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To:  MN Secure Choice Board of Directors
From:  Dave Bergstrom, Interim Executive Director
Re:  Establishing Contribution Default Rates, Auto-escalation Rates, and Maximum and Minimum Contribution Rates
One of the duties of the Board is to establish a default contribution rate and an automatic escalation schedule.   Under the Program, employees will automatically be enrolled in the Program unless they decide to opt out.   Because they are automatically enrolled, the Board will need to establish a default contribution rate.  Employees will be allowed to change their contribution rate, but many will not.  Auto enrollment is generally successful because employees often don’t think about retirement or don’t try to start a program on their own. 
In addition to an initial default rate, the Board should consider an automatic escalation rate.  An automatic escalation process slowly increases contributions over a few years.  Employees get comfortable contributing a certain amount, but often don’t make decisions and increasing the employee contributions over time that will help them save more for retirement.  Most plans increase the contribution rate by 1% per year until it reaches a certain contribution percentage. The employees’ will be able to turn off auto escalation.
Minnesota Statutes 187.05, subdivision 4 states:    
“Subd. 4.  Contribution Rate.   The board must establish default rate, minimum, and maximum employee contribution rates and an escalation schedule to automatically increase each covered employee’s contribution rate annually until the contribution rate is equal to the maximum contribution rate.”

An important decision for the Board is establishing the initial contribution default rate.  If it is set too low, the savings will not be sufficient to provide a significant savings amount for employees’ retirement.  If it is set too high, employees may be “scared” off and simply opt out of the plan.
The chart below shows the annual contributions based on several salaries and contribution amounts.
	Salary
	2%
	4%
	5%
	6%
	7%
	8%

	$10,000
	$200
	$400
	$500
	$600
	$700
	$800

	$25,000
	$500
	$1,000
	$1,250
	$1,500
	$1,750
	$2,000

	$35,000
	$700
	$1,400
	$1,750
	$2,100
	$2,450
	$2,800

	$50,000
	$1,000
	$2,000
	$2,500
	$3,000
	$3,500
	$4,000

	$65,000
	$1,300
	$2,600
	$3,250
	$3,900
	$4,550
	$5,200



While the Board does not need to set a default contribution rate and escalation rate based on what other plans are doing, they provide insight into what is typical in similar programs. It may be helpful to point to what other states are doing to justify the established rates.
The chart below shows the default in escalation rate in various states with similar programs.
	State
	Contribution Default 
	Annual Escalation 
	Default Cap

	Oregon
	5%
	1%
	10%

	Illinois
	5%
	1%
	10%

	California
	5%
	1%
	8%

	Connecticut
	3%
	N/A
	N/A

	Maryland
	5%
	1%
	10%

	Colorado
	5%
	1%
	8%

	Virginia
	5%
	1%
	10%

	Maine
	5%
	1%
	8%



Staff Recommendation:
I recommend an initial default rate of 5% of salary, which automatically increases by 1% a year until it hits a maximum default rate of 8%.  Under the current law, the maximum contribution and the default rate must be the same.   By selecting 8% as the default rate cap, you are also setting the contribution maximum at 8%.  I recommend that the law be changed to separate the default rate from the maximum rate.  Employees will be able to voluntarily lower or increase contributions.  I see no reason not to allow employees to contribute an amount higher than the default rate if they think it meets their retirement goals. Federal Law already sets contribution limits. In 2025, the limit on IRA contributions is $7,000.  Most employees age 50 and over can contribute an additional $1,000. 
Future Considerations:
A minimum contribution rate can be determined after the recordkeeper is selected.  The minimum contribution rate should be based on the cost of maintaining each account and the fee structure that the Board determines.   For example, if the minimum contribution rate is 1%, a person making $10,000 per year would contribute $100.  If the Program fees are based on an annual dollar amount, let’s say $25 per year, the person would have $75 ($100-$25) plus investment gains and/or losses at the end of the first year.  Employees who “lose” a significant amount of money in the first year are more likely to opt out of the Program.  If the fee is an asset-based fee, for example ½ of one percent (50 basis points) of an employee’s account value, an employee contributing $100 would be only assessed a fee of 50 cents for the first year.  The Board can also establish fees with a combination of a dollar-based fee and an asset-based fee.  
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