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A number of studies have shown that roughly
one-half of all private-sector workers in the United
States do not have access to an employment-based
retirement plan.1 As a result, those workers have
minimal savings to supplement Social Security
benefits, a program that was never intended to
fully support them in retirement.2 The situation
is most bleak for lower-wage workers who have
the lowest levels of retirement savings and who
tend to be more concentrated in industries that do
not offer retirement savings plans. One national
proposal to address the situation was to establish
an automatic individual retirement account (IRA)
program. Such a program would require employers
who have more than 10 employees and who
do not offer a retirement savings plan to enroll
their workers in an IRA funded through payroll
deductions. Despite bipartisan support3 when
originally presented, the proposal has languished
at the federal level.
The Illinois Secure Choice Savings Program and
How It Affects Employers

In the absence of action by the federal government,
states including Illinois, Massachusetts, Connecticut,
California, Washington, and Oregon have begun
to address the issue. Illinois has recently taken the
lead by passing the Illinois Secure Choice Savings

A state-sponsored retirement savings
plan could help millions of privatesector workers who are not covered
by an employer plan build financial
security. Several features will help
a plan become more effective and
produce more secure retirements. This
report discusses the costs of such a
program to employers using Illinois’s
Secure Choice Savings Program as
a case study. Although each state
program may be slightly different, the
Illinois program is typical of a simple,
IRA-based program.
Program Act, becoming the first state in the nation
to adopt a statewide automatic IRA program to
cover private-sector workers.4 Illinois began to
implement the plan in 2015.
The Illinois Secure Choice Savings Program
(IL Secure Choice) establishes a retirement savings
account program and automatically enrolls workers
whose employer does not choose to offer a different
employer-based payroll deduction retirement
plan. The program specifies a target date lifecycle fund with 3 percent of income contribution
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as the default, but workers may choose among
a limited number of other investment options
and can change the contribution amount if they
want. Employees may opt out of the program
entirely at any time. Employers who choose to use
the IL Secure Choice program will simply enroll
their employees, set up the automatic payroll
deduction, and deposit the contributions with
the program. Employers will not be permitted to
contribute and will have no managerial or fiduciary
responsibilities or liabilities.

Uniform Enrollment Materials Help to Keep the
Cost of Enrolling Employees Low

As part of its responsibilities, the seven-person
board that operates and administers the IL Secure
Choice program must prepare and provide to all
employers an information packet for enrollment,
including a disclosure form and an enrollment or
opt-out form. All that employers have to do is give
the packet to their employees, collect the completed
forms, and set up the deduction for employees
who do not opt out. IL Secure Choice enrollment,
therefore, is similar to many other benefit programs,
such as health insurance, that provide the employer
with all of the necessary information and forms to
enroll employees at no cost to the employer. Because
IL Secure Choice is an automatic enrollment system,
employees need do nothing to participate. Thus,
employers need only collect forms from employees
who opt out of the program. Distributing the
materials and collecting any opt-out forms should
result in minimal costs. Employers will incur
the greatest inconvenience from distributing the
information packet to their employees in the initial
enrollment period because the program will cover
all existing employees. After the initial enrollment,
the cost of that step will be the marginal difference
in human resources or administration cost for
processing one additional enrollment for each
participating new employee.

The IL Secure Choice program applies to any
business with more than 25 employees that has
been in existence for at least two years and that
does not currently offer a retirement savings or
pension plan. Businesses with fewer employees may
participate in the program on a voluntary basis.
The program will be monitored by a seven-person
state board, but a private financial company will be
responsible for investing the funds and managing
the accounts. The accounts will be portable, and
workers with more than one job will be able to
contribute from paychecks from multiple employers,
if they so desire.
The costs that the program would impose on
employers figured prominently in the debates over
IL Secure Choice.5 A related concern was how those
costs compared to the costs an employer would
bear in setting up a comparable retirement plan for
employees as a purely voluntary initiative without
the statutory mandate.

Having Only One Provider Simplifies the Cost of
Setting Up the Deduction

IL Secure Choice is mandatory only for employers
not offering another payroll deduction retirement
savings plan or pension and who had at least
25 employees for the entire preceding calendar
year, thereby exempting smaller businesses that
may be more likely to manually process payroll.6
According to a 2007 Automatic Data Processing Inc.
survey,7 97 percent of employers with more than 10
employees used computer software or an outside
service for processing payroll and deductions.
That figure is almost certainly even higher today.
Integrating the new payroll deduction required
by IL Secure Choice, therefore, will impose only a
minimal cost on those employers. The cost will be
the employer’s time either to add the new deduction
in the software or to call its outside payroll company

The roles that employers play in IL Secure Choice
are limited to enrolling employees and sending their
payroll deduction contributions to the IRA provider.
Although the program is designed to minimize the
expense to employers, it could incur costs in four
ways:
1. The initial cost of enrolling employees or
having them opt out of the program
2. The cost of setting up the payroll deduction to
collect the employees’ contributions
3. The cost of making the deposit into the IRA
4. The annual cost of the open-enrollment period
for employees
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and have it incorporate the deduction. For the few
covered employers8 who may still be processing
payroll manually, the up-front cost of switching to
in-house software or using an outside service would
be offset over time by the savings resulting from the
conversion.9

from the employer: distribute the materials, collect
the forms, and enter the data for the deduction.
How the Costs of IL Secure Choice Compare to
Existing Alternatives

The Minimal Cost of Making Deposits and
Conducting the Annual Open-Enrollment Period

The related cost issue is how the costs to employers
for IL Secure Choice compare with existing
alternatives. The closest analogy to IL Secure
Choice is payroll deduction IRA programs for small
businesses.12 Those programs mirror many of the
features of Secure Choice. They are funded solely by
employee contributions through a payroll deduction,
and the employer’s role is simply as a conduit
between the employee making the contributions
and the company managing the investments. In
neither IL Secure Choice nor payroll deduction IRA
programs does the employer have any reporting
requirements or fiduciary responsibility for the
investments.

IL Secure Choice, like many other benefit programs,
requires employers to open enrollment for all
employees annually to provide the opportunity for
employees who have opted out to enroll. As with the
initial enrollment, the open-enrollment period for IL
Secure Choice requires only relatively minor action

An existing payroll deduction IRA program could
offer some modest cost savings for employers who
IL Secure Choice does not. Some providers may be
willing to set up the deduction or input the initial
enrollment forms for the employer, for example.
Although that service could, theoretically, reduce
the administrative costs for an employer, it is
unlikely to do so in practice because employers may
be reluctant to allow the provider access to their
payroll systems. If the provider were given that
access and had to be monitored by the employer
during the set-up and input operations, the
employer would not realize much cost saving from
allowing the provider to do the work. The provider
may also reimburse the employer for the actual cost
of remitting the payroll deductions, a small saving
over IL Secure Choice.

IL Secure Choice makes the deduction simple for
the employer to set up. The plan has only one
possible provider, and employees can choose from
only four investment options. If employees accept
the automatic target date fund as their investment
choice, even that step will not be necessary. The
only other information needed to set up the
deduction is the amount or percentage of the
employee’s wages to be deducted, which will be
readily available to the employer.

For employers participating in IL Secure Choice, the
cost of depositing employees’ contributions into the
IRA will also be minimal. A 2010 survey of small
businesses found that 65 percent of employers with
between 20 and 50 employees offered direct deposit
for payroll, and the percentage increased to nearly
80 percent for larger employers.10 Those employers
are almost certainly also making payroll tax
deposits electronically. As a result, IL Secure Choice
will require only one additional electronic payment
periodically11 for the employees’ IRA contributions.
Those payments will be handled similarly to the
way employers already remit payroll taxes or pay
for unemployment insurance because all of the
contributions will go to one provider. For employers
who use paper checks to submit taxes withheld to
the government, the cost will simply be the time
to total the amount withheld and the marginal
cost of preparing and mailing one additional check
representing that total, along with a form indicating
how much each employee has contributed during
that deposit period.

As far as the costs to employers, the two programs
are almost identical. Most major providers that
offer payroll deduction IRA programs do so with
no set-up or annual maintenance fee. To make the
payroll deduction IRA programs more attractive
to employers, providers also supply the disclosure
and enrollment materials, as will the provider for
IL Secure Choice. Also, providers handle all of the
investment decisions and reporting requirements
that the investment manager for IL Secure Choice
will handle when the program begins operating.
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From the employer’s perspective, IL Secure Choice
has one major cost advantage over existing payroll
deduction IRA programs. Employers have to take
time, which costs money, to select a provider from
among multiple options to establish a payroll
deduction IRA program and to select investment
options; that cost to employers is not present with
IL Secure Choice because the board chooses the
provider, and the investment options are limited by
statute. Under IL Secure Choice, employers do not
have to (a) choose among banks, investment houses,
or insurance companies; (b) decide whether to offer
multiple providers; or (c) decide which investment
options meet the needs of their employees.
The array of choices that employers face when
deciding whether to offer a payroll deduction IRA
program may be one reason why such programs
have not achieved a significant level of employer
participation. The employer has to be willing to put
in the time and effort to initiate and complete the
process, and that imposes a cost that is not present
in the IL Secure Choice program.
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Conclusion

The IL Secure Choice model is one tool to address
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