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Minutes!
REP. M. KLEIN called the meeting to order, with all members present,
In favor:

REP. GRANDE introduced the bill to the committee since she is one of the sponsors,

REP. M, KLEIN asks for a review of what was done Jast session, and the non-classified hybrid

plan,
REP, BELLEW asks about the actuarial, REP, GRANDE replies that the report was done by the

PERS board,
REP. KROEBER wants to know about the public employees. REP, GRANDE replies that is a

optional mechanism, and is not quite sure what the money figures are for that,
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House Government and Veterans Affairs Committee

Bill/Resolution Number HB 1217 A
Hearing Date 2/1/01

Neutral:
SPARB.COLLINS, EXECUTIVE RIRECTOR QF T

Pleaso sce attached testimony,

REP. GRANDE asks where does the fidelity fit in? COLLINS replies that it will determine the
goals, REP, GRANDE asks is there fidelity educationsl staff? COLLINS replies that there will
be local access and 4 financial planner available,

REP. KASPER then explains to the committee a little bit if the background of fidelity since that

is his expertise,

REP. GRANDE comments on HB 1216,
REP, KROEBER uasks about a loan over 4 to 10 years, what would the percentage be and how

would it be paid back? COLLINS replies that in Jan. 2003 there will be funding coming in and it

could be paid off over 10 years,
REP, GRANDE asks if defined contribution members draw from their accounts? COLLINS

replies that yes they do,
REP, KASPER comments that he is confused on the funds that they are asking for.

REP. M, KLEIN asks COLLINS to define the benefit plan, and the difference between the two

multipliers.

REP, BELLEW asks is social security deducted out of the checks then? COLLINS replies yes it
is.
REP, KASPER and COLLINS clarifies to the committee how fidelity would work and come in

and give options to the employees.




Page 3
House Government and Veterans Affairs Committee

Bill/Resolution Number HB 1217 A
Hearing Date 2/1/01)

REP. KLEMIN asks how much fidelity charges. COLLINS states that it would be $8.00 an
account. REP, KLEMIN questions the plans, COLLINS states that an interim study would have

an analysis for both plans,

REP. M. KLEIN states that there is information available,
Oppose:

Please sce attached testimony.

REP, M. KLEIN asks if you have the option of joining or not joining? COLLINS replies that is
true. REP. M, KLEIN asks if COLLINS belongs to the defined contribution plan? COLLINS
replies no that he does not. He belongs to the defined benefit,

REP, KLEMIN asks about the short term loss that happened last year, COLLINS replics that
they can not say for certain that the markets will always stay that way, REP, KL.EMIN states that
if you look historically the market has been a good investment, COLLINS states, yes,
historically.

REP, METCALY asks when they offered this, was COLLINS in any meetings that were

educational, COLLINS states that he attended the PEP plan, REP. METCALF asks if the good
points were as well as the bad points, addressed at this meeting? COLLINS replies that was part

of the thing that he liked, they were both stressed, The education of it was good.

Oppose:
GISELE BARTH, PROJECT COORDINATOR WITH THE ND PUBLIC EMPLOYEES

ASSOC. (Standing in for CHRIS RUNGE, NDPEA EXECUTIVE DIRECTOR)

Please see attached testimony.,
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Hearing Date 2/1/01

REP. MEIER asks how many employees are currently participating in the portability
enhancement program? BARTLH replics that she does not know. SPARB COLLINS unswers the
question, with about 4,000 or 5,000,
REP, KASPER asks if is a choice, why do you object to that plan? BARTH replies that their
members want to keep their current plan., REP, KASPER asks if they have done a poll of their
members and 100% do not want it? BARTH replies that they have done a survey.

REP, GRANDE asks if they are being told that they have to chunge plans? BARTH states not
that she is awarc of., REP. GRANDE states then there should not be a problem to have that

option out there, BARTH then comments then they should be educated, if they do opt out,

Oppose:
TOM TUPA. ASSOC, OF FORMER PUBLIC EMPLOYEES & INDEPENDENT ND STATE
EMPLOYEES

Please see attached testimony,

REP. M, KLEIN asks if it is the individuals choice? TUPA replies that yes it is.

REP. GRANDE asks if the next twenty years, wouldn’t this nearly triple if we added this plan?
TUPA replies that he can’t agree.

REP, KASPER comments on the fears of the people. TUPA states that sometimes they change
their minds,

Being no further testimony the hearing was then closed. There was no action taken on this bil! at

this time,
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Minutes:

ACTION: HB 1217 HEARD ON 2/01/01

General discussion.

REP. GRANDE goes over her amendments to the committee, REP, HAAS has concerns about
the two full time employees. REP, KASPER comments that he thinks there are smoking mirrors
here. REP. KLEMIN talks about section 7 and 8 of the bill,

REP. CLARK motions to accept the amendments, seconded by REP, BRUSEGAARD. A voice
vote was taken with the majority passing it. REP. KASPER voted NO against the amendments.

REP, BRUSEGAARD motioned for a DO PASS AS AMENDED, seconded by REP. DEVLIN.

The roll call vote was taken with 13 YES, 2 NO and 0 ABSENT AND NOT VOTING, The

motion carries. The CARRIER of the bill is REP, GRANDE.

HB 1217: DO PASS AS AMENDED 1[3-2

‘ CARRIER: REP, GRANDE
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FISCAL NOTE

Requested by Leglslative Council
02/12/2001

Bill/Resolution No.:
Amendment to: HB 1217

1A. State fiscal effect: /dontify the state fiscal offect and tho fiscal effect on agoncy appropriations
compared to lundieg loevels and appropriations anticipated undoer current law.

1999-2001 Blennium | 2001-2003 Blannlam | 2003-2008 Blonnium |

General Fund|Other Funds [General Find [ Otfier Funds [Genoral Fund| Other Funds |

Expenditures | [ - I R T N R T
Appropriations [ o[ szarse

18. County, city, and school district fiscal effact: /dentify the fiscal effect on the appropriate political
subdivision,

1998-2001 Blennium 2001-2003 Biennium T 2005-2006 Biennium |
School “[Tschool [T T[T T [ school

Counties Cltles Districts Counties Citlos Distrlots Countles Cities Districts
SR ) SO A T

2. Narrative: Ildentify the aspects of the measure which cause fiscal impact and inchude any comments
relevant to your ahalysis.

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please.
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type
and fund affected and any amounts inchuded in the executive budget.

B. Expenditures: Explain the expenditure amounts. Provide detail, when appropriate, for each
agency, line item, and fund affected and the nimber of FTE positions affected.

The "Technical Analysis" of the proposed bill that was prepared for the Legislative
Employee Benefits Committee identifizd "Transactions Costs" and "Administrative Issues
and Costs " associated with the implementation of the DC plan. The following excerpts
Sfrom that report discuss these issties and costs.

Administration Issucs
+ Implementation Issucs

The first administrative requirement is the caleulation of the transfer amount, which is the present value of
the accrued benefit or the actual employer ana employee contributious plus interest. The member gets the
. higher of these calculations to transfer to the defined contributions system if they so elect, Last time the




actunl contributions were higher for 78% of the eligible group and 90%, of the members that elected the
defined contribution plan,  "The caleulation of the present value is done by the actuury and is expected (o
not take more thun six weeks including auditing of the numbers. “The caleulation of the employer and
employee contribution is much more extensive. For the original implementation of the new DC plan, the
initinl caleulution took six weeks for the 640 eligible members, ‘This means that it takes . 375 hours per
member. Expunding this 1o the entire eligible group under this bill means that it would take 21 months of
effort or 3 people 7 months to complete this effort, This caleulution needs to be complete belore PERS ean
send the member a personal benefit compivison also required under the proposed legislation,
Consequently, it must be completed before the educationad meetings, - Also o final caleulation of these
numbers needs to be done for those people electing the defined contribution plan prior to transter, Similar
to the first efTort this does not tuke long lor the present value caleulation. However for the employer and
employee contribution this ook on average of 15 minutes for cach clecting member, 11 38% would elect
this, PERS would require an estimated 888 hours (Y3 16*.38%1 5/00) 1o complete the final caleulation or
three people 2 months to complete this eftort,

The second administrative requirement is the educationad meetings, The format for the previous optional
program was to have two sets of meetings. The first set of meetings was Pension Education Mectings. The
focus of these meetings was to provide greater detail on the two types of retirement plans, to review the
personalized illustration, and to discuss what personal fuctors they may wint to consider when selecting a
plan, The second set of meetings was Investiment Strategy Workshops, These interactive meetings were
designed 1o help members develop a retirement investiment strategy for the detined contribution plan.  In
order to be effective these meetings should have no more then 30 people in attendance, With approximately
9316 cligible this means PERS would need to conduct an estimated 311 Pension Education meeting, For
the original implementation of the DC Plan, PERS conducted an equal number of Investment Strategy
Workshops; however some people had made up their minds and did not attend the second set of meetings.
Therefore, PERS has indicated that it could possibly reduce the number of Workshops by 20%., “This means
that PERS would need to conduet 250 of these Investment Strategy Workshop meetings. The total number
of Pension Education and Investment Strategy Workshops would require an estimated S61 meetings, I
PERS can average 3 mectings a day, it will require 187 days (561/3) to complete the required
implementation mectings, 1 PERS uses two teams, it appears the meeting time frame could be reduced to
93.5 days, Recognizing that only 80% of the number of days in month (21*.8=17) could be devoted
mecting days (the remainder would be for travel and other administrative activities) this would mean it
would take two teams about 5.5 months (187/2/17=5.5) to complete this effort,

fn addition to the above major activitics numerous other activities must done including: preparation of
material, printing, mailing, coordination with agencies, scheduling of meetings, allowing the member time
to consider what to do, time for one on one meetings, responding to member inquiries, correspondence, ete,

- Administrative Costs

The PERS Board will incur three types of costs for this proposed legislation. These are implementation,
operation and consulting,

 Implementation: Concerning implementation PERS has indicated it would need an appropriation of
$282,524 added to this bill for the 2001 to 2003 biennium. These costs can be broken down into the

following arcas:




' 1. Calewlation of employer and employee contribution,

Based upon the information presented under the Implementation Issues seetion of this memo it will take 3
people 7 months to do the initial ealewlation and 3 people 2 months to do the final cateulation, PERS would
hire 2 temporary employee to assist with this effort. However on an ongoing basis, PERS estimates theye
would be about 100 new eligible employees cach month. A similar caleulation would need 1o be done for
them requiring PERS to need one permuanent account tech, Therefore, PERS swould need $131,197 and
authorization for one FIE to accomplish this eftort,

2. Educationa) mectings

As discassed under Implemeniation Issues PERS will need to conduct about S61 meetings (Pension
Education Meeting and Investment Strategy Workshops). To get this done in 5.5 months two teams would
be needed. The teams would be composed of one PERS Benefits Specialist and o representative from its
defined contribution plan administrator, PERS would need two additional specialists (o assist with this
effort. One would be temporary the second would be needed on a full time basis, “This perniment FTE
would be needed for new employees, As discussed above there would be about 100 new eligible members
a month, Beenuse of the dispersion ot the membership and the need for timely meetings under the bill the
average size of these meetings would 10 to 15, This means that cach month their would be a need for 8
Pension Education Meeting and 8 Investment Strategy Workshops, One permanent Benelits Specialise
waould be required for this effort, The estimated appropriation authority for this effort for the 2601 10 2003

. bicnnium is $91,269 and an authorized FTE,
3. Travel

PERS estimates that for the 561 mecetings PERS will need additional appropriation for travel, lodging and
per diem of $15,623,

4, Administrative support

To assist PERS staft with the additional requirements of correspondence, scheduling of mectings, working
with agencies, ete., PERS cstimates one additional seerctarial position would be required during part of the
2001 - 2003 biennium and permanently in future bicnniums, The needed appropriation authority for 2001
to 2003 is $44,435 and one authorized FTE,

«Operation: Concerning cost for operating the plan, these will oceur in future bienniums beginning in
2003, The costs in future bienniums would be for the account tech, benefits specialists and secretarial
positions. The additional costs would be for travel, lodging, per diem, printing and other general support
activitics,

+ Consulting Expenses: Consulting expenses are expected to be minimal since the 401(a) plan is alrcady set
up. The main costs for implementation will b the calculation of the present value of the accrued bemefit It
is estimated that this will cost $11,600, Last time PERS also had these numbers and the method audited by

’ a second actuary. PERS would propose to do the same with implementation of tiis program, It is




estimated that this would cost $8,800,

ESTIMATED TRANSACTION COSTS

Total Change in Lquities  $ 29,520,310

Average Stock Price $ 45
Estimated # of Stocks 656,140
Avernge Cost per Share § (.00
Estimated Cost for Equitics $ 39,368.42

‘Total Change in Bonds $ 22,000,000
Avernge Cost (2) 0,3500%
Estimated Cost for Fixed Income $ 77,000.00

Total Estimated Cost $ 116,368.42

(2) Bond Transaction Cost Assumptions
20% treasuries at 1/32 20% 0.031%

65% Corp at 172 65% 0.500%

| 5% agencies at 1/8 15% 0.125%

C. Appropriations: Explain the appropriation amounts.  Provide detail, when appropriate, of the offoct
on the blennial appropriation for each agerncy and fund affected amd any amounts included in the
executive budget. Indicate the 1elationship between the ammounts shown for expenditures and
appropriations.

Name: Sparb Collins [Agency: Public Employees Retirement Sysiem |
Phone Number: 328-3001 Date Prepared: 02/13/2001 ]




FISCAL NOTE

Requested by Legislative Councll
0171212001

Bill/Resolution No.; HB 1217

Amendment to:

1A. 8State flscal effeot: /dontity the state fiscal effoct und the fiscal otfect on agency appropriations
compared to funding levols and appropriations anticipated under current law.

1999-2001 Biennium 20071-2003 Blennium | 2003-20086 Biennlum |
Ger:oral Fund|[Other Funds |General Fund| Other Funds [General Fund| Other Funds

Revenues _
Expenditures $418,602 $247,524
Apprapriations $262,524 $247.524

1B. County, city, and school distriot fiscal effect: /dentify the tiscai effect on the appropriate political

subdivision,
1999-2001 Biennium ~2001-2003 Blennium 2003-2006 Biennium |
School | School School
Countles Citles Districts Countles Citles Districts | Countles Citles, Districts

2. Narrative: /dentify the aspects of the measure which cause fiscal impact and inchiide any comments
relevant to your analysis.

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the ravenue amounts. Provide detail, when appropriate, for each revenue type
and fund affected and any amounts included in the executive budget.

B. Expenditures: Expluain the expenditure amounts. Provide detall, when appropriate, for each
agency, line item, and fund affected and the number of FTE positions affected,

4

The "Technical Analysis” of the proposed bill that was prepared for the Legislative
Employee Benefits Committee identified "Transactions Costs" and "Administrative Issues

and Costs" associated with the implementation of the DC plan. The following excerpts fiom
that report disuss these issues and costs.

Administration Issues
@ Implementation Issues

The first administrative requirement is the calculation of the transfer amount, which is the present valuc of




the acerued beneflt or the actunl employer and employee contributions plus interest, ‘The member gets the
higher of these caleulations to transfer to the defined contributions system it they so elect. Last time the
nctual contributions were higher for 78% of the eligible group and 90% of the members that ¢lected the
defined contribution plan. The caleulation of the present value is done by the actunry and is expected o
not tuke more than six weeks including auditing of the numbers. The caleulation of the employer and
employee contribution is much more extensive, For the onginal implementation of the new DC plan, the
initia] caleulation took six weeks for the 640 cligible members. This means that it takes .37 hours per
member, Expanding this to the entire eligible group under this bill means that it would take 21 months of
effort or 3 people 7 months 1o complete this effort. This caleulation needs 1o be complete belore PERS can
send the member a personal benefit comparisa also required under the proposed legistation.
Consequently, it must be completed before the educational meetings,  Also a final caleulation of these
numbers needs to be done for those people electing the defined contribution plun prior to transter, Similar
to the first effort this does not take long for the present value caleulation, However for the employer and
employee contribution this took on avernge ol 15 minutes for cach electing member, 17 38% would eleet
this, PERS would reqguire an estimated 885 hours (9316*.38*15/00) to complete the Hinal calealution or

three people 2 months to complete this effort,

The second administrative requirement is the educational meetings, The format for the previous optional
program was to have two sets of meetings, The first set of meetings was Pension Education Mectings, The
focus of these meetings was to provide greater detail on the two types of retirement plans, to review the
personalized illustration, and to discuss what personal factors they may want to consider when sclecting 4
plan, The second set of meetings was Investment Strategy Workshops, ‘These interactive meetings were
designed to help members dev: lop a retirement invesiment strategy for the defined contribution plan. In
order to be effective these meetings should have no more then 30 people in attendance. With approximately
9316 cligible this means PERS would need to conduct an estimated 311 Pension Education meceting, For
the original implementation of the DC Plan, PERS conducted an equal number of Investment Strategy
Workshops; however some people had made up their minds and did not attend the second set of meetings,
Therefore, PERS has indicated that it could possibly reduce the number of Workshops by 20%. This means
that PERS would need to conduct 250 of these Investment Strategy Workshop meetings, The total number
of Pension Education and Investment Strategy Workshops would require an estimated S61 meetings. 1f
PERS can average 3 meetings a day, it will require 187 days (561/3) to complete the required
implementation meetings, 1f PERS uscs two teams, it appears the meeting time frame could be reduced to
93.5 days. Recognizing that only 80% of the number of days in month (21*.8=17) could be devoted
mecting days (the remainder would be for travel and other administrative activities) this would mean it
would take two teams about 5.5 months (187/2/17=5.5) to complete this etfort.

O Administrative Costs

The PERS Board will incur three types of costs for this proposed legistation, These are implementation,
operation and consulting,

" Implementation: Concerning implementation PERS has indicated it would need an appropriation of
$282,524 added to this bill for the 2001 to 2003 bicnnium. These costs can be broken down into the

following areas:




. I, Caleulation of employer and employee contribution.

Based upon the information presented under the Implementation Issues seetion of this memo it will take 3
peaple 7 months o do the initial caleulation and 3 people 2 months 1o do the final caleulation, PERS would
hire 2 temporary employee vo assist with this etfort, However on an ongoing basis, PERS estimates there
would be about 100 new eligible employees each month. A similar caleulation would need to be done for
them requiring PERS to need one permanent account tech, Therefore, PERS would need $131,197 and

authorization for one FTE to accomplish this ¢ftort,

2. Educational meetings

As discussed under tmplementation Issues PERS will need 1o conducet about S61 meetings (Pension
Education Meeting and Investment Strategy Workshops). To get this done in 5.5 months (wo teams would
be needed. The teams would be composed of one PERS Benetits Specialist and a representative Trom its
defined contribution plan administrator, PERS would need two additional specinlists to assist with this
effort, One would be temporary the second would be needed ona full time basis. This permanent FTE
would be needed for new employees, As discussed above there would be about 100 new eligible members
a month, Because of the dispersion of the membership and the need for timely meetings under the bill the
average size of these meetings would 10 1o 15, This means that cach month their would be o need for 8
Pension Education Mecting and 8 Investment Strategy Workshops. One permanent Benefits Specialist
would be required for this effort, “The estimated appropriation authority for this clfort for the 2001 10 2003
biennium is $91,269 and an authorized FT'E,

3. Travel

PERS estimates that for the 561 mectings PERS will need additional appropriation for travel, lodging and
per diem of $15,623,

4, Administrative support

To assist PERS staff with the additional requirements of correspondence, scheduling of meetings, working
with agencies, ctc,, PERS cstimates one additional secretarial position would be required during part ot the
2001 - 2003 bicnnium and permanently in future bienniums. The needed appropriation authority for 2001

to 2003 is $44,435 and one authorized FTE,

" Operation: Concerning cost for operating the plan, these will oceur in future bienniums beginning in
2003, The costs in future bienniums would be for the account tech, benefits specialists and secretarial
positions, The additional costs would be for travel, lodging, per diem, printing and other general support

activities.

“ Consulting Expenses: Consulting expenses are expected to be minimal since the 401(a) plan is alrcady
set up. The main costs for implementation will be the calculation of the present value of the accrued
benefit, It is estimated that this will cost $11,000, Last time PERS also had these numbers and the method
audited by a second actuary. PERS would propose to do the same with implementation of this program. It




is estimated that this would cost $8,800.

ESTIMATED YRANSACTION COSTS

‘Total Change In Equities $ 29.526,316
Average Stock Prico $ 45
Estimated # of Stocks 650,140

Average Cost per Share $ 0.06
Estimated Cost for Equities $ 3930842
$

Totel Change in Bonds 22,000,000

Average Cost (2) 0.3500%
Estimated Cost for Fixed Income  $ 77,000.00

Total Estimated Cost $ 116,368.42

(2) Bond Transaction Cost Assumptions
20% treasuries ot 1/32 20% 0.031%
65% Corp at 172 65% 0.500%
5% agencics at 1/8 15% 0.125%
C. Appropriations: Explain the appropriation amounts. Provide detall, when appropelata, of the offect

on the blennfal appropriation for each agency and fund affected and any amounts included in the
executive budgat, Indicate the relationship between the amounts shown for exponditures snd

appropriations.

The appropriated amount is those costs identified on the above as lmplementation and
operation costs, The transaction cost and the consulting costs are paid dircctly from the

fund and do not require a supplemental appropriation,

Name: Sparb Collins gency: Public Employees Relirement System
Phone Number: 328-3901 Date Prepared: 01/18/2001




10080.0301 Prepared by the Leglslative Council staff tor
Title.0400 Representatllve Grande
February 8, 2001

OUSE AMENDMENTS TO HB 1217 HOUSE GVA 2--09-01
Fage 1, line 1, replace the second "and" with a comma

Page 1, line 2, remove "and" and after "64-52.6-03" Insert ", 54-52.6-06, and subsaction 2 of
section 64-52.6-09"

Page 1, ling 3, after "In" Ingert "and payment of administrative expenses of" and afler "plan”
Insert "; tv authorize the borrowing of fun ig; to provide en appropriation; to provide an
effective date; and to provide for application”

HOUSE AMENDMENTS TO HB 1217  HOUSE GVA 2-09-0l

Page 3, line &, after the perlod Insert " ligible employee may not elect {0 participate in the
I 1 plan until the eflgible employee hag attended an

educallon program developed by the board,”

HOUSE AMEINDMENTS TO MHB 1217  HOUSE GVA 2-09-01

Page 4, line 1, after the period inserl "An eligible employee may not elect to particlpate In the
defined contribution retirement plan_untll the ellgible employee has altended an
educetlon pregram developed by the board.”

HOUSE AMENDMENTS TO HB 1217  HOUSE GVA 2-09-01
Page 5, line 23, oversirike "and employee” and overstrike "pursuent to sections”

Page 6, line 24, overstrike "64-62-06 and 54-62-06" and Insert Immediately thereafier ", less
vestod smployer contributions made purguant to section 54-62-11.1"

Page 5, line 26, after "election” insert "plug the employee account balance”

Page 5, after line 27, Insert:

"SECTION 5. AMENDMENT, Sectlon 54-52.6-06 of the 1989 Supplement to
the North Dakota Century Code Is amended and reenacted as follows:

54-52.6-08, Administrative expenses - Continuing appropriation. The
administrative expenses of the plan must be pald by the participating members in a
manner determined by the board, The board e+ and vendors contracted for by the
board may charge reasonable administrative expenses and deduct those expenses
from the contribution to & participating member's account in-the-deftred-centdbution

tH-ORSRH a0t atHSREG-HRAORIS-ORaPIe !rgmmg mg%%gﬁj

participating member's account, or from both, In determining r dminisirative
expenses, the board may include an amount necessary to Implement an appropriate
investment education program. The board shall place any money deducted by the
board In an administrative expenses accotint with the state treasurer, The board may
also use funds from the payroli clearing account established pursuant to section
54-52,3-03 to pay for consulting expenses. All moneys in the payroll clearing account
and the administrative expenses aggount, not otherwise appropriated, o1 so much of the
moneys as may be necessary, are appropi'ated to the board on & contlnulnF basis for
the purpose of relaining a consultant as required for the administration of this chapter.

Page No. 1 10050.0301




AP

SECTION 6. AMENDMENT, Subseclion 2 of section 54-52.6-09 of the 1999
Supplement to the North Dakota Century Code Is amended and reenacted as follows:

2. The employer shall contribute an amount equal to four and twelve
hundredths percent of the moriihly salary or wage of a participating
member. If the employee's contribution is paid by the employer under
subsection 3, the employer shall contribute, in additicn, an amount equal to
the required employee's contribution. Of the amount contributed by the
employer on behalf of an employee first electing to participate In this
program afler June 39, 2001, the board may withhold up to six hundredths

percent of the monthly salary or wage of the participating member for

general administrative expenses, which moneys must be deposited into the

istrative expenses account, The employer shall pay monthly such
contribution into the participating member's account from lts funds
appropriated for payroll and salary or any other funds avallable for such
purposes. If the employer falls to pay the contrivutions monthly. it is
subject to a clvil penally of fifty doliars and, as interest, one percent of the
amount due for each month of delay or fraction thereof after the payment
became due.

SECTION 7. AUTHORITY TO BORROW FUNDS. The public employees
retirement system board may borrow up to $250,000 from the Bank of North Dakota for
the purpose of defraying the administrative expenses of the defined contribution
retirement program untll such time as there are sufficlent assets in that program to pay
off any loan and support the administrative expenses of the program. The term of the
loan may not be longer than thirteen years. If requested by the public employees
retirement system board, the Bank of North Dakota shall make any loan, at a rate
agreed to by the parties.

SECTION 8. APPROPRIATION. There is appropriated out of any moneys in
the administrative expense account created by section 54-52.6-06 and the payroll
clearing account crealed by section 54-52.8-03, in the slate treasury, the retirement
fund, and the loan authorized by section 7 of thls Act, not otherwlse appropriated, the
sum of $250,000, or so much of the sum as may be necessary, o the public employees
retirement system board for the purpose of administering this chapter, for the blennium
beginning July 1, 2001, and ending June 30, 2003. The public employees retirement
system board Is authorized two additional full-time equivalent positions to imrlement
this Act. The transaction costs experlenced by the fund In liquidating securities to
transfer to the defined contribution program on bahalf of employses electing to transfer
lo that program must be reimbursed to the retirement tund In the same manner as
contributions to the fund.

SECTION 8. EFFECTIVE DATE. Sections 5, 6, 7, and 8 of this Act become
ggggtlve July 1, 2001, and sections 1, 2, 3, and 4 of this Acl become effective July 1,

SECTION 10. APPLICATION OF ACT. This Act does not apply to
nonclassifled employees who did not elect to transfer 10 the defined contribution
retirement plan within the timeframe provided by section 54-52,6-02 as that sectlon was
in effect on June 30, 2001."

Renumber accordingly
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REPORT OF STANDING COMMITTEE
HB 1217: Government and Vuterans Affairs Committee (Rep. M. Klein, Chairman)
racommends AMENDMENTS AS FOLLOWS and when so amended, recommends
DO PASS and BE REREFERRED to the Appropriations Committee (13 YEAS,
2 NAYS, 0 ABSENT AND NOT VOTING). HB 1217 was placed on the Sixth order on

the calendar.
Page 1, line 1, replace the second "and" with a comma

Page 1, line 2, remove "and" and after "54-52.6-03" insert ", 54-52.6-06, and subsection 2 of
section 54-52.6-09"

Page 1, line 3, atier "in" insert "and payment of administrative expenses of" and after "plan
Insert “; lo authorize the borrowing of funds; to provide an appropriation; to provide an
effective date; and to provide for application”

"

Page 3, line 5, after the petiod Insert "An_eligible_employee may not elect to participate Iin the
defined_contributlon retirement plan _until the eligible employee has attended an

education program developed by the board."
Page 4, line 1, after the perlod Insert "An ellgible employee may not elect to participate In the

defined_contribution _retirement plan _until the eligible employee has atlended an
gducation program developed by the board."

Page 5, line 23, overstrike "and employee" and overstrike "pursuant to sections"

Page 5, line 24, overstrike "54-52-05 and 54-52-06" and insert Immediately thereafter ", less
vested employer contributions made pursuant to section 54-52-11.1"

Page 5, line 25, after "election” insert "plus the employee account balance”

Page 5, after line 27, insert:

“SECTION 5. AMENDMENT. Section 54-52.6-06 of the 1999 Supplement to
the North Dakota Century Code is amended and reenacted as follows:

54-52.6-06. Administrative expenses - Continuing appropriation. The
administrative expenses of the plan must be pald bv the particlpating members in a
manner determined by the board. The board e+ aud vendors contracted for by the
board may charge reasonable administrative expenses and deduct those expenses
from the ¢ b & participating member's account ia-the-defined-eanitbution
from the moneys already In_a
particlpating member's accounl, or from both. In determining reasonable administrative
expenses, the hoard may Include an amount necessary to [mplement an approp:
nvestment educgation prograrn. The board shit  place any money deductedby. the
board in an administrative expenses account with the state treasurer, The board may
also use funds from the payroll clearing account establishad pursuant to section
54-52.3-03 to pay for consulting expenses. All moneys In the payroll clearing
accountand the administrallve expenses account, not otherwise appropriated, or 8o
much of the moneys as may be necessary, are approptiated to the board on a
continuing basis for the purpose of retalning a consultant as required for the
administration of this chapter,

SECTION 6. AMENDMENT. Subsection 2 of section 54-52.6-09 of the 1998
Supplement to the North Dakola Century Code Is amended and reenacted as follows:

O
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2. The employer shall contribuie an amount equal to four and twelve

hundredths percent of the monthly salary or wage of a participating

member, If the employee's contribution is paid by the employer under
subsection 3, the employer shall contribute, in addition, an amount equal
to the required employee's contribution.Of the amount contributed by the
employer on behalf_of an employee first electing to participate_in_ this
program after June 30, 2001, the board may withhold up to six hundredths
percent of the monthly salary or wage of the participating member_for
general administrative expenses, which moneys must be deposited into
the administrative expenses account. The employer shall pay monthly
such contribution Into the participating membet's account from its funds
appropriated for payroll and salary or any other funds avallable for such
purposes. If the employer faills to pay the contributions monthly, it is
subject to a civil penally of fifty dollars and, as interest, one percent of the
amount due for each month of delay or fraction thereof after the payment
became due.

SECTION 7. AUTHORITY TO BORROW FUNDS. The public employees
retirement system board may borrow up to $250,000 from the Bank of North Dakota for
the purpose of defraying the administrative expenses of the defined contribution
retirement prograin until such time as there are sufficient assels in that program to pay
off any loan and support the administrative expenses »f the program. The term of the
loan may not be longer than thirteen years. |f requested by the public employees
retirement system board, the Bank of North Dakota shall make any loan, at a rate
agreed to by the partles.

SECTION 8. APPROPRIATION. Thure Is appropriated out of any monays in
the administrative expense account created by section 54-52.6-06 and the paytoll
clearlng account created by section 54-52.3-03, in the state treasury, the retirement
fund, and the loan authorized by section 7 of this Act, not otherwise appropriated, the
sum of $250,000, or so much of the sum as may be necessary, to the public
emplo?/ees retirement system board for the purpose of administering this chapter, for
the blennium beginning July 1, 2001, and ending June 30, 2003. The public
employees retirement system boeard s authorized two additional full-time equivalent

osltions to Implement this Act. The trancaction costs experienced by the fund in
iquidating securlties to transfer to the defined contribution program on behall of
employees electing to transfer to that program must be reimbursed to the retirement
fund In the same manner as contributions to the fund.

SECTION 9. EFFECTIVE DATE. Sections 5, 8, 7, and 8 of this Act become
effective July 1, 2001, and sections 1, 2, 3, and 4 of this Act become effective July 1,
2003.

SECTION 10. APPLICATION OF ACT. This Act does not apply to
nonclassified employees who did not slect lo transler 1o the defined contribution
retirement plan within the timeframe provided by section 54-52.6-02 as that section
was In eftect on June 30, 2001."

Renumber accordingly
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Committee Clerk Signature

Minutes:
The committee was called to order, and opened the hearing on HB 1217,

Rep, Grande: Did not go completely through the bill, It is the defined contribution bill,
opening defined contribution to all employees. We have an appropriation, on the amendments its
section 6. First there is an administration expense, continuing appropriation that takes
participating members' accounts and determining a reasonable administration expense oy the
PERS board, and take that amount and implement it into a program, so we end up with a step
process. They have an opportunity to have the money, but then also the authority to spend the
money. That's why there is o diference in here, money coming out of cach of the employee's
retirement fund, Section § of the engrossed bill. ‘The amendment on 6 then is that the board be
uble to withhold up to 6/100's of a percent of'a monthly salary that goes into a pool of money that
helps to administer switching over from a defined benelit to a defined contribution. Mr. Collins

is the expert on this, Scction 7 provides for the wuthority to borrow funds, They need a line of
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credit so that they can start administering this because the will do the administering of this to set
it up, but the money doesn't come out of‘thc employees funds until 2 years later when they enter
the program. So they need to be working on things before they can take the money from the
employces. The 6/100's percent is the same amount we used last session when we opened this up
to the non classifieds. We've given them the line of eredit in 7 and then in 8 we give them the
right to spend the money. Mt Collins will go over what other types of appropriations were
asked for in this bill, and this is what otr committee came up with for its recommendations,
There is another expense in there for 2 new FTE's. There is quite a large number of peoplce
involved in the opportunity to switeh from DB to DC plan. There will be a jot of personnel
needs in there, This committee had carlier taken an 'TE out of PERS that had been used for the
defined contribution program, so they now had no one working on that, so we went with 2, even
though they had asked for 3.

Rep, Kerzman: Can you explain DB and DC plans?

Rep, Grande: OB means defined benefit plan and DC is defined contribution plan, This
s o defined contribution plan, The defined benefit plan is what is currently it place, other than
the non classifieds that have opted out into the defined contribution plan. Either you will retire
with o definite dollar amount, ot you went into defined contribution where you invested and you
have whatever is in your investiment plan,

Rep, Wald: Last session we passed legislation that allowed elected, appointed and non
classified employees to join a defined contribution plan, This bill opens it up to all state
employees, {f they want to,

Rep, Watner: Did the commidttee hear any testimony regarding what percentage of

employees you expect to switch over and which will remain in the old plan?
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Rep,_Grande: Yes. The actuary looked at the test group from last change, and 37%
moved out. They believe out of this group 't would be closer to 30 - 33% who would opt in.

Rep. Huether: Is there more or less risk in one or the other plan?

Rep. Grande: 1f you are in a defined benefit plan you have a set dollar amount you will
retire with. In a defined contribution plan you have the opportunity to invest in whatever level
you choose. Fidelity holds those plans and they have it in mostly stable, mutuad plans, It's
overseen by PERS.

Rep. Delzer: s portability casicr under defined contribution?

Rep, Grande: Yes. That's why we are trying to move this, This is a good sclling point for
bringing young professionals into state cmployment. They want the flexibility of investing their
own money and they want the flexibility of taking it when they move on to another position,

The PEP program has some of the funds that are portable when you go.

Sparb Collins, Exceutive Director PERS: Provided written testimony. In the interest of

time, he did not read through it. At the end ot the testimony, on the last two pages, these is a
table relating to the work efforts that dre associated with the implementation of this bill. He
reviewed the table, Basically the bill before you, as Rep. Grande pointed out, provides for two
things in the funding, an appropriation to PERS for $250,000 in 2 FTE's. and the authority for a
bank loan of up to $250,000. We are suggesting amendments, and are requesting an
appropriation authority of $283,000 and 3 FTE. And a bank loan authority of $450,000, In the
implementation of this bill there are basically three tasks that ure required. One, the task required
of PERS: two, transuction costs; and three, consulting costs,

Task one s the cost to PERS, There are three sub-tasks to do under the bill, First, they

must do o transfer caleulation for each person who is offered the option, There are 9,300 people
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who are cligible under this program to decide. We need to calculate for cach of these people
what the actual employer and employce contribution plus interest is, and provide that to them so
they can make their consideration of making the transfer or not, When we did this calculation for
the non classified group, 630 people, it took us an average of 30 minutes to do the caleuwlation per
employee, 11'we extend that calculation out to the entire group that we need to do it for under the
bill, it will take about 21 man months of ¢ffort, We also need to do a final caleulation for those
employees that do elect to make the transfer, about 38% that elected to do so in the non classified
group, ot maybe 2,900 people that will elect to transfer out of the defined benefit plan, Again we
will need to do a final calculation of the transfer amount prior to the time they Icave the system,
that takes us about 15 minutes, but cotuies to abott 800 hours of work effort, Also during the

interim process there will be about 700 people that come into the program while implementing

that we will have to do calculations for, and during the biennium we have about 9 months of
operations in the bill. Therefor, what we are requesting for the transfer calculation portion of
this, is about $131,197, and [ FTE. Second, is the education effort associated with the
implementation of the bill, Last time we had two sets of meetings for the employees. one for
pension education, and one for investment education, Those two meetings we provided to
groups of about 30, recognizing that there are about 9,300, we would have to do about 531
meetings. That will involve 11 man months of effort just for the initial implementation group,
and then we have the additional new employees, 900 plus 700, The education and travel
associated with that is idendified under sub-task B on the chart, $106,892, and | FTE, ‘Third,
there iy administrative support during the election period, all puper and election materials to be

distributed, That comes to about $44,435. Totul the effort for PERS {s $282,524, and three FTE.
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The second task that we have is transaction costs, When the 2900 people elect to join the

DC system, the actuaries who did the interim study, estimate that we will have to transfer about

$59 million from the defined benefits plan to the defined contribution plan. We will have (o sell
some stocks, scll some bonds in order to come up with that transfer, and there are transactions
costs associated with that, and those transaction costs are about $106,000.

The third task is an actuarial calculation of the transfer amount, which is the present value
calculation, We will have to retain actuarics to do this calculation, and estimate that will run
about $20,000. Those three task total up to be about $420,000. That is why we are requesting,
the bank foan authority be increased from #250,000 to $450,000 to cover those tasks, The
appropriation authority for PERS tasks be increased from $250,000 to $283,000,

Chairman Timm: Mr. Collins, did you ttot know about these costs when the bill was

before the Government Aftiars committee?

Sparb Colling: Yes, and we presented the same testimony, They decided to include

$250,000 in appropriation authority and 250,000 in bank loan authority.

Rep, Wald: On page 3 of the engrossed bill, on line 91 if an election is made by an
eligible employce under this section is it frrevocable, and you are in it forever? What is the logic
behind that.

Spwb Colling: Yes. That was in the original bill, the same language that was there {rom
lust segsion, 1t's just to let the employee know that once the switeh is made, they cannot come
back.

Rep, Wald: Top of puge 4, lines 5-7: an eligible employee need not elect to participate in
the defined contribution plan until the employees has attended vn education program developed

. by the board, 1 1'm u state employee and I want to have some control over the investing of my

——i
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own retirement funds, why do [ have to go to this session if you're not enthusiastic about a
defined contribution plan?

Sparb Collins: The purpose of that is that the education meetings are to provide

information regarding the implementations, Back in 1977 PERS used to be a defined
contribution plan, and at that time was switched to a defined benefit plan. Tn the years afler that
we had employees wanting other opportunities because they did not understand the program
correetly, or because someone gave them incorrect information, The purpose is to make sure
everyone has a clear understanding of what they do, come to the meeting, hear the information
make their decision, We can be assured that the information was given the same to all,

Rep. Wald: On the bottom of page 6, you withhold 6/100th of 1 % of their monthly
salary if they switch to a defined contribution plan, [s that the same amount that goes or is
subtracted if they remain in the defined benefit plan?

Sparb Collins: That actually is a change. In the present bill, the defined benefit plan has
a charge against the gross assets of the plan. That's the same in the present defined contribution
plan. The problem with that methodology is that there is now about $8 million in the defined
contribution plan, roughly $4 million is held by about 25 people. Of the 230 in the plan, roughly
25 have half the assets, The remaining 210 have the other half assets. 11 we use the sume
methodology we use in the DB plan, that means that 20 people pay half the administrative
assessment, Therefor, this is being suggested to be changed so that administrative assessment
will come out of payroll, and be more evenly distributed among the base,

Rep, Wald: On the bottom of page 7, section 9 of the bill, it says scetions 8, 6, 7 and 8

are effective July 1, 2001, Then scetions 1, 2, 3 and 4 become effective July 1, 2003, Are there

any confliets in those two implementation dates?
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S$perb Collins: Yes. The 2003 will maybe need to be moved back carlicr, Suggesting

something about | year carlier,

Rep. Martinson: What kind of program did we have before we changed to the defined

henefit plan, and why did we change?

Sparb Collins: PERS 1966 to 1977 was a defined contribution plan, ‘The plan wus
changed to the existing plan because under the previous defined contribution plan, and the
investment environment at that time, was flat and the earnings were poor. ‘They were incurring
losses and being unable to retire.

Rep, Martinsot: What happens in 10 years from now if the investment environment isn't

any good. And can you change again if you make the clection? Compliments Sparb Collins in

that we were the only retirement system in the country that did not have an unfunded lability at

one time.

Sparb Colling: That is basically part of the educational ¢ffort, and that in the defined

contribution plan the amount you have to retire on is your accouit vitlue, ouly, 1 the account
value Is sulficicnt to carry you a lifetime through retirement then that's good, it is insufficient,
then it is your responsibility when you make the clection to muke sure you itvest ina manter
that is going to provide for you. This can be done with no actuarial effect on the plan, but we
know that we are not going 1o be able to allow people to come buck fnto the plan without
incurring an actuarial cost in the future.

Rep. Martinson: Wasn't there a five year period you were not able to take money out, 1
you have young employces that come to the state and move quickly, they aren't able to tuke their
money out, That's the portability fuctor. But the program was geared to those who were making

state govermnent a career, and to guarantee them a benefit when they retired, What possible




Page 8

House Appropriations Committee
Bill/Resolution Number HB 1217
Hearing Date Febroary 16, 2001

reason would a new state employee just out of colege, why would they even think of getting into
the defined benefit plan.

Sparb Colling: The defined benefit plan was changed last session to become a hybrid
plan, “That means that the plan is kind of a DB-DC plan. 1t incorporates @ lot of the DC features
init. In terms of portability now a brand new employee can come into the hybrid plan und if
they put additional savings into the 457 plan, they can pow make that enmployer contribution
portable to them just like they can in the DC plan,

Rep, Wald: Would it be fair to say that if you are §5 years old, you may want to stay
with the DB plen, But if you are young, wouldn't they go into a DDC plan. ‘They would have
mote control over investments, be more aggressive, more conservative, but at least they have
some input into their future, that they won't have in the DB plan, Also under the DC plan you
have quicker vesting and better portability. This is better Tor young professionals.

Sparb Colling: The defined benelit plan really is not a straight DB plan, it really is mose
of'a hybrid plan, and is as portable as the DC plan, The only difference is the directing of
(nvestiments or guarantee plan,

Chairman Tinnn: What happens if you don't get the proposcd amendments passed, and
the bill is passed out the way it is now. Will you be able to do the job?

Sparb Colling: 1t will be much more challenging for us without the higher levels, The
other issue 1y the bank loan authority at $450,000. We will incur these transuction costs and the
consulting costs no matter what, The question on the bank loau authority is where does this
moticy get paid from, to the extent that the bank loan authority goes up we can incur the costs
and pay for them through the operation of the DC plan, and those costs arc apportioned to the

costs of implementing the program, To the extent that the bank loan authority doesn't go up, we
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will have 1o look at paying for that somewhere else, like in the D3 plan, and that will raise
questions. We also need the appropriation authority to be inereased, and the FT1s,

Rep. Skarphol: The $200,000 increase in borrowing authority, is that for the educational
process?

Sparb Colling: The additional $200,000 will be to cover the transaction costs, $30,000
would be educationnl costs of PERS,

Rep. Aarsvold: Has the PERS Board taken a position on the legislation,

Sparb Colling: The PERS Board is neutral. Because it has no actuarial impact, the board

felt it better for the legislature to decide.

The chairman closed the hearing on this bill,
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Minutes:
The committee was called to order, and opened committee work on HB 1217, This is a bill on
the benefit program for employeces.,

Rep, Wald: We had a hearing on this bill, and Sparb Collins appeared from PERS and
Rep. Grande has been taking care of this bill in committee. Basically what the bill does is open
up the state employee retirement plan to a concept called defined contribution. This allows
younger workers more mobility, quicker vesting, Its not mandatory, its optional. It would
appeal to young professional type people who may not want to make employment in state
government a 40 year carcer, Moves a DO PASS, Scconded by Rep. Delzer,

Rep. Glagsheim: At the forum on this I had some questions on this as to whether this was

still in PERS or undermining PERS if money was being taken out of the overall system, My

impression was that this was a different account within PERS, can you explain?
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Rep, Wald: 11 you had a defined contribution plan, your account would be identified. not
just purt of the big pool. Its still under PERS, managed by PERS and the money is invested by
PERS, it's just simply a difTerent coneept in funding the retirenmient. 11 is attractive to younger
professional people. Many states ure moving in this direction, ‘This opens the choice up to all
classified employees. Two years ago we opened this up to appointed, eleeted, and non elassified
positions. It will not weaken those remaining in the other plan.

Rep, Wentz: Does all of the retirement get transferred or just a percentage?

Rep. Wald: 11 they make the election to panicipate all the fund is tansferred. They
cannot participate in both defined benefits plan and defined contribution plan.

Rep, Grande: Under the PERS employee benefits package there are various plans. You
have a defined benefit plan, a PEP plan (a combination), or defined contribution plan. 1 they
want to do a PEP plan, they could do both.

Rep. Martinson: The PERS board really doesn't invest that money. The money is taken

out of the PERS system. He does not understand how this cannot affect the PERS system. [f
everyone took their money out, the system would disappear. What has made this system work is
that the investment has been greater than what has been paid out. That's what's made the system
sound. If you take out that, you take out the ability to have the money get a better investment
return,

Rep. Wald: Argues there is no problem with the program. That if half the employees
went with a defined contribution, and take their money out of the pot, the remaining half still
have their money invested to guarantee their retirement plan. There is no liability to those who

stay in the defined benefit plan,
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Rep, Murtinson: He argues that there would be a Toss of investment equal to the amounts
fuken out.

Rep. Wald: The only benefit to remaining in the defined benefit plan is that all torfeiture,
those people who leave without being vested, go into the pot, That is a benefit to the older
workers, We are trying to make it more attractive to young professionals where they will vest
quicker and have more portability and if they work here you can take more with them than in the
defined benefit plan. Remember it is strictly optional,

Rep, Grande: There is an actuary study that was done on two different scenarios, We
have just finished a 2-year test period on the non classifieds. We only had 37% of the people
move, and that was the highest % that would leave it is felt. The actuaries took the study 1o 40%
leaving. They did a survey and feel that only 33% will want to move. The actuary studies are
finding that this will increase the actuary soundness of the fund because of the deereased
liability. The PERS fund does so well, because they do not have to follow ERISA, and can keep
all funds of leaving individuals not vested. In private business that would be against the Jaw,

Rep. Skarphol: To make this clear, we have a defined benefits program, a defined

contributions program, and a PEP program. Can they opt out and do a percentage of their
program into PEP?

Rep. Grande: The PEP plan is an opt in program, There is no window, whereas the
defined contribution plan does have a two year window that this is only open for. The PEP plan
you could any day any time decide to join in. What you would do is taking a percentage of what

you wish to invest outside of your defined bencfit contribution. It doesn’t affect your defined

benefits, it is an added to portion,
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Rep. Gullesony: Regarding the additional F'TE that PERS feels is necessary 1o deal with
this, are those included in the PERS budget, or are we allowing them additional admimistrative
support for this?

Rep. Crande: 1T believe that in the amendment there were two FTE'S, appearing in the
engrossed bill,

Rep. Gigssheim: The PEP plan is over and above the normal plan, and the state does not

participate,
Rep, Grande: 1 don't deal with the PEP plan.

Christine Runge, Exeeutive Director of the North Dakota Public Employees Association:

The PEP plan is a companion plan to the current defined benefit plan. Basically what happened
is that the defined benefit plan became a i, brid plan, where the state makes a mateh, Homakes
the plan more portable, She gives an example of herself personally. 1t is an incentive plan,
She prefers the PEP plan, not cither of the other two solely,

Rep. Skarphol: Is the PEP plan a hybrid? How much is defined benefits and how much

is detined contribution? Shouldn't a person be able to invest their own money?

Christine Runge: 1f the employce chooses to participate, they get the best of both worlds.
They get the defined benefit plan, plus they arc able to also manage their own money in the
401-k deferred plan (PEP). When you leave, you get it all, Sclf investing really is a public
policy issue, but should be looked at as what is best for the employce. Her organization is
against the bill,

Rep. Koppelman: In the current program, can someone elect to go only in the PEP plan

and not participate in the defined benefits program, or you do the defined benefits first and then

have the option of the PEP,
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Christine Bunge: Right, Thut's one of the benefits, that you are automatically i the
defined benefits plan. You can optin at anytime. 1 is an additional thing, an enhancement done

Jast session,

Rep. Gulleson: A large portion of our state employees are under TIAA CRELF which is

much more similar to a defined contribwtion plan.

Rep. Koppelman: Makes some comments on fearning about these plans. Cannot see how
this plan would be bad for the employee.

Rep. Delzer: Will support the bill also. [t gives the employee better portability and all
around the fund will be fine,
Vote on Do Pass: 12 yes, 9 no, 0 absent and not voting., Motion passes.

Rep, Wald is assigned to carry this bill to the floor.
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Minutes; Chalrman Krebsbach opengd the hearing on HB 1217 which relates to cligibility to
participate in the defined contribution retirement plan. Appearing before the committee to
explain the proposed legislation was Representative Bette Grande, District 41, She indicated
this bill is based on a defined contribution retirement plan. What this bill lays out to us is the
current plan only has the non classified employces involved. This plan also includes classificed
employees, The normal exemptions of TIAA-CREF, Judges, and a couple of other exemptions
that already have their own retirement plans and programs, This bill is similar to a bill
introduced last session, It simply is opening it up to a larger group of people. Chairman
Krebsbach noted that there were some extensive amendments by the house. She asked if
Representative Grande had an explanation for that. Representative Grande noted that what

they nceded to do was put some form of appropriation on this bill. As the bill was written there

was no appropriation made so the house added for administrative expenses set aside that they

...
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will take money already in the participating members account, then determining any reasonable
administrative expenses the board may determine an amount necessary to implement an
appropriate investment education program. In setting that up it looks a little awkward in that we
have an authority to borrow but we also have an appropriation and those daltars mateh. They can
get the dollars together but we must also give them the authority to spend the dollars, The
:ulministrutivc; expenses will be that they need to take cach of these employees, do an assessment
of how much money they have to invest and to ensure that they aware of what they are stepping
into. We have also put in an appropriation for authorizing two additional FTT s for the
administration of this program, Senator T, Mathern inquired who would bear the burden of this
$250,000 expenditure, Representative Grande indicated those who wish elect to do this, if you
look at scetion 0, part two, there will be an amount contributed by the employer on behull of the
employee first clecting to particiate in this program. The board may hold out up 1o .06% of the
monthly salary or wage of the participating mernber. Scenator T, Mathern indicated so all of the
people going into the defined contribution program will pay the administrative expenses, No
defined benefit administrative money would pay for this. Representative Grande indicated as
far as she understands, no. Senator Wardner indicated if you are an employee and you have 10
years as a state employee and you are under the defined benefits and you want to go to the
defined contribution program. Do you take your defined benefit money with you or are you in
two different systems, Representative Grande indicated you will take your portion and you go
to one plan or the other. Senator C. Nelson inquired if after the extensive arendments were
added it went back to employee benefits committee, She also wondered what the actuaries had
to say about the administrative expenses for the costs, Representative Grande indicated she did

not recall, Sparb Collins indicated that these amendments were talked about during the
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employee benefits committee meeting, These were offered at the October empleyee benefits
committee meeting so they were a part ol the discussion, The only thing that wasa ™t tadked about
al that time wats the bank Joan because a funding source hadn't been identified specitically.
Senator C, Nelson inquired if there was a reason that wasn’t put into the bill before it was
printed the {irst time. Mr, Collins indicated he wasn’t sure. Sparh Collins appeared before the
committee in a neutial position on HBB 1217, A copy of his written testimony is attached. He
also handed out amendments which are proposed and an explanation of administrative costs and
funding requirements for Engrossed HI3 1217, Senator T, Mathern inquired if there is an
actuarial analysis of the potential adverse sclection issue. Are there people of different abilities
who tend to move between these two different programs at a different history of life or length of
life? Is in your actuarial work any consideration done regarding adverse selection? My, Collins
indicated, the actuarial analysis looked at several things, First of all whether there would be an
adverse cffect on the retirement plan itself as a result of some of these people withdrawing. That
conclusion was no, the retirement plan itself would not have an adverse actuarial impact basced on
the assumptions that were made. The technical analysis that was done by the Siegal Company
indicated that if you took 8% and went into the defined contribution plan and you got an 8%
return, would you be able to get the same level of benefits as you did in the defined benefit plan?
The answer was no. It would be about 1/3 less. If you are under the defined contribution plan
you would need to do higher risk investing to receive the same return as those who are under the
defined Lienefit program. Further questions were offered by Senators Kilzer and C. Nelson.
Mr. Collins responded (Tape 2, Side A, Meter #'s 1.8-5.4). Appearing in opposition to HB 1217

was Chris Runge, Executive Director of NDPEA. A copy of her written testimony is attached,

There were no questions for Ms, Runge. Howard Snortland, representing the Association of
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Former Public Employees, appeared in opposition to HB 1217, He indicated that he does not
believe the bill is good publie policy. 1t means that the individual has bauter investment
Judgement than the state investment board, The state investment board has a4 wonderfud record off
what they have done over the years and there aren’t many individuals who can beat the record of
the state investment board. If this plan goes into effect it will no longer be a state employees
trust fund, 1t will primarily become the political subdivisions retirement program. The state

1

investment board guarantees a protection for the emiployee by first of adl guaranteeing 8%, There

were no questions from the commitiee, Former State Senvtor Evan Lips appeared in
opposition to the bill, He presented a history tesson on the pension program to the committee.
He indicated that he was not in favor of remodeting the plan every session. There were no
questions from the committee. Tom Toupa representing INDSEA appeared in oppositioti. Te
indicated members of his organization are concerned somewhat that if there is a major shift over
to the defined contribution plan that in the future is there going to be sufficient money and
margins left to adjust future, current as well as future retirces. The actuaries say that there won’t
be adverse impact on the fund, That may be, but is it going to generate a margin, This whole
thing is a matter of timing, Senator T. Mathern inquired if some of the people of those who
lost money in the last year by switching retirement plans were members of Mr, Toupa’s
organization, Mr, Toupa indicated yes. Mr. Dennis Fewless, a state employee, appeared
befoie the committee on his own behalf. He indicated he has been a state employee for 25 years.
He testified as to his concerns about HB 1217, 'Fl]én‘e wete no questions from the committee.
Representative Grande appeared before the committee once again. She indicated that this plan

will be a recruiting tool for bringing new employees with technical skills into state positions.

She talked about the smoothing plan for losses suffered under the investment program. The
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investment education program is an important part of steering employees in the right direction
with investment advice which should make for suceessiul investment with good returns, 1is the
job of the investment agencies to provide the investment education 1o those who are a pirt of the
program. There was nothing further. Chaleman Krebshaeh closed the hearing on HIB 1247,
On March 22, 2001, Chatrman Krebshach reopened the discussion on 1B 1217, Chalrman
Krebsbaeh inguired of the committee if there were any proposed amendments to this “il, i€ was
indicated that Sparb Collins had offered an number ul'znm-m!mvcnts. Sparb Collins indicated
that there wore tive issues addressed as they related to the bille These issues were investment
education, administrative costs methodology, disability, administrative support, and
implementation date and applicability, The first was investment education. PERS has suggested
that some additional funding be set aside so that they could try and provide for some one on one
investment education for members who join the defined contribution plan, That is what the
amendment proposes and provides that . 1§ of the contribution woulu go into a fund 1o provide
for investment counseling, The sccond thing is the administrative costs methodology. Presently
the PERS administrative costs are assessed as a percent of the value of the account. Half of the
amount of money in this plan is held by 20 people. What that means is 20 people pay half the
administrative costs, They arc suggesting that rather than doing it as part of the value of the
account rather it be spread across or taken out of the employer contribution and that would more
evenly spread it across all of the patticipants. The house agreed with that. PERS had suggested
that should be up to .12 of the employer contribution, The house set it at .06, We are asking for
the authority to go up to .12. The third issue is disability retirement. Onc of the benefits in the
defined benefit plan is that if you become permanently and totally disabled while you are under

covered cmployment, there is a benefit that is 25% of your final average salary that you become
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payable for, There is no equivalent benelit in the defined contribution plan at the present time,
We dre suggesting that if this plan is going to be expanded to eligibility for al) stiste employees
that should be some disability component to it just like there is in the defined benefit plan, W
ure suggesting that based on our advice from the consultant it has 1o be a mandatory provision,
The Inst time we looked af it a disability insurinee policy would have costup 1o half of
pereent. That would come out of the employer contribution. The dth area is the administrtive
support and funding for this bill. In order to provide the same enrollment procedure as we did
for the non classifieds we estimated that it will require $283,000 and 2 to 3 stalf. ‘The house
funded $250,000 and 2 staff. We are asking that be incereased to $283,000 and 3 stalf. Without
that we know that we will not be providing an equivalent enrollment for the classified group as
we did for the non classified group. The other issue is who is going to pay for all of this. In
addition to the PERS cost of $283,000 there is $ 116,000 in transaction costs that have been
identificd. What arc these, Sparb explained. Questions were offered from Senators T,
Matkern, Krebsbach, Wardner, C, Nelson and Dever. Sparb Collins offered responses to
cach question. (Tape 2, Side B, Meter #'s 35.9 to End. Following this discussion it was decided
to hold on further action on HB 1217 at this time. On March 29, 2001 the committee again took
up the discussion of HB 1217, Senators participating in the discussion were Senaters Wardner,
C. Nelson, T, Mathern, Kilzer and Dever participating. Since it was late in the day Chairman
Krebshach decided to table further discussion until the following day. The committee was
adjourned. The committec met on March 30, 2001 to further discuss HE 1217, Sparb Collins,
NDPERS, further reviewed the amendments which had been proposed by PERS to be amended
into the bill, Chalrman Krebsbach indicated her first quesvion centers around why on page 7

line 7 you need $450,000 as a loan rather than $250,000. Mr. Collins indicated the $450,000
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includes their costs which were identified during the interin were three portions of the cost. The
first cost was the PERS administrative cost which was estimated at $283.000 and 3 staff. The
second cost was the transaction cost, ‘They estimate or he should say Watson/Wyatt estimated
that about 2900 people could potentiatly make the clection to switch to the defined contribution
system, Based on the election rates that were for the non-classified employees. Further they
estimated that would be about $59 million, and amount that would be transferved from the
defined benefit to the defined contribution program, In order for PERS to come up with $59
million they are going to have to sell some stocks and bonds to do that, When the trades are
executed there is a transaction fee to pay for those trades so that is what will be paid for out of
the DB Plan, the money managers to make these trades, sell these instruments and conie up with
cash, We're suggesting that that should be paid as part of the DC costs because those trades are
being executed for the benefit of the DC participants, 1 it wasn't for this plan we wouldn’t be
making those trades, That is about another $100,000 in there, The third cost item is for
cohsulting expenses. Underncath the statute we are required to provide to the members the
higher of either the present value of the acerued benefits or the actual cmployer, employee
contributions plus interest. PERS staff will compute the employer/employce contributions plus
interest. An actuary has to calculate the present value, Then we compare the two to get the
higher of. We suggesting that potentially that could cost $20,000 plus, and that is a charge that
should be charged to the DC participants,  Then there is about $20-$30.,000 extra in case we
have 1o go out and bid or rebid the plan with someone other than fidelity, These three costs are
what make up that $450,000.00 loan amount. Senator T, Mathern inquired if these
amendments that you handed out 1o us previously to your estimation still reffect what the costs

are? Are they pretty much the same? Nothing has changed here? Mr, Collins indicated that
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these cost figures were gencrated during the interim study. Chairman Krebsbach noted that the
amendments also delay the implementation to what date?  Mr, Collins indicated that the
delayed implementation date was January 1, 2003, What was done in the amendment was a
clarification of a couple of dates. One was just the result of an error we had made. Senator
Wardncer inquired about the disability benefit aspect of the bill,  He wondered if it had to be a
part of this bill. Mr, Collins claborated on this. Mr. Collins claborated at length on the need for
3 FTE’s which are required in this bill. Questions on the issue were offered by Senators,
Wardner, 'T'. Mathern.Krebshbach, and Dever (Tape |, Side A, Meter #'s 9.3-18.9). Sparb
Collins’® discussion of issues continued throughout the remainder of the question and response
period of this meeting. For specific questions and answers listen to Tape 1, Side A, Meter #'s
19-55.). Following the discussion the contni'tice felt they had discussed this bill sufficiently to
take action. Senator Wardner moved the adoption of the amendments presented by Sparb
Collins to the committee, scconded by Senator T, Mathern.  Roll Call Vote indicated 6 Yeas,
0 Nays, and 0 Absent or not voting. At this point the committee temporarily adjourned until later
in the day due to members required attendance at conference committees, Chairman
Krebsbach called the committee back Lo order, At this point she indicated that there was one
concern that she still had concerning this bill. 1f we were to mandate that disability be a part and
parcel of the defined contribution, is it clear that you can do that without any further legislation
or do we need to amend 1o do so? Mr, Collins indicated that the other option that he does nol
believe the bill provides for is it could continue to be provided through the defined benefit plan,
Chalrman Krebsbach and then just assess the DC plan for that coverage, Mr Collins indicated
what happens then is the actuary would determine what the amount which the actuary had

recently caleulated at 41, That .41 in payroll would be deducted from the payroll of the DC
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participants. They would retain the membership in the DB plan for the purposes of disability.
There was some discussion if this was workable and was it fair to the people in the DB plan vs,
The DC plan. Senator T, Mathern felt that the costs would be different for the two groups and
that would cause problems. A discussion continued with Senators ‘T'. Mathern, C.Nelson, and
Wardner participating (Tape 1, Side B, Meter #'s 3.5-8.8). Senatar Wardner moved a Do Pass
as amended on HB 1217, scconded by Senator Kilzer, A few remarks were oftered by Senator
Dever concerning choices and representation of his district, He spoke about the fears that
employces have about the defined benefit program being hurt by the defined contribution
program. e indicated he has two choices, the first is to vote for this bill and convinee people
that it was a good decision. ‘T'he second is to vote no on this bill, go out and give the kind of
education that he thinks the people need in order to understand the benetit of the options and why
it might be a good decision for us to make two years from now. Some of the fear that he hears in
the state employces has been played to and he thinks it has been played to by the NDPEA and by
his predecessors in this legislature, As a matter of good marketing and as a matter of politics for
the people he represents he thinks he has to vote no on this, More comments were offered from
Senators C. Nelson, 'T, Mathern, Kilzer, Dever, and Krebsbach, A Roll Call Vote was taken
on the Do Pass as Amended motion, Roll Call Vote indicated 3 Yeas, 3 Nays, and 0 Absent or
not Voting. The vote fails, Senwtor ‘T, Mathern moved a Do Not Pass as Amended, seconded
by Senator C. Nelson,  Roll Call Vote indicated 3 Yeas, 3 Nays, snd 0 Absent or Not Voting,
The motion fails, Senator C, Nelson moved Without Commitice Recommendation, seconded
by Senator Wardner, Comments were offered by Senator T, Mathern, Senator Dever also

offered a few closing remarks before the vote, Senator Kilzer offered a few remarks as well,
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Roll Call Vote indicated 5 Yeas, 1 Nays, and (0 Absent or Not Voting, Senator Wardner will

carry the bill, Chairman Krehsbach adjourned the committee,
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REPORT OF STANDING COMMITTEE
HB 1217, as engrossed: Government and Vaterans Affairs Committee (Sen. Krebsbach,
Chairman) recommends AMENDMENTS AS FOLLOWS and when so amended,
recommends BE PLACED ON THE CALENDAR WITHOUT RECOMMENDATION
(5 YEAS, 1 NAY, 0 ABSENT AND NOT VOTING). Engrossed HB 1217 was placed on
the Sixth order on the calendar.

Page 1, line 2, remove "and" and after "54-52.6-09" insert ", and section 54-52.6-14"

Page 1, line 4, after "plan” insert "and disability benefits under the defined contribution
retirement plan”

Page 1, line &, after the first semicolon insert "and" and remove “; and to provide for
application”

Page 5, after line 9, insert:

may not have more than one opportunity to make an elecuon to parucipate
in the retirement plan established under this chapter."

Page 6, line 30, after "expenses" insert "and up to fifteen-hundredths percent of the monthly
salary or wage of the participating member specifically for Investment education

expenses”
Page 7, after line 5, insert:

"SECTION 7. AMENDMENT. Section 54-52.6-14 of the 1399 Supplement to
the North Dakota Century Code Is amended and reenacted as follows:

54-52,6-14, Disability benefits. The board shall provide a r.rocedure wherebyy
a pattisipating membermay who first becomes eligible to particlpate in this plan after
September 30, 2002, shall use a portion of that person's account conltributions under
thig chapter to purchase disability insurance. For members aligible to participate in this
plan_before Oclober 1, 2002, the board shall allow distribution_of the participating
membar's vested account balance If the board determines the_participating member
has become totally and permanently disabled. If approved, the disabled member tas
the_same distribution options_as_provided in_subdivisions a_and ¢ _of subsection 3 of
section 54-52.6-13. However, If the member chooses the perlodic distribution option,
the member may only recelve distributions for as long as_the disabllity continues and
the_member submits the necessary documentation and undergoes medical testing
tequlred by the board, ot for as long ._ga_ihg_mgmb@_gg.ri_o_p.al_i_.n_a»r. ehabiitation
Qr_gmm,_mu,ra,d._y mg bgg[gl. or both, If the board determines that a member no
lon.. the board shall discontinue the disability
r@ﬂtem_e_m_b,en_e_w

Page 7, line 7, replace "$250,000" with "$450,000"
Page 7, line 18, replace "7" with "8" and replace "$260,000" with "$283,000"

Page 7, line 19, replace "two" with "three"
Pagn 7, ine 24, remove "7, and" and after "8" ingert ", and 9"

Page 7, line 25, replace "July 1, 2003" with "October 1, 2002"
(2) DESK, (3) COMM Page No. 1 SR.b7-7486
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April 2, 2001 2:09 p.m. Carrier: Wardner
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Page 7, remove lines 26 through 28

Renumber accordingly

(2) DESK, (3) COMM Page No. 2 $11.57-7486
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REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
BILL NO. §0

. Sponsor; Representatives Francis J. Wald and Belte Grande

Proposal: Provides that all state employees except Supreme Court or district court judges or employees of the
State Board of Higher Education and stale institutions under the jurisdiction of the board who are eligible to
participate In TIAA-CREF may elect o bacome members of the defined contribution retirement plan.

Actuarial Analysis: Concerning the impact of this proposal on the defined benefit plan, the consulting actuary
concluded that a guaranteed cost-of-living adjustment for the defined benefit plan cannot be adopted by either 2005
or 2007, without higher Investment relurn or additional conlributions or other changes or gains; that based on
assumptions and methods, the defined benefit plan Is not harmed by the optional defined contribution program; that
expansion of the optional program to palilical subdivisions helps, not hurts, the defined benefit plan; that diversion of
some members to the defined conlribution program allows a guaranteed cost-of-living adjustment to be pald out of
overfunding as the overfunding goes further when spread over fewer defined benefit members; and that external
cash flow may become an issue In 15 to 20 years but will not force significant changes to allocation or assumed
Investment return. However, the acluarial consultant identified several adminisiration issues and recommended
delaying the Implemantation date of the expanded plan to January 1, 2003, moving the eligibility date to September
30 and allowing all employees after that date the normat six months to make a decislon; moving the end of the
election window o December 15; excluding existing nonclasslified employees who had an opportunity to choose the
defined contribution plan under prior legislation from the provisions of the bill; and consldering an alternative
methodology to allocate administrative expenses. One such methodology (dentified by the consulting actuary would
be to pay administralive cosls out of contributions instead of account assets. As an example, pursuant to this
methodology the employer contributlon would remain at 4.12 percent but .12 percent would be deposited into an
administrative account, and the remaining 4.00 percent would go lo the employee's account. This methodology

would distribute administrative costs to all members.

. Committee Report: Favorable recommendation.




TESTIMONY
OF
SPARB COLLINS
ON

HB 1217

Mr. Chairman, members of the committee, good morning, My name is Sparb Collins. |
am the Executive Director of the North Dakota Public Employees Retirement System, or

PERS.

I appear before you today neither in favor nor opposed to HB 1217, This bill did receive
significant study during the interim and I would refer you to the Actuarial Analysis
conducted by Watson Wyatt and the Technical Analysis conducted by the Segal
Company concerning the policy implications of the proposed bill. Today however, |
appear before you concerning some implementation issues. Some of these issues have
been identified in the *“Technical Analysis™ done during the interim and by the PERS
Board based upon its experience in implementing the defined contribution option for non-
classified employees that was passed by the last legislative session. The following are
the issues that have been identified for which we are making the suggested amendments:

1. Enrollment procedures

2. Transfer calculation

3. Investment education
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4. Administrative cost methodology
5. Disability Ingsurance
6. Administrative support/ funding

7. Non-classified employees

First, we are proposing that a provision be added to the bil} that would require new
employees to attend an educational meeting prior to enrollment. During the last
enrollment some employees elected not to attend an enrollment meeting. While these
employees were mailed all the educational materials they did not take the opporiunity to
attend an education meeting provided by PERS/Fidelity which, reviewed the materjals
sent and provided additional explanation and information. As a result of this they may
not have obtained a full understanding of the DC options. Qur concern is that we want to
insure that we do not have a repeat of the last time that the PERS Retirement Plan was
modified. From !966 to 1977 PERS was a Defined Contribution Retirement Plan, In
1977 employees were given the opportunity to leave the DC Plan, and join the new DB
Plan that was started that year, In the 10-year period that followed, the legislature was
asked to provide other windows in which employees could mo /e into the DB plan and
the most ofien cited reason was because of misunderstandings that occurred during the
initial enrollment, Therefore, we believe that it is critical that we muake every altempt to
document and provide each employee as much information as possible so we can avoid a
situation in later years where due to a misunderstanding a new window is requested.
Since it is likely that providing windows for rejoining the DB Plan, similar to those in the

past, would required additional employer contribution, we believe it is prudent to require
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attendance in order to minimize any potential for a misunderstanding. This change in the

amendment is on page 3, line 5 and page 4, line 1.

Second, we are also proposing on page 5, line 23, 24 and 25 an amendment that would
clarify the transfer calculation in view of the changes made last session to the Defined
Benefit Pian allowing a member to add employer contributions to their account balance.
This amendment ensures that we will not double count the emiployer contribution in

calculating the transfer amount.

Third, concerning investment education, we would refer you to the discussion under
employec communication/fiduciary issucs on page 12 and 13 of the Technical Analysis,
Specifically, that discussion concerns providing members of Defined Contribution Plans
access to retirement and financial planning services so they will have the necessary
understanding to direct their financial investments in a manner that will allow them to
acnuire sufficient assets for retirement. To accomplish this the PERS Board is proposing
that an investment education fund be established and be funded by fifteen hundredths of a
percent of the monthly salary and wage of the participating member and paid out of the
existing employer contribution. These funds would be used by PERS to contract with
investment advisors who would be available to the members to assist them in financial
planning, asset nllocation and other investment needs as they manage their retirement
funds. We note that Montana, which is also establishing a defined contribution option for

its 30,000 members, allocated $1.4 million to member education for the initial
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cnrollment. The amendment implementing this suggestion is the proposed new “'Section

5" and “Scctlion 6.

Fourth, the administrative cost assessment methodology is discussed on page 12 of the
Technical Analysis. Under present statute PERS’s udministrz.uivc costs are reimbursed in
one of two ways:

1. PERS administrative assessment

2. Non-vested contributions.
Presently PERS assesses an administrative charge of 6 basis points or .00 percent against
the members account for administrative cost. Presently there is approximately eight
million dollars in approximately 230 accounts. About 20 of those accounts represent
$4,000,000.00 or half the value of the Defined Contribution Plan. Thercefore, the existing
methodology, which is based on account value results in those 20 people paying almost
fifty percent (50%) of the administrative assessment. Therefore, we are proposing that
the administrative assessment methodology be changed to one that was used in the
Defined Contribution Plan from 1966 to 1977, Under that plan .12% of payroll went into
the administrative account, By doing it in this manner the administrative assessment is
more equally divided across all the participants in the Defined Contribution Plun and not
concentrated on those with larger account balances. We believe that this alternative

methodology is more equitable to all participants, The amendment adding “Section 6”

provides for this change.
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The fifth suggestion relates to a disability insurance benefit. The Defined Contribution
Plan passed last session stated that a disability insurance benefit be provided as an
optional benefit for a DC participant. They could elect to take this coverage and pay for it
out of their retirement contribution. In implementing this provision it was determined
that it was not consistent with IRS regulations. The only way to avoid this conflict would
have been to make the disability insurance mandatory for all employees, Since the
legislature did not provide specific guidance to make the program mandatory the PERS
Board decided to provide a disability program that was the equivalent of a member’s
account balance rather then the disability insurance. For example, if a disabled member
had $1000.00 in their account balance, they could take a monthly distribution or take a
lump sum up to the value of the account, which would be the extent of their disability
benefit with PERS. The PERS Board also noted that the non-classified employeces have
an average salary of about $44,000.00 a year and it was felt that many of those employecs
might afready have disability insurance coverage. It was also noted that the non-classified
jobs were primarily office jobs. With the group that is proposed under this bill, this
situation is not the same, These employees have an average salary of about twenty four
thousand dollars ($24,000) a year and some have non-office jobs (Highway Department,
Game and Fish, Pafk; Department etc). Due to the lower salaries many may not have
disability insurance coverage except for the benefit in the Defined Benefit Plan. In order
to provide a more equivalent benefit in both the DB and DC plan and to insure that
employees are covered, we are suggesting that a mandatory disability insurance provision
be provided in the Defined Contribution Plan for all new employees. Based upon our

previous experience this would cost about a half a percent of payroll and would be
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funded out of the employer contribution portion. This is provided in the amendment

adding “‘Section 7" to Housc Bill 1217.

Sixth, are the additional administrative efforts associated with implementation and
operation (.)fthc new Defined Contribution Plan, PERS is requesting an appropriation be
added to the bill of approximately $283,000 and 3 fuil-time employees to support this
effort. Pages 9, 10, 11 and 12 of the Technical Analysis detail the reasoning for this
additional appropriation authority, One hundred thirty one thousand dotlars ($131,000)
of this amount is associated with the calculation of the employer and employee
contribution. Approximately one hundred and seven thousand dollars ($107,000) relates
to the educational effort and forty-four thousand five hundred dollars ($44,500) is for
administrative support. While the above amount may seem significant, aguin note that
Montana set aside two million dollars ($2,000,000) for implementation of their DC Plan.

This amount is in addition to the 1.4 million dollars for investment education,

Associated with the appropriation authority is the need for a funding source for this initial
implementation effort, We recognize the difficulty the general fund would have
supporting this effort and therefore, we are proposing that we be authorized to have a
long-term loan from the Bank of North Dakota. The loan will be paid back over ten years
from the fees received from the DC participants over that time period. The funding

source and appropriation additions are in the new “Section 8"
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Seventh, is a proposed amendment that non-classified employces not be included under
the provisions of thie bill and is discussed on page 10 of the Technical Analysis. We note
that HB 1216 provides an opportunity for non-classified employecs who did not elect the
Defined Contribution Plan last time to have a new election opportunity in the first year of
the new upcoming biennium, This bil'l would provide a third election opportunity for
non-classified employee. We believe that by having two election opportunitics this close
for the non-classified employecs would potentially be confusing and duplicative,
Therefore, we are suggesting that they not be a part of this bill because they are alrcady

included under House Bill 1216, This is provided in the amendment adding “Section 10"

to the bill.

Attached are the proposed amendments to the bill implementing the above provisions,

Mr. Chairman, members of the committee, this concludes my testimony.,
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NCG. 1217

Page 7, line 7, replace "“$250,000” with “$450,000"
Page 7, line 16, replace "“5250,000” with “$283,000"

Page 7, line 19, replace “two” 'with “three”




COSTS FOR HOUSE BHL L 1217

TASK 1 - PERS COSTS

NTRIBUTION PLAN FOR ALL STATE EMPLOYEES

®

SUBTASK 1-A SUBTASK 1-B SUBTASK 7-C 01-03 Biennium

02715/01

Transfer calculatior Education/Travel Admin Support Total

SALARY & WAGES
Accounting/Budget Spedalist | {(Grade 8) 58,067 58.067
Benefits Specalist {Grade 11) 40.033 40.033
Administrative Assistant | (Grade 6} 24676 24,676
TOTAL 58.067 40,033 24 676 122,776
OPERATING EXPENSE
Data Processing

Network Access Charge ($27/person/month) 1.404 486 324 2,214

CPU time to run batch jobs (3100/month} 0 G 600 600

Programming changes - ded admin fee from employer 0 G 3.000 3.000
Teiephone ¢

Basic phone service {$28.50/persorymonth}+instaliation 754 513 342 1,609

Long distance (4% mcrease} 777 777 777 2,330
Office Rent (4% tncrease) 5.58% 5.580 5,590 16,770
In-state travel {1st set of meetings)

Motor poot {8.750 miles = 286) 9 2,275 0 2.275

Meal reimbursement (82 days ~ $20) a 1.640 0 1.640

Lodging reimbursement (€4 nights * $48) o 3.072 0 3,072
in-state travel {2nd set of meetings - 20% less)

Motor poat {7,000 miles = 26) 0 1.820 G 1.820

Meal reimbursement (66 days ~ $20) 4 1,320 0 1,323

Lodging reimbursement (52 nights ~ 548) 0 2,496 0 2.496
Out ¢f state travel 0 3.600 0 3.000
Temporary help - Keily Services 58.229 28,595 0 £6.823
Legal Fees {50 hrs @ $55/r) 0 G 2,750 2,750
Printing G 0 0 -0
Office Supptes (4% ncease} 1.536 1.536 *.536 4.608
Computer software 600 800 500 1800
TOTAL 68.850 53,719 15,519 138,128
EQUIPKMENT
Office furniture 1.740 1.740 1,730 5220
Computers Equipment

t aptops (2} ¢ 5.400 ¢ 5,400

Projector {1} 0 3.560 0 3.500

Desktop PC 2.500 2 566 2.500 7.500
TOTAL 3.240 13.140 4230 21,620
TOTAL COSTS FOR TASK t 131.197 106.892 34,435 282,524




& - TRANSACTION COSTS ‘

TASK 3 - CONSULTING COSTS

TOGTAL COST FOR ALL TASKS

ASSUMPTIONS:

1. The accounting position will be filled 7/1/01; the benefit specialist posttion
will be filled 1/1/02; the administrative assistant will be filled 7/1/02.

2_ Increase in one FTE is a 4% increase.

3. Temposary help ircludes 2 data entry positions for 14 months @ $12/hr to do transfer calculations;
1 benefits specialist for 11 months @ $15/Mr to do employee meetings.

4. Consulting/actuary fees assume 3 103 increase over fees paid in 1999/2000 for same type of work.

5. Pranting: Election forms will be printed by Fidelity; increase in DC member handbooks and

ratirameant applications wili be offset by decreases in DB member handboocks and retirement applications.

6. Office fumiture includes desk {$800), file cabinet {$540), and chair ($400) per person
7. Programming costs are to allow for collection of an administrative fee threugh the employer contribution.

116.368
19.800

418,692
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PROPOSED AMENDMENTS TO HOUSE BILL NO. 1217

Page 1, line 2, after "54-52.6-02,” remove "“and”

Page 1, line 2, after “54-52,6-03" insert “, and 54-52.6-06,
subsection 2 of section 54-52.6-09, and section 54-52.6-14"

vage 1, 1line 3, after "plan" insgert ", payment of administrative
expenses, and disability benefits; to authorize the borrowing of
funds; to provide an appropriation; to provide an effective date; and
to state the applicability of this Act"

Page 3, line 5, after the period, insert “An eligible employee may not
elect to participate in the defined contribution retirement plan until
the eligible employee hag attended the education program developed by
the board.”

Page 4, line 1, after the period, insert “An eligible employee may not
elect to participate in the defined contribution retirement plan untll
the eligible employee hag attended the education program developed by
the board.”

Page 5, line 23, overstrike “and employee”

Page 5, 1line 23, after “made” 1insert ", less vested emplover
contributions pursuant to section 54-52-11.1”

Page 5, line 23, overstrike “pursuant to sections”
Page 5, line 24, overstrike “54-52-05 and 54-52-06"

Page 5, line 25, after ‘election” insert “and the employee account

balance”

Page 8, after line 27, add the following:

“geation 5. Amendment . Section 54-52.6-06 of the
1999 Supplement tu the North Dakota Century Code ia amended
and reenacted ags follows:

54-52,6~-06. Administrative expengses ~ Continuing

appropriation. The administrative expenses of the plan
must be paild by the participating members in a manner
determined by the board. The board e and vendors

contracted for by the board may charge reagonable
administrative expenses and deduct those expenses from the
contribution to a participating member's avcount 4n-—-the
defined—ooniribntion—retivrement—plan-eotabliehed-under—thie
ehapte¥, dirvectly from the monoys already in a
participating membexr’'s account, or both., In determining
reasonable administrative expenses, the board shall include




an amount necessary to implement an appropriate investment

education program. The board shall place any woney
deducted by the board in an administrative expenses account
with the state treasurer, The board may also use funds
from the payroll clearing account established pursuant to
gsection 54-52.3-03 to pay for consulting expenses. All
moneys in the payroll clearing account or the
administrative expenses account, not otherwisge

appropriated, or so much of the moneys as may be necessary,
are appropriated to the board on a continuing basis for the
purpose of retaining a consultant as required for the

administration of this chapter.

SECTION 6. Amendment . Subsection 2 of sgection 54-
52.6-09 of the 1999 Supplement to the North Dakota Century
Code 18 amended and reenacted as follows:

2. The employer shall contribute an amount equal to
four and twelve hundredths percent of the monthly
galary or wage of a participating member. If the
employee's contribution is paid by the employer
under subsection 3, the employer shall
contribute, in addition, an amount equal to the
required employee's contribution. Of the amount
contributed by the employer on behalf of
employees electing to participate in thig program
after June 30, 2001, the board shall have the
authority to withliold up to twelve hundredths
percent of the monthly salary or wage of the
participating member for general administrative
expenses, and in addition up to fifteen
hundredths percent of the monthly salary or wage
of the participating member specifically for
investment education expenses, all of which
moneys shall be deposited into the administrative
expensesg account, The employer shall pay monthly
such contribution into the participating member's
account from its funds appropriated for payroll
and salary or any other funds available for such
purpoges. If the employer fails to pay the
contributions monthly, it is subject to a civil
penalty of fifty dollars and, as interest, one
percent of the amount due for each month of delay
or fraction thereof after the payment became due.

SECTION 7. Amendment. Section 54-52.6-14 of the 1999
Supplement to the North Dakota Century Code is amended and
reanacted as follows:

54-52,6-14, Disability benefits. The board shall
provide a procedure whereby a partieipabing member electing




to participate in this plan after June 30, 2001, way shall
usge a portion of that person's account contributions under
thiy chapter to purchase disability insurance. For members
electing to participate in this plan prior to July 1, 2001,
the board shall allow distribution of the participating
member’'s vested account balance if the board determines the
participating member has become totally and permanently

disabled. I1f approved, the disabled member has the same
digtribution options as provided in subsections 54-52.6-
13(3) (a) and {c). However, if the member choosesg the

periodic distribution option, the member will only be
allowed to receive distributions for as long as the
disability continues and the member sgubmits the necesgsary
documentation and undergoes medical testing required by the
board, or for as long as the member participates in a
rehabilitation program required by the board, or both., If
the board determines that a member no longer meets the
eligibility definition, the board shall discontinue the

digability retirement benefit.

SECTION 8. AUTHORITY TO BORROW FUNDS. The Public
Employees Retirement System Board is authorized to borrow
up to $500,000 from the Bank of North Dakota for the
purpoge of defraying the administrative expenseg of the
defined contribution retirement program until such time as
there are sufficient assets in that program to pay off any
such loan and support the administrative expenses of that
program, The term of the loan shall not be longer than
thirteen years. If requested by the Public Employees
Retirement System Board, the Bank of North Dakota shall
make any such loan, at a rate agreed to by the parties,

SECTION 9. APPROPRIATION, There is hereby
appropriated out of any monays 4in the administrative
expensge account created by section 54-52.6-06 and the
payroll clearing account created by section 54-52.3-03, in
the state treasury, the retirement fund, and the loan
authorized by section 8 of this Act, not otherwise
appropriated, the sum of $283,000, or so much of the sum as
may be necessary, to the Public Employees Retirement System
Board, for the purpose of administering this chapter, for
the biennium beginning July 1, 2001, and ending June 30,
2003, The Public¢ Employees Retirement System Board is
authorized three additional full-time equivalent positions
to implement this Act. The transaction costs experienced
by the fund in liquildating securities to transfer to the
defined contribution program on behalf of employees
electing to tranasfer to that program shall be reimbursed to
the retirement fund in the same manner as contributions to

the fund."




SECTION 10. EFFECTIVE DATE. Sections 1, 2, 3, 4 and

‘ 7 shall become effective July 1, 2003, and sections 5, 6,
and 8 shall become effective July 1, 2001,

SECTION 11. APPLICABILITY. This Act shall not apply
to non-classified employees who did not elect to transfer
into the defined contribution retirement plan within the
time frame provided by section 54-52.6-02 as that section

provided prior to this Act.”

Renumber accordingly




Testimony on HB 1217

Chairman Klein and Members of the Committee,

or the 1.:zcord, my name is Jim Collins Jr. and I am here loday representing the Independent North Daukota State Employees
Association, Iam employed in the ND Department of Health and have taken annual leave to be here today,

I would like to voice our opposition to HB 1217. We have several concerns regarding this legislation, however 1 would like to
point out two in particular,

First, is the problem that some employees are having with their retirement accounts that switched to the defined contribution
(DC) system, currently they have lost twenty percent of their retirement dollars, [f they were a fong-term employee, this could
be devastating, This would then force they employce to work well past their intended retirement date in order to recoup those
losses, This is not the first try at switching to a defined contribution system. Before my lenure began with the stute it was
atiempted and employees lost retirement dollars then. Subsequently Jegislation was needed to bring them back into the current,
defined beoefit (DB) system, It has been rumored that members of another state agency maybe looking at attempting this
because their DC system failed. Furthermore, I do not personally know of any employee that has said they wish to move to a
DC system for retirement.

[ believe we need to learn from history,
Secondly, some monles from the current system are used by the Bank of N .ith Dakota to finance projects within the state, 1If
the markets change and a majority of employees switch to a DC system, that money would 1o longer be available,

Additionally, I am not an expert, but I would say that there are few if any investment companies that invest heavily in North
Dakota compunies,

Finally, I would like to point out that we have a well designed hybrid of the DB/DC systen that exists today, in the PEP plan,
This is open to ull employees and of those I know that are enrolled, they say they like it.

n closing, Turge you to give this bill a do not pass recommendstion,

ank you for your time,
Respectfully,

Jim Collins Jr.
President, INDSEA
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TESTIMONY IN OPPOSITION TO HB 1217
Before the House Government and Veterans Affalrs Committee

North Dakota Public Emiployees Assoclatlon, AFT Local 4660, AF1.-CI0O
February 1, 2001

Chairman Klein members of the House Government and Veterans Affairs Committee, my name is
Gisele Barth and I am a Project Coordinator with the North Dakota Public Emiployees Association, Chris
Runge, NDPEA Executive Director, was unable to be here today due to a previous legal commitment in
Fargo. She sends her apologies to the Committee. NDPEA is opposed to HB 1217, This bill would
croate a new detined contributions retirement system for classified state employees and we are opposed to

changing the current well-run system,

In the past few yecars governors and state legislatures have looked to overhaul the pension systems
for public employees. One idea prevalent among some lawmakers is establishing defined contribution
pensions for public employees and moving them out of existing defined benefit pension pluns.

NDPEA strongly believes it is not a matter of choosing a defined benefits pension system over &
defined contributions pension system. It is what is in the best intcrests of the public employee, what will
provide the employee with the best possible retirement plan for the years of service and loyalty the
employee has provided to the citizens of this state. In 1998, the North Dakota Public Employees
Retirement System conducted a retirement portability study. In response to the results of the study,
legislation was developed and enacted last session that led to the creation of the Portability Enhancement

Program. We no longer have a defined benefits pension plan. What we have is a hybrid pension system

Quality Services grome Quality People
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taking the best of both worlds. NDPEA strongly supported the establishment of the hybrid system

and we are actively encouraging our members to participate in the new system. We believe that it will

provide public employees with a strong retirement.

NDPEA hae spent a great deal of time over the past two years talking to public employee union
members about pension issues and what we call the three legged retirement stool. The three-legged stool
consists of a strong Social Security system, an employee sponsored defined benetits pension plan, and «
good supplementary defined contributions pension plan again,

There has been no overwhelming movement to change the current hybrid retirement system that
we worked so hard to implement with your help. We belicve that the current hybrid retirement systen is
the best system for public employees and answers all the portability quesions brought up during the fast
session. We have already seen a substantial increase in employees participating in the new Portability

Enhancement Program under the main retirement system. Over the last two years our members have not

asked for a change to a defined contributions system, In fact just the opposite; they have strongly

supported the current retirement system.

We have some serious concerns with HB 1217, While this bill allows any state employee to opt
out of the main system, we belicve strongly that if the Committee docs decide to pass this bill, that there
should be amendments to require investment education to those who decide to opt out of the current
system. In a defined contiibution plan the tolal risi- of loss shifis to the employee therefore, we believe
that there should be an education component to the defined contribution program. It is important that if
employees will be relying on their own education on investment choices, that sound public policy would
dictate that the state make sure that an educ.:tion component be a part of this bill,

We are aware that the proponents of the bill argue that this will give employees a choice in

managing their own money and controlling their investment decisions. However, it is our opinion that




beeause we are dealing with long-term retirement issues and investiment decisions, that public policy

requires that we do overything we can do to make sure that those employees have all the tools necessary
to manage their money effectively. Il'you have any questions, 1 will try to answer shem. Ms. Runge will

be avallable as well upon her return later today.

NDPEA urges a DO NOT PASS on HB 1217,




TESTIMONY ON HB 1217
February 1, 2001

Chairman Klein, and members of the committee, my name is Tom Tupa, and | am representing
the Association of Former Public Employces and the Independent NI State Employees

Association. Tam here this morning in opposition tv HB 1218,

First I would like to provide some history. In the late 60s and early 70’s WIJ had a DC plan for
its public employees. During that period of time, public employees would get their year end
account balance statements showing a balance less than the amount of contributions. It was then
that the PERS board proposed a DB program for its members, The legislature in its wisdom
approved the DB plan and thereby made a commitment to public employees to provide them
with a retirement system which would take the worry and guessing out of having enough moncy

to someday retire afier many years of dedicated public service.
The system has worked well. It has aided in recruiting and retaining quality state employees.
1 need to provide you with a few reasons not 1o change from the current DB plan to the DC plan.

1) Retirees, both current and future, are concerned about whether or not there will be future

retirement adjustments. If sufficient numbers of cmployees move 1o the DC plan, it may leave
only ample money to maintain the status quo after retirement. If that were to become the case,
then it would be logical to assume employees would not retire until they could be assured they

would be able to survive on their unchanging retirement check.

2) Not all employees are comfortable with the responsibility of managing their own retirement

accounts. They are generally pleased with the PERS board management and would prefer that

arrangement be left in tact.




3Y Approximately $133 million from the SH3, made up partinlly from the TFIR and the PERS
plans, is now used for investment in NID’s economy through the Bank of ND's mateh loan
program. Last Session, that amount was at approximately $60 million. Should 50% of the
participants decide 1o move from the DB plan 1o the 1DC plan, would the money currently

available to the Bank be reduced by an cqual amount--leaving less money to invest in NI's

future?

4) 1 recently visited with an individual who opted out of the DB afler the last Session. That
person 10ld me his retirement account is now 20% less than it was when he changed plans almost
a year ago. If that person had anticipated on retiring (oday, he may have to change his plans as a

result of having less moncey than he counted on for his retirement years,

5) “There has be no load oulery from the preseat participants to change from the present sysiem

o a DC plan.

Mr. Chairman and members of the committee, during the last Session we opposed moving
toward the DC plan. We were not totally successful in our efforts but we are willing to live with
the results of making it available to clected and appointed officials. But, to go beyond what

happened last session, is not necessary and is not what AFPE and INDSEA want,

We ask fora DO NOT PASS ON HB 1217.
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Mr. Chairman, members of the comrnittee, good morning. My name is Sparb Collins. |

am the Executive Director of the North Dakota Public Employees Retirement System, or

PERS.

[ appear before you today concerning the appropriation in House Bill 1217, This bill

provides for a defined contribution option for classified state employees. Please note,

this bill is similar to a bill that was passed last legislative session that provided a defined
contiibution option for non-classified state employees. The bill passed last session
applied to approximately six hundred thirty (630) participants. The bill before you today
applies to approximately nine thousand three hundred (9300) active staic employees.
This bill was studied extensively during the interim and [ would refet you to the interim
studies conducted by the Watson Wyatt Company and the Segal Company. Those
analyses also discussed the implementation costs associated with this bill. Specifically,
the costs relate to the following tasks:

Task -1  PERS Cost

Task -2  Transaction Cost

. Task -3  Consulting Cost
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Task | PERS Cost

Concerning the cost relating to PERS the bill provides for an appropriation of two
hundred and fifty thousand dollars ($250,000), You will note that the technical analysis
ostimated the level of effort for PERS at two bundred eighty two thousand tive hundred
twenty four dollars ($282,524). The bill provides for two full-tume employees and the
technical analysis provided identities a need for three full-time employees, Attached are
proposed amendments reflecting the level of effort discussed in the technical analysis and
our request. The cost relating to PERS are based upon the requirements of the bill and
providing an implementation process that is the same as was provided to the non-
classificd employees.
(“osts for this task can be broken down into three primary sub tasks:
Subtask 1 - A. Calculation of the transfer amounts. $131,197
Subtask 1 - B. Conducting the enrollment and education meetings $1006,892

Subtask 1~ C. Support service cost for implementation and operation, $ 44,435

Sub Task 1-4 Calculation of the transfer amount
Section four of the bill specifies thet for the amount that will be transferred from the
Defined Benefit Plan to the Defined Contribution Plan should a member elect to make
that transfer, The amount to be transferred is the greater amount of two calculations:
[. The actuarial present value of the individuals accumulated benefit oblipation
or
2. The actual employer and employee contributions made pursuant to sections

54-52-05 and 54-52-06, plus interest.
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PERS ¢efforts relate to item number two above. When we completed this task for the
existing DC Plan for non-classified employees it required PERS to take approximately i
half-hour to conduct this initial caleulation for cach member. This is necessary to
culeulate interest on the employer contribution for each individual because previously it
was aggregated and not accounted for separately. Expanding this process 1o the entire
cligible group under this bill means that it would take twenty-one months of continuous
effort to complete this task. Since this caleulation needs to be completed before PERS
an send the member a personal benefit comparison as required under NDCC 54-52.6-18,
we will have to complete this cffort by carly spring of 2002 to comply with the
requirements in the law. In addition, once this caleulation is completed, it will be used as
a projected transler amount that will be provided to the membership for their
consideration in making their decision on whether they want to clect to participate. For
those employees that do elect to participate, PERS must also do a final trunsfer
calculation. This calculation will be done after the clection period in closed in late 2002,
If the same percent of the non-classified group elect the DC Plan option us the classified
group then approximately thirty-eight percent (38%) of the nine thousand three hundred
(9,300) members will elect to make this transfer. Based upon our experience with the
non-classified group, this will take about 15 minutes per employee to make this
calculation. This will require approximately eight hundred (800) hours of effort to do the
final calculation. In addition to the efforts relating to the initial and final calculation for
the base group, we expect approximately seven hundred (700) new ¢mployees to enter

the system during the implementation period for which new calculations will need to be
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done. Also, we will have nine months of operation in 2002/2003 during whieh an
estimated nine bundred (900) new eligible employee will enter the system. “To suppornt
these efforts, PERS has proposed the addition of one permanent full time employee,
which is an accounting budget specialist position. To assist this person in meeting those
time frames, we are also requesting funds to hire two temporary staft, ‘These temporary
staff will help us to make it through the implementation when we must perform the
caleulation for the full nine thousand three hundred (9,300) participants, On an ongoing
basis, we estimate one full-time employee should be enough to support PERS for this
responsibility. The proposed appropriation associated with completing this tusk is one

hundred thirty one thousand one hundred ninety-seven ($131,197) dollars.

Sub Tusk 1 B Education/Enrollment

The second sub task is educational meetings, The format for the previous optional
program provided to non-classified members was to have two sets of meetings. The first
set of meetings was pension education, The PERS’s staff and Fidelity, our record keeper,
presented this meeting. PERS’s staff reviewed and explained the Defined Benefit Plan,
the PEP Program, the Retiree Health Credit Program, Health Plan and Life Plan. Fidelity
explained the defined contribution option. The focus of these meetings was lo provide
greater detail on the two types of retirement plans and associated benefits, to review the
personalized illustration, and to discuss what personal factors an individual might want 1o
consider when selecting a plan. The second set of meetings presented was an investment
strategy workshop. These inleractive meetings were designed to help members develop a

retirement investment strutegy for the Defined Contribution Plan should they ¢lect to join
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the plan. Also ut these meeting we discuss the DB.DC decision process again i the
question and answer session. These meetings should have no more than thirty (30)
people in altendance.  With approximately nine thousand three hundred (9,300) eligible
members this means that PERS and Fidelity would need to conduct an estimated three
hundred eleven (311) pension education meetings.  For the original implementation of
the DC Plan PERS conducted an equal number of investment strategy workshops;
however, sonie members had already their decision and did not attend the second sct of
meetings. Therelore, PERS believes that under this bill we could reduce the number of
investment education meetings to approximately two hundred fifty (250). Therefore, the
total number of meetings associated with this initial implementation effort would be
approxintately five hundred sixty-one (561) meetings, 1f PERS and Fidelity could
manage three meetings a day it would require approximately one hundred ¢ighty seven
(187) days to complete the required implementation meetings. If we usc two feams it
appears that we could reduce the time frame to approximately ninety-three (93) days.
Recognizing that only cighty percent (80%) of the number of days in a month could be
devoted to meetings, it would take two teams approximately five po'nt five (5.5) months
to complete the education. We anticipate this work effort to begin in April of 2002 and
are hoping to complete it by October of 2002, In October and November we anticipate
having additional meetings for those who could not attend previous meetings and for the
approximotely seven hundred (700) new employees that will enter the system during the
first set of meetings. Beginning in October of 2002 we will begin having enroliment
meetings for new employees who would not be part of the initial enrollment. Again, we

are anticipating approximately one hundred (100) new employees each month or nine
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hundred (900) in this group. To support these efforts PERS is proposing the addition ol
one permanent benefit specialist for approximately I8 months betore the election period
closes and a second temporary benefits speciadist that would be available during the
implementation stage only.  The cost of the educitional ¢fTort is anticipated at one

hundred six thousand eight hundred ninety-two dollars ($106,892).

Sub Task | — C Enrollment / Administrative Support

The third sub task for PERS is the administrative support. To assist with this we are
proposing an additional permanent administrative assistant. This administrative support
position would be for twelve months during the upcoming biennium. This position
would assist with processing all the necessary paper work generated as a result of the
enrollment efforts and respond to questions and handle administrative correspondence
related to this effort. The total cost of this position is approximately forty-four thousand

four hundred and thirty five dollars ($44,435),

The above are the cost that are assoctated with PERS and for which we are requesting a
total appropriation authority of approximately two hundred cight two thousand five

hundred twenty tour dollars ($282,524).

Task 2 - Transaction Costs

The transaction costs are associated with the amount of funds that would be transferred
from the Defined Benefit Plan to the Defined Contribution Plan. Under the study

conducted during the interim it was estimated that approximately twenty nine hundred
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(2900) people will elect to join the DC Plan. That election rate will mean that
approximately 1ty - nine million dollurs £559,000,000) in assets will need to be
transferred from the Defined Benelit Plan to the Defined Contribution Plan. For PERS 1o
come up with the cash necesswr y for that transfer we will have to sell certain stocks and
bonds and other assets in the Defined Benefit Plan. There will be i transaction cost
associated with those sules. Itis estimated that the transaction costs will be
approximately one hundred sixteen thousand three hundred sixty cight doltars
($116,308), No additional appropriation is reqessied since this is paid directly from the

fund.

Task 3 - Consulting

The final tusk is the consulting service expense. As mentioned carlier, the caleulation of
the transfer amounts is done in two wiys. The one micthod we discussed carlicr was that
PERS calculates the actual employer and employee contributions plus interest. The
statute also provides that the present vatue of the accrued benefit needs to be calculated,
This is an actuarial calculation for which we will need to retain actuaries. We estimate
that the consulting cost could run approximately nineteen thousand eight hundred dollars
($19,800). This is based upon a ten percent (10%) increase in the amount we paid in
fees for the same work for the six hundred thirty (630) members. This amount may be
low however, as the fee will likely be higher for the nine thousand three hundred (9,300)
eligible under this bitl. Here again, no additional appropriation is requested since these

costs are paid directly from the fund.
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FUNDING SOURCE
The next question is, how are the above tasks and subtasks going to be funded? Sinee
this effort relutes solely to the implementation of the DC Plan it would not appear to be
appropriate to charge these expenses against the Defined Benefit Plan. Further we
recognize the difficulty it would be for the general fund to support this implerentation
effort. Therctore, we are suggesting that these costs would be paid by the DC Plan
participants in the same manner as the DB Plan participunts pay the costs associated tor
ther program administration. However, the DC Plan participants will not ¥ xgin to make
their contributions toward administrative cost until the program begins in 2003, Most of
the implenmentation cost will be incurred in 2001 and 2002, which lTeaves a funding gap.
The bill provides that the funding gap would be funded by a loan frony the Bank of North
Dakota. That loan would be tor a thirteen-year period and the bill authorizes PERS to
borrow the up front cost Yor implementation. Onee the program begins and the DC Plan
participants began making their administrative cost payments, the loan to the Bank of
North Duakota will be paid, This reduces any implementation burden to the general fund,
but fiinds the nrogram in a manner consistent with the program participants paying those
costs.  You will note that section seven authorizes PERS to borrow up to two hundred
fifty thousand dollars ($250,000). However, as discussed above, the costs for cach task
are:

Task ~ 1 $282,524

Task ~ 2 $116,368

Task - 3 $19.800

Total $418,692
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Therefore, we are requesting that the loan amount authorization be imereased to four
hundred i1ty thousand dollurs (S450,000). The higher amount would allow us to also pay
for any udditional cost associited with tasks 2 and 3 it they should be higher. This would

be a cost of about forty-cight dollars ($48) per person for implementation,

In conelusion, you will noloe that PERS is requesting approximately two hundred ¢ighty
two thousand five hundred twenty four dolars ($282,524) in additional appropriation
authority, three staff and the authority 1o borrow through the Bank of North Dakota,
These additional funds are to support the cost 1o PERS as well as, the transactions and
consulting service expenses,  We note that this proposed funding methodology is not
much different then the methodology that is being utilized by the State of Montana for
implementation of'its program. They faged the same dilemma of having certain up front
costs being incurred before the program began and income from the program was
available. Therefore, it is our understanding that they did « =imilar type of loan
provision, We note that while our total cost for this program may appeir to be high, in
Montana they authorized two million dollars ($2,000,000) for the up front

implementation tor about thirty thousand (30,000) members or about sixty-seven dollars

($67) per person,

Funding the program at the required level of effort will provide for the same type of
implementation that was conducted for the non-classified employees. We note that the

non-classified employees deemed this implementation ¢ffort positive. To the extent that
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these costs are nol funded, implementation efforts and statutory provisions will need to be

modified accordingly.

I should also note that PERS does not appear before you today either in support nor

opposed to this bill but only to provide you the information on what it will take tor PERS

to implement this bill pursuant to this statute.

Mr. Chairman, members of the Committee, thank you for allowing me this opportunity to

provide you this testimony.
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TESTIMONY
OF
SPARB COLLINS
ON

ENGROSSED HB 1217

Madame Chair, members of the committee, good moming. My name is Sparb Collins. [
am the Executive Director of the North Dakota Public Employees Retirement System, or

PERS.

[ appear before you today neither in favor nor opposed to HB 1217, This bill did receive
significant study during the interim and I would refer you to the Actuarial Analysis
conducted by Waison Wyatt and the Technical Analysis conducted by the Segal
Company concerning the policy implications of the proposed bill (Available on PERS
web site under “News”). Today however, | appear before you concerning some
implementation issues. Some of these issues have been identified in the “Technical
Analysis” done during the interim and by the PERS Board based upon its experience in
implementing the defined contribution option for non-classified employees that was
passed by the last legislative session. The following are the issues that have been
identified for which we are making the suggested amendments:

l. Investment education

2. Adnministrative cost methodology
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3. Disability Insurance
4. Administrative support/funding

5. Implementation date and applicability

First, concerning investment education, wc would refer you to the discussion under
employee communication/fiduciary issues on page 12 and 13 of the Technical Analysis.
Specifically, the discussion that concerns providing members of the Defined Contribution
Plan access to retirement and financial planning services so they wifl have the necessary
understanding to direct their financial investments in a manner that will allow them to
acquire sufficient assets for retirement, To accomplish this the PERS Bvard is proposing
that an investment education fund is established and be funded by fifteen hundredths of a
percent of the monthly salary and wage of the participating member and paid out of the
existing employer contribution. These funds would be used by PERS to contract with
investment advisors who would be available to the members 10 assist them in financial
planning, asset allocation and other investment needs as they manage their retirement
funds. We note that Montana, which is also establishing a defined contribution option for
its 30,000 members, allocated $1.4 million to member education for the initial

enrollment.

Second, the administrative cost assessment methodology is discussed on page 12 of the

Technical Analysis. Under present statute PERS’s administrative costs are reimbursed in

one of two ways:
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{. PEPRS administrative assessinent

2.  Non-vested contributions

Presently PERS assesses an administrative charge of 6 basis points or .06 percent against
.the members account for administrative cost. There is approximately eight million dollars
in approximately 230 accounts. About 20 of those accounts represent $4,000,000 or halt
the value of the Defined Contiibution Plan. Therefore, the existing methodology, which
is based on account value results in those 20 people paying almost fifty percent (50%) of

the administrative assessment. The Houve did change the administrative assessment
methodology as suggested. The change rrovides that a specified amount of payroll will
go into the administrative account. We suggested the amount should be up to .12%. The
House authorized up to .06% of payroll. We are suggesting in the attached amendment

that the amount be increased to .12% of payroll.

The third suggestion relates to a disability retirement benefit. The Defined Contribution
Plan passed last session stated that a disability insurance benefit be provided as an
optional benefit for the DC participant. They could elect to take this coverage and pay
for it out of their retirement contribution. In implementing this provision it was
determined that it was not consistent with IRS regulations. The only way to avoid this
conflict would have been to make the disability insurance mandatory for all employees.
Since the legisiature did not provide specific guidance to make the program mandatory
the PERS Board decided to provide a disability program that was the equivalent of a

member’s account baiance rather then the disability insurance. For example, if a disabled
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member had $1,000 in their account balance, they could take a monthly distribution or
. take a fJump sum up to the value of the account, which would be the extent of their
disability benetit with PERS. Please note that under the present defined benefit
retirement plan all members have a disability benefit of twenty five percent (25%) of
their final average salary after 6 months of employment. We fecl the Defined
Contribution Plan should also have an equivalent benefit. Therefore, we are suggesting
that a mandatory disability insurance provision be provided in the Defined Contribution
Plan for all new employees. Based upon previous experience this would cost about a half
a percent of payroll and would be funded out of the employer contribution. This is
provided in the amendment adding “Section 7" to House Bill 1217. The importance of
this is to note the following:
Disabilify,; Retirements in the Defined Benefit Plag
. Fiscal Year Disability Retirement

1992-2000 24
1998-1999 23
1997-1998 27
1996-1997 37
1995-1996 23

This means that over the past five years we have averaged 27 disability retirements per
year in the Defined Benefit Plan. Recognizing we have about 16,400 active members per

year this means we average 1.5 disability retirements per thousand members.
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The actuarial analysis done by Watson Wyatt estimated the number of members joining

| the DC Plan. The following table shows the :xpected number of disabilities there would

be in the DC system based upon the above experience.
o

Years DC Participants Esxnected Disabilities per year

BT 2912 ‘4
5 3638 5
oM 4207 6
§s* 4690 7
20" 5034 8

If a disability provision is not added to this bill then the above people (Expected
disabilities) will become disabled when actively employed and have no employer
sponsored disability retirement benefit to assist them except their account balance.
Therefore, we are suggesting in the attached amendment that this should be a mandatory

provision and funded out of the employer contributions.

Fourth we are proposing amendments relating to the implementation/operation costs of
the program. Concerning the PERS administrative costs the House provided an
appropriation of $250,000 and 2 FTE. We requested and are requesting in the attached
amendment that the ameunt be $280,000 and 3 FTE. Attached is a detailed explanation
of the administrative costs for implemertation. We feel that these cost estimates are

accurate since they are based upon our experience with implementing the DC plan option

for the nonclassified group. That implementation went well and all seemed to feel that it




was appropriate for the decision that the members needed to make. The requested
appropriation is to provide that same level of effort for all state employees as the

nonclassified employees received. Without that appropriation the classified employees

will not get the same enrollment opportunity.

The bill also provides that the implementation cost will be funded by a loan from the

Bank of North Dakota. The loan will be repaid out of the administrative assessments

once the program is operational.

We are requesting the loan authority be increased to $450,000 instead of $250,000. HB
1217 only provides enough authority to cover the PERS udministrative costs, As
discussed in the attached and the technical review PERS will incur two other costs that
. are:

1. Transaction costs

2. Consulting costs.
Transaction costs are associated with the funds that will be transferred from the defined
benefit plan to the defined contribution plan, Watson Wyatt estimated that approximately
$59,000,000 would be transferred. This means that we will need to sell some stocks or
bonds to come up with the cash. The question is who should pay for the costs of
liquidating the assets. We believe that cost should be charged to the defined contribution
plan. We do not believe that the defined benefit plan participants should pay the cost for
coming up with this cash for the DC participants. Therefor in order for the DC plan to

pay this cost the loan authority needs to be increased by $116,383.
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Relating to consulting cost, we will need to hire consultants to do the present value
calculations for this effort as required under the statute. We believe that this cost should
aiso be part of the loan amount as well, Therefor in light of the above we believe that

inan amount authorization shiould be increased to $450,000, this will cover the transaction

costs and the consulting costs.

While the above amount may seem high please nnte that Montana is also in the process of
implementing a defined contribution option for its 30,000 members and they allocated
$2,000,0000 to this effort. This is approximately $67 per eligible member. Our total

request equals about $48 per eligible member.

Lastly, we are proposing on page 7, line 25 changing the date from July 1, 2003 to
October 1, 2002. We note that we had wrong effective date in the oiiginal amendment,
Also we are suggesting that Section 10 be deleted and replaced with the following
wording;
Notwithstanding any other provision of this chapter, eligible employees shall not
have more than one opportunity to make an election to participate in the

retirement plan established under this chap:er.

We believe that this more clearly states the intent not to provide for multiple election

opportunities for non-classified employees since they are already provided an opportunity
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in HB 1216. We note that our original proposed and accepted wording in Section 10 was

not clear,

Attached are the proposed amendments to the bill implementing the above provisions.

Madame Chair, members of the committee, this concludes my testimony.
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Fidelity  Investments*

b-jypothehcol Personal Nllustration tows ’

Pay Qut Option Sclected Scenariot
Single Anticipated Separation from Service
Normal Retirement* X

Larly Separation

Employee Contributions

Minimum X
DONALD C PARTICIPANT ‘ Additional N/A
126 MAIN ST Potential invesiment Return
BARNET, VT 05824 Low (0 ta 7.5% )

Mediun (7.6 to 9.9%) X

High (10 to 12%)

Dear Plan Participant:

Based on the information provided by vou, your eraployer, and your employer’s actuary here is
a general comparison of the payments that you may receive from your current defined benefit plan
or the new defined contribution plan. This iHlustration assumes you work for the state of Vermont
until age 62. Changing any assumptions will change the results of this ustration,
In the event your career plans include an earlicr age for separation from service

. you should contuct o Fidelity representative or yvour retirement office,

Be certain to review the following assumptions closely and verify their accuracy.

Be sure you tully understand their impact on your benefit calculations,

This illustration should not be considered investment advice, nor should it serve as the primary basis
for your plan selection decision. Please refer to your plan documents for additional plan features which
may alter your decision. The infortmation contained herein is intended to assist you in determining the
retirement plan best suited to your retirement goals,

. ane;pl.lnfdnﬁoﬁon about-you

Name DONALD C PARTICIPANT
Current Age 4
Age when you leave employment 62 ¢
Age when you anticipate toking distributions from your plan 62+
Current years of service 0.00
Current salary $36.589
Plan you participate in: GROUP F PLLAN
+ These assumplions wete provided from your employer * As defined by your employer
+1 These assumplions were provided lrom the participant Fidelity investmenis is a registered tradematk of FMA Corp

division of Fidelity Investments institutional Services Conpany, Inc.
2 Devonshire Street, MM 1K, Boston, MA 02109

[ $8 PERSILL OO 108 990.99-9999

‘ldellty investments Public Sector Services Company




Investments”

Fidelity

2. A summary of bolh pians

Defined Benefit (DB):
& You are required to contribute 2.85% of your

. salary.

®»  Assuming your salary grows annually by 4,506 +
and assuming you work here for another 284 years,
you will retire with a total of 28* years of service,
At that time your estitmated final average salary
should be $120,163%,

. ]
u  Based on your current plan's formula’, you will
be entitled to 46.76% 1 of your tinal average salary,
or $4,682

a  Assuming your Cost of Living Adjustment atter
retirement remains relatively constant at 2.00%.

1. this is basud on o distibition oplion soluclod. Your bonoil coutd be reduced

i you shoosu to cova tha lite of yowr spouso ot sefect another distibubion oplion

2 Assumos that you ate 100% vaslod when you loave emiployment Pre-lax contibalions
ate subject to the annual IRS dollar i), this doctenent only piovides a sumimary of
the main taaturas of your enmployet's relirament plan oftening, and the Plan documents
will govein in the svent of any discrepancies. These hypothotical rogections aro

for Hust ative purposes only basod on tha assumpbons providod by you amd you
employur. Thay do notmitect the peiformancs of a specific investment preduct and

do tol conshitule investimen! advice. Relwns will vary and your defined conttibution
Accouti! may earnnore or lasa than the amounls in this oxumple. Past performative is
no guaranleo of fulure 1osults. Monthly withdrawals diving tetiraton! kom both the
Delined Benolit Plan and Dofinad Contibulion Plan will bo laxed as ardinary incomy
Al bonefils shown are Pro-Tax. Applicable Fodoral ncome tax will bo wibheld when

bonefils are paid to you i tolirerhant.

3. Yo monthly betiefit 1efiects an early relitetent ponally if you elect to begin
paymionts priol to normal rotiremehl ayy.

4. QAM83 Life sxpaciancy table

b Thete dssumptions were provided from vout emplover

P Phrese desumplions were provided from the paricipant

$ A changs to thiz varable ctn aiter the resudts of this Winstration

¥4 tnvestments offering e polentiad for highet rates of

roturn imvoive o higher degree of tisk to princeiple

Based on potential final average salory
Your Potential Monthly Benefit' From

Defined Benefit Plan $5,730

Your Polentiol Monthly Beneft From
Defined Contribution Plan $7,502

Defined Contribution (DC):

The amount transferred from the DB plan to your
account will be $36,897+. Then over the next 28* years
you and your employer will make the following
contributions:

o Your employer will contribute 7.00% of your

silary

® You are required to contribute 2.85% of your
salary

B Assuming you chose to contribute 0.00% % of your
satary as an additional voluntary contribution

8 Assuming your employer will contribute an additionad
0.00% + of your salary as a matching contribution

w  Your total contribution is 2.85% of your salary

Assuming your aceount bialance grows by the

rate of 8,.50% 7 ** per year, your account balanes when
you leave employment will be $962,943. Your
account balance could comtinue to grow for the

next Ot years after you leave employment until

you are ready to take disbursements. At that

time your account balance is estimated to be
$962.943.

You have assumed that your account balance will
continue to grow at the rate of 7.50% +** during your
retirement years. Current normal lite expectaney”

for a person taking distributions at age 62.0 is 82.7
years. Based on 20.7 years of distributions, vour
monthly payments would be $7.502.

Rufor to footnote !

Fidelity Investments Public Sector Services Company

A division of Fidelty Invesiments Institutlonal Services Company, Inc,

82 Devonshire Street, MM1K, Boston, MA 02109

1% IS PBRSE L BRAR da

909.99.0099




Fidelity

- Investments”

3. Hypothelical Benefit Comparison

This table compares the amounts which could be

paid to you under each plan given the number of

years you expect to need income in retirement,
A defined benefit plan generally pavs a fixed

Based on final average lite expectancy

' Your Pofential LitetimetBenefit’ From
Defined Benefil Plan $1,422,206

Your Potential Lifetime Benefit® irom
Defined Coniribution Plan  $1,861,896

benefit, but your plan also includes a cost-of-living adjustment. A defined contribution plan payments

cun tluctuate considerably given investment performance. contributions. and the number of years you
expect to receive payments.

I, In column A, find the row closest 1o the number of years you anticipate receiving disbursements,

2. Then compare the monthly, annual and lifetime paymets you receive for both the DB and DC plans,

Monthly Payments

10
15
20
25
30
35
40

Distribution Comparison
Slngle
JPgr;f;ﬂal T Potential
Monthly Annual Lifetime Monthly Annual
Benefit Benefit Benefit Benefit Benefit
Received
4,873 58,481 292,406 19,183 230,196
5127 61,525 615,245 11,307 135,684
5,398 64,779 971,686 8,792 105,510
5,688 68,261 1,365,226 7,613 91,358
5,999 71,989 1,749,726 6,963 83,552
6,332 75,982 2,279,448 6,572 78,858
6,688 80,260 2,809,101 6,324 75,889
7 071 84,847 3,393,880 6,162 73,949
P0G v R 1 A0206 - | 802 90,028

Monthly Payment Comparison

8 10 13 20

N Deflned Contribulion

28 30

Yesr
== Defined Benefll

" potentiol

Litetime
Benefit

Recelved

1,150,979
1,356,840
1,582,644
1,827,155
2,088,792
2,365,747
2,656,108
2,957,967

1,861,896 '

Tolai Benefit Pald Comparison

$4,000,000 -

$1,500,000
$1,000,000
$300,000
$0 +

TFeial Accumulated Benefit

$2,000,000 - -~ amim et e

« = +Defined Contribution

Fidelity Investments Public Sector Services Company
A divislon of Fidelity Investments Institutional Services Company, Inc,
82 Devonshire Street, MM1K, Boston, MA 02109
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“~Peflned Benefit
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1217

Page 1, line 2, after “54-52.6-06," remove “and”, and after "“54-52.6-
09" insert *“, and section 54-52.6-14"

Page 1, line 4, after “plan” insert “, and disability benefits under
the defined contribution retirement plan”

Page 5, after line 9 insert the following:

5. Notwithstanding any cther provigion of this chapter,
eligible employees shall not have more than one opportunity
to make an election to participate in the retirement plan
egtablished under this chapter.

Page 6, line 28, replace “six” with “twelve”

Page 6, line 30, after ‘“expenses,” insert “and in addition up to
fifreen-hundredths percent of the monthly salary or wage of the
participating member specifically for investment education expensesg,”

Page 7, after line S, insert the following:

“SECTION 7. Amendment. Section 54-52.6-14 of the
1999 Supplement to the North Dakota Century Code is amended
and reenacted as follows:

54-52.6~14, Disability benefits, The board shall
provide a procedure whereby a partieipating member who
first becomes eligible to participate in this plan after
September 30, 2002, wmey shall use a portion of that
person's account contributions under this chapter to
purchase disability insurance. For members eligible to
partitimate in this plan prior to October 1, 2002, the
board .aall allow distribution of the participating
member's vested account balance if the board determines the
participating member has become totally and permanently
disabled. If approved, the digabled member has the same
distribution options as provided in subgections 54-52.,6-
13(3)({a) and (e). Howeveyr, if the member chooses the
periodic digtribution option, the member will only be
allowed to receive distributions for as long as the
disability continues and the member submits the necessary
documentation and undergoes medical testing required by the
board, or for as long ag the member participates in a
rehabilitation program required by the board, or both, If
the board determines that a member no longer meetg the
eligibllityv definition, the board shall discontinue the
disability retirement benefit.”

Page 7, line 7, replace *$250,0007 with *$450,000"




Page 7,
bPage 7,
Page 7,
Page 7,
Page 7,

Page 7,

line 16, replace *$250,000” with “$283,000”

line 19, replace “two” with “three”

line 24, remove “7, and” and after the "8" ingert %, and 9/

line 25, replace “and 4” with ™4, and 7"

line 25, replace “July 1, 2003* with “October 1, 2002”

remove lines 26-28

Renumber Accordingly




Explanation of Administrative Cost
and Funding Requirement for

Engrossed HB 1217

+

This bill is similar to a bill that was passed last legislative session that provided a defined
contribution option for non-classifled state employees. The bill passed last session
applied to approximately six hundred thirty (630) participants. The bill before you today
applies to approximately nine thousand three hundred (9300) active state employees.
This bill was studied extensively during the interim and we would refer you to the interim
studies conducted by the Watson Wyatt Company and the Segal Company. Those
analyses also discussed the implementation costs associated with this bill. Specifically,
the costs relate to the following tasks:

Task -1  PERS Administrative Cost

Task -2  Transaction Cost

Task -3  Consulting Cost

Task 1 PERS Administrative Cost

Concerning the cost relating to PERS the bill provides for an appropriation of two
hundred and fifty thousand dollars ($250,000). You will note that the technical analysis
estimated the level of effort for PERS at two hundred eighty two thousand five hundred
twenty four dollars ($282,524). The bill provides for two full-time employees and the
technical analysis provided identifies a need for three full-time employees. The cost
relating to PERS are based upon the requirements of the bill and providing an

implementation p:-ocess that is the same as was provided to the non-classified employees.
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Costs for this task can be broken down into three primary sub tasks:

Subtask | - A, Calculation of the transfer amounts. $131,197
Subtask | - B. Conducting the enrollment and education meetings $1006,892

Subtask |~ C. Support service cost for implernentation and operation. $ 44,4385

Sub Task -4 Calculation of the transfer amount

Section four of the bill specifies that for the amount that will be transferred from the

Defined Benefit Plan to the Defined Contribution Plan should a member elect to make

that transfer. The amount to be transferred is the greater amount of two calculations:
1. The actuarial present value of the individuals accumulated benefit obligation
or
. 2. The actual employer ad employce contributions mude pursuant to sections

54-52-05 and 54-52-06, plus interest.

PERS efforts relate to item number two above. When PERS completed this task for the
existing DC Plan for non-classified employees it required PERS to take approximately a
half-hour to conduct this initial calculation for each member. This is necessary to
calculate interest on the employer contribution for each individual because previously it
was aggregated and not accounted for separately. Expanding this prcoess to the entire
eli‘gible group under this bill means that it would take twenty-one inonths of continuous
effort to complete this task. Since this calculation needs to be completed before PERS
can send the member a personal benefit comparison as required under NDCC 54-52.6-15,

. we will have to complete this effort by early spring of 2002 to comply with the
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requirements in the law. In addition, once this calculation is completed, it will be used as
a projected transfer amount that will be provided to the membership for their
consideration in making their decision on whether they want to elect to participate. For
those employees that do elect to participste, PERS must also do a tinal transfer
calculation, This calculation will be done after the election period is closed in late 2002,
[f the same percent of the non-classified group elect the DC Plan option as the classified
group then approximately thirty-eight percent (38%) of the nine thousand three hundred
{9,300) members will elect to make this transfer. Based upon our experience with the
non-classified group, this will take about 15 minutes per employee to make this
calculation. This will require approximately eight hundred (800) hours of effort to do the
final calculation. In addition to the efforts relating to the initial and final calculation for
the base group, PERS expects approximately seven hundred (700) new employees to
enter the system during the implementation period for which new calculations will need
to b'e done. Also, we will have nine months of operation in 2002/2003 during which an
estimated nine hundred (900) new eligible employee will enter the system. To support
tnese efforts, PERS has proposed the addition of one permanent full time employee,
which is an accounting budget specialist position. To assist this person in meeting those
time frames, we are also requesting funds to hire two temporary staff, These temporary
staff will help us to make it through the implementation when we must perform the
calculation for the full nine thousand three hundred (9,300) participants. On an ongoing
basis, we estimate one full-time employee should be enough to support PERS for this
responsibility. The proposed appropriation associated with completing this task is one

hundred thirty one thousand one hundred ninety-seven ($131,197) dollars.
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Sub Task | -B Education/Enroliment

The second sub task is educational meetings The format for the provious optional
program provided to non-classified members was to have two sets of meetings. The first
set of meetings was pension education. The PERS's staff and Fidelity, our record keeper,
presented this meeting. PERS’s staff reviewed and explained the Defined Benefit Plan,
the PEP Program, the Retiree Health Credit Program, Health Plan and Life Plan. Fidelity
explained the defined contribution option. The focus of these meetings was to provide
greater detail on the two types of retirement plans and associated benefits, to review the
personalized illustration, and to discuss what personal factors an individual might want to
consider when selecting a plan. The second set of meetings presented vvas an investment
strategy workshop. These interactive meetings were designed to help members develop a
retirement investment strategy for the Defined Contribution Plan should they elect to join
the plan. Also at these meeting we discuss the DB/DC decision process again in the
question and answer session. These meetings should have no more than thirty (30)
people in attendance. With approximately nine thousand three hundred (9,300) eligible
members this means that PERS and Fidelity would need to conduct an estimated three
hundred eleven (311) pension education meetings. For the original implementation of
the DC Plan PERS conducted an equal number of investment strategy workshops;
however, some members had already made their decision and did not attend the second
set of meetings, Therefore, PERS believes that under this bill the number of invesiment
education meetings could be reduced to approximately two hundred fifty (250).

Therefore, the total number of meetings associated with this initial implementation effort
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would be approximately five hundred sixty-one (561) meetings. If PERS and Fidelity
could manage three meetings a day it would require approximately one hundred eighty
soven (187) days to complete the required implementation meetings. If PERS uses two
toams it appeurs that PERS could reduce the time frame to approximalely ninety-three
(93) days. Recognizing that only eighty percent (80%) of the number of days in a month
could be devoted to meetings, it would take two teams approximately five point five (5.5)
months to complete the education. PERS anticipates this work effort to begin in April of
2002 and are hoping to complete it by October of 2002. In October and November PERS
anticipates having additional meetings for those who could not attend previous meetings
and for the approximately soven hundred (700) new employees that will enter the system
during the first set of meetings. Beginning in October of 2002 PERS will begin having
enrollment meetings for new employees who would not be part of the initial enroliment,
Again, PERS is anticipating approximately one hundred (100) new employees each
month or nine hundred (900) in this group. To support these efforts PERS is proposing
the addition of one permanent benofit specialist for approximately 18 months before the
election period closes and a second temporary benefits specialist that would be available
during the implementation stage only. The cost of the educational effort is anticipated at

one hundred six thousand eight hundred ninety-two dollars ($106,892),

Sub Task [ — C Enroliment / Administrative Support

The third sub task for PERS is the administrative support. To assist with this PERS is
proposing an additional permanent administrative assistant. This administrative support

position would be for twelve months during the upcoming biennium. This position
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would assist with processing all the necessary paper work generated as 8 result of the
enroliment offorts and respond to questions and handle administrative correspondence
related to this effort, The total cost of this position is approximately forty-four thousand

four hundred and thirty five dollars ($44,435).

The above are the cost that are associated with PERS and for which we are requesting a
total appropriation authority of approximately two hundred eight two thousand five

hundred twenty four dollars ($282,524).

Task 2 - Transaction Costs

The transaction costs are associated with the amount of funds that would be transferred
from the Defined Benefit Plan to the Defined Contribution Plan. Under the study
conducted during the interim it was estimated that approximately twenty nine hundred
(2900) people will elect to join the DC Plan. That election rate will mean that
approximately fifty - nine million dollars ($59,000,000) in assets will need to be
transferred from the Defined Benefit Plan to the Defined Contribution Plan. For PERS to
come up with the cash necessary for that transfer it will have to sell certain stocks and
bonds and other assets in the Defined Benefit Plan. There will be a transaction cost
associated with those sales. It is estimated that the transaction costs will be
approximately one hundred sixteen thousand three hundred sixty eight dollars
(3116,368). No additional appropriation is requested since this is paid directly from the

fund.
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Task 3 - Consulting

The final task is the consulting service expense. As mentioned earlier, the calculation of
the transfer amounts is done in two ways. The one method we discussed carlier was that
PERS calculates the actual employer and employee contributions plus interest. The
statute also provides that the present value of the accrued benefit needs to be calculuted.
This is an actuarial calculation for which we will need to retain actuaries. We estimate
that the consulting cost could run approximately nineteen thousand eight hundred dollars
($19,800). This is based upon a ten percent (10%) increase in the amount we paid in
fees for the same work for the six hundred thirty (630) members. This amount may be
low however, as the fee will likely be higher for the nine thousand three hundred (9,300)
eligible under this bill, Here again, no additional appropriation is requested since these

costs are paid directly from the fund.

FUNDING SOURCE

The next question is, how are the above tasks and subtasks going to be funded? Since
this effort relates solely to the implementation of the DC Plan it would not appeat > be
appropriate to charge these expenses against the Defined Benefit Plan. Further PERS
recognizes the difficulty it would be for the general fund to support this implementation
effort. Therefore, PERS is suggesting that these costs would be paid by the DC Plan
participants in the same manner as the DB Plan participants pay the costs associated for
their program administration. However, the DC Plan participants will not begin to make
their contributions toward administrative cost until thc program begins in 2003. Most of

the implementation cost will be incurred in 2001 and 2002, which leaves a funding gap.
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The bill provides that the funding gap would be funded by a loan from the Bank of North
Dakota. ‘That loan would be for a thirteen-year period and the bill authorizes PERS to
borrow the up front cost for implementation. Once the program begins and the DC Plan
participants began making their administrative cost payments, the loan to the Bank of
North Dakota will be paid. This reduces any implementation burden to the general fund,
but funds the program in a manner consistent with the program participants paying those
costs. You will note that section seven authorizes PERS to borrow up to two hundred
fifty thousand dollars ($250,000). However, as discussed above, the costs for each task
are:

Task ~ | $282,524

Task - 2 $116,368

Task -3 $ 19,800

Total $418,692
Therefore, PERS is requesting that the loan amount authorization be increased to four
hundred fifty thousand dollars ($450,000). The higher amount would allow us to also pay
for any additional cost associated with tasks 2 and 3 if they should be higher. This would

be a cost of about forty-eight dollars ($48) per person for implementation.

In conclusion, you will note that PERS is requesting approximately two hundred eighty
two thousand five hundred twenty four dollars ($282,524) in additional appropriation
authority, three staff and the authority to borrow through the Bank of North Dakota,
These additional funds are to support the cost to PERS as well as, the transactions and

consulting service expenses. We note that this proposed funding methodology is not




much different then the methodology that is being utilized by the State of Montana for

. implementation of its program. They (aced the same dilemma of having certain up front

costs being incurred before the program began and income {rom the program was
avnilable. Therefore, it is PERS's understanding that they did a similar type of [oan
provision. We note that while our total cost for this program may appear (0 be high, in
Montana they authorized two million dollars ($2,000,000) for the up front

implementation for about thirty thousand (30,000) members or about sixty-seven dollars

($67) per person,

Funding the program at the requested level of effort will provide for the same type of

implementation that was conducted for the non-classified employees. We note that the

non-classified employees deemed this implementation effort positive. To the extent that
. these costs are not funded, implementation efforts and statutory provisions will need to be

modified accordingly.
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TESTIMONY IN OPPOSITION TO HB 1217

Before the Senate Government and Veterans Affalrs Committee
North Dakota Publlc Employees Assoclation, AFT Local 4660, AFL-CI()
March 8, 2001

Chairman Krebsbach members of the Senate Government and Veterans AfTairs Committee, my
name is Chris Runge and [ am the Executive Director of the North Dakota Public Employees Association.
I am here to testify in opposition to HMB 1217, This bill would create a new defined contributions savings
plan for classified state employees and we are opposed to changing the current well-run pension system.

In the past few years governors and state legislatures have looked to overhaul the pension systems
for public employees. One idea prevalent among some lawmakers is establishing detined contribution

. savings accounts for public employces and moving them out of existing defined benetit pension plans.

NDPEA strongly believes it is not a matter of choosing a defined benetits pension system over a
defined contributions pension system. It is what is in the best interests of public employees, what will
provide the employee with the best possible pension plan for the years of service and loyalty the
employee has provided to the citizens of this state. In 1998, the North Dakota Public Employees
Retirement System conducted a retirement portability study. [n response to the results of the study,
legislation was developed and enacted last session with your support. [t is now known as the Portability

Enhancement Program. We no longer have a pure defined benefits pension plan. What we have is a

Quality Services grom Quality People
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. hybrid pension system taking the best of both worlds. NDPEA strongly supported the vstablishment of
the hybrid system and we &re actively encouraging our members to participate in the new system. We
beliove that it will provide public employees with a strong retirement,

NDPEA has spent a great deal of time over the past two years talking to public employee union
members about pension issues and what we call the three legged retirement stool. The three-legged stool
consists of a strong Social Security system, an employec sponsored defined benefits pension plan, and a
good supplementary detined contributions pension plan. We have accomplished this through the main
retirement system and the addition of the Portability Enhancement Program.

There has been no overwhelming movement to change the current hybrid retirement system that
we worked so hard to implement with your help. We believe that the current hybrid retirement system (s
the best system for public employees and answers all the portability questions brought up during the last
session, We have already seen a substantial increase in employees participating in the new Portability

. Enhancement Program under the main retirement system. Over the last two years our members have not
asked for a change to a defined contributions system. In fact just the opposite, they have strongly
supported the current retirement systom.

We have some serious concerns with HB 1217. While this bill allows any state employee to opt
out of the main system, we believe strongly that if the Committee does decide to pass this bill, that there
should be amendments to require investmat education to those who decide to opt out of the current
system. In a defined contribution plan the total risk of loss shifts to the employee therefore, we believe
strongly that there should be an education component to the defined contribution program, While the
proponents of the bill are stressing “choice”, NDPEA believes that there must be an education component
to this program. To leave these employees our there without PERS providing investment education we

believe would be irresponsible. [t is important that if employees will be relying on their own education




on investment choices, that sound public policy would dictate that the state make suro that an education
component be a part of this bill.

This bill also lacks a significant benefit offered under the main retiremens system, namely a
disubility plan. What happens if an employee chooses to opt out of the main system and then becomes
disabled? Will that disabled state employee have to use what money is in the account to live on therehy
depleting his retirement savings account? What then? In a few years will this legislature be faced with
state employees who have lost money exercising their choice asking to come back in as you were back in
the 70's? What then? The reason the defined benetits pension plan was created in the first place was to
provide a sccure retirement for the loyal employees in state service.

We are aware that the proponents of'the bill argue that this will give employees a « hoice in
managing their own money and controlling their investment decisions. However, it is our opinion that
because we are dealing with long-term retirement issues and investment decisions, that public policy
requires that we do everything we can do to make sure that those employees have all the tools necessary

to manage their money effectively. [f you have any questions, | will try to answer them. NDPEA urges a

DO NOT PASS on HB 1217,
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he debate over how to improve retirement

benefits is ruging throughout the country, The

question of how different retirement plans
affect demographic groups like women, however,
has been largely ignored. As the number of women
entering inwo the workforee continues to grow, this
question is gaining importance, particularly among
public employers.

Currently, more than 90 percent of all public
employees are enrolled in defined benefit retirement
plans.! Defined benefit plans pay retirement benefits
based on actuarial formulas that rely on tenure and
final average salary as major components of their
calculations, Unfortunately for women, these benefit
formulas are discriminatory because women
generally have shorter work tenures, receive smaller
salaries, and move in and out of the workforce more
frequently than men. To counterbalance the
discriminatory effects of defined benefit plans, public
employees should be free to choose personal
retirement savings accounts, called defined
contribution plans, that provide equitable treatment
for all employees,

Defined contribution plans are 401(k) type
accounts in which employers contribute a specific
percentage of an employce’s salary to an individual
retirement account. In many cases, employees make
their own contributions in tandem with an additional
matching contribution from the employer. In contrast
to defined benefit plans, these contributions are then
invested and retirees can enjoy the earned
investment income after they retire.

Women, who comprise over 60 percent of today's
workforee,” would benefit from being given achoice
between traditional defined benefit plans and modem
defined contribution plans for several reasons:
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Vesting, the point at which an employec is actually
entitled to retirement benefits, is a particularly
discriminatory characteristic of many defined benefit
plans. Defined benefit pension plans can require up
to 10 years of service before an employee is entitled
to retirement benefits, With these stringent
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Defined Contribution Plans
A Flexible Retirement Option for Worien
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reqquirements, up to 70 percent of public employees
will never vestor receive benefits in some defined
benefitsystems. The median employment tenare
for women is only 8.9 years, muking them less likely
than men o vestin these plans.? Despite some efforts
by defined benefit managers to reduce their plans'
vesting schedules, this remains a major problem for
many women,

Several defined benefit retirement systems have
studied the demographic charactenistics of their own
members and made sonie rather startling discoveri-s,
In Kansas, for example, only 11 percent of women
who start working before they are 25 will carn
retirement benefits in the Kansas Public Employee
Retirement System (KPERS) plan. Newly employed
women, age 45 and ubove, working at local schools
are most likely to eam benefits; but, even 40 percent
of this group will leave service before they are vested
in the system.’

Woren are also more likely to have their carcers
interrupted because of family responsibilities, like
raising children. Some defined benefit plans offer
the opportunity to buy back in after an extended
absence, but this can be rather costly. Even worse,
womes who choose their families over their jobs
stop earning benefits once they stop contributing to
the defined benefit plan.

In contrast, defined contribution plans offer
immediate vesting in employee contributions, and
most plans require four years or less of service to
vest in employer contributions. Many women,
because of their shorter average tenures, would
clearly benefit from the less stringent vesting
requirements of defined contribution plans.

Portability

Women will also benefit from the portability of
defined contribution plans. Portability gives
employees the flexibility to take their benefits with
them when they change jobs. Existing camings can
be taken either in a Jump sum or rolled into ap
Individual Retirement Account (IRA) or anothe
retirement plan, Defined contribution accounts
continue to earn investment income even after
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contributions end: unother characteristic thit benefits
shorter-term employees. Women who choose to leave
the workforee continue to eamn retirement benefits, even
though they are no longer making contributions to their
HCCOUNLS,

Conversely, defined benefit ptans offer little or ne
Nexibility, Onee the contributions end, retirement ¢amings
end. I forexample, a 40 yewr-old employee leuves public
service after 1 years, ata salary of $35,000 a year, their
benefits will be based on these numbers. Inflation will
begin to eat away at these benefits until retirement,
because these benefits earn no marke! returns on the
invested contributions. Most are entirely formula-driven,
although some puy employees nominal intetest raves over
time,

Lower Wages and Tenure

Interrupted careers and part-time jobs mean lower
overall wages for women, According to the AFL-ClO,
in 1996 femules only carned 75 percent of the average
male salary, While this inequity is overstated because all
occupations were lumped together for this calculation,
women leave and re-enter the workforce more frequentdy
than men, which probably accounts for u lurge portion of
this wage gup. Table 1, containing Public Employee data
froma 1996 Bureau of Labor Statistics study, illustrates
this problem,

Table 1 .
Gonder  Average Salary Average Tenure
Male $794 per week 10.3 years
Female  $663 per week 8.9 years

Because women historically have slightly lower salaries,
they are penalized because defined benefit formulas rely
on average salarics as a main component of the benefit
calculation, The lower the salary, the lower the benefit.
Defined coniribution plans employ no such formula;
instead, benefits are based on investment eamings made
from employer and employee contributions.

Table 2

Race Gender Average Salary |
[Caucastan “'BothSexes  $747 parweek
Hispanlc Both Sexes  $634 per week
African-American — BothSexes  $615 per week
Caucashan Women $680 per week
Alrican-American Wornen $590 per week
Hispanic Women - $584 per waek

In addition, women work fewer years, on averags, than
men. This is important because long-term public
employees benefit most from defined benefit plans

because benefit formuta caleulitions incluae years of
service. This discriminatory feature is excluded from
defined contribution plans.

Table 2, taken from Bureau of Labor Statistics Juta,
depicts the problem of lower wages is semething which
also applies to minorities. particulurly minority women.

‘The problem of lower wages for women is something
which retirement systems have studied. Ina 1998 study
for the Texas Pension Review Board, women in the Texas
Teachers Retivernent System (FRS), on average, made
$4.100 less than men, and have slightly lower average
service credits,

Summary

Women need a choice between traditional defined
benefit pension plans and more modern defined
contribution plans. Defined benefit formulis and vesting
schedules are particularly discriminutory toward women,

Defined contribution plans, on the other hand, offer
the flexibility of portable benefits, no vesting periods, and
no benefit formulas. In adefined contribution system,
wonien's retirement benefits grow through investment
income, regardless of whether they choose to continue
working or decide to leave the workforce to care for
their families, Defined contribution plans offer
something for everyone — even the ability for working
women to accumulate nest-eggs that can be passed on
to their children,

Notes

I 'The Prospect of Liberty in Kansas Pension Reform, Kan-
sas Public Policy Institute, Joel Mobray, 1998.

! Labor Force Participation Rates for Adult Men and
Women 19481998, Employment Policies Foundation,
1998,

$ Pension Liberation: A Proactive Solution for the Natjon's
Public Penslon Systems, The American Legislative Ex-
change Council, Peter J. Ferrara, 19997,

4 Data from Bureau of Labor Statistics

* Mobray, p. 7.
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Bringing Pensions into the 21 Century:
How to Modernize Public Pensions

Facing labor shortages created by a graying
workforce, state and local governments are asking
themselves how to entice younger, more mobile
employees to public service. This is not just a long-
term problem. School districts in Dallas and Houston,
for example, need to recruit 15,300 teachers to fill
vacancies for the 2000-2001 school year.! One answer
to this question is to modemize public retirement plans
by offering workers a choice between traditional
defined benefit (DB) pension plans and modern, fully
portable defined contribution (DC) pension plans. In
fact, offering DC pension plans, which are similar to
popular 401(k) plans available to private sector
employees, is a public policy solution that is gaining
momentum in state legislatures across the country,

Recently the Florida Legislature, with the suppont
of Governor Jeb Bush, enacted legislation to give
600,000 state and local employees this option.
Nationally, however, most public employces have no
choice but to enroll in DB pension plans, which promise
fixed monthly payments for the life of the employee,
much like a level payment annuity. By 1994, 91 percent
of public workers were enrolled in these plans. In
contrast, according to a survey done in 1997, 57
percent of private sector workers at medium and large
firms were participating in DC plans.! Most public
workers that do participate in DC plans do so through
voluntary supplemental deferred compensation
accounts. Public employers seldom match employee
contrihutions to these accounts, so there is little
incentive for employee participation.

In. DB pension systems, actuaries calculate
pensioners' benefits using complicated formulas that
generally multiply the employee's final average salary
and years of service by a small multiplier. Usually, itis
the average salary for the last two or three years of
work that is plugged in to this calculation. While defined
benefit payments are gencrous for workers that spend
20 ot 30 years with the same employer, shorter-term,
younger workers are often short-changed hy this
system, For this reason, It Is imperative that all public
employees be given the opportunity to setect the kind
of plan that best fits thelir lifestyles.

There are many features of DC pension plans that
make them attractive to public workers and an
impottant human resources tool for employers. These
features include: ‘

July 2000

On the Employer/ Taxpayers' Side
- DC plans are good employee recruiting tools
because portable retirement benefits and flexible
retirement savings options are desirable, especially
to younger workers;
- DC plans mean no future unfunded liabilities paid
for by the taxpayers;
- More precise budgeting because employers are
only responsible for contributing a defined
percentage of their workers’ salaries to these
accounts;
- DC plans take much of the politics out of employer
benefits budgeting, insulating taxpayers from under
funded pension systems unable to meet their
benefit obligations.

On the Employees' Side
- DC plans give employees completely portable
retirement benefits;
- Short vesting periods for employer contributions,
More equitable and sometimes higher retirement
benefits;
- More flexibility to decide what kind of investment
portfolio meats their personal needs.

Although there are many benefits to offering DC
pension plans, this article explores two, in particular:
portability and helping working women.

Portalle Benefits

Because they offer fully portable pension benefits,
DC plans can make public jobs more attractive to
prospective employees. In fact, according to a recent
survey of firms that switched from DB to DC pension
plans by Buck Consultants, the second most popular
reason for making this change, according to
respondents, was to accommodate employees who
wanted the new plan.}

Most experts assert that the average employee will
have a minimum of seven different jobs over his or
her lifetime, making portability one of the most
important advantages of DC plans.* This prediction
underscoles the need for different retirement option:
such as DC pension plans, that offer real portabitity i,
the public arena. This is important, espectally for
employees that want to move between the public and
private sectors,

By Matt Lmhmp, Director of the Commerce and Economic Development Task Force




‘The Milbank Memorial Fund published a study entitled
“Pension Portability for State and Local Governments.”
This study presented * ypothetical employment scenarios
for mobile pubiic ofticials. Each of these officials held
several different positions over their careers, and all would
have been better off in a DC pension plan because they
each uccumulated only a few years of service with each
employer under the DB structure,

Some critics have argued that public employees will
withdraw their DC pension benefits when they leave the
system and spend them. However, studies indicate that the
likelihood of this happening depends on the age of the
employee. For example, one study found that while 48
percent of workers aged 35-44 roll over lump sum
distributions, 73 percent of 55 to 64 year olds, with much
higher account balances, with roll them over. Regardless,
this corcern could be mitigated in the plan design of the
DC option.

Increasingly, as both private firms and state and local
governments use new technology that requires higher
degrees of specialization to understand, these two sectors
will battle each other for well trained employees. Offering
workers the option of selecting a DC pension plan will
make government more competitive for these highly skilled
employees,

Gender Equity

Women, a growing part of the workforee, benefit from
DC plan characteristics. Women benefit from short vesting
schedules, the absence of benefit formulae and the provision
of portable retirement benefits. In a study by University of
Wisconsin business professor Ramon Aldag completed last
year, the professor found that a female University of
Wisconsin faculty member that disrupts her career at age
30 could earn from 3 Y2 to § Y2 times more in retirement
benefits with an optional, portable DC pension plan than
she could in the DB system.t

Women are much more likely to have interrupted work
histories than men, which was verified by the Wisconsin
study. This means that women will receive fewer benefits
than men in DB plans, For example, according to the Kansas
Public Policy Institute, only 11 percent of women who
begin working before they are 25 will earn benefits in the
Kansas Public Employee Retirement System (KPERS).
Women are also the victims of DB plan formulas because
their salaries are lower, on average, than those of men.
According to a 1998 Texas Pension Review Board, women
in the Texas Teachers Retirement System (TRS) make
$4,100 less than men, on average, and have slightly fewer
service credits, This results in a lower formula-driven DB
benefit than woimen might expect from a DC plan if they
could choose to participate in one.

It also appears thut DC pensions are popular among
women. In North Dakota for examplie, which just
implemented an optional DC pension for non-classified
workers, 44 percent of eligible women selected the new
plan compared to 33 perceny of men?
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State Legislative Activity

State Jegislatures are increasingly considenng optional
DC pension plans to enhance their overall benefit packages,
Besides Florida, Ohio, South Carolina, und Utah adopted a
DC option for certain segments of their employee
populations in 2000, including new employees. Since
Michsgan switched its state employee pension to a DC plan
in 1997, North Dakota, Arizona, Colorado, Louisiana,
Vermont and Virginia have all passed these plans for smaller
segments of public workers. Montana enacted an optional
DC plan for all its employees last year. Overail, more than
twenty states are considering DC pension plans for
segments of their workforces.

Conclusion

Every public employee deserves the opportunity to
choose a retirement program that meets his or her personal
needs and goals. Public employers, in tumn, could use tiexible
retirement options as a carrot to attract youny i, well
educated workers to public service. N
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y Once agan state legislatures are blazing a reform

J‘,,j/ ersontan trail designed (o make government more efficient
Principles and competitive. During the 2000 legislative sesston
in Action Flortda lawmakers carried this mantle on behalf of
public employees by authorizing an optional defined
contribution (DC) pension plan for them. DC
pension plans, unlike traditional defined benefit
(DB) pensions, give workers the freedom to save
and invest in personal retirement accounts, which
are fully portable. The roadmap to reform drawn by
the Florida legislature this session will hkely be
Sollowed by other lawmakers hoping to make similar
improvements to their retirement systems.
-- Matt Lathrop, Commerce and Economic
Development Task Force Director
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Plan Overview

The new DC pension plan adopted by the Florida
Legislature will be open to all 600,000 current
members and all new members of the Florida
Retiremen( System (FRS) during 2002, This optional
plan grants cach employce an opportunity to choose
Flotida’s existing defined DB pension plan or the new
DC plan when the program starts, or upon
cmployment for new employecs. It also gives workers
one additional opportunity to switch plans at any time
in the future,

The Governor, Comptroller and Treasurer, acting
as the State Board of Administration (SBA), will
manage the plan, according to the legislation. The
SBA is also responsible for hiring a single third party
administrator for record keeping dutics who is
independent of all of the investment products offered
to participants.

The SBA is required to select a diversified mix of
individual investment products and, if additional
benefits are available (o employees, to select one or
more providers who offer a mix of products,
Contributions to these providers will be made entirely
be employers.

In addition, the legislation requires a strong
educationa! program both before an employee makes
a sclection and throughout their participation in the
program.
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Beginning of the Process

The Florida Legistature had actively considered DC
pension legislation for several years, but struggled to
build o consensus bill, In 1999, the Florida Senate
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passed a version of this legislation near the sesston’s
close but ultimately House and Scnate mcmbers
decided to study the issue in the interim before the
start of the 2000 legislative scssion.

In the interim, House Speaker John Thrasher and
General Appropriations Chair Ken Pruitt decided that
the House DC legisiation for the 2079 scssion should
be developed as a product of the General
Appropriations Committce, That decision, designed
to give the legislation a real chance of passing, had
scveral important advantages:

I. Many com:ittec members are part of the House
leadership, including the chairs of all other fiscal
commiittees and the Speaker designate for 2001
2002,

2. The committee has expertisc in dealing with
complex budp 2tary issues.

3 Because public employee pay packages and many
other benefits are ultimately decided in the
appropriations process, the committee has a
longstanding working relationship with both
cmployee unions and government ecmployers

Opening a Dialogue

Chatrman Pruitt decided that work on the bill would
begin from scratch so his committce could conduct
thorough rescarch of the issues raised by creating a
DC program, including a study of similar plans and an
open dialogue between all interested partics, including
public workcers, union leadership, retirement system
offictals and industry professionals.

This open dialogue, which was instrumental to
building a consensus for this legislation, yiclded theee
basic challenges:

| Industry lobbyists, union representatives, and
emplayer  representatives  were  already
knowiedgeuble and involved and involved 1n the
process. The challenge was simply scheduling
cnough time o meet with them and discuss every
option fully.

2. Representative Pruitt wanted to hear directly from
those most affected by the plan: the 600,000 FRS
mcmbers. The solution was (o conduct a random
survey of thousands of FRS members, asking about
their attitudes toward job benefits, retirement and
investing. Among other things, the survey found
that of the 80 percent of respondents who had
preference for DB or DC, they were fairly even.
split for all classes of employees.

tel 1202) 4066- VR
FAN (202) 466 YROL
wauw ALEC orp

T Richard Tforeing, Florida Committee on Government Approprations




3. Ultimately, the people most affected by a DC program
would be new hires and could affect recrustment and
retention.  One of the most important questions was
whether or not a DC plan could help to recruit new
tcachers. The Appropriations Committee's best
estimates were that Florida will need 160,000 new
teachers over the next 10 vears and afier accounting
for in-migration and university graduates, it will end up
23,000 short. To answer this question the commitlee
conducted a survey of undergraduate education majors
and found that retirement benefits that arc both portable
and guaranteed are important,

Basic Principles of Modernization

After the survey results had come in and as discussions
with interested partics continued, the General Appropriations
Comamittee concluded that the state would benefit from a
more modern, flexible menu of retirement options for public
workers. As the committec moved into the actnal drafting
process, it voted to adopt a set of principles (or reforniing
the FRS. These principles were the following:

I. Provide levels of retirement income that are cotnparable
with other public retirement systems at a cost that is
affordable for employers, employees, and taxpayers.

2. Promote consistency in the terms and bencfits for public
employces unless well-defined reasons exist for treating
certain groups differently.

3. Keep benefits competitive.

Drafting the actual legislation occurred in two stages.
first, the committee prepared a summary of the issucs it
had discussed and an initial position on cach issuc and

sccond, a draft bill was prepared that included all of the
final positions along with many technical changes. In short,
most of the substance of the bilt written in committee and
no amendments were adopled that changed its basic
structure,

The Senate’s Turn

Soon the Senate developed its own DC retirement
legisiation and cach chamber scrutinized the other's product
although no formal conference was cstablished
(Conference commitices arc used regularly in Florida only
for the General Appropriations Bill and its implementing
legislation.)

The respective chambers reached inal agreement during
the closing hours of the appropriations conference, since
many of the lcadership members of cach house were
involved with both budget and retirement issues. The final
legistation was based on the House bill although specific
compromises that were important to the Scnate were
included in the final tegistation.

Current Status

The SBA has a detailed implementation plan to get the
DC program up and running by its implementation date.
There are separate tracks for initial and on-going education,

CAmerican Legistative FExchange Council e

TPA enteria and selection, investiment critenia and selection,
and admunistration. The legislation creates an advisory body
of legislators and others who will review the implementation
and operatton of the DC program.

The nttial window for emplovees to opt into the DC
program opens in Junc 2002, The law provides for 3
consceutive 40-day windows, one cach for state employees,
school employees, and local government employees. This
1s desipned to provide the educator and TPA with a more
manageable volume of work.

The legislation also provides the SBA with $20 million in
2001-02 and again in 200.-03 to pay for startup activities,
The biggest expense will be to provide thorough educational
information to the 600,000 employces eligible for the plan.

The New Legislation is Greeted Warmly

The new plan has been met with a warm reception among
most interested partics.

- Employers: School boards were supportive throughout
the process since they sece DC pension plans as an
important recruiting tool. Local governments recoghize
that the DC program costs are in lin¢ with the cost of
the currcnt DB program and statc agencies have
followed the lcad of Governor Jeb Bush, who supported
the creation of a DC program in his proposed budget.

+ Unions: Teacher unions have been supportive of DC
legislation in Florida for the last lwo years. Most of the
other unions took a more neutral position, being wary
of DC, but recognizing that Florida's DC program 1s
optional for cach employee. The bigger tssuc for some
of the unions has been the usc of the FRS surplus to
improve retirement benefits for DB plan participants.

-+ Employces: As indicated by our survey, employees in
every class are strongly interested in having an option.
Based on the statistically representative sample, we can
cstimale that 240,000 or more employees will inttially
opt into the DC program.

The Florida Legislature's success was the result of a
well-planned. open process designed to give cveryone a
chance to be heard on this subject. Legislative leadership
made a conscious decision to modemize Florida's retirement
plan so that all employees had an equal opportunity to save
for a sccure retirement for themselves and thetr families.
This vision made it possible for Florida lo pave the way to
public pension modernization and made Florida a leader in
government reform.

Thus arttele showldd not be commtrued as advocating for or ugaingt a
DB or IX° plan nor for or agamst the ultimate outcome of the dobate

FMoruda, bt 15 simply @ summary of Forda s decision-making process
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