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With restrictions to the University System of Maryland’s (USM) Policy on Terminal Leave for Faculty and Policy on Separation for Exempt Employees now necessary, this document provides a series of alternatives to traditional terminal leave for faculty and notice termination for staff that will provide retirement planning options and incentives under narrow circumstances.   Specifically, these options may be used when: 1) the retirement or other separation of an employee is beneficial to the business and/or academic objectives of the institution, and 2) the employee voluntarily chooses to participate in the alternative.   The options set out in the Plan are intended to be consistent with IRS Code, regulations and guidance regarding retirement and deferred compensation plans. 

I. Post-Severance Contributions
This option will allow the institution to make tax-deferred contributions to an employee’s USM Supplemental 403(b) plan account with considerable flexibility.  It is available only at the institution’s discretion and generally used on a case-by-case basis, but can be extended to groups of employees should that option be in the institution’s business and/or academic interest.  
Elements: 
· Contributions are available in the year of retirement, and up to five years thereafter.  The institution may structure the contributions to be made in any or all of the six years.

· The employee may receive, each year, up to the lesser of $52,000/year or the employee’s annual salary.
· The amount may be less in the year of separation, depending upon employer and employee contributions into retirement accounts that year.
· As a matter of institution policy or on a case-by-case basis, an institution may provide lower amounts for shorter durations than the IRS limits. 

· Post-severance contributions provide significant tax advantages to the employee and the institution.
· The employee is not taxed on the contribution until the money is withdrawn from the employee’s 403(b) account.
· FICA is not paid on post-severance contributions, with potential savings of up to 7.65% to the employee and a 7.65% savings to the institution.

· Contributions are “retirement” benefits, not employment compensation.
· The contributions are made directly into a supplemental 403(b) account; if the employee does not have such an account, it can be created for any faculty or staff member.
· In any year when an employee receives a post-severance contribution, the individual is no longer an employee and cannot: 
· Receive employee health and retirement benefits.  
· Be a paid employee, even part-time, at a State institution or agency.

· Post-severance contribution recommendations must be approved by the institution’s President and reviewed by legal counsel.  Each post severance contribution must be documented in an agreement signed by President or designee and the employee.

· Institutions will report annually to the Chancellor and the Board regarding all post-severance contributions agreed during the year, including contribution amounts, duration, funding sources, and any other necessary information requested by the USM.

· A post-severance contribution may be agreed to as a substitute for transitional terminal leave or notice termination.   (For example, a contribution may be paid in lieu of a period of administration leave to an employee who receives a notice termination and may be especially useful when continued employment benefits and/or salary payments across multiple calendar years are at odds with IRS requirements.)


 
II. “Window” Programs  
A “Window” Program allows for tax-favored voluntary severance payments that are made available to a defined group of employees for a specified period of time.  Window Programs may be valuable tools in situations where it is necessary to downsize a department, school, unit or program.
Elements:
· The Program must be offered to a defined class of employees, and any employee within the class is eligible to participate.
· Any employee who fits the group’s eligibility criteria and agrees to participate within the limited “window” of time can be paid on a tax-deferred basis two times the lesser of the employee’s annual salary or $260,000, over a period of two years.
· Classes can be defined in a targeted manner to discrete groups of faculty and staff, e.g.,
· By types of employment (e.g., tenured faculty, regular exempt staff). 
· By age/years of service, or a combination of both.
· By school, programs or departments or units, based on standards of business or academic necessity. 
· By a maximum number of employees who may be accepted into the Program in total, and also within particular departments, job classifications, etc.;
· By a combination of the above criteria.
· A Window Program is offered for a defined, limited period of time, after which the window “closes.”
· The financial incentive can vary during the window period (i.e., more paid to those who retire immediately; less to those who retire later).
· It may be important not only to specify the duration of the “window,” but also to clarify that such a program will not be offered again for a specified number of years.

· Window Programs provide some tax advantages to the employee.
· Unlike current terminal leave and notice termination, which must be taxed in full when agreed to (unless paid out in full within 2.5 months of the same calendar year), tax on Window Programs is taken out when the payments are made and may be spread out over two years.
 
· Window Program payments are direct, severance compensation.
· Once receiving this benefit, the individual is not longer an employee and cannot receive active employee health benefits and retirement contributions.

· An institution that intends to establish a Window Program shall submit a proposal to the Chancellor and obtain approval of the Board of Regents prior to the program’s implementation.
· The institution should also consult with counsel when establishing a Window Program to ensure that all requirements regarding notices and waivers are met. 





III. Phased Retirement

Phased Retirement is an option that allows an employee to reduce duties over time, under a binding agreement that specifies: 1) the duties, length, level of commitment and compensation during the transition period; and 2) the commitment of the employee to retire at the end of the period.  Phased Retirement is intended specifically as a means for long-time faculty members to ease the transition toward retirement.

· The employee reduces workload over period of 1-3 years from full-time to part-time in return for a binding agreement to retire at a fixed date.
· Salary will be pro-rated, unless extraordinary circumstances exist such that the institution president authorizes the negotiation of a different salary.
· Part-time commitment must be at least 25%. 

· Phased retirement allows the employee ease out of work life, without losing benefits.
· By staying above 50%, health benefits eligibility continues.
· Retirement benefit accrual continues:
· ORP contributions continue based upon the salary paid, and service toward retiree and spouse health benefits continue to be credited, pro-rated by percentage of employment.
· For State Retirement Plan participants, service toward retirement and health benefits eligibility is pro-rated based on percentage of part-time employment.
· Eligibility for USM benefits, including leave and tuition remission will continue on an appropriate pro-rata basis.

· Phased retirement plans allow for re-employment at the retiree’s former institution or other USM institution, subject to timing and salary level restrictions required by State retirement law.



IV.	    Hybrid Retirement Agreements

An institution and an employee may agree to a retirement agreement that combines more than one of these Plan options under appropriate circumstances, or combines one of these options with a transitional terminal leave agreement or notice termination.  

· For example, an institution and employee may agree to combine:
· Two years of reduced duties in a phased retirement plan, followed by a post severance contribution at the end of the phased retirement period. 
· One year of terminal leave at 25% of the employee’s prior duties, followed by a post severance contribution at the end of the phased retirement period.

· A hybrid or alternative retirement agreement must specify the terms of each of the option agreed to, and each element is subject to the individual option’s approval and reporting requirements.  


V.  General

· As a condition of participation in any of the options set forth in this Plan, the institution will require a written agreement with the employee that includes:
· The specific terms of the option(s) that will be provided to the employee, including compensation amounts, any continuing service commitment and benefits, and the duration of the agreement; and
· A release of the employee’s employment rights, other than those specified in the written agreement.
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