Board of Governors

Issue Analysis Form – Optional Retirement Administrative Process

	1
	Statement of Problem


	State University System Optional Retirement Program(SUSORP)- Voluntary Employee Contribution Limitations-
University employees that participate in the State University System Optional Retirement Program (SUSORP) that elect to contribute voluntary deductions in excess of those authorized in section121.35, Florida Statutes, must first contribute through the SUSORP prior to being permitted to participate in their employer’s 403(b) voluntary plan.  This dual process leads to confusion for the participants, reduces an employee’s flexibility to diversify contributions to multiple vendors, and increases the administrative burden on the universities and the Division of Retirement (DOR).

	2
	Current Situation
	Section 121.35, F.S. establishes the Optional Retirement Program for the State University System (SUSORP) under which contracts for retirement and death benefits may be purchased in accordance with s. 403(b) of the Internal Revenue Code.  It requires that the state shall contribute toward the purchase of such benefits up to 10.43% of the participant’s gross month compensation.  Both the employee and the employer contributions flow from the university to the DOR and from there to the investment vendor.  Of the 10.43% amount, 10.42% is invested toward the employee’s retirement account and.01% is retained by the Division of Retirement for administrative purposes. 
Employee contributions in excess of the 10.42% are handled through supplemental plans which the universities are authorized to offer.  These contributions do not flow through the DOR but are submitted from the university directly to the vendor.    

University employees wishing to contribute more than the statutory limit must first contribute 10.42% through the SUSORP after which they may participate in their employer’s 403(b) voluntary plan.   This requires coordination of contributions to ensure that the sum of the employee’s contributions do not exceed IRS maximum limits.  The current dual reporting process results in inefficiency for both the universities and the Division of Retirement. 
IRS regulations require that a 403(b) plan be prepared for all institutions and agencies that handle retirement contributions.  This requires a fiduciary responsibility for the management of employee loans and withdrawals.  The Division of Retirement would prefer that this responsibility be placed at the employer level.   


	3
	Specific changes needed to remedy the problem
	Amend section 121.35, F.S. so that all employee contributions are deferred through the university’s 403(b) plan.  Section 121.35(4), F.S. requires that deferred contributions be made to the Division of Retirement and specifies other requirements. Proposed language is attached.
Summary of impacts:

· Employees will still be enrolled in the State University System Optional Retirement Program (SUSORP)

· Employers will continue to contribute 10.42% toward the employee’s retirement account.

· Employee voluntary contributions, on a tax-deferred, basis will be processed through university 403(b) plan.  

· All employee contributions will be transmitted directly to the vendors.

	3A
	Benefits of Proposed Changes to students, universities and the State
	Increases investment flexibility for participants; simplifies communications regarding the elective deferral process for employees; streamlines the processing of deferrals; reduces administrative and monitoring procedures and related costs. 

	4
	Fiscal Impact to affected groups (include cost to the state, university, student, others as needed)
	Indeterminate, however, with a more-efficient process administrative costs will be reduced.  Employees will have greater options to maximize investment opportunities. 

	5
	Supporting Data and Comparison to other public university systems
	NA

	6
	Possible unintended or negative consequences
	 Participants may not take action to open a 403(b) plan when SUSORP employee contributions cease on January 1, 2011. 

	7
	Likely opposition (from whom and on what basis)
	Current SUSORP vendors may not like the competition that may result.

	8
	Additional Information (Please include additional information that you believe would be helpful in decision making by the BOG.)
	Voluntary contributions made prior to January 1, 2011 will continue to be administered separately.  At the onset, information and communications will need to be sent to participants and a new contract may need to be opened by the participant.  Universities will need to review their 403(b) plans to determine if additional vendors should be added. 
This issue has been discussed and approved by the Council for Academic and Financial Affairs (CAFA). 

This issue is supported by the Division of Retirement.
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