have 
no employer, regular contributions to IRAs 
would be facilitated in three principal ways: 
(1) extending the payroll deposit option to 
many independent contractors who work for 
employers (other than the very smallest 
businesses); (2) enabling taxpayers to direct 
the IRS to make direct deposit of a portion 
of their income tax refunds; and (3) expand-
ing access to automatic debit arrangements, 
including on-line and traditional means of 
access through professional and trade asso-
ciations that could help arrange for auto-
matic debit and direct deposit to IRAs. Auto-
matic debit essentially replicates the power 
of payroll deduction insofar as it continues 
automatically once the individual has cho-
sen to initiate it. 

In addition, a powerful financial incentive 
to contribute might be provided by means of 
matching deposits to the IRAs. Private fi-
nancial institutions that maintain the ac-
counts could deliver matching contributions 
and be reimbursed through tax credits. 

THE BASIC PROBLEM AND PROPOSED SOLUTION 
In general, the households that tend to be 

in the best financial position to confront re-
tirement are the 42 percent of the workforce 
that participate in an employer-sponsored 
retirement plan. For reasons we have dis-
cussed earlier, traditionally, the takeup rate 
for IRAs (those who contribute as a percent-
age of those who are eligible) is less than 1 
in 10, but the takeup rate for employer-spon-
sored 401(k) plans tends to be on the order of 
7 in 10. 

Moreover, as discussed, an increasing share 
of 401(k) plans are including automatic fea-
tures that make saving easier and bolster 
participation. When firms are not willing to 
sponsor 401(k)-type plans, the automatic IRA 
proposed here would apply many of the les-
sons learned from 401(k) plans so that more 
workers could enjoy automated saving to 
build assets—but without imposing any sig-
nificant burden on employers. Employers 
that do not sponsor plans for their employ-
ees could facilitate saving by employees— 
without sponsoring a plan, without making 
employer matching contributions, and with-
out complying with plan qualification or fi-
duciary standards. Employers can help em-
ployees save simply by offering to remit a 
portion of their pay to an IRA, preferably by 
direct deposit, at little or no cost to the em-
ployer. 

Such direct deposit savings using IRAs 
would not and should not replace retirement 
plans, such as pension, profit sharing, 401(k), 
or SIMPLE–IRA plans. Indeed, the auto-
matic IRA would be carefully designed so as 
to avoid any adverse effect on employer 
sponsorship of ‘‘real’’ plans, which must ad-
here to standards requiring reasonably broad 
or proportionate coverage of moderate and 
lower-income workers and various safe-
guards for employees, and which often in-
volve employer contributions. Instead, pay-
roll-deduction direct deposit savings, as en-
visioned here, would promote wealth accu-
mulation for retirement by filling in the cov-
erage gaps around employer-sponsored re-
tirement plans. Moreover, as described 
below, the arrangements we propose are de-
signed to set the stage for small employers 
to ‘‘graduate’’ from offering payroll deduc-
tion to sponsoring an actual retirement plan. 

EMPLOYEE ACCESS TO PAYROLL DEPOSIT SAVING 

The automatic IRA is a means of facili-
tating direct deposits to a retirement ac-
count, giving employees access to the power 
of direct deposit saving. In much the same 
way that millions of employees have their 
pay directly deposited to their account at a 
bank or other financial institution, and mil-
lions more elect to contribute to 401(k) plans 
by payroll deduction, employees would have 
the choice to instruct the employer to send 
an amount they select directly from their 
paychecks to an IRA. Employers generally 
would be required to offer their employees 
the opportunity to save through such direct 
deposit or payroll-deduction IRAs. 

Direct deposit to IRAs is not new. In 1997, 
Congress encouraged employers not ready or 
willing to sponsor a retirement plan to at 
least offer their employees the opportunity 
to contribute to IRAs through payroll deduc-
tion. Both the IRS and the Department of 
Labor have issued administrative guidance 
to publicize the payroll deduction or direct 
deposit IRA option for employers and to ‘‘fa-
cilitate the establishment of payroll deduc-
tion IRAs.’’ This guidance has made clear 
that employers can offer direct deposit IRAs 
without the arrangement being treated as 
employer sponsorship of a retirement plan 
that is subject to ERISA or qualified plan re-
quirements. However, it appears that few 
employers actually have direct deposit or 
payroll-deduction IRAs—at least in a way 
that actively encourages employees to take 
advantage of the arrangement. After some 
years of encouragement by the government, 
direct deposit IRAs have simply not caught 
on widely among employers and, con-
sequently, offer little opportunity for em-
ployees to save. 

With this experience in mind, we propose a 
new strategy designed to induce employers 
to offer, and employees to take up, direct de-
posit or payroll deposit saving. 

Tax credit for employers that serve as conduit 
for employee contributions 

Under our proposal, firms that do not pro-
vide employees a qualified retirement plan, 
such as a pension, profit-sharing, or 401(k) 
plan, would be given an incentive (a tem-
porary tax credit) to offer those employees 
the opportunity to make their own payroll 
deduction contributions to IRAs using the 
employers’ payroll systems as a conduit. The 
tax credit would be available to a firm for 
the first two years in which it offered payroll 
deposit saving to an IRA, in order to help the 
firm adjust to any modest administrative 
costs associated with the ‘‘automatic IRA.’’ 
This automatic IRA credit would be designed 
to avoid competing with the tax credit avail-
able under current law to small businesses 
that adopt a new employer-sponsored retire-
ment plan. 

SMALL BUSINESS NEW PLAN STARTUP CREDIT 
Under current law, an employer with 100 or 

fewer employees that starts a new retire-
ment plan for the first time can generally 
claim a tax credit for a portion of its startup 
costs. The credit equals 50 percent of the 
cost of establishing and administering the 
plan (including educating employees about 
the plan) up to $500 per year. The employer 
can claim the credit of up to $500 for each of 
the first three years of the plan. 

Accordingly, the automatic IRA tax credit 
could be set, for example, at $50 plus $10 per 
employee enrolled. It would be capped at, 
say, $250 or $300 in the aggregate—low 
enough to make the credit meaningful only 
for very small businesses, and lower than the 
$500 three-year credit available under cur-
rent law for establishing a new employer 
plan. Employers would be precluded from 
claiming both the new plan startup credit 
and the proposed automatic IRA credit; oth-
erwise, somewhat larger employers might 
have a financial incentive to limit a new 
plan to fewer than all of their employees in 
order to earn an additional credit for pro-
viding payroll deposit saving to other em-
ployees. As in the case of the current new 
plan startup credit, employers also would be 
ineligible for the credit if they had sponsored 
a retirement plan during the preceding three 
years for substantially the same group of 
employees covered by the automatic IRA. 

Example: Joe employs four people in his 
auto body shop, and currently does not spon-
sor a retirement plan for his employees. If 
Joe chooses to adopt a 401(k) or SIMPLE– 
IRA plan, he and each of his employees gen-
erally can contribute up to $15,000 (401(k)) or 
$10,000 (SIMPLE) a year, and the business 
might be required to make employer con-
tributions. Under this scenario, Joe can 
claim the startup tax credit for 50 percent of 
his costs over three years up to $500 per year. 

Alternatively, if Joe decides only to offer 
his employees payroll deposit to an IRA, the 
business will not make employer contribu-
tions, and Joe can claim a tax credit for each 
of the next two years of $50 plus $10 for each 
employee who signs up to contribute out of 
his own salary. 

Employers with more than 10 employees 
that have been in business for at least two 
years and that still do not sponsor any plan 
for their employees would be called upon to 
offer employees this opportunity to save a 
portion of their own wages using payroll de-
posit. If the employer sponsored a plan de-
signed to cover only a subset of its employ-
ees (such as a particular subsidiary, division 
or other business unit), it would have to 
offer the payroll deposit facility to the rest 
of its workforce (i.e., employees not in that 
business unit) other than employees ex-
cluded from consideration under the quali-
fied plan coverage standards (union-rep-
resented employees or nonresident aliens) 
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and those in the permissible qualified plan 
eligibility waiting period. The arrangement 
would be structured so as to avoid, to the 
fullest extent possible, employer costs or re-
sponsibilities. The tax credit would be avail-
able both to those firms that are required to 
offer payroll deposit to all of their employ-
ees and to the small or new firms that are 
not required to offer the automatic IRA, but 
do so voluntarily. The intent would be to en-
courage, without requiring, the smallest em-
ployers to participate. 
Acting as conduit entails little or no cost to em-

ployers 
For many if not most employers, offering 

direct deposit or payroll deduction IRAs 
would involve little or no cost. Unlike a 
401(k) or other employer-sponsored retire-
ment plan, the employer would not be main-
taining a plan. First, there would be no em-
ployer contributions: employer contributions 
to direct deposit IRAs would not be required 
or permitted. Employers willing to make re-
tirement contributions for their employees 
would continue to do so in accordance with 
the safeguards and standards governing em-
ployer-sponsored retirement plans, such as 
SIMPLE–IRAs, 401(k)s, and traditional pen-
sions. (The SIMPLE–IRA is essentially a 
payroll deposit IRA with an employee con-
tribution limit that is in between the IRA 
and 401(k) limits and with employer con-
tributions, but without the annual reports, 
plan documents, and most of the other ad-
ministrative requirements applicable to 
other employer plans.) 

Employer-sponsored retirement plans are 
the saving vehicles of choice and should be 
encouraged; the direct deposit IRA is a fall-
back designed to apply to employees who are 
not fortunate enough to be covered under an 
actual employer retirement plan. (As dis-
cussed below, it is also intended to encour-
age more employers to make the decision 
sooner or later to ‘‘graduate’’ to sponsorship 
of an employer plan.) 

Direct deposit or payroll deduction IRAs 
also would minimize employer responsibil-
ities. Firms would not be required to: comply 
with plan qualification or ERISA rules; es-
tablish or maintain a trust to hold assets 
(since IRAs would receive the contributions); 
determine whether employees are actually 
eligible to contribute to an IRA; select in-
vestments for employee contributions; select 
among IRA providers, or set up IRAs for em-
ployees. 

Employers would be required simply to let 
employees elect to make a payroll-deduction 
deposit to an IRA (in the manner described 
below, with a standard notice informing em-
ployees of the automatic IRA (payroll-de-
posit saving) option, and a standard form 
eliciting the employee’s decision to partici-
pate or to opt out. Employer then would im-
plement deposits elected by employees. Em-
ployers would not be required to remit the 
direct deposits to the IRA provider(s) any 
faster than the timing of the federal payroll 
deposits they are required to make. (Those 
deposits generally are required to be made 
on a standard schedule, either monthly or 
twice a week.) Nor would employers be re-
quired to remit direct deposits to a variety 
of different IRAs specified by their employ-
ees (as explained below). 

A requirement to offer payroll-deduction 
to an IRA would by no means be onerous. It 
would dovetail neatly with what employers 
already do. Employers of course are already 
required to withhold federal income tax and 
payroll tax from employees’ pay and remit 
those amounts to the federal tax deposit sys-
tem. While this withholding does not require 
the employer to administer an employee 
election of the sort associated with direct de-
posit to an IRA, the tax withholding 

amounts do vary from employee to employee 
and depend on the way each employee com-
pletes IRS Form W–4 (which employers ordi-
narily obtain from new hires to help the em-
ployer comply with income tax withholding). 
The employee’s payroll deposit IRA election 
might be made on an attachment or adden-
dum to the Form W–4. Because employees’ 
salary reduction contributions to IRAs 
would ordinarily receive tax-favored treat-
ment, the employer would report on Form 
W–2 the reduced amount of the employee’s 
taxable wages together with the amount of 
the employee’s contribution. 
Direct deposit; automated fund transfers 

Our proposed approach would seek to cap-
italize on the rapid trend toward automated 
or electronic fund transfers. With the spread 
of new, low-cost technologies, employers are 
increasingly using automated or electronic 
systems to manage payroll, including with-
holding and federal tax deposits, and for 
other transfers of funds. It is common for 
employers to retain an outside payroll serv-
ice provider to perform these functions, in-
cluding direct deposit of paychecks to ac-
counts designated by employees or contrac-
tors. Other employers use an on-line payroll 
service that offers direct deposit and check 
printing (or that allows employers to write 
checks by hand). Still others do not 
outsource their payroll tax and related func-
tions to a third-party payroll provider but do 
use readily available software or largely 
paperless on-line methods to make their fed-
eral tax deposits and perhaps other fund 
transfers, just as increasing numbers of 
households pay bills and manage other finan-
cial transactions on line. (The IRS encour-
ages employers to use its free Electronic 
Federal Tax Payment System for making 
federal tax deposits.) 

For the many firms that already offer 
their workers direct deposit, including many 
that use outside payroll providers, direct de-
posit to an IRA would entail no additional 
cost, even in the short term, insofar as the 
employer’s system has unused fields that 
could be used for the additional direct de-
posit destination. Other small businesses 
still write their own paychecks by hand, 
complete the federal tax deposit forms and 
Forms W–2 by hand, and deliver them to em-
ployees and to the local bank or other depos-
itary institution. Our proposal would not re-
quire these employers to make the transi-
tion to automatic payroll processing or use 
of on-line systems (although it might have 
the beneficial effect of encouraging such 
transitions). 

At the same time, we would not be inclined 
to deny the benefits of payroll deduction sav-
ings to all employees of employers that do 
not yet use automatic payroll processing 
(and we would not want to give small em-
ployers an incentive to drop automatic pay-
roll processing). These employees would ben-
efit from the ability to save through regular 
payroll deposits at the workplace whether 
the deposits are made electronically or by 
hand. Employees would still have the advan-
tages of tax-favored saving that, once begun, 
continues automatically, that is more likely 
to begin because of workplace enrollment ar-
rangements and peer group reinforcement, 
and need not cause a visible reduction in 
take-home pay if begun promptly when em-
ployees are hired. 

Accordingly, we would suggest a three- 
pronged strategy with respect to employers 
that do not use automatic payroll proc-
essing. 

First, a large proportion of the employers 
that still process their payroll by hand 
would be exempted under the exception for 
very small employers described below. As a 
result, this proposal would focus chiefly on 

those employers that already offer their em-
ployees direct deposit of paychecks but have 
not used the same technology to provide em-
ployees a convenient retirement saving op-
portunity. 

Second, employers would have the ease of 
‘‘piggybacking’’ the payroll deposits to IRAs 
onto the federal tax deposits they currently 
make. The process, including timing and lo-
gistics, for both sets of deposits would be the 
same. Accompanying or appended to the ex-
isting federal tax deposit forms would be a 
similar payroll deposit savings form ena-
bling the employer to send all payroll de-
posit savings to a single destination. The 
small employer who mails or delivers its fed-
eral tax deposit check and form to the local 
bank (or whose accountant or financial pro-
vider assists with this) would add another 
check and form to the same mailing or deliv-
ery. 

Third, as noted, the existing convenient, 
low-cost on-line system for federal tax de-
posits would be expanded to accommodate a 
parallel stream of payroll deduction savings 
payments. 

Since employers making payroll deduction 
savings available to their employees would 
not be required to make contributions or to 
comply with plan qualification or ERISA re-
quirements with respect to these arrange-
ments, the cost to employers would be mini-
mal. They would administer and implement 
employee elections to participate or to opt 
out through their payroll systems. On occa-
sion, employers might need to address mis-
takes or misunderstandings regarding em-
ployee payroll deductions and deposit direc-
tions. The time and attention required of the 
employer could generally be expected to be 
minimized through orderly communications, 
written or electronic, between employees 
and employers, facilitated by the use of 
standard forms that ‘‘piggyback’’ on the ex-
isting IRS forms such as the W–4 used by in-
dividuals to elect levels of income tax with-
holding. 
Exemption for small and new employers 

As discussed, the requirement to offer pay-
roll deposit to IRAs as a substitute for spon-
soring a retirement plan would not apply to 
the smallest firms (those with up to 10 em-
ployees) or to firms that have not been in 
business for at least two years. However, 
even small or new firms that are exempted 
would be encouraged to offer payroll deposit 
through the tax credit described earlier. (In 
addition, a possible approach to implementa-
tion of this program would be to require pay-
roll deposit for the first year or two only by 
non-plan sponsors that are above a slightly 
larger size. This would try out the new sys-
tem and could identify any ‘‘bugs’’ or poten-
tial improvements before broader implemen-
tation.) 

Employees of small employers that are ex-
empted—like other individuals who do not 
work for an employer that is part of the pay-
roll deposit system outlined here—would be 
able to use other mechanisms to facilitate 
saving. These include the ability to con-
tribute by instructing the IRS to make a di-
rect deposit of a portion of an income tax re-
fund, by setting up an automatic debit ar-
rangement for IRA contributions (perhaps 
with the help of a professional or trade asso-
ciation), and by other means discussed 
below. 
Employee Participation 

Like a 401(k) contribution, the amount 
elected by the employee as a salary reduc-
tion contribution generally would be tax-fa-
vored. It either would be a ‘‘pre-tax’’ con-
tribution to a traditional, tax-deductible 
IRA—deducted or excluded from the employ-
ee’s gross income for tax purposes—or a con-
tribution to a Roth IRA, which instead re-
ceives tax-favored treatment upon distribu-
tion. An employee who did not qualify to 
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make a deductible IRA contribution or a 
Roth IRA contribution (for example, because 
of income that exceeds the applicable income 
eligibility thresholds), would be responsible 
for making the appropriate adjustment on 
the employee’s tax return. The statute would 
specify which type of IRA is the default, and 
the firm would have no responsibility for en-
suring that employees satisfied the applica-
ble IRA requirements. 

It is often argued that a Roth IRA is the 
preferred alternative for lowerincome indi-
viduals on the theory that their marginal in-
come tax rates are likely to increase as they 
become more successful economically. The 
argument is often made also that a Roth is 
preferable for many others on the assump-
tion that federal budget deficits will cause 
income tax rates to rise in the future. On ei-
ther of those assumptions, all other things 
being equal, the Roth’s tax advantage for 
payouts would likely be more valuable than 
the traditional IRA’s tax deduction for con-
tributions. In addition, the Roth, by pro-
ducing less taxable income in retirement 
years, could avoid exposing the individual to 
a higher rate of incomerelated tax on social 
security benefits in retirement. 

This point of view, however, may well 
overstate the probability that our tax sys-
tem, including the federal income tax, social 
security taxes, and the tax treatment of the 
Roth IRA, will continue essentially as it is. 
If, instead of increasing marginal tax rates, 
we moved to a consumption or value added 
tax or another system that exempts savings 
or retirement savings from tax—or if a fu-
ture Congress eliminated or limited the Roth 
income tax (and social security benefits tax) 
advantages—the choice of a Roth over a de-
ductible IRA would entail giving up the pro-
verbial bird in the hand for two in the bush. 

Because the automatic IRA proposal would 
encourage but not require individuals to 
save, the associated incentives for saving are 
important. The instant gratification tax-
payers can obtain from a deductible IRA 
might do more to motivate many households 
than the government’s long-term promise of 
an uncertain tax benefit in an uncertain fu-
ture. (In addition, by shifting the loss of tax 
revenues beyond the congressional budget 
‘‘window’’ period, the Roth also presents a 
special challenge to a policy of fiscal respon-
sibility.) Accordingly, we are inclined to 
make the traditional IRA the default but to 
allow individuals to elect payroll deposits to 
a Roth. 

Employees covered 

Employees eligible for payroll deposit sav-
ings might be, for example, employees who 
have worked for the employer on a regular 
basis (including parttime) for a specified pe-
riod of time and whose employment there is 
expected to continue. Employers would not 
be required, however, to offer direct deposit 
savings to employees they already cover 
under a retirement plan, including employ-
ees eligible to contribute (whether or not 
they actually do so) to a 401(k)-type salary- 
reduction arrangement. Accordingly, as dis-
cussed, an employer that limits retirement 
plan coverage to a portion of its workforce 
generally would be required to offer direct 
deposit or other payroll deduction saving to 
the rest of the workforce. 

THE AUTOMATIC IRA 

Obstacles to participation 

Even if employers were required to offer 
direct deposit to IRAs, various impediments 
would prevent many eligible employees from 
taking advantage of the opportunity. To 
save in an IRA, individuals must make a va-
riety of decisions and must overcome inertia. 
At least five key questions are involved in 
the process for employees: 

a) whether to participate at all; 
b) where (with which financial institution) 

to open an IRA (or, if they have an IRA al-
ready, whether to use it or open a new one); 

c) whether the IRA should be a traditional 
or Roth IRA; 

d) how much to contribute to the IRA; and 
e) how to invest the IRA. 
Once these decisions have been made, the 

individual must still take the initiative to 
fill out the requisite paperwork (whether on 
paper or electronically) to participate. Even 
in 401(k) plans, where decisions (b) and, un-
less the plan offers a Roth 401(k) option, (c) 
are not required, millions of employees are 
deterred from participating because of the 
other three decisions or because they simply 
do not get around to enrolling in the plan. 
Overcoming the obstacles to participation: En-

couraging automatic enrollment 
These obstacles can be overcome by mak-

ing participation easier and more automatic, 
in much the same way as is being done in-
creasingly in the 401(k) universe. An em-
ployee eligible to participate in a 401(k) plan 
automatically has a savings vehicle ready to 
receive the employee’s contributions (the 
plan sponsor sets up an account in the plan 
for each participating employee) and bene-
fits from a powerful automatic savings 
mechanism in the form of regular payroll de-
duction. With payroll deduction as the meth-
od of saving, deposits continue to occur 
automatically and regularly—without the 
need for any action by the employee—once 
the employee has elected to participate. And 
finally, to jump-start that initial election to 
participate, an increasing percentage of 
401(k) plan sponsors are using ‘‘automatic 
enrollment.’’ 

Auto enrollment tends to work most effec-
tively when it is followed by gradual esca-
lation of the initial contribution rate. The 
automatic contribution rate can increase ei-
ther on a regular, scheduled basis, such as 4 
percent in the first year, 5 percent in the sec-
ond year, etc., or in coordination with future 
pay raises. But if the default mode is partici-
pation in the plan (as it is under auto enroll-
ment), employees no longer need to over-
come inertia and take the initiative in order 
to save; saving happens automatically, even 
if employees take no action. 

Employers offering payroll deposit saving 
to an IRA should be explicitly permitted to 
arrange for appropriate automatic increases 
in the automatic IRA contribution rate. 
However, an employer facilitating saving in 
an automatic IRA has far less of an incentive 
to use automatic escalation (or to set the 
initial automatic contribution rate as high 
as it thinks employees will accept) than an 
employer sponsoring a 401(k) plan. The 401(k) 
sponsor generally has a financial incentive 
to encourage nonhighly compensated em-
ployees to contribute as much as possible, 
because their average contribution level de-
termines how much highly compensated em-
ployees can contribute under the 401(k) non-
discrimination standards. Because no non-
discrimination standards apply to IRAs, em-
ployers have no comparable incentive to 
maximize participation and contributions to 
IRAs. 

Automatic enrollment, which has typically 
been applied to newly hired employees (as 
opposed to both new hires and employees 
who have been with the employer for some 
years), has produced dramatic increases in 
401(k) participation. This is especially true 
in the case of lower-income and minority 
employees. In view of the basic similarities 
between employee payroll-deduction saving 
in a 401(k) and under a direct deposit IRA ar-
rangement, the law should, at a minimum, 
permit employers to automatically enroll 
employees in direct deposit IRAs. 

The conditions imposed by the Treasury 
Department on 401(k) auto enrollment would 
apply to direct or payroll deposit IRA auto 
enrollment as well: all potentially auto en-
rolled employees must receive advance writ-
ten notice (and annual notice) regarding the 
terms and conditions of the saving oppor-
tunity and the auto enrollment, including 
the procedure for opting out, and all employ-
ees must be able to opt out at any time. 

It is not at all clear, however, whether 
simply allowing employers to use auto en-
rollment with direct deposit IRAs will prove 
to be effective. A key motivation for using 
auto enrollment in 401(k) plans is to improve 
the plan’s score under the 401(k) non-
discrimination test by encouraging more 
moderate- and lower-paid (‘‘nonhighly com-
pensated’’) employees to participate, which 
in turn increases the permissible level of 
tax-preferred contributions for highly com-
pensated employees. This motivation is ab-
sent when the employer is merely providing 
direct deposit IRAs, rather than sponsoring a 
qualified plan such as a 401(k), because no 
nondiscrimination standards apply unless 
there is a plan. 

A second major motivation for using 401(k) 
auto enrollment in many companies is man-
agement’s sense of responsibility or concern 
for employees and their retirement security. 
Many executives involved in managing em-
ployee plans and benefits have opted for auto 
enrollment because they believe far too 
many employees are saving too little and in-
vesting unwisely and need a strong push to 
‘‘do the right thing’’ and take advantage of 
the 401(k) plan. This motivation—by no 
means present in all employers—is especially 
unlikely to be driving an employer that 
merely permits payroll deposit to IRAs with-
out sponsoring a retirement plan. 

Third, employers might have greater con-
cern about potential employee reaction to 
auto enrollment in the absence of an em-
ployer matching contribution. The high re-
turn on employees’ investment delivered by 
the typical 401(k) match helps give con-
fidence to 401(k) sponsors using auto enroll-
ment that they are doing right by their em-
ployees and need not worry unduly about po-
tential complaints from workers who failed 
to read the notice. 

Finally, an employer concern that has 
made some plan sponsors hesitate to use 
auto enrollment with 401(k) plans might 
loom larger in the case of auto enrollment 
with direct deposit IRAs. This is the concern 
about avoiding a possible violation of state 
laws that prohibit deductions from employee 
paychecks without the employee’s advance 
written authorization. Assuming most direct 
deposit IRA arrangements are not employer 
plans governed by ERISA, such state laws, as 
they apply to automatic IRAs, may not be 
preempted by ERISA because they do not 
‘‘relate to any employee benefit plan.’’ For 
reasons such as these, without a meaningful 
change in the law, most employers that are 
unwilling to offer a qualified plan today are 
unlikely to take the initiative to automati-
cally enroll employees in direct deposit 
IRAs. 
Not requiring employers to use automatic enroll-

ment 
One possible response would be to require 

employers to use automatic enrollment in 
conjunction with the direct deposit IRAs 
(while giving the employers a tax credit and 
legal protections). The argument for such a 
requirement would be that it would likely 
increase participation dramatically while 
preserving employee choice (workers could 
always opt out), and that, for the reasons 
summarized above, employers that do not 
provide a qualified plan (or a match) are un-
likely to use auto enrollment voluntarily. 
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The arguments against such a requirement 
include the concern that a workforce that 
presumably has not shown sufficient demand 
for a qualified retirement plan to induce the 
employer to offer one might react unfavor-
ably to being automatically enrolled in di-
rect deposit savings without a matching con-
tribution. (In addition, some small business 
owners who have only a few employees and 
work with all of them on a daily basis might 
take the view that automatic enrollment is 
unnecessary because of the constant flow of 
communication between the owner and each 
employee.) 

It is noteworthy, however, that recent pub-
lic opinion polling shows strong support 
among registered voters for making saving 
easier by making it automatic, with 71 per-
cent of respondents favoring a fully auto-
matic 401(k), including automatic enroll-
ment, automatic investment, and automatic 
contribution increases over time, with the 
opportunity to opt out at any stage. A vast 
majority (85 percent) of voters said that if 
they were automatically enrolled in a 401(k), 
they would not opt out, even when given the 
opportunity to do so. In addition, given the 
choice, 59 percent of respondents preferred a 
workplace IRA with automatic enrollment 
to one without. 
Requiring explicit ‘‘Up or Down’’ employee elec-

tions while encouraging auto enrollment 
An alternative approach that has been 

used in 401(k) plans and might be particu-
larly well suited to payroll deposit savings is 
to require all eligible employees to submit 
an election that explicitly either accepts or 
declines direct deposit to an IRA. Instead of 
treating employees who fail to respond as ei-
ther excluded or included, this ‘‘up or down’’ 
election approach has no default. There is 
evidence suggesting that requiring employ-
ees to elect one way or the other can raise 
401(k) participation nearly as much as auto 
enrollment does. Requiring an explicit elec-
tion picks up many who would otherwise fail 
to participate because they do not complete 
and return the enrollment form due to pro-
crastination, inertia, inability to decide on 
investments or level of contribution, and the 
like. 

Accordingly, a possible strategy for in-
creasing participation in payroll deposit 
IRAs would be to require employers to ob-
tain a written (including electronic) ‘‘up or 
down’’ election from each eligible employee 
either accepting or declining the direct de-
posit to an IRA. Under this strategy, em-
ployers that voluntarily auto enroll their 
employees in the direct deposit IRAs would 
be excused from the requirement that they 
obtain an explicit election from each em-
ployee because all employees who fail to 
elect would be participating. This exemp-
tion—treating an employer’s use of auto en-
rollment as an alternative means of satis-
fying its required-election obligation—would 
add an incentive for employers to use auto 
enrollment without requiring them to use it. 
Any firms that prefer not to use auto enroll-
ment would simply obtain a completed elec-
tion from each employee, either electroni-
cally or on a paper form. And either way— 
whether the employer chose to use auto en-
rollment or the required-election approach— 
participation would likely increase signifi-
cantly, perhaps even approaching the level 
that might be achieved if auto enrollment 
were required for all payroll deposit IRAs. 

This combined strategy for promoting pay-
roll deposit IRA participation could be ap-
plied separately to new hires and existing 
employees: thus, an employer auto enrolling 
new hires would be exempted from obtaining 
completed elections from all new hires (but 
not from existing employees), while an em-
ployer auto enrolling both new hires and ex-

isting employees would be excused from hav-
ing to obtain elections from both new hires 
and existing employees. 

The required election would not obligate 
employers to obtain a new election from 
each employee every year. Once an employee 
submitted an election form, that employee 
would not be required to make another elec-
tion: as in most 401(k) plans, the initial elec-
tion would continue throughout the year and 
from year to year unless and until the em-
ployee chose to change it. Similarly, an em-
ployee who failed to submit an election form 
and was auto enrolled by default in the pay-
roll deposit IRA would continue to be auto 
enrolled unless and until the employee took 
action to make an explicit election. 

To maximize participation, employers 
would receive a standard enrollment module 
reflecting current best practices in enroll-
ment procedures. A nationwide website with 
standard forms would serve as a repository 
of state-of-the-art best practices in and sav-
ings education. The use of automatic enroll-
ment (whereby employees automatically are 
enrolled at a statutorily specified rate of 
contribution—such as 3% of pay—unless they 
opt out) would be encouraged in two ways. 
First, the standard materials provided to 
employers would be framed so as to present 
auto enrollment as the presumptive or per-
haps even the default enrollment method, al-
though employers would be easily able to opt 
out in favor of simply obtaining an ‘‘up or 
down’’ response from all employees. In ef-
fect, such a ‘‘double default’’ approach would 
use the same principle at both the employer 
and employee level by auto enrolling em-
ployers into auto enrolling employees. Sec-
ond, as noted, employers using auto enroll-
ment to promote participation would not 
need to obtain responses from unresponsive 
employees. 
Compliance and enforcement 

Employers’ use of the required-election ap-
proach would also help solve an additional 
problem—enforcing compliance with a re-
quirement that employers offer direct de-
posit savings. As a practical matter, many 
employers might question whether the IRS 
would ever really be able to monitor and en-
force such a requirement. Employers may be-
lieve that, if the IRS asked an employer why 
none of its employees used direct deposit 
IRAs, the employer could respond that it 
told its employees about this option and 
they simply were not interested. However, if 
employers that were required to offer direct 
deposit savings had to obtain a signed elec-
tion from each eligible employee who de-
clined the payroll deposit option, employers 
would know that the IRS could audit their 
files for each employee’s election. This by 
itself would likely improve compliance. 

In fact, a single paper or e-mail notice 
could advise the employee of the opportunity 
to engage in payroll deduction savings and 
elicit the employee’s response. The notice 
and the employee’s election might be added 
or attached to IRS Form W–4. (As noted, the 
W–4 is the form an employer ordinarily ob-
tains from new hires and often from other 
employees to help the employer comply with 
its income tax—withholding obligations.) If 
the employer chose to use auto enrollment, 
the notice would also inform employees of 
that feature (including the default contribu-
tion level and investment and the procedure 
for opting out), and the employer’s records 
would need to show that employees who 
failed to submit an election were in fact par-
ticipating in the payroll deduction savings. 

Employers would be required to certify an-
nually to the IRS that they were in compli-
ance with the payroll deposit savings re-
quirements. This might be done in conjunc-
tion with the existing IRS Form W–3 that 

employers file annually to transmit Forms 
W–2 to the government. Failure to offer pay-
roll deposit savings would ultimately need to 
be backed up by an appropriate sanction, 
such as the threat of civil monetary pen-
alties or an excise tax. 
Portability of savings 

IRAs are inherently portable. Unlike a 
401(k) or other employer plan, an IRA sur-
vives and functions independently of the in-
dividual saver’s employment status. Thus 
the IRA owner is not at risk of forfeiting or 
losing the account or suffering an interrup-
tion in the ability to contribute when chang-
ing or losing employment. As a broad gener-
alization, the automatic IRAs outlined here 
presumably would be freely transferable to 
and with other IRAs and qualified plans that 
permit such transfers. (However, as discussed 
below, the investment limitations and other 
cost-containment features of these IRAs 
raise the issue of whether transferability to 
other types of vehicles should be subject to 
restrictions.) 

MAKING A SAVINGS VEHICLE AVAILABLE 
Most current direct deposit arrangements 

use a payroll-deduction savings mechanism 
similar to the 401(k), but, unlike the 401(k), 
do not give the employee a ready-made vehi-
cle or account to receive deposits. The em-
ployee must open a recipient account and 
must identify the account to the employer. 
However, where the purpose of the direct de-
posit is saving, it would be useful to many 
individuals who would rather not choose a 
specific IRA to have a ready-made fallback 
or default account available for the deposits. 

Under this approach, modeled after the 
SIMPLE-IRA, which currently covers an es-
timated 2 million employees, individuals 
who wish to direct their contributions to a 
specific IRA would do so. The employer 
would follow these directions as employers 
ordinarily do when they make direct depos-
its of paychecks to accounts specified by em-
ployees. At the same time, the employer 
would also have the option of simplifying its 
task by remitting all employee contribu-
tions in the first instance to IRAs at a single 
private financial institution that the em-
ployer designates. However, even in this 
case, employees would be able to transfer the 
contributions, without cost, from the em-
ployer’s designated financial institution to 
an IRA provider chosen by the employee. 

By designating a single IRA provider to re-
ceive all contributions, the employer could 
avoid the potential administrative hassles of 
directing deposits to a multitude of different 
IRAs for different employees, while employ-
ees would be free to transfer their contribu-
tions from the employer’s designated institu-
tion to an IRA provider of their own choos-
ing. Even this approach, though, still places 
a burden on either the employer or the em-
ployee to choose an IRA. For many small 
businesses, the choice might not be obvious 
or simple. In addition, the market may not 
be very robust because at least some of the 
major financial institutions that provide 
IRAs may well not be interested in selling 
new accounts that seem unlikely to grow 
enough to be profitable within a reasonable 
time. Some of the major financial firms ap-
pear to be motivated at least as much by a 
desire to maximize the average account bal-
ance as by the goal of maximizing aggregate 
assets under management. They therefore 
may shun small accounts that seem to lack 
much potential for rapid growth. 

The current experience with automatic 
rollover IRAs is a case in point. Firms are 
required to establish these IRAs as a default 
vehicle for qualified plan participants whose 
employment terminates with an account bal-
ance of not more than $5,000 and who fail to 
provide any direction regarding rollover or 
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other payout. The objective is to reduce 
leakage of benefits from the tax-favored re-
tirement system by stopping involuntary 
cashouts of account balances between $1,000 
and $5,000. (Plan sponsors continue to have 
the option to cash out balances of up to 
$1,000 and to retain in the plan account bal-
ances between $1,000 and $5,000 instead of 
rolling them over to an IRA.) Because plan 
sponsors are required to set up IRAs only for 
‘‘unresponsive’’ participants—those who fail 
to give instructions as to the disposition of 
their benefits—these IRAs are presumed to 
be less likely than other IRAs are to attract 
additional contributions. Accordingly, sig-
nificant segments of the IRA provider indus-
try have not been eager to cater to this seg-
ment of the market. As a result, plan spon-
sors have tended to reduce their cashout 
level from $5,000 to $1,000 so that new IRAs 
would not have to be established. 

For somewhat similar reasons, IRA pro-
viders might expect payroll deposit IRAs to 
be less profitable than other products. As a 
result, employers and employees might well 
find that providers are not marketing to 
them aggressively and that the array of pay-
roll deposit IRA choices is comparatively 
limited. 

The prospect of tens of millions of personal 
retirement accounts with relatively small 
balances likely to grow relatively slowly 
suggests that the market may need to be en-
couraged to develop widely available low- 
cost personal accounts or IRAs. Otherwise, 
for ‘‘small savers,’’ fixed-cost investment 
management and administrative fees may 
consume too much of the earnings on the ac-
count and potentially even erode principal. 
A standard default account 

Accordingly, to facilitate saving and mini-
mize costs, we believe that a strong case can 
be made for a default IRA that would be 
automatically available to receive direct de-
posit contributions without requiring either 
the employee or employer to choose among 
IRA providers and without requiring the em-
ployee to take the initiative to open an IRA. 
Under this approach, for the convenience of 
both employees and employers, those who 
wish to save but have no time or taste for 
the process of locating and choosing an IRA 
would be able to use a standard default, or 
automatic, account. If neither the employer 
nor the employee designated a specific IRA 
provider, the contributions would go to a 
personal retirement account within a plan 
that would in some respects resemble the 
federal Thrift Savings Plan (the 401(k)-type 
retirement savings plan that covers federal 
government employees). 

These standard default accounts would be 
maintained and operated by private financial 
institutions under contract with the federal 
government. To the fullest extent prac-
ticable, the private sector would provide the 
investment funds, investment management, 
record keeping, and related administrative 
services. To serve as a default account for di-
rect deposits that have not been directed 
elsewhere by employers or employees, an ac-
count need not be maintained by a govern-
mental entity. Given sufficient quality con-
trol and adherence to reasonably uniform 
standards, various private financial institu-
tions could contract to provide the default 
accounts, on a collective or individual insti-
tution basis, more or less interchangeably— 
perhaps allocating customers on a geo-
graphic basis or in accordance with other ar-
rangements based on providers’ capacity. 
These fund managers could be selected 
through competitive bidding. Once indi-
vidual default accounts reached a predeter-
mined balance (e.g., $15,000) sufficient to 
make them potentially profitable for many 
private IRA providers, account owners would 

have the option to transfer them to IRAs of 
their choosing. 
Cost containment 

Both the direct deposit IRAs expressly se-
lected by employees and employers and the 
standardized direct deposit IRAs that serve 
as default vehicles would be designed to min-
imize the costs of investment management 
and account administration. It should be fea-
sible to realize substantial cost savings 
through index funds, economies of scale in 
asset management and administration, uni-
formity, and electronic technologies. 

In accordance with statutory guidelines for 
all direct deposit IRAs, government contract 
specifications would call for a no-frills ap-
proach to participant services in the interest 
of minimizing costs. By contrast to the wide 
open investment options provided in most 
current IRAs and the high (and costlier) 
level of customer service provided in many 
401(k) plans, the standard account would pro-
vide only a few investment options (pat-
terned after the Thrift Savings Plan, if not 
more limited), would permit individuals to 
change their investments only once or twice 
a year, and would emphasize transparency of 
investment and other fees and other ex-
penses. 

Specifically, costs of direct deposit IRAs 
might be reduced by federal standards that, 
to the extent possible, 

Exclude brokerage services and retail eq-
uity funds from the investment options 
available under the IRA. 

Limit the number of investment options 
under the IRA. 

Allow individuals to change their invest-
ments only once or twice per year. 

Specify a low-cost default investment op-
tion and provide that, if any of an individ-
ual’s account balance is invested in the de-
fault option, all of it must be. 

Prohibit loans (IRAs do not allow them in 
any event) and perhaps limit preretirement 
withdrawals. 

Limit access to customer service call cen-
ters. 

Preclude commissions. 
Make compliance testing unnecessary. 
Give account owners only a single account 

statement per year (especially if daily valu-
ation is built into the system and is avail-
able to account owners). 

Encourage the use of electronic and other 
new technologies (including enrollment on a 
web site) for fund transfers, record keeping, 
and communications among IRA providers, 
participating employees, and employers to 
reduce paperwork and cost. Electronic ad-
ministration has considerable potential to 
cut costs. 

The availability to savers of a major low- 
cost personal account alternative in the 
form of the standard account may even help, 
through market competition, to drive down 
the costs and fees of IRAs offered separately 
by private financial institutions. Through ef-
ficiencies associated with collective invest-
ment and greater uniformity, the standard 
account should help move the system away 
from the retail-type cost structure char-
acteristic of current IRAs. It should also 
help create a broad infrastructure of indi-
vidual savings accounts that would cover 
most of the working population. 

In conjunction with these steps, Congress 
and the regulators may be able to do more to 
require simplified, uniform disclosure and 
description of IRA investment and adminis-
trative fees and charges (building on pre-
vious work by the Department of Labor re-
lating to 401(k) fees). Such disclosure should 
help consumers compare costs and thereby 
promote healthy price competition. 

Another approach would begin by recog-
nizing the trade-off between asset manage-

ment costs and investment types. As a broad 
generalization, asset management charges 
tend to be low for money market funds, cer-
tificates of deposit, and certain other rel-
atively low-risk, lower-return investments 
that generally do not require active manage-
ment. However, it appears that limiting indi-
vidual accounts to these types of invest-
ments would be unnecessarily restrictive. As 
discussed below (under ‘‘Default Investment 
Fund’’), passively managed index funds, such 
as those used in the Thrift Savings Plan, are 
also relatively inexpensive. 

A very different approach to cost contain-
ment would be to impose a statutory or reg-
ulatory limitation on investment manage-
ment and administrative fees that providers 
could charge. One example is the United 
Kingdom’s limit on permissible charges for 
management of ‘‘stakeholder pension’’ ac-
counts—an annual 150 basis point fee cap for 
five years that is scheduled to drop to 100 
basis points thereafter. As another and more 
limited example, the U.S. Department of 
Labor has imposed a kind of limitation on 
fees charged by providers of automatic roll-
over IRAs established by employers for ter-
minating employees who fail to provide any 
direction regarding the disposition of ac-
count balances of up to $5,000. Labor regula-
tions provide a fiduciary safe harbor for auto 
rollover IRAs that preserve principal and 
that do not charge fees greater than those 
charged by the IRA provider for other IRAs 
it provides. 

Presumably, a mandatory limit would give 
rise to potential cross-subsidies from prod-
ucts that are free of any limit on fees to the 
IRAs that are subject to the fee limit—a re-
sult that could be viewed either as an inap-
propriate distortion or as a necessary and 
appropriate allocation of resources. We 
would view a mandatory limit as a last re-
sort, preferring the market-based strategies 
outlined above. 
Default investment fund 

Both the IRAs offered independently by 
private financial institutions and explicitly 
selected by employees or employers and the 
default IRAs would serve the important pur-
pose of providing low-cost professional asset 
management to millions of individual savers, 
presumably improving their aggregate in-
vestment results. To that end, all of these 
accounts would offer a similar, limited set of 
investment options, including a default in-
vestment fund in which deposits would auto-
matically be invested unless the individual 
chose otherwise. This default investment 
would be a highly diversified ‘‘target asset 
allocation’’ or ‘‘life-cycle’’ fund comprised of 
a mix of equities and fixed income or stable 
value investments, and probably relying 
heavily on index funds. (The life-cycle funds 
recently introduced into the federal Thrift 
Savings Plan are one possible model.) A por-
tion or all of the fixed income component 
could be comprised of Treasury inflation pro-
tected securities (‘‘TIPS’’) to protect against 
the risk of inflation. 

The mix of equities and fixed income would 
be intended to reflect the consensus of most 
personal investment advisers, which empha-
sizes sound asset allocation and diversifica-
tion of investments—including exposure to 
equities (and perhaps other assets that have 
higher-risk and higher-return characteris-
tics), at least given the foundation of retire-
ment income already delivered through So-
cial Security and assuming the funds will 
not shortly be needed for expenses. The use 
of index funds would avoid the costs of active 
investment management while promoting 
wide diversification. 

This default investment would actually 
consist of several different funds, depending 
on the individual’s age, with the more con-
servative investments (such as those relying 
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more heavily on TIPS) applicable to older in-
dividuals who are closer to the time when 
they might need to use the funds. Individuals 
who selected the default fund or were de-
faulted into it would have their account bal-
ances entirely invested in that fund. How-
ever, they would be free to exit the fund at 
specified times and opt for a different invest-
ment option among those offered within the 
IRA. 

The standard automatic (default) invest-
ment would also serve two other key pur-
poses. It would encourage employee partici-
pation in direct deposit savings by enabling 
employees who are satisfied with the default 
to simplify what may be the most difficult 
decision they would otherwise be required to 
make as a condition of participation (i.e., 
how to invest). Finally, the standard default 
investment should encourage more employ-
ers to use automatic enrollment (thereby 
boosting employee participation) by saving 
them from having to choose a default invest-
ment. This, in turn, would make it easier to 
protect employers from responsibility for 
IRA investments, especially employers using 
automatic enrollment (as discussed below). 

We would not fully specify the default in-
vestment by statute. It is desirable to main-
tain a degree of flexibility in order to reflect 
a consensus of expert financial advice over 
time. Accordingly, general statutory guide-
lines would be fleshed out at the administra-
tive level after regular comment by and con-
sultation with private-sector investment ex-
perts. 

An additional and major design issue is 
whether the standard, limited set of invest-
ment options for payroll deposit IRAs should 
be only a minimum set of options in each 
IRA, so that the IRA provider would be per-
mitted to provide any additional options it 
wished. Limiting the IRAs to these specified 
options would best serve the purposes of con-
taining costs, improving investment results 
for IRA owners in the aggregate, and simpli-
fying individuals’ investment choices. At the 
same time, such restrictions would constrain 
the market, potentially limit innovation, 
and limit choice for individuals who prefer 
other alternatives. 

One of the ways to resolve this tradeoff 
would be to limit direct deposit IRAs to the 
prescribed array of investment options with-
out imposing any comparable limits on other 
IRAs, and to allow owners of direct deposit 
IRAs (including default IRAs) to transfer or 
roll over their account balances between the 
two classes of accounts. Under this approach, 
the owner of a direct deposit IRA could 
transfer the account balance to other (unre-
stricted) IRAs that are willing to accept 
such transfers (but perhaps only after the ac-
count balance reaches a specified amount 
that would no longer be unprofitable to most 
IRA providers). While such a transfer to an 
unrestricted IRA would deprive the owner of 
the cost-saving advantages of the no-frills, 
limited-choice model, such a system would 
still enable individuals to retain the effi-
ciencies and cost protection associated with 
the standard low-cost model if they so 
choose. 
Employers protected from any risk of fiduciary 

liability 
Employers traditionally have been particu-

larly concerned about the risk of fiduciary 
liability associated with their selection of 
retirement plan investments. 

This concern extends to the employer’s 
designation of default investments that em-
ployees are free to decline in favor of alter-
native investments. In the IRA universe, em-
ployers transferring funds to automatic roll-
over IRAs and employer-sponsored SIMPLE- 
IRAs retain a measure of fiduciary responsi-
bility for initial investments. 

By contrast, under our proposal, employers 
making direct deposits would be insulated 
from such potential liability. These employ-
ers would have no liability or fiduciary re-
sponsibility with respect to the manner in 
which direct deposits are invested in default 
IRAs or in nondefault IRAs (whether se-
lected by the employer or the employee), nor 
would employers be exposed to potential li-
ability with respect to any employee’s 
choice of IRA provider or type of IRA. This 
protection of employers is facilitated by 
statutory designation of standard invest-
ment types that reduces the need for contin-
uous professional investment advice. To pro-
tect workers against inappropriate IRA pro-
viders or inappropriate employer selection of 
IRA providers while continuing to insulate 
employers from fiduciary responsibility, em-
ployers could be precluded from imposing a 
particular IRA provider on its employees 
other than the government-contracted de-
fault IRA or could be constrained to choose 
among an approved list of providers based on 
capital adequacy, soundness, and other cri-
teria. 
Public opinion polling 

Recent public opinion polling has shown 
overwhelming support for payroll deduction 
direct deposit saving. Among registered vot-
ers surveyed, 83 percent of respondents said 
they would be agreeable to having their em-
ployer offer to sign them up for an IRA and 
allow them to contribute to it through direct 
deposit of a small amount from their pay-
check to help them save for retirement. 
Similarly, 79 percent of registered voters ex-
pressed support (and 54 percent expressed 
‘‘strong’’ support) for giving taxpayers the 
option to have part of their income tax re-
fund deposited into a retirement savings ac-
count such as an IRA by just checking a box 
on their tax return. 

In addition, the polling shows very strong 
support for a requirement that goes far be-
yond our proposal, that every company offer 
its employees some kind of retirement 
plan—such as a pension or 401(k), or at least 
an IRA to which employees could contribute. 
Among registered voters surveyed in August 
2005, 77 percent supported such a require-
ment (and 59 percent responded that they 
were ‘‘strongly’’ in support). As discussed, 
the approach described in this paper would 
not require employers to offer their employ-
ees retirement plans, but would give firms a 
financial incentive to offer their employees 
access to payroll deduction as a convenient 
and easy means of saving, and would require 
firms above a certain size and maturity to 
extend this offer to their employees. 

THE IMPORTANCE OF PROTECTING EMPLOYER 
PLANS 

Employer-sponsored pension, profit-shar-
ing, 401(k), and other plans can be particu-
larly effective—more so than IRAs—in accu-
mulating benefits for employees. As noted 
earlier, the participation rate in 401(k)s, for 
example, tends to range from two thirds to 
three quarters of eligible employees, in con-
trast to IRAs, in which fewer than 1 in 10 eli-
gible individuals participates. Employer 
plans tend to be far more effective than IRAs 
at providing coverage because of a number of 
attributes: for one thing, pension and profit- 
sharing plans, for example, are funded by 
employer contributions that automatically 
are made for the benefit of eligible employ-
ees without requiring the employee to take 
any initiative in order to participate. Sec-
ond, essentially all tax-qualified employer 
plans must abide by standards that either 
seek to require reasonably proportionate 
coverage of rank and-file workers or give the 
employer a distinct incentive to encourage 
widespread participation by employees. This 
encouragement typically takes the form of 

both employer-provided retirement savings 
education efforts and employer matching 
contributions. The result is that the natu-
rally eager savers, who tend to be in the 
higher tax brackets, tend to subsidize or 
bring along the naturally reluctant savers, 
who often are in the lowest (including zero) 
tax brackets. 

Employer-sponsored retirement plans also 
have other features that tend to make them 
effective in providing or promoting coverage. 
As noted, the proposal outlined here seeks to 
transplant some of these features to the IRA 
universe. These include the automatic avail-
ability of a saving vehicle, the use of payroll 
deduction (which continues automatically 
once initiated), matching contributions (fur-
ther discussed below), professional invest-
ment management, and peer group reinforce-
ment of saving behavior. 

The automatic IRA must thus be designed 
carefully to avoid competing with or crowd-
ing out employer plans and to avoid encour-
aging firms to drop or reduce the employer 
contributions that many make to plan par-
ticipants. Owners and others who control the 
decision whether to adopt or continue main-
taining a retirement plan for employees 
should continue to have incentives to spon-
sor such plans. The ability to offer employ-
ees direct deposit to IRAs should be designed 
so that it will not prompt employers to drop, 
curtail, or refrain from adopting retirement 
plans. 

Probably the single most important pro-
tection for employer plans is to set max-
imum permitted contribution levels to the 
automatic IRA so that they will be sufficient 
to meet the demand for savings by most 
households but not high enough to satisfy 
the appetite for tax-favored saving of busi-
ness owners or decision-makers. The average 
annual contribution to a 401(k) plan by a 
nonhighly compensated employee is some-
what greater than $2,000, and average annual 
401(k) contributions by employees generally 
tend to be on the order of 7 percent of pay. 
A $3,000 contribution is 7.5 percent of pay for 
a family earning $40,000, and 6 percent of pay 
for a family earning $50,000. 

Yet IRA contribution limits are already 
higher than these contribution levels. IRAs 
currently allow a married couple to con-
tribute up to $8,000 ($4,000 each) on a tax-fa-
vored basis, and an additional $1,000 ($500 
each) if they are age 50 or older. By 2008, 
these figures are scheduled to rise to $10,000 
plus $2,000 ($1,000 each) for those age 50 or 
older. These amounts—the current $9,000 a 
year for those age 50 and over ($8,000 for oth-
ers) and the post-2007 $12,000 annual amount 
for those age 50 and over ($10,000 for others)— 
may well be enough to satisfy the desire of 
many small-business owners for tax-favored 
retirement savings. Even some small-busi-
ness owners that might consider saving 
somewhat more than $10,000 or $12,000 per 
year might well conclude that they are bet-
ter off not incurring the cost of making con-
tributions and providing a plan for their em-
ployees because the net benefit to them of 
having a plan for employees is not greater 
than the net benefit of simply saving 
through IRAs and giving their employees ac-
cess to IRAs. 

Accordingly, at the most, payroll deposit 
IRAs should not permit contributions above 
the current IRA dollar limits, and could be 
limited to a lower amount such as $3,000. (A 
3% of pay contribution would remain below 
$3,000 for employees whose compensation did 
not exceed $100,000.) Imposing a lower limit 
on the payroll deduction IRA would reduce 
to some degree the risk that employees will 
exceed the maximum IRA dollar contribu-
tion limit because of auto enrollment, com-
bined with possible other contributions to an 
IRA. That is already a risk under current 
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law, but the automatic nature of auto enroll-
ment increases the risk, especially if auto 
escalation is implemented. There is a trade-
off between the desirability of limiting the 
contribution amount (to mitigate both this 
risk and the risk of competing with em-
ployer plans) and the simplicity of using an 
existing vehicle (the IRA) ‘‘as is’’. 

In any event, the employee—not the em-
ployer—would be responsible for monitoring 
any of all of their IRA contributions to com-
ply with the maximum limit (in part because 
employees can contribute on their own and 
through multiple employers). The ultimate 
reconciliation would be made by the indi-
vidual when filing the federal income tax re-
turn. 

In addition, the automatic IRA should be 
designed to avoid reducing ordinary employ-
ees’ incentives to contribute to employer- 
sponsored plans such as 401(k)s. If workers 
perceive a program such as direct deposit 
savings to IRAs as a more attractive destina-
tion for their contributions than an em-

ployer-sponsored plan (for example, because 
of better matching, tax treatment, invest-
ment options, or liquidity), it could unfortu-
nately divert employee contributions from 
employer plans. This in turn could have a de-
stabilizing effect by making it difficult for 
employers to meet the nondiscrimination 
standards applicable to 401(k)s and other 
plans and therefore potentially discouraging 
employers from continuing the plans or their 
contributions. While a detailed discussion of 
these points is beyond the scope of this 
paper, it is important to maintain a relation-
ship between IRAs and employer-sponsored 
retirement plans that preserves and protects 
the employer plans. 
Automatic payroll deduction can promote mar-

keting and adoption of employer plans 
Our approach is designed not only to avoid 

causing any reduction or contraction of em-
ployer plans, but actually to promote expan-
sion of employer plans. Consultants, third- 
party administrators, financial institutions, 
and other plan providers could be expected to 

view this proposal as providing a valuable 
new opportunity to market 401(k)s, SIMPLE- 
IRAs and other tax-favored retirement plans 
to employers. Firms that, under this pro-
posal, were about to begin offering their em-
ployees payroll deduction saving or had been 
offering their employees payroll deduction 
saving for a year or two could be encouraged 
to ‘‘trade up’’ to an actual plan such as a 
401(k) or SIMPLE-IRA. 

Especially because these plans can now be 
purchased at very low cost, it would seem 
natural for many small businesses to grad-
uate from payroll deduction savings and 
complete the journey to a qualified plan in 
order to obtain the added benefits in terms 
of recruitment, employee relations, and larg-
er tax-favored saving opportunities for own-
ers and managers. 

The following compares the maximum an-
nual tax-favored contribution levels for 
IRAs, SIMPLE-IRA plans and 401(k) plans in 
effect for 2006: 

IRA SIMPLE-IRA 401(k) 

Under age 50 ................................................................................................................................................. $4,000 per spouse ($5,000 after 2007) ....................................................................................................... $10,000 $15,000 
Age 50 and above ......................................................................................................................................... $4,500 per spouse ($6,000 after 2007) ....................................................................................................... $12,000 $20,000 

In addition, as noted, small employers that 
adopt a new plan for the first time are enti-
tled to a tax credit of up to $500 each year for 
three years. As discussed, the proposed tax 
credit for offering payroll deposit would be 
smaller, so as to maintain the incentive for 
employers to go beyond the payroll deduc-
tion or direct deposit IRA and adopt an ac-
tual plan such as a SIMPLE, 401(k), or other 
employer plan. 

ENCOURAGING CONTRIBUTIONS BY 
NONEMPLOYEES 

The payroll deposit system outlined thus 
far would not automatically cover self-em-
ployed individuals, employees of the small-
est or newest businesses that are exempt 
from any payroll deposit obligation, or cer-
tain unemployed individuals who can save. A 
strategy centered on automatic arrange-
ments can also make it easier for these peo-
ple to contribute to IRAs. 
Encouraging automatic debit arrangements 

For individuals who are not employees or 
who otherwise lack access to payroll deduc-
tion, automatic debit arrangements can 
serve as a counterpart to automatic payroll 
deduction. Automatic debit enables individ-
uals to spread payments out over time and 
to make payments on a regular and timely 
basis by having them automatically charged 
to and deducted from an account—such as a 
checking or savings account or credit card— 
at regular intervals on a set schedule. The 
individual generally gives advance author-
ization to the payer that manages the ac-
count or the recipient of the payment, or 
both. The key is that, as in the case of pay-
roll deduction, once the initial authorization 
has been given, regular payments continue 
without requiring further initiative on the 
part of the individual. For many consumers, 
automatic debit is a convenient way to pay 
bills or make payments on mortgages or 
other loans without having to remember to 
make each payment when due and without 
having to write and mail checks. 

Similarly, as an element of an automatic 
IRA strategy, automatic debit can facilitate 
saving while reducing paperwork and cutting 
costs. For example, households can be en-
couraged to sign up on-line for regular auto-
matic debits to a checking account or credit 
card that are directed to an IRA or other 
saving vehicle. With on-line sign-up and 
monitoring, steps can be taken to familiarize 
more households with automatic debit ar-
rangements and, via Internet websites and 

otherwise, to make those arrangements easi-
er to set up and use as a mechanism for sav-
ing in IRAs. 

Facilitating automatic debit iras through profes-
sional or trade associations 

Professional and trade associations could 
facilitate the establishment of IRAs and the 
use of automatic debit and direct deposit to 
the IRAs. Independent contractors and other 
individuals who do not have an employer 
often belong to such an association. The as-
sociation, for example, might be able to 
make saving easier for those members who 
wish to save by making available convenient 
arrangements for automatic debit of mem-
bers’ accounts. Association websites can 
make it easy for members to sign up on line, 
monitor the automatic debit savings, and 
make changes promptly when they wish to. 
Although such associations generally lack 
the payroll-deduction mechanism that is 
available to employers, they can help their 
members set up a pipeline involving regular 
automatic deposits (online or by traditional 
means) from their personal bank or other fi-
nancial accounts to an IRA established for 
them. 

Facilitating direct deposit of income tax refunds 
to IRAs 

Another major element of a strategy to en-
courage contributions outside of employ-
ment would be to allow taxpayers to deposit 
a portion of their income tax refunds di-
rectly into an IRA by simply checking a box 
on their tax returns. 

Currently, the IRS allows direct deposits 
of refunds to be made to only one account. 
This all-or-nothing approach discourages 
many households from saving any of the re-
fund because at least a portion of the refund 
is often needed for immediate expenses. Al-
lowing households instead to split their re-
funds to deposit a portion directly into an 
IRA could make saving simpler and, thus, 
more likely. 

The Bush administration has supported di-
visible refunds in its last three budget docu-
ments; however, the necessary administra-
tive changes have yet to be implemented. 
Since federal income tax refunds total near-
ly $230 billion a year (more than twice the 
estimated annual aggregate amount of net 
personal savings in the United States), even 
a modest increase in the proportion of re-
funds saved every year could bring about a 
significant increase in savings. 

Extending direct deposit to independent con-
tractors 

Millions of Americans are self-employed as 
independent contractors. Many of these 
workers receive regular payments from 
firms, but because they are not employees, 
they are not subject to income tax or payroll 
tax withholding. These individuals might be 
included in the direct deposit system by giv-
ing them the right to request that the firm 
receiving their services direct deposit into 
an IRA a specified portion from the com-
pensation that would otherwise be paid to 
them. 

Compared to writing a large check to an 
IRA once a year, this approach has several 
potential advantages to independent con-
tractors, which might well encourage them 
to save. These include the ability to commit 
themselves to save a portion of their com-
pensation before they receive it (which, for 
some people, makes the decision to defer 
consumption easier); the ability to avoid 
having to make an affirmative choice among 
various IRA providers; remittance of the 
funds by the firm by direct deposit to the 
IRA; and, where payments are made to the 
independent contractor on a regular basis, 
an arrangement that, like regular payroll 
with holdings for employees, automatically 
continues the pattern of saving through re-
peated automatic payroll deductions unless 
and until the individual elects to change. 

In many cases, the independent service 
provider will not have a sufficient connec-
tion to a firm that receives the services, or 
both the independent contractor and the 
firm will be unwilling to enter into a payroll 
deposit type of arrangement. In such in-
stances, the independent contractor could 
contribute to an IRA using automatic debit 
(as discussed above) or by sending together 
with the estimated taxes that generally are 
due four times a year. 
Matching deposits as a financial incentive 

A powerful financial incentive for direct 
deposit saving by those who are not in the 
higher tax brackets (and who therefore de-
rive little benefit from a tax deduction or ex-
clusion) would be a matching deposit to their 
direct deposit IRA. One means of delivering 
such a matching deposit would be via the 
bank, mutual fund, insurance carrier, bro-
kerage firm, or other financial institution 
that provides the direct deposit IRA. For ex-
ample, the first $500 contributed to an IRA 
by an individual who is eligible to make de-
ductible contributions to an IRA might be 
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matched by the private IRA provider on a 
dollar-for-dollar basis, and the next $1,000 of 
contributions might be matched at the rate 
of 50 cents on the dollar. The financial pro-
vider would be reimbursed for its matching 
contributions through federal income tax 
credits. 

Recent evidence from a randomized experi-
ment involving matched contributions to 
IRAs suggests that a simple matching de-
posit to an IRA can make individuals signifi-
cantly more likely to contribute and more 
likely to contribute larger amounts. 

Matching contributions—similar to those 
provided by most 401(k) plan sponsors—not 
only would help induce individuals to con-
tribute directly from their own pay, but also, 
if the match were automatically deposited in 
the IRA, would add to the amount saved in 
the IRA. The use of matching deposits, how-
ever, would make it necessary to implement 
procedures designed to prevent gaming—con-
tributing to induce the matching deposit, 
then quickly withdrawing those contribu-
tions to retain the use of those funds. Among 
the possible approaches would be to place 
matching deposits in a separate subaccount 
subject to tight withdrawal rules and to im-
pose a financial penalty on early with-
drawals of matched contributions. 

American households have a compelling 
need to increase their personal saving, espe-
cially for long-term needs such as retire-
ment. This paper proposes a strategy that 
would seek to make saving more auto-
matic—hence easier, more convenient, and 
more likely to occur—largely by adapting to 
the IRA universe practices and arrangements 
that have proven successful in promoting 
401(k) participation. In our view, the auto-
matic IRA approach outlined here holds con-
siderable promise of expanding retirement 
savings for millions of workers. 

Mr. KERRY. Mr. President, I am 
pleased to join my colleagues Senators 
SMITH, CONRAD, and BINGAMAN in intro-
ducing the Women’s Retirement Secu-
rity Act of 2006. This legislation comes 
on the heels of the passage of the Pen-
sion Protection Act of 2006, which 
makes improvements to the defined 
benefit pension plan system. 

The legislation that we are intro-
ducing today builds upon that legisla-
tion and focuses on defined contribu-
tion plans. Our pension system has 
shifted away from defined benefit plans 
to defined contribution plans. We 
should make it easier for employers to 
offer defined contribution plans and for 
individuals to participate in these 
plans. 

At a time when we have a negative 
savings rate that is the lowest since 
the Great Depression, we should pro-
vide appropriate incentives to help in-
dividuals save for retirement. In an ef-
fort to achieve this, the Women’s Re-
tirement Security Act of 2006 focuses 
on increasing retirement savings, the 
preservation of income, equity in di-
vorce, improving financial literacy, 
and encouraging small businesses to 
enter and remain in the employer re-
tirement plan system. 

This legislation increases savings by 
allowing employees to contribute a 
portion of their paycheck to an indi-
vidual retirement account (IRA) if 
their employer does not offer a pension 
plan. Automatic IRAs will help the 71 
million workers that do not have em-
ployer-sponsored plans. It is a low-cost, 

sensible solution that provides a step-
ping stone toward employer-sponsored 
retirement plans. More workers are 
likely to contribute to an IRA if the 
contribution is deducted from their 
payroll. Automatic IRAs will help com-
bat the inertia that is a factor in our 
low savings rate. The bill also provides 
a tax credit to help small businesses 
with the cost of implementation. 

Women are often placed at a dis-
advantage in our retirement system be-
cause they cycle in and out of the work 
force. The Women’s Retirement Secu-
rity Act of 2006 addresses this issue by 
requiring employers that offer defined 
contribution plans to cover part-time 
employees that meet specific require-
ments. 

Pension coverage needs to improve, 
particularly for small businesses. In 
2004, only 26 percent of workers at 
firms with fewer than 25 employees 
participated in pension plans. Progress 
has been made on providing coverage 
to small businesses. Currently, more 
than 19 million workers are covered by 
small business retirement plans, but 
more than 36 million Americans work 
for firms with less than 25 employees. 

The Women’s Retirement Security 
Act of 2006 provides a start-up credit 
for new small business retirement con-
tributions. In addition, it removes 
rules that discourage small employers 
from adopting deferral only plans. 

By Mr. KERRY: 
S. 3953. A bill to foster development 

of minority-owned small businesses; to 
the Committee on Small Business and 
Entrepreneurship. 

Mr. KERRY. Mr. President, I rise 
today to introduce the Minority Entre-
preneurship Development Act of 2006. 
It’s especially appropriate that this bill 
be introduced during Hispanic Heritage 
Month. Millions of Latino Americans 
during this time reflect on their place 
in this country and the positive con-
tributions they have made here. One 
area where we can be certain that the 
Hispanic community has made a sig-
nificant contribution is in business. 
The principled and strong leadership of 
Hispanic Americans can be seen in cor-
porate boards and sole proprietorships 
alike. As a Nation, we must support 
the development of the next generation 
of business leaders within the Latino 
community. I believe that this legisla-
tion will help in that effort. 

This legislation is aimed at giving 
potential and burgeoning entre-
preneurs the tools they need to realize 
their goals. Whether those goals in-
clude creating a small business that 
will employ people from the commu-
nity or taking a small business and 
making it into a major enterprise, it’s 
imperative that we develop the tools to 
help minority small business owners 
succeed. 

I want to take a moment and tell you 
why it’s so important to expand the 
numbers of entrepreneurs in the minor-
ity community. As the Ranking Mem-
ber on the Senate Committee on Small 

Business and Entrepreneurship, I have 
received firsthand testimony and 
countless reports documenting the 
positive economic impact that occurs 
when we foster entrepreneurship in un-
derserved communities. There are signs 
of significant economic returns when 
minority businesses are created and 
are able to grow in size and capacity. 
Between 1987 and 1997, revenue from 
minority owned firms rose by 22.5 per-
cent, an increase equivalent to an an-
nual growth rate of 10 percent. Em-
ployment opportunities within minor-
ity owned firms increased by 23 percent 
during that same period. There is a 
clear correlation between the growth of 
minority owned firms and the eco-
nomic viability of the minority com-
munity. 

Although, these economic numbers 
tell a significant part of the story, they 
don’t tell the whole story of what these 
firms mean to the minority commu-
nities they serve and represent. Many 
of these business leaders are first gen-
eration immigrants; many are first 
generation business owners and many 
represent, for those in their commu-
nities, what hard work, determination 
and patience can do. 

We must encourage those kinds of 
values in our minority communities 
and, quite frankly, in our nation as a 
whole. For generations, millions have 
come to our shores in search of a better 
life. Millions of others were brought 
here by force and for years were not 
given a voice in how their lives would 
turn out. But how ever we got here, we 
all have become branches of this great 
tree we call America. This tree is still 
nourished by roots planted by our fore-
fathers more than 200 years ago. Those 
men and women planted the roots of 
hard work, innovation, faith and risk 
taking. 

When you think about it, those words 
are the perfect description of an entre-
preneur. It is the spirit of entrepre-
neurship that has made our nation 
great. And that is why it is absolutely 
imperative that we continue to support 
and develop that spirit in our minority 
communities. To that end, this legisla-
tion provides several tools to help mi-
nority entrepreneurs as they develop 
and grow their businesses. 

First, this legislation will create an 
Office of Minority Small Business De-
velopment. One of its primary func-
tions will be to increase the number of 
small business loans that minority 
businesses receive. Latinos, African- 
Americans, Asian-Americans and 
women have been receiving far fewer 
small business loans than they reason-
ably should. 

To ensure that this trend is reversed 
and minorities begin to get a greater 
share of loan dollars, venture capital 
investments, counseling, and con-
tracting opportunities, this bill will 
give the new office the authority to 
monitor the outcomes for programs 
under Capital Access, Entrepreneurial 
Development, and Government Con-
tracting. It also requires the head of 
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the Office to work with SBA’s partners, 
trade associations and business groups 
to identify more effective ways to mar-
ket to minority business owners, and 
to work with the head of Field Oper-
ations to ensure that district offices 
have staff and resources to market to 
minorities. 

Second, this legislation will create 
the Minority Entrepreneurship and In-
novation Pilot Program. This program 
will offer a competitive grant to His-
torically Black Colleges and Univer-
sities, Tribal Colleges, and Hispanic- 
Serving Institutions to create an entre-
preneurship curriculum at these insti-
tutions and to open Small Business De-
velopment Centers on campus to serve 
local businesses. 

The goal of this program is to target 
students in highly skilled fields such as 
engineering, manufacturing, science 
and technology, and guide them to-
wards entrepreneurship as a career op-
tion. Traditionally, minority-owned 
businesses are disproportionately rep-
resented in the service sectors. Pro-
moting entrepreneurial education to 
undergraduate students will help ex-
pand business ownership beyond the 
service sectors to higher yielding tech-
nical and financial sectors. 

Third, this legislation will create the 
Minority Access to Information Dis-
tance Learning Pilot Program. This 
program will offer competitive grants 
to well established national minority 
non-profit and business organizations 
to create distance learning programs 
for small business owners who are in-
terested in doing business with the fed-
eral government. 

The goal of this program is to pro-
vide low cost training to the many 
small business owners who cannot af-
ford to pay a consultant thousands of 
dollars for advice or training on how to 
prepare themselves to contract with 
the federal government. There are 
thousands of small businesses in this 
country that are excellent and effi-
cient. They are primed to provide the 
goods and services that this nation 
needs to stay competitive. This pro-
gram will help prepare them to do just 
that. 

Finally, this legislation will extend 
the Socially and Economically Dis-
advantaged Business Program which 
expired in 2003. This program provides 
a Price Evaluation Adjustment for So-
cially and Economically Disadvantaged 
businesses as a way of increasing their 
competitiveness when bidding against 
larger firms. This is one more tool to 
increase opportunities for our minority 
small business owners. 

I have outlined several ways that we 
can create a more positive environ-
ment for our minority small business 
community. These are reasonable steps 
that we ought to take without delay. 
Moreover, these are important steps 
that will help bolster a movement that 
is already underway. According to U.S. 
Census data, Hispanics are opening 
businesses 3 times faster than the na-
tional average. Also, business develop-

ment and entrepreneurship have played 
a significant role in the expansion of 
the black middle class in this country 
for over a century. These business own-
ers are embodying the entrepreneurial 
spirit that our forefathers carried with 
them as they established this nation. 

With this legislation, we will help to 
extend that spirit to the next genera-
tion. Not only is this vital for our mi-
nority communities, but it is vital for 
America. I urge my colleagues to join 
with me in support of the Minority En-
trepreneurship Development Act of 
2006. 

By Mr. KENNEDY (for himself 
and Mr. MENENDEZ): 

S. 3954. A bill to amend title XVIII of 
the Social Security Act to require 
monthly reporting regarding the num-
ber of individuals who have fallen into 
the part D donut hole and the amount 
such individuals are spending on cov-
ered part D drugs while in the donut 
hole; to the Committee on Finance. 

Mr. KENNEDY. Mr. President, more 
and more seniors are waking each day 
and learning they’ve fallen into the 
dreaded ‘‘donut hole’’—the gap in pre-
scription drug coverage that leaves 
them with large drug costs to pay by 
themselves until coverage resumes. As 
a result, millions of seniors can’t afford 
the drugs they urgently need, even 
though they’re paying for Medicare 
coverage. 

It’s important to have a full account-
ing of how many seniors are affected, 
so that Congress and the public can 
make sensible choices about Medicare. 
Senator MENENDEZ and I intend to in-
troduce legislation to require Medicare 
to track and publicly report how many 
enrollees fall into the donut hole, and 
how much they are spending them-
selves for their needed prescriptions. 

We wouldn’t be facing this problem if 
the administration and the Republican 
Congress had cared more about seniors 
than about drug industry profits when 
Medicare prescription drug coverage 
was enacted. They refused to let Medi-
care negotiate drug prices, which the 
Veterans Administration is allowed to 
do for veterans. Instead of allocating 
adequate Federal funds to the drug 
benefit, they made sure that HMOs re-
ceived large overpayments, which en-
able them to force Medicare bene-
ficiaries into their plans by offering 
extra benefits, while still allowing the 
plans to make large profits. 

It’s long past time to correct this 
glaring defect in Medicare drug cov-
erage. Once we have up-to-date infor-
mation on the damage being done by 
the donut hole, we can correct the 
problem and give seniors the Medicare 
coverage they deserve. 

I ask by unanimous consent that the 
text of the bill be printed in the 
RECORD. 

There being no objection, the text of 
the bill was ordered to be printed in 
the RECORD, as follows: 

S. 3954 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 

SECTION 1. SHORT TITLE. 
This Act may be cited as the ‘‘Honest 

Medicare Act of 2006’’. 
SEC. 2. MONTHLY REPORTING REGARDING THE 

NUMBER OF INDIVIDUALS WHO 
HAVE FALLEN INTO THE PART D 
DONUT HOLE AND THE AMOUNT 
SUCH INDIVIDUALS ARE SPENDING 
ON COVERED PART D DRUGS WHILE 
IN THE DONUT HOLE. 

Section 1860D–1 of the Social Security Act 
(42 U.S.C. 1395w–101) is amended by adding at 
the end the following new subsection: 

‘‘(d) INFORMATION REGARDING INDIVIDUALS 
WHO HAVE REACHED THE INITIAL COVERAGE 
LIMIT.—Not later than the 15th of each 
month (beginning with February 2007), the 
Secretary shall make available to the public 
information on— 

‘‘(1) the number of individuals enrolled in a 
prescription drug plan or an MA–PD plan 
who have reached the initial coverage limit 
applicable under the plan but who have not 
reached the annual out-of-pocket threshold 
specified in section 1860D–2(b)(4)(B); and 

‘‘(2) the amount such individuals are 
spending on covered part D drugs after they 
have reached such limit and before they have 
reached such threshold.’’. 

By Mr. DEWINE: 
S 3956. A bill to create a grant pro-

gram for collaboration programs that 
ensure coordination among criminal 
justice agencies, adult protective serv-
ice agencies, victim assistance pro-
grams, and other agencies or organiza-
tions providing services to individuals 
with disabilities in the investigation 
and response to abuse of or crimes 
committed against such individuals; to 
the Committee on the Judiciary. 

Mr. DEWINE. Mr. President, it is a 
well-known fact that people with dis-
abilities face a great risk of abuse and 
victimization—in fact, studies indicate 
that disabled adults experience vio-
lence or abuse at least twice as often as 
those without disabilities. This shame-
ful situation is made even worse by the 
fact that far too often these crimes are 
not reported, or if they are reported, 
they are not effectively prosecuted— 
with the result that crime victims with 
disabilities are left vulnerable to fur-
ther victimization. This is a tragic sit-
uation and one which requires action. 

The good news is that we have a 
model to follow, a response which 
works. Massachusetts has set up an ex-
cellent program to enhance coopera-
tion and coordination between law en-
forcement and the State officials and 
programs which provide services and 
care to the disabled, and this coordina-
tion has greatly improved the ability 
of the criminal justice system to pros-
ecute these offenders and protect those 
with disabilities from crime. In fact, 
since the implementation of the pro-
gram, criminal referrals in these types 
of cases in Massachusetts went up from 
32 before the program began to 880 in 
2004, the most recent year for which we 
have statistics. 

We should try to extend the success 
of the Massachusetts program around 
the country. Accordingly, today I am 
introducing the Crime Victims with 
Disabilities Act of 2006. This legislation 
would establish a $10 million Federal 
grant program to make money avail-
able to States and localities which are 
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interested in setting up similar pro-
grams to enhance training, coordina-
tion, and cooperation within the law 
enforcement and disabilities services 
communities order to address this 
problem. 

The legislation would require a State 
or local government to design a cooper-
ative plan to improve the reporting and 
prosecution of crimes against people 
with disabilities, including within the 
system at least one criminal justice 
agency and at least one agency or orga-
nization which provides services to in-
dividuals with disabilities. The legisla-
tion encourages local innovation; as 
long as the application meets the basic 
goals of protecting people with disabil-
ities from crime and prosecuting those 
who attempt to victimize them, it can 
be designed in whatever way the appli-
cants decide will work best in the af-
fected community. The grants would be 
for a maximum of $300,000 over 2 years, 
with a potential for a one-time re-
newal. 

I have worked closely with the cre-
ators of the Massachusetts program 
and many others who work in law en-
forcement and who provide services to 
crime victims and people with disabil-
ities, and I believe this legislation will 
help States and localities create pro-
grams that can address the problem of 
violence against people with disabil-
ities. This is a serious problem, and I 
encourage my colleagues to support 
this effort to help address it. 

By Mr. INHOFE: 
S. 3957. A bill to protect freedom of 

speech exercisable by houses of worship 
or mediation and affiliated organiza-
tions; to the Committee on Finance. 

Mr. INHOFE. Mr. President, I rise 
today to introduce legislation which 
will protect the Constitutionally-guar-
anteed exercise of free speech and exer-
cise of religion, the Religious Freedom 
Act of 2006. 

The American people may be sur-
prised to learn a few things about their 
government’s relationship with reli-
gion. They may be surprised to learn 
that the Federal Government of the 
United States of America, in the land 
of the free, does not allow religious 
leaders in houses of worship of all reli-
gious orders to say anything that 
might be construed as political in na-
ture. The American people may further 
be surprised to learn that the federal 
agency tasked with enforcing the abso-
lute ban on political speech for houses 
of worship is the Internal Revenue 
Service. It is the IRS that reviews the 
content of sermons and homilies and 
threatens to revoke those institutions’ 
tax-exempt status if they dare to speak 
out on the political matters of the day. 
Many times, the only evidence on 
which the IRS will base their case is a 
third-party complaint and may move 
forward with threatening letters and 
the revocation of their tax-exempt sta-
tus even if the prohibited activities— 
the exercise of their First Amendment 
Rights—were incidental or uninten-

tional. Furthermore, the IRS admits 
that it applies a ‘‘coded language’’ pol-
icy to political speech. That is, discus-
sion of a moral issue, if it happens to 
be a matter discussed in our public de-
bates, is a political issue and is con-
sequently banned by the IRS. The 
American people may even be more 
surprised to learn that the IRS is step-
ping up the enforcement of the ban on 
political speech in houses of worship 
and has recently emphasized the 
‘‘coded language’’ policy. 

A skeptic might assert that some-
thing as serious as an IRS-enforced ban 
on political discourse in a church must 
have a tenured legislative history but-
tressed by decades of sound First 
Amendment jurisprudence. The Amer-
ican people may be surprised to learn 
that the exact opposite is true. The 
First Amendment freedoms of houses 
of worship were stripped away in 1954 
by the ‘‘Johnson Amendment,’’ a floor 
amendment named for then-Senator 
Lyndon Johnson, which placed an abso-
lute ban on political speech by tax ex-
empt organizations. Although the leg-
islative record is relatively silent on 
this matter, the amendment and its 
subsequent ban were enacted without a 
hearing, any debate, or any public com-
ment. History also indicates that Sen-
ator Johnson enacted this ban as a 
means of silencing some 
anticommunist nonprofits that were 
mobilizing against his political cam-
paign. It now silences important com-
ment on the issues of the day. Al-
though the Supreme Court has af-
firmed and reaffirmed a ‘‘profound na-
tional commitment’’ to the proposition 
that debate on issues should be ‘‘unin-
hibited, robust, and wide-open,’’ the de-
bate has been unconstitutionally re-
stricted for nearly 50 years. 

Whereas the legislative history of the 
Johnson Amendment is dubious where 
it even exists, the history of the rela-
tionship between politics and the pul-
pit is a history of a positive force for 
change in momentous times in our his-
tory when we as a nation have re-
affirmed our commitment to an open 
and tolerant society. From slavery to 
segregation, religious leaders in Amer-
ica clearly have been effective forces 
for good, and they are also for more 
modern issues such as abortion, as-
sisted suicide, and human trafficking. 
Perhaps no one could better articulate 
an important aspect of the history of 
politics and the pulpit than Martin Lu-
ther King, Jr.: ‘‘The church must be re-
minded that it is not the master or the 
servant of the state, but rather the 
conscience of the state. It must be the 
guide and the critic of the state, and 
never its tool . . . [or] it will become 
an irrelevant social club without moral 
or spiritual authority.’’ The Johnson 
Amendment silences the ‘‘conscience of 
the state.’’ It’s difficult to see how reli-
gious leaders can in any way continue 
to function as Martin Luther King Jr.’s 
ideal of the church as the ‘‘conscience 
of the state,’’ as the church has done so 
effectively during trying times for our 

state, when houses of worship are 
banned absolutely from discussing 
matters of the state. 

The moral questions of the day are 
more often than not also fundamental 
social and political questions—ques-
tions that concern what we value as a 
nation. It is truly astounding that 
today, in America, religious leaders are 
banned from any comment on those 
moral issues. It is not partisan; this 
ban on speech makes no distinction be-
tween the ideological divide of left 
versus right in America: one church 
leader is investigated for publicly op-
posing abortion and another for dis-
cussing the morality of the Iraq War. 
Indeed, the American people may be 
surprised to learn this about their 
country. 

The American people would allowing 
religious leaders, of all kinds, to speak 
their consciences on the issues facing 
our nation, and to do so without the 
threat of IRS punishment through the 
revocation of their tax-exempt status. 
This is why I am introducing legisla-
tion that will do just that. The Reli-
gious Freedom Act of 2006 simply 
states that religious leaders may dis-
cuss political matters, as a Constitu-
tionally protected right, without the 
threat of an IRS investigation. Upon 
enactment, this bill will reaffirm the 
Supreme Court’s holding that this 
country has a ‘‘profound national com-
mitment’’ to a national debate that is 
‘‘uninhibited, robust, and wide-open.’’ 
It will also reaffirm Martin Luther 
King, Jr.’s ideal of churches as the 
‘‘conscience of the state.’’ I ask that 
the text of this statement be included 
in the CONGRESSIONAL RECORD by unan-
imous consent. 

I ask unanimous consent that the 
text of the bill be printed in the 
RECORD. 

There being no objection, the text of 
the bill was ordered to be printed in 
the RECORD, as follows: 

S. 3957 
Be it enacted by the Senate and House of 

Representatives of the United States of America 
in Congress assembled, 
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Religious 
Freedom Act of 2006’’. 
SEC. 2. PROTECTION OF FREEDOM OF SPEECH 

FOR HOUSES OF WORSHIP OR MEDI-
TATION. 

(a) IN GENERAL.—Notwithstanding any 
other provision of law, no organization de-
scribed in subsection (b) may be denied its 
Federal tax exemption under the Internal 
Revenue Code of 1986 by administrative or 
judicial action, nor shall donors to such or-
ganization be denied the deductibility of 
their contributions under such Code, because 
such organization engages in an activity 
that is protected by the United States Con-
stitution, including comment on public 
issues, election contests, and pending legis-
lation made in the theological or philo-
sophical context of such organization. 

(b) HOUSES OF WORSHIP OR MEDITATION AND 
AFFILIATED ORGANIZATIONS.—For purposes of 
subsection (a), an organization described in 
this subsection is a church, synagogue, 
mosque, temple, or other house of worship or 
meditation (including any organization af-
filiated with any of the foregoing)— 
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(1) with an established form of worship or 

meditation and a recognizable creed that 
minimally acknowledges the right of others 
to freely accept or reject such form and 
creed, and 

(2) which meets 2 or more of the following 
indicia: definite and distinct ecclesiastical 
government; formal code of doctrine and dis-
cipline; distinct religious history; member-
ship not axiomatically associated with any 
other organization; organization of ordained 
ministers; ordained ministers selected after 
completing prescribed courses of study; a lit-
erature of its own; established places of wor-
ship or meditation; regular congregations; 
regular religious services; classes for the re-
ligious instruction of youth or seniors or 
both; auxiliaries to provide relief and suste-
nance to the poor and deprived; and auxil-
iaries to provide youth with morally-struc-
tured community service and supervised op-
portunities to compete in sport and intel-
lect-expanding activities as an alternative to 
destructive behavior such as crime and drug 
use. 

(c) CONSTRUCTION.—This section shall not 
be construed so as to exempt any organiza-
tion described in subsection (b) from the op-
eration of any other law generally applicable 
to all organizations and individuals. 

By Mrs. CLINTON (for herself, 
Mr. SPECTER, Mr. KENNEDY, and 
Ms. MIKULSKI): 

S. 3958. A bill to establish the United 
States Public Service Academy; to the 
Committee on Homeland Security and 
Governmental Affairs. 

Mrs. CLINTON. Mr. President, I rise 
today to introduce legislation that will 
create an undergraduate institution de-
signed to cultivate a generation of 
young leaders dedicated to public serv-
ice. The U.S. Public Service Academy 
Act, the PSA Act, will establish a na-
tional academy, modeled after the 
military service academies, to serve as 
an extraordinary example of effective, 
national public education. 

The tragic events of September 11 
and the devastation of natural disas-
ters Hurricanes Katrina and Rita have 
demonstrated just how critical it is for 
our Nation to improve its ability to re-
spond to future emergencies and to 
confront daily challenges. These events 
also underscore how much our Nation 
depends upon strong public institutions 
and competent civilian leadership at 
all levels of society. 

Our country must improve its ability 
to groom future public servants to fill 
the pipeline as the baby boomer gen-
eration approaches retirement from 
critical public sector careers. Recent 
studies have shown that 2 million 
teachers are approaching retirement 
this decade alone, and more than 80 
percent of law enforcement agencies 
are unable to fill positions due to a 
lack of qualified candidates. 

The PSA Act will establish the U.S. 
Public Service Academy to provide a 4- 
year, federally subsidized college edu-
cation for more than 5,000 students a 
year in exchange for a 5-year commit-
ment to public service following grad-
uation. Academy graduates will help to 
fill the void in public service our Na-
tion will soon face by serving for 5 
years in areas such as public education, 
public health, law enforcement, and 
the nonprofit sector. 

Not only has the public service sector 
expressed a need for a young, talented, 
and high-qualified workforce, many 
college students today have already ex-
pressed a strong desire to serve. A re-
cent study conducted by the Higher 
Education Research Institute found 
that more than two-thirds of the 2005 
freshman class expressed a desire to 
serve others, the highest rate in a gen-
eration. 

Unfortunately, as thousands of 
American youth seek to serve their Na-
tion in a civilian capacity, many are 
often priced out of public service due to 
rising college debts. Over the past dec-
ade, the average debt burden for a col-
lege graduate has increased by 58 per-
cent. Many of the students who want to 
serve our country owe more than 
$20,000 in student loans after grad-
uating from college. 

By providing a quality college edu-
cation at no cost to the student, the 
U.S. Public Service Academy would tap 
into the renewed sense of patriotism 
and civic obligation among young peo-
ple and create a corps of competent ci-
vilian leaders. 

The establishment of a U.S. Public 
Service Academy is an innovative way 
to strengthen and protect America by 
creating a corps of well-trained, highly 
qualified civilian leaders. I am hopeful 
that my Senate colleagues from both 
sides of the aisle will join me today to 
move this legislation to the floor with-
out delay. 

By Mr. WARNER (for himself and 
Mr. ALLEN): 

S. 3959. A bill to amend the Internal 
Revenue Code of 1986 to exclude from 
gross income certain combat zone com-
pensation of civilian employees of the 
United States; to the Committee on Fi-
nance. 

Mr. WARNER. Mr. President, I rise 
today along with my colleague Senator 
GEORGE ALLEN to introduce the Fed-
eral Employee Combat Zone Tax Par-
ity Act, which would provide parity to 
civilian Federal employees by extend-
ing the tax credit currently received by 
military personnel in combat zones to 
the civilian Federal employees working 
along side them. My fellow Virginian, 
Congressman FRANK WOLF, has intro-
duced a similar bill in the House of 
Representatives. 

In addition, several Federal employee 
organizations, such as the American 
Federation of Government Employees 
(AFGE), the National Treasury Em-
ployees Union (NTEU), the Financial 
Management Association (FMA), the 
Senior Executives Association (SEA), 
the American Foreign Service Associa-
tion (AFSA), and the National Federa-
tion of Federal Employees (NFFE), 
strongly support this legislation. 

As of today, I have made eleven sepa-
rate trips to Iraq and Afghanistan to 
see firsthand the work of our military 
personnel, which is essential to success 
in these regions. In addition, the work 
of our Federal civilian employees in 
these regions is significantly impor-
tant. 

At the moment, a majority of the 
work in the reconstruction of these 
countries is being done by the military 
and the Department of State (DOS). 
These dedicated men and women de-
serve our gratitude. However, as I have 
said on a number of occasions, our 
challenging task requires the coordina-
tion and work of Federal agencies 
across the spectrum. 

Regardless of whether one is in the 
military or a civilian, there are certain 
risks and hardships associated with 
working overseas. As a result, the Fed-
eral Government provides certain in-
centives to individuals when they take 
on extremely challenging jobs. For ex-
ample, those in the military working 
in a combat zone receive the Combat 
Zone Tax Credit. 

This tax credit permits military per-
sonnel working in combat zones to ex-
clude a certain amount of income from 
their Federal income taxes. This ben-
efit for the military was established in 
1913. 

Private contractors working in Iraq 
and Afghanistan get a similar benefit. 
Under the Foreign Earned Income Tax 
Credit, contractors are allowed to ex-
clude a portion of their income from 
taxes while they work abroad, like in 
Iraq and Afghanistan. 

To date, however, no similar benefit 
exists for Federal employees serving in 
the same combat zones. I do not believe 
it is fair for our Federal employees to 
be excluded from the same benefits 
available to military personnel and pri-
vate contractors in the same combat 
zone. 

The Commonwealth of Virginia, of 
which I have been honored to serve for 
the last 28 years in the Senate, is home 
to over 200,000 Federal employees. I 
have long been a strong supporter of 
our Federal employees as I have been 
for our military personnel. 

Our efforts in the war on terrorism 
can only be successful with a highly 
skilled and experienced workforce. I 
can personally attest to the dedication 
of civil service employees throughout 
the Federal Government. Since the 
September 11th attacks, Federal em-
ployees have been relocated, reas-
signed, and worked long hours under 
strenuous circumstances without com-
plaints, proving time and again their 
loyalty to their country is first and 
foremost. 

During my service as Secretary of 
the Navy during which I was privileged 
to have some 650,000 civilian employees 
working side by side with the uni-
formed Navy, I valued very highly the 
sense of teamwork between the civilian 
and uniformed members of the United 
States Navy. Teamwork is an intrinsic 
military value, in my judgment, and 
essential to mission accomplishment. 
A sense of parity and fairness is impor-
tant for developing this teamwork. 

In Iraq and Afghanistan, the team-
work of the entire Federal Government 
is essential to harness our overall ef-
forts to secure a measure of democracy 
for the peoples of those countries, and 
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we need to make it easier for our Fed-
eral employees to participate. 

I recently offered additional legisla-
tion to achieve this goal. My bill, S. 
2600, would provide the heads of agen-
cies other than DOS and the Depart-
ment of Defense (DOD) with the au-
thority, at their discretion, to give 
their employees who serve in Iraq and 
Afghanistan allowances, benefits, and 
gratuities comparable to those pro-
vided to State Department and DOD 
employees serving in those countries. 

Currently, the agency heads of non- 
DOD and DOS agencies do not have 
such authority, and it is essential, as 
part of the U.S. effort to bring democ-
racy and freedom to Iraq and Afghani-
stan, that agency heads be able to give 
their workers in those countries the 
same benefits as those they work be-
side. 

In the last estimate, there are almost 
2,000 Federal employees working a vari-
ety of jobs in Iraq and Afghanistan. I 
am grateful for their hard work in po-
tentially dangerous situations. And, I 
know there are many other Federal 
employees who are anxious to serve 
their country and engage in these ef-
forts, but it is a lot to risk. 

Providing parity in this important 
tax credit would provide a significant 
incentive for individuals to take on 
this challenge—a challenge that Amer-
ica desperately needs Federal employ-
ees to undertake. 

Throughout the world, America’s 
civil servants are serving our govern-
ment and our people, often in dan-
gerous situations. They are on the 
ground in the war on terrorism taking 
over new roles to relieve military per-
sonnel of tasks civilian employees can 
perform. They are playing a vital role 
in the reconstruction of Iraq and Af-
ghanistan. 

We have a long tradition in Congress 
of recognizing the valuable contribu-
tions of our Federal employees in both 
the military service and in the civil 
service by providing fair and equitable 
treatment. This bill gives us the abil-
ity to continue this tradition while at 
the same time providing an important 
incentive to help America meet its 
needs. 

I urge my colleagues to join with me 
in support of this legislation. 

By Mr. STEVENS (for himself, 
Mr. INOUYE, Mr. LOTT, and Mr. 
LAUTENBERG): 

S. 3961. A bill to provide for enhanced 
safety in pipeline transportation, and 
for other purposes; to the Committee 
on Commerce, Science, and Transpor-
tation. 

Mr. STEVENS. Mr. President, I am 
pleased to introduce the Pipeline In-
spection, Protection, Enforcement, and 
Safety Act of 2006. I am joined by my 
colleagues from the Commerce, 
Science, and Transportation Com-
mittee, Senators INOUYE, LOTT and 
LAUTENBERG. 

Pipelines are one of the safest forms 
of transportation, and in most cases 

their safety record has been steadily 
improving. Unfortunately however, as 
recent events in my State dem-
onstrate, there is still much to be done. 
This bill addresses the problems that 
have occurred in Alaska and other safe-
ty issues that have been brought to the 
Committee’s attention. 

The bill reauthorizes the pipeline 
safety programs of the Pipeline and 
Hazardous Materials Safety Adminis-
tration (PHMSA) for Fiscal Years 2007 
through 2010. 

Highlights of the bill include: 
Increased Department of Transpor-

tation Resources Dedicated to Over-
seeing Pipeline Safety—The bill pro-
vides an additional 45 Federal inspec-
tors (a 50 percent increase) over the 4 
years of the bill at a cost of $6 million 
in Fiscal Year 2010. Currently PHMSA 
has 90 inspectors, but the DOT Inspec-
tor General has stated in the past that 
these relatively low staffing levels are 
a matter for concern. Ninety inspectors 
translate to one inspector for every 
18,000 miles of pipeline in this country. 

Strengtened Programs to Reduce 
Construction Related Damage to Pipe-
lines—The bill includes new civil en-
forcement authority against exca-
vators and pipeline operators respon-
sible for third-party damage incidents 
and provides grants to states that have 
damage prevention programs in place. 
Construction related damage, such as 
damage caused by excavation for a 
highway project, is the greatest cause 
of pipeline accidents that result in 
death or injury. This occurs most often 
on the distribution systems that run 
through the neighborhoods where peo-
ple live and work. These incidents have 
increased by 49 percent since 1996. 

Applying DOT Safety Standards to 
the Currently Unregulated Low Stress 
Pipelines—On August 31, the DOT an-
nounced proposed rules to cover low 
stress pipelines in unusually sensitive 
areas. Pipeline operators will have to 
meet new safety requirements, includ-
ing cleaning and continuous moni-
toring, along more than 1,200 miles of 
pipelines. However, low-stress lines 
that aren’t in such sensitive areas 
would continue to be unregulated. The 
bill goes further than the regulation 
and requires DOT oversight of all low- 
stress pipelines. 

Increased Accountability of Pipeline 
Company Officials—The bill includes a 
provision that would require senior of-
ficials at pipeline companies to certify 
that the information they are pro-
viding to regulators is accurate. 

Enhanced Pipeline Research—The 
bill would also boost PHMSA’s re-
search and technology development 
budget for pipeline safety issues such 
as corrosion by $10 million over the 
length of the bill. 

A Study of Pipelines Critical to En-
ergy Supply—The bill includes a study 
of oil pipelines that are critical to the 
nation’s energy supply in order to de-
termine if there are sufficient safety 
regulations in place to ensure their 
safety. 

The House Transportation and Infra-
structure Committee and the House 
Energy and Commerce Committee are 
also working on pipeline safety legisla-
tion. I hope that our three Committees 
can work together over the next month 
while the Congress is out of session to 
develop a joint legislative product that 
we can pass and have signed into law 
when we return in November. Many of 
the provisions in the three bills are 
similar and we should have enough 
common ground to achieve this goal. 

By Mr. DOMENICI (for himself 
and Mr. CRAIG): 

S. 3962. A bill to enhance the manage-
ment and disposal of spent nuclear fuel 
and high-level radioactive waste, to as-
sure protection of public health and 
safety, to ensure the territorial integ-
rity and security of the repository at 
Yucca Mountain, and for other pur-
poses; to the Committee on Energy and 
Natural Resources. 

Mr. DOMENICI. Mr. President, I note 
the arrival on the floor of the distin-
guished Senator from Nevada. The leg-
islation that I will be talking about is 
of significant interest to the Senator 
from Nevada. But it will take many 
months on the floor of the Senate be-
fore we finish. 

Today my fellow Senators I am intro-
ducing legislation that I believe will 
place the Department of Energy’s nu-
clear waste program back on track. 

As we all know, the history of the 
Yucca Mountain project has been 
rocky at best. The Yucca Mountain 
project has a very long pedigree, start-
ing back to the late 1950’s when the Na-
tional Academy of Sciences reported to 
the Atomic Energy Commission sug-
gesting that burying radioactive high- 
level waste in geologic formations 
should receive consideration. 

In the 1980s, when Congress decided 
to pursue a geologic repository, we 
were quite optimistic—so optimistic 
that we told the Department of En-
ergy—DOE—to enter into contracts 
with utilities that promised that we 
would begin taking nuclear waste off 
their hands by 1998. Well, obviously 
that didn’t happen. What did happen 
was that the courts found that the gov-
ernment is liable for its failure to meet 
its contractual obligation. 

While moving more slowly than 
planned, DOE’s nuclear waste program 
has made progress toward making the 
goal of a permanent geologic reposi-
tory for nuclear waste a reality. In 
2002, the President and Congress ap-
proved the Yucca Mountain site, and 
instructed DOE to file a license appli-
cation for the repository with the Nu-
clear Regulatory Commission—NRC. 
That decision has been made. 

With the siting decision made, it will 
now be up to the NRC to evaluate the 
scientific data and determine whether 
the repository will permanently, and 
safely, isolate nuclear waste. 

Yucca Mountain is the cornerstone of 
our national comprehensive spent nu-
clear fuel management strategy for 
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this country. Let me be clear: We need 
Yucca Mountain. We must make this 
program work. I believe the bill intro-
duced today will do that. 

This bill will remove legal barriers 
that will allow DOE to meet its obliga-
tion to accept and store spent nuclear 
fuel as soon as possible, without pre-
judging the outcome of the NRC’s re-
pository licensing decision. 

The bill I will introduce today au-
thorizes the DOE to permanently with-
draw 147,000 acres currently controlled 
by the Bureau of Land Management, 
the Air Force, and the Nevada Test 
Site, a license condition of the NRC. 

This legislation will repeal the arbi-
trary 70,000 metric ton statutory limit 
on emplacement of radioactive mate-
rial at Yucca Mountain. The capacity 
of the mountain will be determined by 
scientific and technical analysis. 

The DOE may also begin construc-
tion of needed infrastructure for the re-
pository and surface storage facilities 
as soon as they complete an environ-
mental impact statement that evalu-
ates these activities. 

This legislation will begin to consoli-
date the defense waste and spent nu-
clear fuel at Yucca Mountain. The bill 
requires DOE to file for a permit to 
build a surface storage facility at the 
Nevada Test Site at the same time it 
files its license application for a reposi-
tory at Yucca Mountain. 

As soon as the department receives 
the permit for the surface storage fa-
cilities from the NRC, the department 
may begin moving defense fuel and 
waste to the Nevada Test Site. The 
spent nuclear fuel from our Navy and 
defense activities that kept us safe dur-
ing the Cold War will be consolidated 
and secure at the site. 

Only after the NRC issues a construc-
tion permit for Yucca Mountain, may 
the department begin moving civilian 
spent fuel to the Nevada Test Site. 

This bill will withdraw the land for 
the rail route for Yucca, a vital trans-
portation component. There is a provi-
sion that also provides that appropria-
tions from the Nuclear Waste Fund will 
not count against the allocations for 
discretionary spending. The DOE will 
have access to the full funds in the Nu-
clear Waste Fund, monies collected 
from our constituents, to complete this 
project. 

This bill compliments the short, me-
dium, and long term components of the 
nuclear fuel cycle that I began to talk 
about this past summer. The thinking 
of how to handle nuclear spent fuel in 
the late 1970s and early 1980s and the 
way we approached its management is 
changing, we need to acknowledge that 
change. 

In the short term, according to DOE’s 
most optimistic schedule, the NRC’s 
construction permit will not be issued 
until 2011. The Consolidated and Prepa-
ration ‘‘CAP’’ proposal in the Energy 
and Water Appropriations bill begins to 
enable DOE to fulfill its contractual li-
ability for spent fuel storage before 
DOE can move spent fuel to Yucca 

Mountain by providing new authorities 
for DOE to accept and store civilian 
spent nuclear fuel within the states in 
which it was generated. 

In the mid term, this legislation lays 
the foundation to integrate Yucca 
Mountain and Global Nuclear Energy 
Partnership—GNEP—by providing that 
before spent fuel is shipped to Nevada, 
the Secretary of Energy determines if 
it can be recycled within a reasonable 
amount of time. Current plans for 
GNEP do not include recycling all 
55,000 metric tons of civilian spent fuel 
that has already been generated. This 
proposal will avoid moving waste to 
Nevada that should be shipped instead 
to a GNEP facility. 

In the long term, this measure pro-
vides DOE with the authorities needed 
to execute the Yucca Mountain project, 
and to begin long term emplacement, 
while the GNEP program will reduce 
the volume of material to be emplaced 
in the mountain, eliminating the need 
for a second repository program. 

The three pieces of the fuel cycle 
that I have discussed today—interim 
storage, GNEP and Yucca Mountain— 
will establish a comprehensive pro-
gram that will provide confidence that 
our nation’s nuclear waste will be man-
aged safely both for current and future 
reactors. 

We can solve this problem and I hope 
we can move forward together. 

I send to the desk a bill which does 
all of the things that I have just spo-
ken to. I am sure many Senators and 
their staffs will be interested. This will 
certainly not proceed in any hurry; it 
will take a while. But I intend to move 
it as best I can. There will be opportu-
nities to stop the movement at every 
opportunity. I am just hopeful that we 
will carry all the way through, as we 
have in the past, and go to conference 
and take something to the President 
and see where we are. 

The PRESIDING OFFICER. The Sen-
ator from Mississippi. 

Mr. LOTT. Mr. President, I want to 
again express my appreciation to the 
distinguished Senator from New Mex-
ico—I know this is a feeling shared by 
a lot of Senators—for his efforts and 
leadership over many years in the Sen-
ate but particularly in the energy area. 
He has been persistent. 

We did pass a good energy policy bill 
last year. Obviously, he would like for 
it to have been, perhaps, even broader, 
but we got it done. It is making a con-
tribution and will continue to have a 
positive contribution into more diverse 
energy policy in this country from 
which the American people will ben-
efit. 

I thank the Senator for his leader-
ship on this particular area of the nu-
clear repository. We must deal with 
this issue. We can do it. His input was 
critical. I thank him. 

Mr. DOMENICI. I thank the Senator. 
It is a pleasure working with him. 

When I have legislation such as the 
legislation I just described, which is 
very difficult, and I know we are going 

to come to spots in the Senate, stop-
overs where we will have to vote be-
cause it is good for the country, I am 
counting in the column that if I have 
done my work, will this Senator vote 
for it, the Senator’s name. I believe if 
we do our work and get our votes prop-
erly and line up what we propose, a 
Senator such as Senator LOTT will not 
be running around asking people what 
is going on in his State. 

This matter deserves his attention, 
as it deserves my attention. I believe 
we will get that. 

I thank the Senator. 
Mr. CRAIG. Mr. President, I rise 

today to express my strong support for 
the Nuclear Fuel Management and Dis-
posal Act introduced today by Senator 
PETE DOMENICI. Senator DOMENICI has 
long been a courageous supporter of de-
pendable, emissions-free nuclear en-
ergy, and he is largely responsible for 
the current renaissance of nuclear 
power in this country—with upwards of 
30 new nuclear reactors on the drawing 
board to be licensed in the next several 
years. Senator DOMENICI’s landmark 
legislation will help assure the future 
of nuclear power in this country by 
providing the necessary legislation for 
moving forward on the long-stalled 
Yucca Mountain repository and au-
thorizing much-needed interim storage 
for spent fuel and high-level waste that 
has been accumulating around the 
country. For used nuclear fuel that 
will eventually be recycled, the Senate 
Energy and Water Appropriations bill 
approved by the Appropriations Com-
mittee earlier this year provides for in-
terim storage of commercial spent fuel 
at Consolidation and Preparation— 
CAP—facilities. Senator DOMENICI’s 
legislation introduced today addresses 
defense spent fuel and high-level waste 
that cannot be recycled, so that these 
wastes will be sent to Yucca Mountain 
for storage and eventual disposal. In 
this way, this bill removes the final 
roadblock to developing new nuclear 
power in this country. 

And let me say a few words about 
this ‘‘roadblock’’ to Yucca that has 
persisted for so many years. The Fed-
eral Government made a promise to 
take possession of spent nuclear fuel in 
order to safely and permanently dis-
pose of it in a geologic repository. We 
promised to begin taking this fuel back 
in 1998—8 years ago. However, through 
concerted efforts by the state of Ne-
vada and its congressional delegation, 
progress on Yucca has often slowed to 
a crawl. This is the classic NIMBY atti-
tude—‘‘not in my backyard.’’ And yet 
my colleague from Nevada, Mr. REID, 
has repeatedly called for this Congress 
and the administration to do some-
thing to help reduce emissions of 
greenhouse gases because of his con-
cerns about global warming. 

This Congress and this administra-
tion have done a great deal to promote 
emission-free power generation. This 
Congress passed the Energy Policy Act 
last year, which provided financial in-
centives for new, emission-free sources 
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of energy, including wind, solar, clean 
coal—and nuclear. And earlier this 
year, this administration introduced 
the Advanced Energy Initiative—AEI— 
to support research and development of 
new energy sources—including nuclear 
power. In fact, the Global Nuclear En-
ergy Partnership—GNEP—is one part 
of the AEI. One goal of GNEP is to re-
duce the amount and toxicity of nu-
clear waste ultimately destined for dis-
posal at Yucca Mountain; another goal 
is to eventually help expand the de-
ployment of emission-free nuclear 
power in developing countries that oth-
erwise would need to depend on burn-
ing fossil fuels for their growing energy 
demands. Contrary to Senator REID’s 
comments about doing nothing to help 
reduce greenhouse gas emissions, we 
have done a great deal to develop emis-
sion-free energy in this country and 
abroad. But the deployment of nuclear 
power requires that we manage the 
spent fuel from nuclear power plants in 
a safe and responsible manner. One as-
pect of that management strategy 
must be to open the Yucca Mountain 
repository as soon as possible. 

As Senator DOMENICI has said, Yucca 
Mountain is the cornerstone of a com-
prehensive spent-fuel management 
strategy for this country, but Yucca 
alone cannot meet the government’s 
spent-fuel obligations. Through GNEP 
we will also explore technologies that 
promise to reduce the volume and tox-
icity of spent fuel. Thus, GNEP, in-
terim storage and Yucca Mountain to-
gether provide a comprehensive pro-
gram for safely managing our Nation’s 
Nuclear waste. 

f 

SUBMITTED RESOLUTIONS 

SENATE RESOLUTION 588—TO EX-
PRESS THE SENSE OF THE SEN-
ATE THAT STATES SHOULD 
HAVE IN PLACE BACKUP SYS-
TEMS TO DEAL WITH ANY FAIL-
URE OF ELECTRONIC VOTING 
EQUIPMENT DURING THE NO-
VEMBER 7, 2006, GENERAL ELEC-
TION 

Mr. FEINGOLD (for himself and Mr. 
KERRY) submitted the following resolu-
tion; which was referred to the Com-
mittee on Rules and Administration: 

S. RES. 588 

Whereas widespread problems with new 
voting technology have been reported this 
year in primaries in Ohio, Arkansas, Illinois, 
Maryland, and elsewhere; 

Whereas States such as Texas, Arkansas, 
and others have had to unexpectedly admin-
ister provisional ballots after electronic vot-
ing machines failed; 

Whereas equipment malfunctions in the 
Arkansas district 16 State Senate primary 
race precipitated a recount that, in turn, 
produced a new winner; 

Whereas computer problems in 4 southern 
Indiana counties required workers to manu-
ally enter the number of votes for each can-
didate in each precinct; 

Whereas a deadline to test electronic vot-
ing machines in West Virginia was pushed 
back to the day before the May 9 primary 

election due to problems and delays with the 
new machines; 

Whereas glitches in the electronic voter 
check-in system in Montgomery County, 
Maryland, resulted in polls remaining open 
for additional hours and required a recount 
of thousands of paper provisional ballots; 

Whereas 40 percent of registered voters na-
tionally are expected to cast ballots on new 
machines in the November 7 midterm elec-
tions; 

Whereas the larger number of voters par-
ticipating in the November 7 midterm elec-
tions may result in even more equipment 
failures than occurred in the primary elec-
tions; 

Whereas millions of voters could be 
disenfranchised in the November 7 midterm 
elections, as thousands have already been in 
2006 primary elections, due to the failure of 
electronic voting machines; and 

Whereas former Attorney General Richard 
Thornburgh and former Ohio Governor Rich-
ard Celeste, co-chairs of the Committee to 
Study a Framework for Understanding Elec-
tronic Voting of the National Academies’ 
National Research Council wrote recently: 
‘‘If major problems arise with unproven tech-
nology and new election procedures, the po-
litical heat will be high indeed. . . . Jurisdic-
tions need to come up with contingency 
plans for such November problems, if they 
haven’t done so already. One possible exam-
ple: Make preparations to fall back to paper 
ballots if necessary.’’: Now, therefore, be it 

Resolved, That it is the sense of the Senate 
that each State and jurisdiction that uses 
electronic voting equipment should have in 
place for use in the November 7, 2006, general 
election a backup system, such as the use of 
paper ballots, in the case of any failure of 
the electronic voting equipment. 

f 

SENATE CONCURRENT RESOLU-
TION 119—EXPRESSING THE 
SENSE OF CONGRESS THAT PUB-
LIC POLICY SHOULD CONTINUE 
TO PROTECT AND STRENGTHEN 
THE ABILITY OF FARMERS AND 
RANCHERS TO JOIN TOGETHER 
IN COOPERATIVE SELF-HELP EF-
FORTS 

Mrs. LINCOLN (for herself, Mr. 
CRAIG, Mr. CHAMBLISS, Mr. DORGAN, 
Mr. CONRAD, Mr. GRASSLEY, Mr. PRYOR, 
Mr. HARKIN, Mr. CRAPO, Mr. DEWINE, 
Mr. TALENT, Mr. BAUCUS, Mr. THUNE, 
Mr. BURNS, Mr. BOND, Mr. ENZI, Ms. 
STABENOW, Mr. COCHRAN, and Mr. JOHN-
SON) submitted the following concur-
rent resolution; which was referred to 
the Committee on Agriculture, Nutri-
tion, and Forestry: 

S. CON. RES. 119 

Whereas, the ability of farmers and ranch-
ers in the United States to join together in 
cooperative self-help efforts is vital to their 
continued economic viability; 

Whereas, Federal laws have long recog-
nized the importance of protecting and 
strengthening the ability of farmers and 
ranchers to join together in cooperative self- 
help efforts, including to cooperatively mar-
ket their products, ensure access to competi-
tive markets, and help achieve other impor-
tant public policy goals; 

Whereas, farmer- and rancher-owned co-
operatives play an important role in helping 
farmers and ranchers improve their income 
from the marketplace, manage their risk, 
meet their credit and other input needs, and 
compete more effectively in a rapidly chang-
ing global economy; 

Whereas, farmer- and rancher-owned co-
operatives also play an important role in 
providing consumers in the United States 
and abroad with a dependable supply of safe, 
affordable, high-quality food, fiber and re-
lated products; 

Whereas, farmer- and rancher-owned co-
operatives also help meet the energy needs of 
the United States, including through the 
production and marketing of renewable fuels 
such as ethanol and biodiesel; 

Whereas, there are nearly 3,000 farmer- and 
rancher-owned cooperatives located through-
out the United States with a combined mem-
bership representing a majority of the nearly 
2 million farmers and ranchers in the United 
States; and 

Whereas, farmer- and rancher-owned co-
operatives also contribute significantly to 
the economic well being of rural America as 
well as the overall economy, including ac-
counting for as many as 250,000 jobs: Now, 
therefore, be it 

Resolved by the Senate (the House of Rep-
resentatives concurring), That it is the Sense 
of the Congress that public policy should 
continue to protect and strengthen the abil-
ity of farmers and ranchers to join together 
in cooperative self-help efforts— 

(1) to improve their income from the mar-
ketplace and their economic well-being; 

(2) to capitalize on new market opportuni-
ties; and 

(3) to help meet the food and fiber needs of 
consumers, provide for increased energy pro-
duction, promote rural development, main-
tain and create needed jobs, and contribute 
to a growing United States economy. 

f 

SENATE CONCURRENT RESOLU-
TION 120—EXPRESSING THE SUP-
PORT OF CONGRESS FOR THE 
CREATION OF A NATIONAL HUR-
RICANE MUSEUM AND SCIENCE 
CENTER IN SOUTHWEST LOU-
ISIANA 
Mr. VITTER submitted the following 

concurrent resolution; which was re-
ferred to the Committee on Commerce, 
Science, and Transportation: 

S. CON. RES. 120 

Whereas the Creole Nature Trail All-Amer-
ican Road District Board of Commissioners 
has begun to create and develop a National 
Hurricane Museum and Science Center in the 
southwest Louisiana area; 

Whereas protecting, preserving, and show-
casing the intrinsic qualities that make Lou-
isiana a one-of-a-kind experience is the mis-
sion of the Creole Nature Trail All-American 
Road; 

Whereas the horrific experience and the 
devastating long-term effects of Hurricanes 
Katrina and Rita will play a major role in 
the history of the United States; 

Whereas a science center of this caliber 
will educate and motivate young and old in 
the fields of meteorology, environmental 
science, sociology, conservation, economics, 
history, communications, and engineering; 

Whereas it is only appropriate that the ef-
fects of hurricanes and the rebuilding efforts 
be captured in a comprehensive center such 
as a National Hurricane Museum and Science 
Center to interpret the effects of hurricanes 
in and outside of Louisiana; and 

Whereas it is critical that the history of 
past hurricanes be preserved so that all peo-
ple in the United States can learn from this 
history: Now, therefore, be it 

Resolved by the Senate (the House of Rep-
resentatives concurring), That Congress sup-
ports and encourages the creation of a Na-
tional Hurricane Museum and Science Cen-
ter in southwest Louisiana. 
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