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SECTION E.  WDC PROGRAM BACKGROUND INFORMATION

The section includes information relating to the WDC and is provided to assist the proposer in completing the RFP document.  This section is for informational purposes; no response is required from the proposer.  For additional information on the WDC, please review the following WDC-related Web sites:

Document
Web Address

WI State Statutes Ch. 40, Subch. VII
http://www.legis.state.wi.us/statutes/Stat0040.pdf

Ch. ETF 70, WI Admin. Code
http://www.legis.state.wi.us/rsb/code/etf/etf070.pdf

WDC 2003 Program Fact Sheet
http://etf.wi.gov/publications/et8904.pdf

WDC Web site
http://www.wdc457.org

Note: The WDC Web site contains WDC information including the WDC Plan and Trust document, Spectrum of Investment Options, brochures and participant forms

Part 1.0  Program Background and Statistics

The Wisconsin Deferred Compensation (WDC) Program is permitted under Section 457 of the Internal Revenue Code. It was created by the Wisconsin Laws of 1981, Ch. 187 and established in 1982 for state employees and has been available to local employers since 1985.  Wisconsin Statute Chapter 40, Subchapter VII, Chapter ETF 70 of Wisconsin Administrative Code and the Wisconsin Plan and Trust Document regulate the WDC and set forth the rules and responsibilities of all parties involved with the program.  

The Deferred Compensation Board (Board) has statutory authority for the WDC and the Department of Employee Trust Funds (Department) is responsible for all aspects of program administration.  The Board contracts with a third party administrator (Administrator) for a full range of functions including marketing, customer service, recordkeeping and overall program administration.  

The WDC is an unbundled, qualified deferred compensation program under Section 457 of the Internal Revenue Code.  This program provides eligible employees with the opportunity to set aside a portion of their annual earnings on a tax-deferred basis to supplement retirement income.  Federal tax law sets forth certain limitations and restrictions that must be followed including the amount of employee compensation that can be deferred as well as when and how account balances can be distributed. Contributions are made on a pre-tax basis and there is currently no minimum per pay period contribution required of a participant. The maximum annual contribution is generally the lesser of the regulatory indexed limitation (currently $14,000 excluding any catch-up amounts) or 100% of adjusted gross compensation.
The Board and the Department are responsible for oversight of the WDC and contract with a third party administrator to provide full customer service to participants.  The current Administrator is Nationwide Retirement Solutions, Inc.  The WDC offers participants a broad selection of investment choices and is designed to provide participants with as much flexibility as allowed by federal tax laws.  In 2003, the WDC accepted $11,187,000 that was rolled into the WDC and rolled $21,059,000 out of the WDC to other types of retirement plans.

In 1982, the WDC was available only to state and university employees. State statutes were amended in 1985 to allow local governments and school districts the opportunity to offer the WDC to their employees. As of December 31, 2003, there were 40,593 state, university and local employees participating in the WDC and WDC assets totaled $1,340,767,733. Over $117,298,000 was deferred by participants during 2003. Please refer to the WDC Web site for the “Spectrum of Investment Options,” which provides detailed information on WDC mutual fund options and total assets. 

The graph below illustrates growth of total plan assets and participation in the WDC as of the end of 2003, while the chart on the next page shows average WDC account balance by age for 2001 through 2003. 
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With 61,719 employees working at 107 agencies, the State of Wisconsin has the largest number of potential WDC participants. As of the end of 2003, approximately 31.5% of eligible state employees (19,430) were participating in the WDC. Nearly 96% or 18,566 of enrolled state employees contributed to their WDC accounts at some time during 2003.

As shown in Table 1: WDC and Local Employers, there are slightly more than two thousand local governments and school districts in Wisconsin that are eligible to participate in the WDC. As of 2003, over 640 local government and school districts have elected to offer the WDC to their 68,742 employees. Of the 68,742 local government employees eligible to participate, 14,098 or 20.5% are currently enrolled in the WDC and 11,054 or 78.4% of these enrolled participants contributed to their WDC accounts during 2003.

Table 1: WDC and Local Employers*

Local Employer Type
# Eligible
# in WDC
% in WDC

Cities
185
105
56.76%

Educational
468
156
33.33%

Counties
71
33
46.48%

Towns
880
106
12.05%

Villages
340
130
38.24%

Other
376
111
29.52%

Total
2,320
641
27.63%

* As of December 31, 2003

Although the WDC has reached a certain maturity, the Department anticipates that there will be a continuation of growth in participation throughout the coming years.  Table 2 provides enrollment data from the past five years.

Table 2: WDC Enrollment

YEAR
# New State Employees Enrolling
# New Local

 Employees Enrolling
Total New WDC Participants

1999
1,062
1,534
2,596

2000
1,173
2,290
3,463

2001
1,004
1,715
2,719

2002
866
1,634
2,500

2003
963
1,639
2,602

WDC participants have considerable flexibility with their deferred compensation accounts.  Participants may defer into any number of investment products that are offered without restrictions as to the number of investment products selected or the number of times deferral amounts may be increased or decreased. On average in 2003, WDC participants deferred $2,435.32 to four investment options. 

Participants also have unlimited opportunities to redirect future deferral amounts and exchange past deferral amounts to any of the investment products offered by the WDC. Table 3 illustrates participant activity and the volume of services provided to WDC participants by the Administrator during the past three years via the IVR (integrated voice response) telephone system and the Web site.

Table 3: WDC PARTICIPANT ACTIVITY

Type of

Information/Service
2001
2002
2003


IVR
Web
IVR
Web
IVR
Web

# of Accesses
50,200
205,034
40,720
239,340
42,901
278,293

Account Balance Inquiries
18,575
*
11,895
*
10,912
*

PIN & Password Establishment
498
2,150
527
2,090
345
1,962

Transfer to Participant Service Representative
3,482
N/A
1,550
N/A
887
N/A

Allocation Changes
320
1,952
272
2,369
168
2,383

Deferral Changes
353
937
344
1,937
229
2,423

Exchanges Completed
1,324
3,027
1,058
4,333
924
5,658

End Result Exchanges
N/A
796
N/A
896
N/A
933

* The opening page of each participant’s account provides the participant’s current balance, so this item is not tracked separately for Web statistics.

Participants can access their WDC account with a touch tone telephone seven days a week, twenty-four hours a day via the IVR telephone system as well as by logging in with a password to a protected section of the WDC Web site (www.wdc457.org). Both systems allow participants to obtain account balance information as well as current and past performance information for the WDC's various options.  Participants can also complete transactions [e.g., reallocation of deferrals, exchange existing account balances] using these systems. The IVR telephone system was first implemented for the WDC in August 1995 and the password-protected Web site became operational in 1999.

In 2003, 847 participants began lump sum distributions. The average account balance at distribution was $25,047.  A designated amount was selected by 378 participants, with an average periodic payment of $1,202. Another 213 participants chose a designated period with an average payment length of 8.3 years. The WDC also granted 47 emergency hardship withdrawal requests and distributed 20 de minimus accounts. De minimus accounts are inactive accounts with a balance of less than $5,000.

The WDC accepts transfers of assets rolled-in from Section 401(a), 401(k), 403(b), and other 457 plans as well as individual retirement accounts (IRAs) and will roll-out assets to eligible retirement plans, including other Section 457 plans. A WDC participant may use all or a portion of the participant’s account balance as a direct trustee-to-trustee transfer to a defined benefit governmental plan (as defined in IRC Section 414(d)), including the Wisconsin Retirement System (WRS) to purchase permissive service credit or for the repayment of service credits.

Part 2.0  Investment Products

By Wisconsin Statute and Administrative Code, the Board is responsible for selecting and monitoring the investment options offered by the WDC. The WDC is an unbundled plan, meaning that recordkeeping and investment options are separated. The firm holding the administrative recordkeeping contract does not provide any investment options for WDC participants. Contracts with investment companies are three party agreements between the Board, the Administrator and the investment provider). Investments can be made in any of the available options that include guaranteed principal options, bond mutual funds and domestic and international equity funds.  Please refer to the WDC Web site for the “Spectrum of Investment Options” brochure, which provides detailed information on WDC investment options. Any reimbursements, including 12(b)1 fees, that are made to the Administrator by investment companies are monitored by the Department and counted as an offset against the Administrator's monthly compensation.  
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The Board and the Department take a very active role in the investment product decisions.  The Department assists a separate advisory Investment Committee of the Board in reviewing investment options.  The investment performance of current offerings is reviewed annually and decisions regarding retaining or removing options are based on this review.  The Board has the final decision making authority over the removal of investment options from the WDC.

WDC investment options range from conservative fixed and bond funds to more aggressive mid/small cap and international equity funds. The WDC also offers a self-directed brokerage account through the Charles Schwab Personal Retirement Account option. The pie chart to the right illustrates participant deferrals by asset class in 2003.

In 1998, the WDC added a customized asset allocation service. Participants who elect to enroll in the WDC's asset allocation service are able to design and maintain their own diversified investment portfolio for their WDC assets. As of 2003, approximately twenty percent (20%) of WDC participants (8,446 of 41,000) utilized this service.

The Administrator is required to prepare an annual evaluation of all investment products offered by the WDC to assist the Board in their review.  This report includes: 

· a detailed analysis of the performance of the investment products compared to appropriate indices; 

· information on the credit worthiness of the company offering the product; 

· evaluations of the products’ continued ability to meet predetermined criteria; and 

· recommendations for retaining or replacing investment products offered. 

Over the past few years, changes have been made to the WDC investment spectrum to improve participants’ ability to diversify their retirement portfolio. Please refer to the WDC Web site for the “Spectrum of Investment Options,” which provides detailed information on WDC mutual fund options.

The Board determines which investment options will be offered by the WDC.  Fixed income, or guaranteed principal, options are typically selected through a competitive bid process.  Mutual fund options are typically selected through a search process by utilizing specific criteria for each option type, as established by the Board.  The Administrator is responsible for providing expertise to the Board and the Department in the area of monitoring and evaluating investment companies and products and is required to provide analysis and recommendations regarding retaining, removing and adding investment products.  

Part 3.0  Plan Administration
A competitive bid process in 1997 resulted in the selection of National Deferred Compensation as Administrator of the WDC. National Deferred Compensation was subsequently purchased by Nationwide Retirement Solutions (NRS).  NRS retained the WDC administrative services contract through December 31, 2005.  

The Administrator is required to provide the following services to the WDC: 

· marketing to both employers and employees;

· enrollment;

· customer service;

· investment education to participants;

· data processing;

· recordkeeping; and 

· legal, actuarial, accounting and financial investment specialization assistance to the Board and Department.  

There are over 640 separate payroll reporting units that submit records of participant deferrals to the Administrator. Although several employers, particularly the larger entities such as the State of Wisconsin and University of Wisconsin System report via a Web site or magnetic media and wire deferrals directly to the WDC's bank account, approximately 80% of the smaller local employers report and submit deferrals with hard copy check through a lock box.  

The Administrator currently employs eight full-time and one half-time representatives and one full-time manager to service the WDC. Three field staff members are located outside of Madison to service employers and employees throughout Wisconsin. The remaining staff members are assigned to the Madison office and service WDC participants in and around the Madison area as well as handle all telephone calls on the local and toll-free lines. Five employees (three located outside Madison and two in Madison) are responsible for servicing participants at their work location. They provide group presentations as well as one-on-one servicing, with modem and laptop computer capabilities to access an individual's account at state agency, local government and school district locations throughout Wisconsin.   

The group presentations that are provided focus on three separate topics: 1) explaining the WDC to eligible employees; 2) providing investment education and program updates to current and future participants; and 3) explaining retirement options and federal tax rules to those participants nearing retirement.  

Several group presentations have been developed to assist WDC participants in understanding the importance of saving for retirement, as well as how asset allocation, risk and WDC investment options can impact their personal financial goals. The issues addressed within the group presentations are reinforced through the quarterly participant newsletter. During 2003, five new targeted workshops and three eWorkshops, which are accessible through the WDC Web site, were introduced to better serve WDC participants.

The Administrator provides an IVR telephone system for participants to access their account and request transactions twenty-four hours a day seven days a week. The local office is required to be open on the same schedule as state agency offices (8:00 a.m. to 4:30 p.m. normal business days).  The current Administrator’s home office in Columbus, Ohio provides telephone back up when the local office lines are busy.  Busy lines are automatically transferred to the Columbus office where additional staff is available to handle WDC participant calls.

The Administrator’s staff also markets the WDC to all eligible local government and school district employers and provides training and assistance to participating employers' payroll staff on the processing of deferrals and changes to participant accounts. In 2003, all local employers in Wisconsin were contacted to schedule an on-site service visit. Sixty-one percent (61%) or 389 employers accepted the offer. In 2003, the Administrator conducted 135 general information presentations, 212 review and update presentations, and 42 benefit planning workshops on location for the WDC.
In addition to customer service for participants and employers, the Administrator is also responsible for maintaining participant account records as well as all other recordkeeping functions of the WDC.  All investment products are unallocated, which means the investment companies maintain one account only for WDC assets.  The Administrator maintains all participant records and provides consolidated reporting of all account activity.  

The Administrator's Columbus office is responsible for the accounting functions and preparation of all reports submitted to the Board, Department and participants.  They also provide legal, actuarial and financial investment services to the WDC and process domestic relations orders (DROs) to divide participant accounts per a court order after a divorce.  The Department works closely with the Administrator to ensure the WDC is appropriately administered and meets participants' needs.  The Department is responsible for staffing the Board and providing information and recommendations on program and policy issues.

Part 4.0  Participant Fees

The Board determines the amount of fees or charges that will be assessed participants to generate sufficient revenues to cover all program administrative costs (both contract administrator and state). Fees are reviewed on an annual basis and adjusted based on projections of plan growth, contract administrative costs and estimated costs to the Department.

In 2000 a new participant fee structure was initiated by the Board in order to provide more equity for participants with larger account balances while not assessing too high of a fee to discourage those who are just beginning to save for retirement. The tiered asset fee schedule that was adopted addresses the equity issue and has been well received by Wisconsin participants. Current WDC participant fees are listed in Table 4: WDC Participant Fees.

Table 4: WDC Participant Fees

If participant balance is between:
Fee per month / year is:




$0 to $5,000
$0.50 month/ $6.00 year

$5,001 to $25,000
$1.50 / $18.00

$25,001 to $50,000
$3.00 / $36.00

$50,001 to $100,000
$6.00 / $72.00

$100,001 to $150,000
$8.33/ $100.00

$150,001 and up
$10.00/ $120.00

There are no additional costs assessed participants for administration of the WDC.  Because the WDC uses publicly traded mutual funds, there are additional investment management fees as reflected in each fund's internal expense charges and disclosed to participants in the mutual funds’ prospectuses.  Most companies contracted by the Board to provide an investment product reimburse the WDC for administrative costs that they would normally provide if they were handling recordkeeping at the participant level.  These reimbursements are in the form of a per participant account charge, an asset based reimbursement, or a proportionate share of the marketing material costs.  

Any amounts paid to the Administrator from the investment providers are used to reduce participant fees and offset, dollar for dollar, the amount that is paid to the Administrator for the month that the reimbursements are received.  Additionally, all deferrals are credited to participant accounts within one business day from the date received from the employer and any interest on overnight balances is placed in the administrative expense account.  As a result, there is no float that can be used by the Administrator to offset administrative costs.
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