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Abstract
In 2007 Federal IRS regulations increased the responsibilities of employers as plan sponsors requiring a more active role in administering their 403(b) retirement plans.  New regulations and changes within the industry and among service providers prompted Purdue to review its defined contribution retirement program.
In the fall of 2008, Purdue University began a comprehensive review of its defined contribution retirement and voluntary tax deferred retirement savings programs.  To assist with this effort, a University-wide task force, co-chaired by administration and faculty and including representatives from faculty, staff, retirees and central administrative offices was appointed.  The overall charge to the group was to review the current portfolio of plan investment options and develop recommendations for plan enhancements, as needed.
Over the next several months Purdue staff benchmarked with other educational institutions and worked along with an external consultant, EnnisKnupp & Associates, to assess participants’ fees, evaluate performance of the investment options, evaluate the existing structure (i.e., the number and types of options offered) and compare the services provided by each recordkeeper.  Purdue then issued a Request for Proposal (RFP) to retirement service providers to provide defined contribution services (recordkeeping and administration, fees, participant education, investment offerings, etc.).  The task force then issued final recommendations to University leaders, campus advisory groups and the Purdue community for feedback, including the retirement plan model, participant impact and a detailed transition plan for implementation.
Enhancements to Purdue’s defined contribution retirement and voluntary tax deferred retirement savings review include the following key features: vendor consolidation, lower administrative and investment fees, fee transparency, an open investment architecture, diversified investment options, increased plan sponsor compliance and high quality participant services.
By offering an open architecture structure that unbundles recordkeeping, investment services and fees, Purdue has created a flexible, interchangeable structure with the ability to provide best-in-class services and investments going forward; and a new model for higher education institutions.


Introduction of the Organization
Purdue University was founded in 1869 as a land‐grant public university for the state of Indiana.  Today it is widely recognized as one of the nation's leading research institutions with a reputation for excellence and affordable education.
With a system budget in excess of $2 billion and 15,000 employees, including 3,000 faculty, Purdue is one of the top 20 largest universities in the nation.  The main campus is located in West Lafayette, Indiana, 65 miles northwest of Indianapolis and 125 miles southwest of Chicago; and occupies over 3,200 acres and 160 major buildings.  In addition, there are three regional campuses and ten statewide sites across the state of Indiana.  More than 74,000 graduate and undergraduate students are currently enrolled within the Purdue system, representing all 50 U.S. states and 128 foreign nations.
Statement (Restatement) of the Problem/Initiative
In 2007 Federal IRS regulations increased the responsibilities of employers as plan sponsors requiring a more active role in administering their 403(b) retirement plans.  The primary intent of the regulations was to reduce the difference between Section 403(b) plans, Section 401(k) plans and Section 457(b) plans; to enhance 403(b) plan compliance; and to establish a more structured retirement program for employees in the non-profit sector.  New regulations and changes within the industry and among service providers prompted Purdue to review its defined contribution retirement program.
At the time, the University’s defined contribution retirement and voluntary tax deferred retirement savings programs served approximately 15,000 participants, with combined assets of $2 billion.  Moreover, participants were able to select from 381 investment options among five recordkeepers to meet their individual retirement savings goals, making the participant experience and compliance with plan sponsor requirements complex.
As part of its fiduciary responsibilities as the plan sponsor, the University’s stated objective is to provide retirement programs that offer well-managed and competitive retirement plan offerings, including:
· A simplified, fully inclusive set of appropriate investment choices to meet the needs of a faculty and staff with varying risk tolerance, savings time horizons and other financial goals.
· Financially sound and reputable financial investment partners.
· Best-in-class service and expertise in the financial industry, balanced with low to reasonably priced fees.
Design
In the fall of 2008, Purdue University began a comprehensive review of its defined contribution retirement and voluntary tax deferred retirement savings programs. To assist with this effort, a University-wide task force, co-chaired by administration and faculty and including representatives from faculty, staff, retirees and central administrative offices, was appointed by the Provost and Executive Vice President and Treasurer.  The overall charge to the group was to review the current portfolio of plan investment options and develop recommendations for plan enhancements, as needed.  Specifically, the task force was asked to:
1) Attend an orientation session and receive materials to understand pension terminology, plan design issues, investment options, marketplace trends and best practices.
2) Assist with an analysis of the current 403(b) Defined Contribution and voluntary tax deferred retirement program, including investment options/gaps, fees assessed, partner relationships, service offerings and general plan design.
3) Propose an investment policy statement for the University.
4) Summarize key findings and recommend future plan enhancements, based upon plan analysis, identified gaps, available products and associated fees.
Implementation
Implementation work efforts occurred in three major areas – project planning, the project and implementation of approved project recommendations.
Project Planning – August to December 2008
· Identify scope of the review, project team and the need for external experts.
· Identify timeline and the decision making/approval process.
· Determine need for retirement education to establish baseline knowledge.
· Gather plan documentation, participant demographic data and historical investment performance.
· Develop communication strategy and conduit for participant feedback.
Given the varying backgrounds and knowledge of the task force, combined with the complexity of the existing retirement structure, one of the first actions taken was to retain an external consultant to assist the task force with its review.  After completing a Request for Proposal process, EnnisKnupp & Associates (EnnisKnupp) was retained to provide assistance in conducting an Investment Policy and Structure Review; a Service Provider Outreach; and the subsequent Implementation of Approved Recommendations.


Project Phase I - Investment Policy and Structure Review – January to April 2009
Phase I began with EnnisKnupp meeting with the task force for a one-day workshop to educate and answer questions on retirement plan issues, including industry trends and best practices, investment option structures and fee transparency.
Over the next several months, University staff benchmarked with other educational institutions and worked along with EnnisKnupp to assess participants’ fees, evaluate performance of the investment options, evaluate the existing structure (i.e., the number and types of options offered) and compare the services provided by each recordkeeper.  After completing the assessment, key findings were presented to the task force and used to develop an Investment Policy Statement to serve as a roadmap for future enhancements.
These enhancements were aimed at helping Purdue faculty and staff achieve their retirement goals and included the following:
· Consolidating the Plans’ administrative and education services to a single service provider.
· Instituting a flat-fee administrative pricing model.
· Establishing a limited menu of pre-screened, broadly diversified investment options.
· Organizing investment choices into a tiered structure to address a range of investment styles.
· Offering a self-directed brokerage window.
· Adding a Roth retirement investment vehicle.
A town hall presentation was then made to update the University community and gather their feedback.

Project Phase II – Service Provider Outreach – May 2009 to May 2010
Using feedback from the University community, objectives, criteria and deliverables were developed and a Request for Proposal (RFP) was issued to retirement service providers.  EnnisKnupp reviewed the detailed RFP responses for each of the candidates based on facts provided in the RFP responses and where appropriate, followed-up with the candidates to obtain clarifying remarks.  They also summarized distinguishing strengths and/or weaknesses relative to the specific issues and services (recordkeeping and administration, fees, participant education, investment offerings, etc.) identified in Phase I of the project and presented their analysis to the task force.
The task force selected providers to interview as finalists for campus presentations. From the detailed RFP responses and on-campus presentations, a top firm was identified for an on-site due diligence visit that focused on fees, participant services, plan sponsor services, information technology and investment products.  The task force then issued final recommendations to University leaders, campus advisory groups and the Purdue community for feedback, including the retirement plan model, participant impact and a detailed transition plan for implementation.
Project Phase III - Implementation of Approved Recommendations – June to December 2010
Since the task force’s final recommendation in May 2010, enhancements to the University’s defined contribution retirement and voluntary tax deferred retirement savings programs were approved by the Board of Trustees.  In addition, university attorneys, procurement, staff benefits, information technology and investment staff, with continued assistance from EnnisKnupp, have negotiated key contract terms, performance standards and final fees to transition to a new retirement structure and service provider effective January 2011.

Benefits
Benefits of the defined contribution retirement and voluntary tax deferred retirement savings program enhancements include the following key features:
· Transitioned from a multiple to a single service provider environment, simplifying/reducing the number of personnel and payroll data feeds, electronic funds transfers, compliance requirements and plan administrative costs.
· Provided a transparent investment and administrative fee structure.
· Leveraged plan assets to lower administrative and investment fees; including access to institutional share class funds and a flat administrative fee, instead of administrative fees as a percentage of retirement savings.  As shown in the following graph, reducing these fees will result in more retirement savings dollars working for the participant.

In particular, administrative and investment management fees are paid by plan participants through the expense ratios of the investment options they have selected. Fees are taken before earnings are credited to participants’ statements, decreasing the return on their retirement savings.  Reducing administrative and investment plan fees under the new structure for a plan of Purdue’s size, would increase participant balances by an estimated $3-4 million per year which is then compounded over time.
· Implemented open architecture with investment choices organized into a tiered structure to address a range of investment styles, including a self-directed brokerage window.  The number of investment options was reduced from 381 to 19, eliminating redundant investment options with varying levels of expenses.
· Established standing Retirement Plan committee to monitor plan investments with constituent representation.
· Provided state‐of‐the‐art technology with online capability to enroll, make changes and access investment information, eliminating enrollment and withdrawal forms.
· Provided access to independent, personal financial assistance to help participants make well‐informed investment decisions.  By using an “open architecture” no service provider proprietary products will be available in Tiers 1-3 of the plan platform.  As a result, investment education on retirement planning will be completely independent of funds offered in the plan, eliminating any potential conflict of interest. 
· Added a Roth retirement investment vehicle and educational materials.
By offering an open architecture structure that unbundles recordkeeping, investment services and fees, Purdue has created a flexible, interchangeable structure with the ability to provide best-in-class services and investments going forward.


Retrospect
Lessons learned:
· No higher education institution of Purdue’s size and level of assets has implemented a single service provider/open architecture structure of this kind for defined contribution retirement and voluntary tax deferred retirement savings programs.  As a result, while this is a clear model for higher education in the future, it was a difficult decision that required a clear vision, a participant focus and executive leadership to make.
· Spend time upfront to identify resource requirements for the project and select an external consultant to assist with the review, if needed.  A task force with members representing employee groups and co-chaired with a faculty member provided varying perspectives and credibility.  The “right” consultant will bring industry, investment and best practice knowledge, and is essential for effective communication between University staff, offices and external service providers.  They will establish key relationships and partner with you for long-term success.
· The academic year may cause delays in completing a review and implementing change.
· Provide simple, ongoing communications using multiple methods and formats to engage University constituents throughout the review process.  Purdue used town halls, newsletters, written publications, employee advisory groups, FAQ’s, the Human Resource website, workshops led by service providers, one-on-one meetings, video broadcasts, etc.
· Identify and monitor resources needed to provide participant services.  University communications and the economic downturn, along with the associated decline in individual defined contribution retirement balances, have increased participant awareness to develop a diversified retirement portfolio, and the desire for individual one-on-one retirement discussions.  At Purdue, changing to a single service provider coupled with an early retirement incentive program and changes to its defined contribution rates, increased the resources required in a compressed time frame.  Working with our service provider and monitoring requests for new appointments identified the need for additional temporary resources.
· The need for communication does not end once final recommendations are made.  Regardless of how communications are handled, there will be participants at varying levels of understanding and/or who missed ongoing communications.  As a result, participants may fail to recognize and appreciate improvements relative to personal change during the project and will benefit from targeted communications.
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