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ACTION ITEM:
NEW BOARD POLICY 6-607, “VOLUNTARY SEPARATION AND RETIREMENT INCENTIVE PROGRAM” (SECOND READING)

ISSUE:
The Board is asked to approve a new policy that would delegate to the presidents the discretionary authority to approve a voluntary separation and retirement incentive program for employees at each university.  The policy would provide flexibility to the universities to design programs that would best meet their respective strategic goals in redesigning academic and research areas of emphasis and correspond to the interests of their faculty and staff.

BACKGROUND:

· Unlike employees of state agencies, public school districts and municipalities, benefits-eligible employees of the universities have the ability to choose between two types of retirement plans when commencing their employment (ABOR 6-601 and 6-602).

The Arizona State Retirement System Plan (ASRS) is a defined-benefits plan.  The amount of monthly benefit received upon retirement is calculated from the number of points (years of service + age) x a multiplier x average monthly salary from the 3 highest continuous salary years within the 10 years immediately preceding retirement.  Classified staff members must participate in the ASRS Plan.  Administrative, professional and faculty may participate in the ASRS Plan.

Alternatively, administrative, professional and faculty may elect to participate in an Optional Retirement Program (ORP), which is a defined contribution plan.  The amount of monthly benefits received upon retirement is dependent on how retirement contributions were invested and managed by the individual employee.  Under the ASRS, the normal retirement age is defined as 65 years of age OR age 62 with 10 years of service OR 80 points.  Under ORP, the normal retirement age is considered to be 65 years of age.

(Note:  Sworn personnel in the universities’ respective police departments are participants in a separate retirement plan:  The Public Safety Personnel Retirement System)

· The ASRS Plan provides for “early retirement” (i.e., retiring before eligibility for normal retirement and receiving a reduced monthly benefit) for participating members who are at least 50 years of age and have 5 years of service.  The ORP does not have an early retirement provision.  Participating employees who withdraw funds prior to attaining age 59 ½ will have to pay penalties to the IRS.

· Existing Board policies on retirement programs were adopted in the mid-1980’s.  At that time, it was permissible for universities to impose a mandatory retirement age for tenured faculty.  There was no perceived need for the Board to also have a policy on retirement incentive plans.  The exemption under the Age Discrimination in Employment Act (“ADEA”) for tenured faculty expired in 1994.  Tenured faculty may now work as long as they wish, so long as they continue to perform their duties at a satisfactory level.  Retirement incentive plans are permissible management tools so long as the provisions of the plans do not have a discriminatory impact on the basis of age of the participants (ADEA and the Arizona Civil Rights Act) and participation is at the voluntary election of the employee. 

· Currently, approximately 80% of our tenured/tenure-track faculty age 50 and above participate in the ORP, while approximately 20% of the faculty participate in ASRS.  

· The Board previously approved a “window” retirement incentive program for participants in the optional retirement program at the request of the University of Arizona in 1992.  The state legislature had approved “window” programs for participants in the ASRS in 1984, 1989 and 1992.

· The Board and universities are actively moving forward to implement the “Changing Directions” concept.  Central to “Changing Directions” is the ability of each university to identify and implement strategic goals in the redesign of academic curricula and programs and research areas of emphasis.  A Board policy authorizing the universities to implement voluntary separation and retirement incentive programs for their employees, particularly tenured/tenure-track faculty and continuing academic professionals would provide an important management tool which the presidents can use to facilitate the realignment of their institution’s respective strategic goals and mission.  The adoption of a standing policy rather than a process of seeking Board authorization on a program-by-program basis will support the concept of flexibility and responsiveness to changing priorities.

· The proposed policy provides for the Board to delegate to the presidents, the authority to determine whether a voluntary separation and retirement incentive program should be offered and, if so, the type of retirement incentive program (e.g., window, phased retirement, planned retirement, on-going retirement program, etc.)  The flexibility afforded by the policy is important because each institution must assess what program design elements will actually serve as meaningful participation incentives to those employees who meet the specified eligibility criteria of the retirement incentive program.

· While recognizing that flexibility to design a voluntary separation and retirement incentive program will enhance the effectiveness of implemented plans, the universities also recognize that it is appropriate to agree upon certain stated common elements or parameters that will serve to guide each institution should it choose to design and implement a retirement incentive plan.  The universities will adopt a “Common Elements” statement.

· The proposed policy provides that on an annual basis after the close of the fiscal year, each university that has implemented a voluntary separation and retirement incentive plan in that just closed fiscal year will submit a written report to the Board summarizing the plan and the impact of its implementation on the institution.

· The proposed policy language is shown on page 4; a draft of the “Common Elements” statement is shown beginning on page 5.

· These proposed revisions to Board Policy were presented to the Board for first reading at the March 2003 meeting.

RECOMMENDATION:
The Board is requested to approve the new Board Policy 6-607.

6-607
VOLUNTARY SEPARATION AND RETIREMENT INCENTIVE PROGRAM

A.
AUTHORITY


EACH UNIVERSITY MAY ESTABLISH A VOLUNTARY SEPARATION AND RETIREMENT INCENTIVE PROGRAM FOR ELIGIBLE EMPLOYEES.  THE PRESIDENT OF THE UNIVERSITY SHALL REVIEW AND APPROVE THE PROGRAM PRIOR TO ITS IMPLEMENTATION.  THE DESIGN AND DURATION OF SUCH A PROGRAM, INCLUDING THE DEFINITION OF ELIGIBILITY CRITERIA FOR PARTICIPATION, SHALL BE AT THE DETERMINATION OF EACH UNIVERSITY SUBJECT TO THE PROGRAM BEING IN THE BEST EDUCATIONAL INTEREST OF THE UNIVERSITY AND THE STATE.

B.
REPORT TO THE BOARD


EACH UNIVERSITY THAT CHOOSES TO IMPLEMENT A VOLUNTARY SEPARATION AND RETIREMENT INCENTIVE PROGRAM SHALL SUBMIT AN ANNUAL REPORT TO THE BOARD BY OCTOBER 1 OF EACH YEAR FOR THE PRECEDING FISCAL YEAR IN WHICH SUCH A PLAN WAS IMPLEMENTED.

Common Elements Document

Tri-University Voluntary Separation and Retirement Incentive Program

The presidents of the universities have been authorized through Board policy to make individual determinations on whether a voluntary separation and retirement incentive plan should be implemented at his or her respective institution.  Implementation of a voluntary separation and retirement incentive plan is one method by which the universities can move forward in strategic realignments of academic and research programs.  Consistent with the Changing Directions theme, the Board policy allows for plan design flexibility among the three institutions.  This element of flexibility enables each university to identify a plan design with components that eligible employees will see as incentives (economic or otherwise) and which meets the needs of the university (e.g., a window plan or a phased retirement program, etc.) In crafting a voluntary separation and retirement incentive proposal, it is important to understand the factors motivating the initiative and the desired outcomes expected from implementation.  The voluntary separation and retirement incentive proposal occurs at the confluence of the ABOR Changing Directions planning, and in the midst of the most serious budget difficulties ever faced by the State and the universities.

ABOR’s Changing Directions concept presents major new directions for the three state universities.  In moving toward more differentiated and focused identities, each institution will experience fundamental changes throughout the enterprise – from the size and makeup of the student body, to curricula, to the makeup of employee groups, to differences in tuition and fee structures.  Changing Directions is a forward-thinking response to the needs of Arizona in the 21st Century, not a reactive attempt to deal with the budget shortfall.  While its outcomes will certainly impact the financial structures of the universities, the driving force behind Changing Directions is to enable the highest level of educational excellence and efficiency from the university system, giving Arizonans the quality and kind of education needed for success in the 21st Century.  It would be a mistake to see the voluntary separation and retirement incentive program as a solution to the budget difficulties facing the state universities, or to expect immediate financial relief upon implementation.

The three Arizona universities have each proposed major changes in response to Changing Directions.  The reorganizations under discussion emphasize the need for flexibility in order to make changes effectively.  In the academic arena, changes in curricula and program imply changes in the deployment of faculty.  Tenure is structured to sustain program through the continuity of faculty – a necessity for academic freedom and integrity.  Through a carefully conceived voluntary separation and retirement incentive program, those faculty near retirement age may be offered incentives to move out of the workforce, thereby freeing lines and money to be redeployed in much different ways than if the faculty remained in the workforce.  The major gain is not so much financial as in the flexibility to effect dramatic change.  In some cases there may be very real financial return, such as when a highly paid senior faculty member is replaced with a junior faculty member at a lower salary, but such returns may be offset by the loss of the senior faculty member’s reputation and experience.  It is important that we recognize that the major benefit of a voluntary separation and retirement incentive program will be the ability of the institution to bring about meaningful institutional change, not to reap enormous financial gain – although that may also occur as an additional outcome.  The benefit to individuals who choose to participate in an incentivized program will be the ability to enter retirement status without financial loss.

The retirement incentive program will be conceived from an ABOR “Common Elements” approach, a model that allows the three institutions to develop individual programs in compliance with a central set of conditions required by ABOR.  The establishment of an ABOR approved voluntary separation and retirement incentive program would not necessarily mandate participation by all institutions, nor by all employee categories within an institution.  Thus, while allowing for necessary flexibility, the universities agree that plan design stay within the following parameters.

BOARD OVERSIGHT

· The Board shall retain oversight of the institutional plans:

· Each university that chooses to implement a voluntary separation and retirement incentive plan for its eligible employees shall submit an annual report to the Board by October 1 of each year for the preceding fiscal year in which such a plan was implemented.

COMMON ELEMENTS

Participation
· Participation in a voluntary separation and retirement incentive program established pursuant to Board policy 6-607 is voluntary, and an employee who is eligible to participate in such a program may participate, but need not choose to do so.

· A person who does choose to participate in a voluntary separation and retirement incentive program shall agree in writing to relinquish, as applicable, all tenure rights, all right to continued employment, all right to reemployment or future employment by the Board and all other employment rights and privileges except for such rights and privileges as are incorporated in the retirement incentive program.

· Eligible employees do not have an absolute right to participate in a voluntary separation and retirement incentive plan.  Each university may limit participation in their respective plan.  Each university may also set caps to limit the number of eligible employees who may participate in its plan.

· Each university may limit participation in their respective plan to tenure-track and tenured faculty and academic professionals with continuing status.

· Any eligible employee who has received, prior to the effective date of retirement, written notice of termination for cause is not eligible for participation in the voluntary separation and retirement incentive plan.

· A university choosing to offer a voluntary separation and retirement incentive program will use only that program and all other retirement incentive negotiations with retirement-eligible employees will be prohibited.  An exception to this provision will not be permitted unless approved by the Provost.

Payment Requirements
· Payment of consideration shall be made from available university funds.  The maximum expenditure from the budgeted line will not exceed 120%.

· The time frame within which the payment of consideration may be made shall be at the determination of the university but, if paid in installments, shall not exceed three fiscal years or such other period of time fixed by law.

· No payment shall be made until a written agreement for such payment in a form acceptable to legal counsel to the university has been executed.

· Participating employees may be given a range of options as to how the consideration can be paid.  Examples of options could include:  lump sum payment, payment in installments, direct some or all of the payment to be used to buy back prior years of service credit, purchase of an annuity, direct that a portion of the monies be placed in a 401(a) or 457 account consistent with IRS guidelines.

· All applicable federal and state tax withholding will be applied to the consideration paid under a voluntary separation and retirement incentive plan.

Sick Leave Buyout
· The right of a participating employee to receive a cash payment for accumulated and unused sick leave upon retirement will be determined according to the provisions of ARS §38-615.  Any payment made pursuant to that section would be separate from, and in addition to, any consideration paid to a participating employee by a university under a voluntary retirement incentive plan.

Retirement Benefits
· Any voluntary retirement incentive plan offered by a university will be in compliance with the requirements and restrictions of the Arizona State Retirement System Plan and/or the Optional Retirement Program Plan.

· A participating employee’s right to receive retirement benefits through the Arizona State Retirement Plan, or an optional retirement plan available to faculty and professional staff, will be determined according to criteria and requirements of the respective retirement plan.  Any payment received under a voluntary separation and retirement incentive plan will not be included in calculating retirement benefits unless required or permitted by the applicable plan.

Window Plans
· A voluntary separation and retirement incentive program that is offered in the form of a limited window shall be open for a minimum of 45 days and may be open for a maximum of 180 days.

· A university choosing to offer a voluntary retirement incentive window program may not offer such a program more than once every three years.

· The universities recognize that there are other program designs (e.g., phased retirement programs, planned retirement programs, on-going retirement programs) that may be considered in addition to window plans.  It is not the intention of the universities to restrict their ability to select, design and implement a voluntary separation and retirement incentive program to any one particular type of program through this Common Elements document.

CONTACT:
Cynthia Jewett, ASU   480 965-4550 (cjewett@asu.edu)


Judith Leonard, UA
     520 621-3175 (Leonard@uao.arizona.edu)


Dean Pickett, NAU      928 779-6951 (dean.pickett@nau.edu)


Joel Sideman, ABOR  602 229-2510 (jsideman@asu.edu)


