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SUBJECT:
ORP Employer Contribution Rates for Plan Year 2007 (January 1 – December 31)
On July 28, 2006, I advised you that the employer contribution rate for the Regents Retirement Plan (Optional Retirement Plan) would be reduced from 9.66% to 8.13%, effective January 1, 2007.  Many of you have requested information regarding the reasons that the Board of Trustees of the Teachers Retirement System (TRS) of Georgia made this decision.  The attached materials will provide you with some background information regarding this decision, and, with information affirming the statutory authority and responsibility of the TRS Board of Trustees to make this annual decision.

For your benefit, we have attached some basic information that differentiates a “defined benefit” plan, such as the Teachers Retirement System of Georgia, from a “defined contribution” plan such as the Regents Optional Retirement Plan.  We trust that this information will be of benefit to you and your colleagues.

Attachments

Cc:
Chancellor Erroll B. Davis, Jr.


Ms. Corlis Cummings


Dr. Beheruz Sethna


Dr. Rob Watts


Mr. Tom Daniel


Mr. William Bowes


Ms. Dorothy Roberts


Chief Human Resources Officers










Attachment I

I.
Background Information
The “Regents Retirement Plan”, often referred to as the “Optional Retirement Plan”, is a legislatively established retirement plan.  The Georgia Code that established the Regents Retirement Plan is O.C.G.A. § 47–21–1.  A copy of O.C.G.A. § 47–21–1 is attached for your information.  The “Regents Retirement Plan” is deemed to be a “defined contribution” plan and was enacted in 1990.
The “Teachers Retirement System of Georgia” is also a legislatively established retirement plan.  The Georgia Code that established the Teachers Retirement System (TRS) of Georgia is O.C.G.A. § 47–3–1.  A list of the articles and subsections of O.C.G.A. § 47–3–1 is attached for your information.  The Teachers Retirement System of Georgia is deemed to be a “defined benefit” plan and was enacted in 1943. 
When the Optional Retirement Plan (ORP) was enacted in 1990, eligible participants were limited to any employee who was a member of the faculty or who was a principal administrator of an institution, as designated by regulations of Board of Regents of the University System of Georgia.  Eligible employees included those faculty and principal administrators who: (1) first became employed on or after July 1, 1990, and were eligible for membership in TRS as of his/her date of employment; or (2) was a member of TRS as of July 1, 1990, with fewer than ten years of creditable service on such date.  

In 2004, the Georgia General Assembly approved an ORP “eligible employee” to also include “any individual who (i) is employed by an athletic department of an institution that is a state university as an assistant coach on July 1, 2004, and (ii) makes an election to participate in the (Optional Retirement) Plan not later than August 31, 2004.”
In summary, if an ORP “eligible employee” were not a member of the faculty, a principal administrator, or an assistant coach at a state university as of July 1, 2004; he/she had no option but to become a member of the Teachers Retirement System of Georgia.  If, however, an “eligible employee” were a member of the faculty or a principal administrator, he/she could elect to participate in either the Teachers Retirement System of Georgia, or, in the Optional Retirement Plan.  Such an election, at the time of initial employment or within 60 days of initial employment, was deemed to be “irrevocable”.
II.
Differences between a “Defined Contribution” Plan and a “Defined Benefit” Plan
The Regents Retirement Plan is a “defined contribution” plan.  In this type of plan, contributions made by the employee and the employer are invested on behalf of the employee in a Group Retirement Annuity certificate in the name of the employee.  The amount of the monthly annuity income that a participant will receive will be based upon the amount of the funds contributed, the investment earnings of those funds, the age of the employee at the time that he/she begins receiving benefits, and the type of annuity payment that the participant chooses.  
The Regents Retirement Plan operates on a calendar year basis (January 1 – December 31).  The contributions of the employee, as well as those made by the employer on behalf of the employee, are fully and immediately vested.  Contributions that are to an ORP annuity contract are portable.  Accumulations that remain in the contract will continue to accumulate benefits, regardless of future employment.  

The decision regarding how one’s ORP retirement funds are invested is the sole responsibility of the participant.  The participant decides how his/her contributions will be allocated among the various investment funds offered by the ORP vendor.  A participant has the sole authority and discretion to change the allocation of his/her future contributions and/or to transfer existing accumulations among various accounts.  ORP participants must determine their willingness and personal comfort level in assuming investment risk and reward tolerance. 
The Teachers Retirement System (TRS) of Georgia is a “defined benefit” retirement plan.  Under a defined benefit plan like TRS, a participant’s benefit at the time of his/her retirement, is determined by a benefit formula.  Under TRS, the amount of a participant’s benefit is currently based upon his/her average highest salary for a period of 24 consecutive months, a multiplier factor, and the number of a person’s years of creditable service.  Neither the investment experience nor the amount of contributed by the employer or the employee directly determine the amount of guaranteed benefit that a participant will receive.  

The Teachers Retirement System of Georgia operates on a fiscal year basis (July 1 – June 30).  To receive a lifelong pension benefit, an individual must be “vested”.  To be “vested” in the Teachers Retirement System of Georgia, an individual must have 10 years of service credit.  To receive unreduced retirement benefits, a TRS participant must either attain age 60 and have at least 10 years of creditable service; or, complete 30 years of service regardless of age.  TRS benefits are not deemed to be portable.  TRS participants do not have any discretion or authority regarding the investment of TRS employer and/or employee contributions – the management and investment of such funds is the sole responsibility of TRS.  
III.      Legislative Authority Granted to the TRS Board of Trustees to Determine the “Employer” and the “Employee” Contribution Percentages for the Regents Retirement Plan  
O.C.G.A. § 47–21–2 defines relevant terms that appear throughout the legislation.  Of particular relevance to the matter at hand are the inclusion and the definition of “Board of trustees”.  Board of trustees means the Board of Trustees of the Teachers Retirement System of Georgia.  Of importance, the Board of Trustees of the Teachers Retirement System of Georgia is the entity that was designated by Georgia statute to be responsible for determining the percentage of the “employee” and the “employer” contributions to the Regents Retirement Plan.
O.C.G.A. § 47–21–3 states, “(a) The board of regents is authorized to establish an optional retirement plan under which it may purchase annuity contracts, either fixed or variable or a combination thereof, or shares in one or more mutual funds providing retirement and death benefits which shall become the property of the participating employees of the University System of Georgia.”

O.C.G.A. § 47–21–4 specifies the manner in which the employee and/or the employer contributions will be determined/made for the Regents Retirement Plan.  O.C.G.A. § 47–21–4(a) specifies the manner and the range/amount of the annual “employee” contribution to the optional retirement plan.
O.C.G.A. § 47–21–4(b) specifies the manner in which the annual “employer” contribution to the optional retirement plan will be determined. 


O.C.G.A. § 47–21–4(a) states “Each participating employee shall contribute to the optional retirement plan a percentage of his or her earnable compensation as determined by the board of trustees which shall not be less than 5 nor more than 6 percent.”


O.C.G.A. § 47–21–4(b) states “The University System of Georgia shall contribute to the optional retirement plan on behalf of each participating employee the following:

(1) Prior to January 1, 1997, an amount equal to 4 percent of the employee’s earnable compensation; and
(2) On or after January 1, 1997, an amount equal to the normal cost contribution determined by the board of trustees in accordance with the provisions of Code Section 47–3–48.  The provisions of this subsection are subject to subsequent legislation; provided, however, that such legislation shall not provide for a contribution rate lower than 4 percent.”

O.C.G.A. § 47–3–48, Teachers Retirement System of Georgia, states “Thirty days prior to the time the State Board of Education fixes the minimum schedule of teachers’ salaries for the ensuing year, the normal and accrued contribution rates, as determined on the basis of the last annual actuarial valuation, shall be certified by the board of trustees to each employer having members in its employ.”

O.C.G.A. § 47–3–48 continues by stating that “The Board of Regents of the University System of Georgia in its estimates of the funds necessary for the operation of its respective units, which estimates are submitted to the Governor and General Assembly, shall include a request for an appropriation payable to the board of trustees in an amount equal to the portion of the normal and accrued liability contributions payable from funds of the Board of Regents of the University System of Georgia or from other state funds and for an additional amount as expense for the operation of the retirement system.”

IV.
Comparison of “Employer” Contribution Rates to the Teachers Retirement System of Georgia and to the Regents Retirement Plan
In determining the “employer” contribution rate for the Teachers Retirement System of Georgia, there has traditionally been 3 elements or components that have been aggregated to determine this amount: (1) normal contribution; (2) unfunded accrued liability; and (3) administrative expenses.  

Under a defined contribution plan, such as the Regents Retirement Plan, there is no unfunded accrued liability component. 

The Regents Retirement Plan began in 1990.  For Plan Years 1990 through 1996, the employer contribution to the Regents Retirement Plan was 4.00% as required by State statute.  The Board of Regents felt that the amount of the employer contribution was too low.  At the request of the Board of Regents, the Georgia General Assembly increased the amount of the employer contribution to the Regents Retirement Plan effective January 1, 1997.  Georgia statutes were amended to make the employer contribution rate to the Regents Retirement Plan equal to the “normal contribution” component of the employer contribution for the Teachers Retirement System of Georgia.

Please note that the “employer contribution” to the Regents Retirement Plan has been greater than the “employer contribution” to the Teachers Retirement System of Georgia since 2002.  The “employer contribution” for the Teachers Retirement System in 2002 was 9.24%.  It remained at 9.24% for Plan Years 2003, 2004, 2005, and 2006.  The “employer contribution” increased by 0.04% to 9.28% effective July 1, 2006. July 1, 2006 is the first day of Fiscal Year 2007.
Regents Retirement Plan (Optional Retirement Plan)

Defined Contribution Plan

Plan Year – Calendar Year

Plan Year (Jan. 1 – Dec. 31)

Employee Contribution
Employer Contribution

	Plan Year 2002
	5.00%
	9.62%

	Plan Year 2003
	5.00%
	10.02%

	Plan Year 2004
	5.00%
	10.03%

	Plan Year 2005
	5.00%
	9.65%

	Plan Year 2006
	5.00%
	9.66%

	Plan Year 2007
	5.00%
	8.13%


Teachers Retirement System of Georgia Plan

Defined Benefit Plan

Plan Year – Fiscal Year

Plan Year (July 1 – June 30)

Employee Contribution
Employer Contribution

	Plan Year 2002
	5.00%
	9.24%

	Plan Year 2003
	5.00%
	9.24%

	Plan Year 2004
	5.00%
	9.24%

	Plan Year 2005
	5.00%
	9.24%

	Plan Year 2006
	5.00%
	9.24%

	Plan Year 2007
	5.00%
	9.28%


Attached is a letter dated July 13, 2004, from Mr. Jeffrey L. Ezell, Executive Director of the Teachers Retirement System of Georgia.  Mr. Ezell’s letter details the relationship between TRS and ORP Employer Contribution Rates.  
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