




"SECTION 4. AMENDMENT. Section 54-52-02. 9  of the North Dakota Century 
Code is amended and reenacted as follows: 

54-52-02.9. Participation by temporary employees. 

A temporary employee may elect, within one h undred eighty days of beginning 
e mployment, to participate in  the public employees retirement system and receive 
credit for service after enrollment. The tem porary employee shal l  pay m onthly to the 
fund an amount equal to eight and twelve-hundredths percent times the temporary 
employee's present monthly salary. The amount required to be paid by a temporary 
employee increases by two percent times the temporary employee's present monthly 
salary beginn ing with the monthly reporting period of January 201 2 ,  and with an 
additionalincreases annual ly by two percent increase, beginn ing with the reporting 
period of January 201 3. January 201 4, and January 201 5 .  The temporary employee 
shal l  also pay the required monthly contribution to the retiree health benefit fund 
esta bl ished unde r  section 54-52 . 1 -03.2. This contribution m ust be recorded as a 
member contribution pursuant to section 54-52. 1 -03.2.  An empl oyer m ay not pay the 
temporary employee's contributions. A temporary employee may continue to participate 
as a tem porary employee in the public employees retirement system u ntil termination 
of e mployment or reclassification of the temporary employee as a permanent 
e mployee. A tem porary employee may not purchase any additional  credit, incl ud ing 
additional credit u nder section 54-52-1 7.4 or past service under section 54-52-02.6 .  

SECTI O N  5. AMENDMENT. Section 54-52-05 of the N orth Dakota Century Code 
is amended and reenacted as fol lows: 

54-52-05. Membership a n d  assessments - E mployer payment of employee 
contrib utions. 

1 .  Every el ig ible governmenta l  un it employee concurring  in  the plan must so 
state in  writing and a l l  future el igible employees are participating members. 
An employee who was not e nrolled in the retirement system when e l ig i ble 
to participate must be enrol led immediately upon n otice of the employee's 
el ig ibi l ity, u nless the employee waives in writing the employee's right to 
participate for the previous time of el igibi l ity, to avoid contributing to the 
fund for past service. An employee who is el igible for normal retirement 
who accepts a retirement benefit u nder this chapter and who subsequently 
becomes employed with a participating employer oth er than the employer 
with which the employee was employed at the time the employee reti red 
u nder this chapter m ay, before reenrol l ing i n  the retirement plan, e lect to 
permanently waive future participation in the retireme nt plan and the 
retiree health program and maintain  that employee's retirement status. An 
emp loyee m aking this election is n ot requ ired to make any future employee 
contributions to the public employees retirement system n or is the 
employee's employer required to make any further contributions on behalf 
of that employee. 

2 .  Each member m ust be assessed and required to pay monthly four  percent 
of the m onthly salary or wage paid to the member, and such assessment 
m ust be deducted and retained out of such salary in  equal monthly 
insta l lments com mencing with the first m onth of employment. Member 
contrib utions increase by one percent of the m onthly sala ry or wage paid 
to the member beg inning with the m onthly reporting period of 
January 201 2, and with an additional increase efannual ly by one percent, 

Page No. 3 1 3.0405.03005 



beginning with the monthlY reporting period of January 201 3. January 
2014. and January 201 5. 

3 .  Each employer, at  its option, may pay al l  or a portion of  the employee 
contributions required by subsectio n  2 and sections 54-52-06 . 1 ,  
54-52-06.2 ,  54-52-06.3 ,  and 54-52-06.4 or the empl oyee contributions 
required to purchase service credit on a pretax basis pursuant to 
subsection  5 of section 54-52-1 7.4. Employees m ay not receive the 
contributed amounts directly once the employer has e lected to pay the 
employee contributions. The amount paid must be paid by the employer in 
l ieu of contributions by the employee. If the state determines not to pay the 
contributions, the amount that would have been paid must continue to be 
deducted from the employee's com pensation. If contributions are paid by 
the employer, they must be treated as employer contributions in 
determining tax treatment under this code and the federal I nternal 
Revenue Code. If contributions are paid by the employer, they may not be 
included as g ross income of the employee in determin ing tax treatment 
u nder this code and the I nterna l  Revenue Code u nti l they are d istributed or  
m ade available. The employer shal l  pay these employee contributions from 
the same source of funds used in paying compensation to the employee or  
from the levy authorized by  subsection 5 of section 57-1 5-28. 1 .  The 
employer shal l  pay these contributions by effecting an equal cash 
reductio n  in the g ross salary of  the employee or by an  offset against future 
salary increases or by a contribution of a reduction in g ross salary and 
offset against future salary increases. If employee contributions are paid by 
the employer, they must be treated for the purposes of this chapter in the 
same manner  and to the same extent as employee contributions made 
prior to the date on which employee contributions were assumed by the 
employer. An employer exercising its option under this subsectio n  shall 
report its choice to the board in writing . 

4 .  For  compensation earned after August 1 ,  2009, a l l  employee contributions 
required under section 54-52-06. 1 and the job service North D akota 
retirement plan, and not otherwise paid under subsection 3, must be paid 
by the empl oyer in l ieu of contributions by the member. All contributions 
paid by the employer under this subsection must be treated as employer 
contributions in determin ing tax treatment under this code and the Interna l  
Revenue Code. Contributions paid by the employer under this subsection 
m ay not be included as g ross income of the member i n  determin ing tax 
treatment under this code and the I nternal Revenue Code until the 
contributions are distributed or m ade available. Contributions paid by the 
employer in accordance with this subsection must be treated for the 
purposes of this chapter i n  the same manner and to the same extent as 
member contributions m ade before the date the contributions were 
assumed by the employer. The employer shall pay these member 
contributions from the same source of funds used in paying com pensation 
to the employee. The employer shal l  pay these contributions by effecting 
an  equal cash reduction  in the g ross salary of the employee. The employer 
shal l  continue making payments under this section unless otherwise 
specifical ly provided for under the agency's bienn ia l  appropriation or by 
amendment to l aw. 

SECTION 6.  AMENDMENT. Section 54-52-06 of the North Dakota Century Code 
is amended and reenacted as follows: 
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54-52-06. Employer's contrib ution to retirement plan. 

Each governmental un it shal l contribute an amount equal to fou r  and 
twelve-hundredths percent of the monthly salary or wage of a participatin g  member. 
Governmental u nit contributions increase by one percent of the m onth ly salary or  wage 
of a participating member beginning with the monthly reporting  period of January 201 2 ,  
and 'Nith an additional i ncrease efan nual ly by one percent, begi nning with the reporting  
period of  January 201 3, January 201 4, and January 201 5.  For those members who 
elect to exercise their rights under section 54-52-1 7. 1 4, the employing g overnmental 
un it, or i n  the case of a m ember not presently under covered employment the m ost 
recent employing governmental unit, shal l  pay the associated employer contribution .  If 
the employee's contribution is paid by the g overnmental u nit u n der s ubsection 3 of 
section 54-52-05, the employer u nit shal l  contribute, in addition, an amou nt equal to the 
required employee's contribution. Each g overnmental unit shall pay the contribution 
m onthly, or in the case of  an election made pursuant to  sectio n  54-52- 1 7 . 1 4  a lump 
sum,  into the retirement fund from its funds appropriated for payroll and salary or any 
other funds available for these purposes. Any g overnmental un it fai l ing to pay the 
contributions monthly, or in  the case of an election made pursuant to sectio n  
54-52- 1 7 . 1 4  a l u m p  sum,  i s  subject t o  a civil penalty of fifty dol lars and, as  i nterest, one 
percent of the amount due for each month of delay or fraction thereof after the payment 
became due. I n  l ieu of assessing a civi l penalty or one percent per month, or both, 
i nterest at the actuarial rate of return m ay be assessed for each m onth the 
contributions are del inquent. If contributions are paid within n inety days of the date they 
became due, penalty and interest to be paid on delinquent contributions may be 
waived. An employer is requ ired to submit contributions for any past el ig ible employee 
who was employed after J uly 1 ,  1 977, for which contributions were not m ade if the 
employee would have been el ig ible to become vested had the employee participated 
and if the employee elects to join the publ ic employees retirement system .  Employer 
contributions may not be assessed for el igible service that an e mployee has waived 
pursuant to subsection 1 of section 54-52-05. The board shal l  report to each session of 
the legislative assem bly the contributions necessary, as determi ned by the actuaria l  
study, to maintain the fund's actuarial  soundness. 

SECTION 7. AME N DMENT. Section 54-52-06. 1 of the North Dakota Century 
Code is amended and reenacted as fol lows: 

54-52-06.1 . Contribution by supreme and d istrict court judges - Employer 
contribution.  

Each judge of the supreme or district court who is a member of the public 
employees retirement system must be assessed and required to pay monthly five 
percent of the judge's monthly salary. Member contributions i ncrease by one percent of 
the judge's m onthly salary beginning with the monthly reporting period of 
January 201 2 ,  and with an additional increase efannual ly by one percent, beginning 
with the reporting period of January 201 3, January 201 4, and January 201 5. The 
assessment must be deducted and retained out of the judge's salary in equal monthly  
instal lments. The state shal l  contribute an amount equal to  fou rteen and  fifty-two 
one-hundredths percent of the m onthly salary of a supreme or d istrict cou rt judge who 
is a participating member of the system ,  which matching contribution must be paid from 
its funds appropriated for salary, or from any other funds avai lable for such purposes. 
State contributions increase by one percent of the monthly salary of a s upreme or 
district cou rt j udge who i s  a participating  member of the system beginning with the 
monthly reporting period of January 201 2, and Vt'ith an additional i ncrease efan nual ly 
QY. one percent, beginning with the monthly reporting period of January 201 3, January 
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201 4. and January 201 5. If the judge's contribution is paid by the state under 
subsection 3 of section 54-52-05, the state shal l  contribute, in addition ,  a n  amount 
equa l  to the required judge's contribution .  

SECTION 8 .  AMENDMENT. Section 54-52-06.2 of the North Dakota Century 
Code is amended and reenacted as fol lows: 

54-52-06.2. Contribution by national guard security officers or firefighters -
Employer contribution.  

Each national g uard security officer or firefighter who is a member of the publ ic 
employees retirement system is assessed and shal l  pay monthly  four  percent of the 
employee's monthly salary. Member contributions increase annual ly by one-half of one 
percent of the member's monthly salary beginn ing with the monthly reporting period of  
January 2014  and January 201 5. The assessment must be deducted and retained out 
of the employee's salary in  equal month ly instal lments. The national guard security 
officer's or firefig hter's employer shal l  contribute an amount determined by the board to 
be a ctuarially required to support the level of benefits specified in sectio n  54-52-1 7. 
The employer's contribution m ust be paid from funds appropriated for salary or from 
any other funds avai lable for such purposes. If the security officer's or  firefig hter's 
assessment is paid by the employer under subsection 3 of sectio n  54-52-05, the 
employer shal l  contribute, in addition, an amount equal to the required n ational guard 
security officer's or firefig hter's assessment. 

SECTION 9. AMENDMENT. Section 54-52-06.3 of the North Dakota Century 
Code is amended and reenacted as fol lows: 

54-52-06.3. Contrib ution by peace officers and correctional  officers 
employed by political subdivisions - Employer contribution. 

Each peace officer or  correctional officer employed by a political subdivision 
that enters into an agreement with the retirement board on behalf of its peace officers 
and correctional officers separately from its other employees and who is a member of 
the publ ic employees retirement system is assessed and shal l  pay m onth ly four 
percent of the employee's monthly salary. Peace officer or correctional  officer 
contributions increase by one-half of one percent of the member's monthly salary 
beginning with the monthly reporting period of January 201 2 ,  and with an additional 
increase efannual ly by o ne-half of one percent, beginning with the monthly reportin g  
period of January 201 3. January 201 4, and January 201 5. The assessment m ust be 
deducted and retained o ut of the employee's salary in  equal  monthly instal lments. The 
peace officer's or  correctional officer's employer shal l contribute an amount determined 
by the board to be actuaria l ly req uired to s upport the level of benefits s pecified in 
section 54-52-1 7 .  If the peace officer's or correctional officer's assessment is paid by 
the employer under subsection 3 of section 54-52-05, the employer shal l  contribute, in  
addition , an amount equal to the required peace officer's or correctiona l  officer's 
assessment." 

Page 2 ,  l i ne 1 2, replace "is hired after Ju ly 30. 201 3" with "elects to participate in the retirement 
pla n  under this chapter" 

Page 3, after l ine 2, insert: 

"SECTION 1 1 .  AMENDMENT. Subsection 6 of section 54-52.6-02 of the North 
Dakota Century Code is amended and reenacted as fol lows: 
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6. A participating member who becomes a temporary employee may sti l l  
participate in  the defined contrib ution retirement plan upon fi l ing an 
election with the board within one hundred eighty days of  transferring to 
temporary employee status. The participating member may not become a 
member of the defined benefit plan as a tem porary employee. The 
temporary employee electing to participate in the defined contribution 
retirement plan shal l  pay monthly  to the fund an amount equal to eight and 
twelve-hundredths percent times the temporary employee's present 
m onthly salary. The amount requ i red to be paid by a tem porary employee 
i ncreases by two percent times the temporary employee's present monthly 
salary beginning with the monthly reporting period of January 201 2, and 
with an additional increase ofincreases annual ly by two percent, beginn ing 
with the m onthly reporting period of January 201 3, January 201 4. and 
January 201 5. The temporary employee shall also pay the required 
m onthly contribution to the retiree health benefit fun d  established under 
section 54-52. 1 -03.2. This contribution must be recorded as a member 
contribution pursuant to section 54-52. 1 -03.2.  An e mployer may n ot pay 
the temporary employee's contributions. A temporary employee may 
continue to participate as a temporary employee u ntil termination of 
employment or reclassification of the temporary employee as a permanent 
empl oyee. "  

Page 6,  l i ne 3 ,  remove "At the time of h ire the" 

Page 6, replace l ines 4 through 1 0  with "The board shal l  provide an opportun ity for eligible 
empl oyees who are new members of the public employees retirement system under 
chapter 54-52 to transfer to the defined contribution plan under th is  chapter pursuant to 
the rules and pol icies adopted by the board ."  

Page 6,  l i ne 1 1 ,  replace "an el igible employee to participate in" with "a m ember of the publ ic 
employees retirement system under chapter 54-52 to transfer to" 

Page 6,  l ine 1 2 , remove "In the case of an el igible employee" 

Page 6, remove l ine 1 3  

Page 6,  l ine 1 4 , replace "el igible employee transferring" with "For an individua l  who elects to 
transfer" 

Page 6 ,  l ine 1 6, remove "and" 

Page 6,  l ine 22, remove "The board shall calculate the actuarial present value of the 
individual's" 

Page 6, remove l ines 23 and 24 

Page 6, l ine 25, remove "retirement age."  

Page 7 ,  after l ine 26,  i nsert: 

"SECTION 1 3. AM E N DMENT. Section 54-52.6-09 of the North Dakota Century 
Code is amended and reenacted as fol lows: 

54-52.6-09. Contributions - Penalty. 

1 .  Each participating member shal l  contribute m onthly four percent of the 
monthly salary or wage paid to the participant, and this assessment m ust 
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be deducted from the participant's salary i n  equal m onthly i nsta l lments 
commencing  with the first month of participation in the defined contribution 
retirement plan established under th is chapter. Participating member 
contributions increase by one percent of the month ly  salary or wage paid 
to the participant beginning with the m onthly reporting period of 
January 2 0 1 2 ,  and '.Vith an additional i ncrease afan nual ly by one percent, 
beg inning with the reporting  period of January 201 3, January 201 4. and 
January 201 5.  

2.  The employer shal l  contribute an amount equal to four and 
twelve-hundredths percent of the m onthly salary or wage of a participating 
member. Employer contributions increase by one percent of the monthly  
salary or wage of  a participating member beginn ing with the monthly 
reporting period of January 201 2, and with an additional increase 
afannually by one percent, beginn ing with the monthly reporting period of 
January 201 3, January 201 4. and January 201 5. I f  the employee's 
contributio n  is paid by the employer u nder subsection 3, the employer shal l  
contribute, in addition ,  an amount equal to the requ ired employee's 
contribution. The employer shal l  pay m onthly  such contribution i nto the 
participat ing member's account from its funds appropriated for payrol l  and 
salary or any other funds avai lable for such purposes. If the employer fai ls 
to pay the contributions monthly, it  is subject to a civi l  penalty of fifty dol lars 
and, as i nterest, one percent of the amount due for each month of delay or 
fraction thereof after. the payment became due.  

3 .  Each employer, at its option, may pay the employee contributions required 
by this section for a l l  compensation earned after December 3 1 , 1 999. The 
amount paid must be paid by the employer in l ieu of contributions by the 
employee. If the employer decides not to pay the contributions, the amount 
that would h ave been paid wil l  contin ue to be deducted from the 
employee's com pensation. I f  contributions are paid by the employer, they 
m ust be treated as employer contri butions in determin ing tax treatment 
under this code and the federa l  I nterna l  Revenue C ode. Contributions paid 
by the employer may not be included as g ross income of the employee i n  
determin ing tax treatment u nder this code and the federal I nternal 
Revenue Code unti l  they are distributed or  made available. The employer 
shal l  pay these employee contributions from the same source of funds 
used in paying com pensation to the e mployee. The employer shal l  pay 
these contributions by effecting an equal cash reduction in the g ross salary 
of the employee or  by an offset against future salary increases o r  by a 
combinatio n  of a reduction i n  g ross salary and offset against future salary 
i ncreases. E mployee contributions paid by the employer m ust be treated 
for the purposes of this chapter i n  the same manner and to the same 
extent as employee contributions made before the date on which 
employee contributions were assumed by the employer. An employer shal l  
exercise i ts option under th is subsection by reporting its choice to the 
board in writing."  

Page 7 ,  rem ove l ines 27 through 3 1  

Page 8 ,  replace l ines 1 through 8 with: 

"SECTION 1 4. LEGISLATIVE MANAGEMENT STUDY - N O RTH DAKOTA 
RETI R E M ENT P LANS .  During the 201 3-1 4 interim ,  the legislative management shal l  

Page No. 8 1 3.0405.03005 



consider studying the feasibi l ity and desirabi l ity of existing and possible state 
retirement plans. The study must include an analysis of both a defined benefit plan and 
a defined contribution plan with considerations and possible con sequences for 
tra nsitioning to a state defined contribution plan. The study m ay not be conducted by 
the employee benefits com mittee. The legislative management sha l l  report its find ings 
and recom mendations, together with any legislation needed to i mplement the 
recom mendations, to the sixty-fourth legislative assembly. 

SECTION 1 5. APPROPRIATION. There is appropriated from special  funds 
derived from public employees retirement system income n ot otherwise appropriated, 
the sum of $22,000, or so much of the sum as m ay be necessary, to the public 
employees retirement system board for the purpose of implementing this Act, for the 
bienn ium beginning July 1 ,  201 3, and ending J une 30, 201 5 .  

SECTION 1 6. E FFECTIVE DATE. Sections 3 ,  1 0, and  1 2  of this Act become 
effective on October 1 ,  201 3. 

SECTION 1 7. EXPIRATION DATE - SUSPENSION. Sections 3 ,  1 0 ,  and 1 2  of this 
Act are effective through J uly 3 1 , 201 7,  and after that date are i neffective. Section 
54-52.6-03 is suspended from October 1 ,  201 3,  through Ju ly 3 1 , 201 7.  Sectio n  
54-52. 6-03 a s  it existed o n  Septem ber 30, 201 3, becomes effective on August 1 ,  
201 7." 

Renumber accordingly 
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1 3 .0405.03006 
Title. 

� 
Prepared by the Leg islative Council staff for cJ_ 
Senator Carlisle 

April 3, 201 3  

PROPOSED AMENDMENTS TO ENGROSSED HOUSE B ILL NO. 1 452 

I n  addition to the amendments adopted by the Senate as printed on pages 988-995 of the 
Senate Journal ,  Engrossed House Bi l l  No. 1 452 is amended as fol lows: 

Page 1 ,  l ine 1 ,  after "to" insert "create and enact a new section to chapter 54-52.6  of the North 
Dakota Century Code, relating to an electio n  for members of the defined contribution 
retirement plan to transfer to the public employees retirement system ;  to" 

Page 7,  after l ine 26, insert: 

"SECTION 1 3. A new section to chapter 54-52.6 of the North Dakota Century 
Code is created and enacted as follows: 

Election. 

1.:. Notwithstanding any other provision of law, the publ ic employees 
retirement system board shal l  provide an opportun ity for each eligible 
employee to elect in writing to terminate membership in  the defined 
contribution retirement plan under this chapter  and elect to  become a 
participating member in the publ ic employees retirement system under 
chapter 54-52. 

2. For purposes of this section, an el igible employee is a ny actively 
participating member of the defined contribution plan as of Ju ly 1 .  201 3, 
and is an active employee on the date an election is m ade under this 
section. El igible employee does n ot include participants who are not 
actively employed on the date of transfer of the funds, have taken a 
distribution from the defined contribution plan, are retired, are no longer 
actively employed. or members who have a qualified domestic relations 
order or other court order on their account .  

.1_ The board shal l  establish a three-month election period beginning not later 
than December 1 ,  201 3 . An eligible employee who does not make a written 
election or who does not file the election during the period specified in this 
section continues to be a member of the defined contribution plan. An 
eligible employee who makes and files a written election under this section 
ceases to be a member of the defined contribution plan upon receipt bv the 
public employees retirement system of the account balance of the 
member's defined contribution plan under this chapter and waives all rights 
to that employee's accumulated fund balance u nder the defined 
contribution plan.  If the board. in its sole discretion. determines that the 
employee was not adequately n otified of the employee's option to make an 
election pursuant to this section. the board may provide the employee a 
reasonable time within which to make that election, wh ich may extend 
beyond the three-month period . 

4. The public employees retirement system shal l credit the transferring 
employee with the service credit and salary history as reflected on its 
electronic database. 
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.Q,_ The board shal l  determine the method by which a participating member 
may make a written election under this section.  If the participating member 
is married at the time of the election, the election is not effective un less the 
e lection is s igned by the ind ividual's spouse. However, the board m ay 
waive this requi rement if the spouse's signature can n ot be obtained 
because of extenuating circumstances. 

§.,_ For an e l igible employee who elects to terminate membership in  the 
defined contribution plan pursuant to this section, the board shall tran sfer 
the member's accumulated fund balance less any rol lovers from other  
plans made into the defined contribution plan to the public employees 
retirement system under chapter 54-52. Funds transferred from the defined 
contribution plan to the defined benefit plan pursuant to an election made 
under this section must be recorded in  the defined benefit plan as 
employee and employer contributions in the same manner as transferred 
by the defined contribution provider. "  

Renumber accord ingly 
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The b i l l  cu rrently: 

Considerations of HB 1452 
4/20/2013 

• Provides for a Defined Contribut ion option for new state e m ployees as  a n  

i rrevers ib le dec is ion .  

• I nc ludes a sunset c la use i n  2017 of the Defi ned Contri but ion option to 

eva l uate where it i s  at. 

• Provides for a n  i ncrease i n  the ma i n  PERS p la n contri buti o n  rates of 1% on 

the employee and  the emp loyer s ide for each yea r  of  the bien n i u m .  Other  

p l ans  with i n  the  PERS p l an  m a ke s im i l a r, bu t  d ifferent, adjustments. 

• Provides for a study of pens ion p l ans with cons iderat ion of the imp l icat ions 

of trans it ion i ng to a Defined Contribut ions p l an .  The study i s  to be done by 

a committee other  than the E m ployee Benefits Progra m com mittee .  

P roposed amend ments w i l l :  

• Red uce the contrib ut ion rate i ncreases to 1% on the e m p l oyee and  the 

emp loyer s ide to on ly the fi rst yea r  of the b ienn i um .  

• Provide that the i ncreased rates w i l l  revert back when the p la n reaches a 

100% fu nd ing  leve l .  

Other  considerations :  

• On the Defined Benefit s ide, the contr ibut ion rates a re a djusted a s  necessa ry 

to i nsure the stab i l ity of the fund .  The benefits a re defi ned, but  the 

contri but ions va ry. On the Defi ned Contribution s ide, the contr i but ions a re 

defi ned a nd the benefits vary at the r isk of the e m ployee. If there i s  a des i re 

to reduce the contrib ut ions late r, it i s  necessa ry to spe l l  that out  u p  front. 

Opt ions inc lude :  

A. Sta rt the program at lower contribut ion rates. 



B .  App ly the a mounts over the maintenance level of the p lan  to the 

recovery on the Defined Benefit s ide.  

C.  App ly the emp loyer side of the contribution over the ma intenance level 

to the recovery on the Defined Benefit s ide. 

• The unclassified employees who previously opted into the Defined 

Contributions p lan would l i ke to return to Defined Benefits. The i r  return 

would have a positive impact on the Defined Benefit p la n .  Shou ld  we give 

that cons ideration?  
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Top 1 0  Management Characteristics Of Highly 
Rated Credits In U. S .  Public Finance 
(Editor's Note: This is an update of the version of this article published June 1 3, 2008.) 

Standard & Poor ' s  Ratings Services has widely disseminated to investors and issuers its approach for assigning credit 

ratings in U.S. public finance. We have also developed representative ranges for key ratios that factor into our 

analysis of tax-backed credit quality (see "Key General Obligation Ratio Credit Ranges - Analysis Vs. Reality, " 

published April 2, 2008 on RatingsDirect on the Global Credit Portal) . These ratios are the foundation of the 

quantitative measures Standard & Poor's uses when assigning a credit rating. We use ratios and comparisons to 

fine-tune our credit analysis and help make credit distinctions. For bond issuers, we often use credit ratios as a 

framework for making comparisons. 

In addition to quantitative factors, our view of qualitative factors inform our credit analysis. Our view of 

management factors, administrative characteristics and other structural issues facing a government entity may be an 

overriding factor in a rating outcome. We view management as contributing significantly to many of the individual 

credit ratios, which can positively affect ratings in a number of ways (see Financial Management Assessment 

criteria ) .  Conversely, we believe that the lack of strong management can be a significant factor in a weak credit 

profile. In our opinion, the economy remains a key factor in assigning a rating level, but our view of management 

and the institutional framework is usually one of the deciding factors in fine-tuning the rating. Our opinion of the 

management or administrative structure of a government can move a rating up or down more significantly and 

swiftly than any other element of a credit review. 

When assessing management, Standard & Poor's analyzes the political and fiscal framework that governs it, as well 

as the day-to-day management procedures and policies. There could be a strong management team in place, but if 

there is political instability or lack of political will to make difficult decisions, we have found that management will 

be ineffective in many cases. Standard & Poor's also focuses on the " whole of government. "  Our view of oversight 

and management controls covering the disparate operations of a government with a focus on accountability at each 

department or function is critical to strong credit ratings. 

The " Top 1 0 "  list of management characteristics associated with Standard & Poor's highly rated credits is generally 

applicable to other enterprise operations of government such as water, sewer, or solid waste. The relative 

importance of these factors may vary from credit to credit. Our view of credibility is an important part of a rating 

review process and management assessment. Every government has challenges. We believe that identifying problems 

or issues, and detailing how these will be addressed establishes credibility and greater transparency in the rating 

process. 

Top 10 List 

1 .  An established 11 rainy day 11 /budget stabilization reserve. 

A formalized financial reserve policy is a consistent feature of most of Standard & Poor's highly rated credits. 

Historically, such a policy has been standard operating procedure for some governments for decades. Others focused 

attention on this following the recession of the early 1 990s, and again in 2001 when many regions of the country 

experienced sustained revenue weakness that required severe budget reduction measures. We expect that the recent 
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Top 1 0  Management Characteristics Of Highly Rated Credits In U.S. Public Finance 

financial crisis and recession will likely further increase the importance that governments will place on the build up 

and maintenance of financial reserves. In our view, reserves provide financial flexibility to react to budget shortfalls 

or other unforeseen circumstances in a timely manner. No one level or type of reserve is considered optimal from 

Standard & Poor's perspective. We have seen many different types of reserves factor into an improved government 

credit profile. In our view, some important factors government officials generally consider when establishing a 

reserve are: 

• The government's cash flow/operating requirements; 

• The historic volatility of revenues and expenditures through economic cycles; 

• Susceptibility to natural disaster events; 

• Whether the fund will be a legal requirement or an informal policy; 

• Whether formal policies are established outlining under what circumstances reserves can be drawn down; and 

• Whether there will be a mechanism to rebuild reserves once they are used. 

In our view, the use of budget stabilization reserves is not in and of itself a credit weakness. The reserves are in place 

to be used. However, we believe that a balanced approach to using reserves is important in most cases, because full 

depletion of reserves in one year without any other budget adjustments creates a structural gap in the following year 

if economic trends continue to be weak. 

2. Regular economic and revenue updates to identify shortfalls early. 
In our experience, having a formal mechanism to monitor economic trends and revenue performance at regular 

intervals is a key feature of stable financial performance. This is particularly true in the case of states, which we have 

observed tend to exhibit revenue declines during economic downturns because they rely on personal income tax, 

sales tax, corporate income tax, and other economically sensitive sources. We believe that evaluating historical 

performance of certain revenues is important to this analysis because each government will have different leading or 

lagging economic indicators that signal potential revenue variance issues based on their economic structure. The 

earlier revenue weakness is identified in the fiscal year, the more effective, in our view, the budget balancing 

response can be. We think it is important to monitor upside growth as well. In our opinion, a surge in revenues is 

important to understand as well to determine if the trend is an aberration or something that is likely to sustain and 

require a mid-year adjustment. 

3. Prioritized spending plans and established contingency plans for operating budgets. 

We have found that contingency planning is an ongoing exercise for most highly rated governments. We have 

observed that budgets tend to inflate in good times: governments may expand services, fund generous employee pay 

packages, and accelerate financing for quality-of-life projects that we believe would most likely not be considered in 

a slow growth or declining economic environment. In our analysis, we consider whether a government has 

contingency plans and options to address budget imbalance when it occurs. This would include an analysis of the 

following: 

• What part of the budget is discretionary; 

• What spending areas can be legally or practically reduced; 

• The time frame necessary to achieve reductions of various programs; 

• Where revenue flexibility exists; and 

• A course of action on the revenue side under various economic scenarios. 
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Top 1 0  Management Characteristics Of Highly Rated Credits In U.S. Public Finance 

4 .  A formalized capital improvement plan in order to assess future infrastructure requirements. 

Historically, highly rated credits typically have had a long-term capital improvement program that comprehensively 

assesses the infrastructure requirements of the government and a plan to fund these requirements over a five or more 

years. We have found that having a realistic plan that is comprehensively developed and updated annually is a 

common characteristic of most highly rated local governments. We believe that developing these programs for state 

government is difficult because the scale of projects and the scope of responsibilities are very broad. Many have 

accomplished this task despite these obstacles, which we view as a positive credit factor. In our analysis, we also 

consider the extent to which a government has incorporated the impact of capital projects on the operating budget 

for the short- and long-term. We see governments as continuing to move into non-traditional projects, whether they 

are economic development (contributing infrastructure to a developer or industry) or quality of life (stadiums and 

parks, to cite a few) .  Based on what we have seen, these projects generally come with an upfront budget cost, but 

can have multiyear budget impacts. Projects can be sold as self-supporting, but in our view may potentially be a 

drain on taxing resources. 

5. Long-term planning for all liabilities of a government, including pension obligations, OPEB and other 
contingent obligations and comprehensive assessment of future budgetary risks. 

The nature of government services can create unexpected contingent obligations, or " off balance sheet " liabilities 

that could ultimately affect taxing resources. Unfunded pension liabilities have been disclosed in detail for years and 

we believe this disclosure has enhanced the transparency of funding obligations in both the current year, and future 

years. We believe that disclosure of this liability has also focused attention and planning on ways to improve 

funding levels over time. We believe that GASB Statement 45, which requires disclosure of liabilities associated with 

other post employment benefits (OPEB), should also highlight some significant future liabilities for many 

governments. Given the rate of growth in health insurance costs and current demographic trends, greater 

transparency in this area should allow for advance development of funding and management solutions, in our 

opinion. We believe that other areas of government operations and services have also resulted in budget pressure 

that may fall out of the traditional general fund focus. In our view, hospital and nursing home operations, as well as 

various other enterprise operations have caused funding challenges at the local level, even when there is no clear 

legal responsibility for the government to provide funding. At the state level, we believe that local government fiscal 

difficulties can increase and become a funding challenge for the state. 

6. A formal debt management policy in place to evaluate future debt profile. 
Over the past decade, we have seen many state and local governments develop debt management policies and debt 

affordability measures. The impact of these policies on a long-term credit rating will be dependent on our view of 

how the policies are established and used by the government, and the track record in adhering to the affordability 

parameters established in the policies. We believe the process enhances the capital budgeting and related policy 

decisions regarding debt issuance and amortization. 

7. A pay-as-you-go financing strategy as part of the operating and capital budget. 

In our opinion, pay-as-you-go financing can be a sound financing policy. Not only does it lower debt service costs, 

but also it provides operating budget flexibility when the economy or revenue growth slows. We see the use of 

pay-as-you-go financing as a more significant funding option when tax revenue growth is uncertain, given the fact 

that pay-as-you-go financing may provide additional budget flexibility in an uncertain revenue environment. 

Depending on the government's overall balance sheet profile, we believe that a better match can be achieved 

between non-recurring revenues and non-recurring expenditures if this type of financing is used. 
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8. A multiyear financial plan in place that considers the affordability of actions or plans before they are 
part of the annual budget. 

In our analysis, we consider whether this plan is comprehensive. During a sustained economic recovery, we see 

program enhancements and tax reductions as typical. We believe that pension funds that performed at record levels 

provide incentive to expand or enhance benefits. Elected officials will be ultimately responsible for the decisions 

necessary to restore out-year budget balance. We consider multiyear planning as an important part of this process. 

In our view, even when there is legal authority to raise taxes, there may not be a practical ability to do so because it 

is politically unpopular. Standard & Poor's realizes that the out-years of a multiyear plan are subject to significant 

change. They provide a model to evaluate how various budget initiatives affect out-year revenues, spending and 

reserve levels. These plans will often have out-year gaps projected, which we believe allows governments to work 

out, in advance, the optimal method of restoring fiscal balance. 

9. Effective management and information systems. 

In our analysis, we consider investing in systems that improve the efficiency and effectiveness of a government unit 

and enhance overall service delivery as a positive financial management tool. We believe that investment in financial 

management and information technology infrastructure has been significant during the past decade. To the extent 

that these changes improve financial reporting and monitoring capabilities, we view them as enhancing transparency 

and as a positive credit factor. 

1 0. A well-defined and coordinated economic development strategy. 

In our experience, economic development programs have expanded rapidly over the last 20 years. We believe that 

the question for many state and local governments now is not whether there should be a formal economic 

development program, but rather how significant a resource commitment should be dedicated to running these 

programs and offering incentives. These are government policy decisions involving cost benefit analysis that are 

generally outside the credit rating process. However, if these economic development programs and strategies create 

employment, enhance diversification, and generate solid income growth, they could have a positive effect on a 

government credit rating over the long-term. To the extent that there is a net revenue benefit to a government, it 

could also be a positive credit factor. We have seen economic development strategies increasingly become regional in 

nature, with a more coordinated approach between state and local governments. 

Related Criteria And Research 

• USPF Criteria: GO Debt, Oct. 1 2, 2006 

• USPF Criteria: Key General Obligation Ratio Credit Ranges - Analysis Vs. Reality, April 2, 2008 

• USPF Criteria: Financial Management Assessment, June 27, 2006 
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Criteria I Governments I Request for Comment: 
Methodology For U. S .  State Ratings 
Standard & Poor' s  Ratings Services is  proposing to update its methodology and assumptions for rating United States 

state governments. We are publishing this article to help market participants better understand our proposed 

approach to assigning state ratings. This methodology would replace portions of "U.S. Public Finance Criteria: GO 

Debt " published Oct. 12, 2006 and is related to " Principles Of Corporate And Government Ratings, • published 

June 26, 2007. 

Standard & Poor' s  publicly rates all 50 states based on our qualitative and quantitative analysis of a range of 

financial, economic, and institutional factors. We are proposing to separate the criteria for our review of states from 

the broader general obligation (GO) criteria article in order to provide greater clarity and detail in explaining our 

methodology and the quantitative and qualitative factors that influence state ratings. For this reason, and to enhance 

the comparability and transparency of our ratings, we are now requesting comment on the proposal described 

herein. 

In this article, " rating " refers to the rating assigned to GO debt of U.S.  states or the issuer credit rating if no GO 

debt is outstanding. The elements of  the proposal are found in  "Methodology, " below. 

SCOPE OF THE CRITERIA 

This criteria would apply to all U.S. state governments. 

PROPOSAL SUMMARY 

We are proposing to keep the same general analytic framework to rate U.S. states, which results from a combination 

of quantitative and a qualitative analysis around five main factors: 

• Government framework; 

• Financial management; 

• Economy; 

• Budgetary performance and flexibility; and 

• Debt and liability profile. 

We are also proposing to increase the transparency of our rating methodology through the following: 

• To calibrate more precisely each of the above five rating factors based on our view of quantitative and qualitative 

elements, in order to improve the comparability of our ratings globally; and 

• To explain in a transparent manner how the rating for each state is determined from the combination of the 

various rating factors. 
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Criteria I Governments I Request for Comment: Methodology For U.S. State Ratings 

SPECIFIC QUESTIONS FOR WHICH WE ARE SEEKING A RESPONSE 

• Do you agree with separating the GO criteria for U.S. states from the broader GO criteria article that we have 

historically published covering all levels of governments, in order to provide greater transparency? 

• Do you agree that the proposed rating factors and individual metrics focus on the key factors affecting state 

government creditworthiness? Can you comment on the advantages and disadvantages of this approach ? 

• Do you agree with scoring each individual metric in order to establish an overall score for each factor and 

translating that score to a rating? Do you agree that it results in a more transparent approach ? 

IMPACT ON OUTSTANDING RATINGS 

We do not expect any significant rating changes as a result of this criteria update. 

RESPONSE DEADLINE 

We encourage market participants to submit written comments on the proposal and the above questions by June 1 1 , 

2010  to CriteriaComments@standardandpoors.com. 

METHODOLOGY 

Overall Analytic Framework For U.S .  States 

Standard & Poor's assigns credit ratings to U.S. states based on our qualitative and quantitative analysis of a range 

of financial, economic, managerial, and institutional factors·. Our overall analytic framework would center around 

the following factors: 

• Government framework; 

• Financial management; 

• Economy; 

• Budgetary performance and flexibility; and 

• Debt and liability profile. 

Each of these factors would be assessed utilizing various credit metrics. The metrics are all scored on a scale from 1 

(the strongest) to 4 (the weakest). For each metric there may be several indicators evaluated to develop the metric 

score. In this case we would score each indicator individually on the same scale and average the scores to develop 

the score for the metric. The metrics for each factor would be averaged in order to develop a composite score for 

each factor. The scores for the five factors are combined and averaged to arrive at an overall score which is then 

translated to the rating as illustrated in Table 1 .  We will weight each of these factors equally when assessing the 

individual state credit rating. 
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The table below indicates the state rating level that would most likely be achieved based on the overall score 

assigned to each state, with one notch flexibility up or down. 

Table 1 

Rating levels And Scores 

Score Rating 

1 -1 .5 AAA 

1 .6-1 .8 AA+ 
1 .9-2 AA 
2.1 -2.2 AA-

2.3-2.4 At 
2.5-2.6 A 

2.7-3 A-

3 . 1 -4 BBB Category 
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Other factors impacting state ratings 
The following factors may impact or override the rating conclusions reached on the methodology outlined herein. 

Notching down factors. If one of the metrics carries a score that is substantially worse than the average or is 

assessed at '4 '  for the budgetary performance or debt and liabilities metrics, the rating could be one or two notches 

lower than the rating indicated in table 1 and the methodology outlined herein. A weak liquidity position or a high 

level of risk relating to derivatives/variable rate debt would be examples. 

Overriding factors. As mentioned above, we view U.S. states as generally having a strong commitment to their legal 

obligation to pay debt despite difficult or stressful economic cycles. Any change in this willingness to support debt 

would translate to a rating far below what is indicated. In addition, if we think liquidity deteriorates suddenly and 

access to the capital markets is questionable, a rating could also be more than a category below what is indicated in 

table 1 and the methodology outlined below. 

Impact of institutional framework on state ratings 

Under the U.S.  Constitution, state governments have broad powers to establish their own tax structures and 

expenditure responsibilities and therefore possess unique administrative and financial flexibility. State public finance 

systems are in our view mature and accounting standards are well-developed, contributing to a high level of 

transparency. States typically have balanced-budget requirements and well-developed revenue and expenditure 

monitoring policies and procedures. The priority of payment for debt service is generally defined and capital market 

access is also generally well-established. As noted above, we believe U.S. states generally have a strong commitment 

to their legal obligation to pay debt despite difficult economic cycles. U.S. states may not file for bankruptcy under 

the U.S. Bankruptcy Code. We believe that these factors contribute to a strong institutional framework and a strong 

debt repayment history for the sector. These unique characteristics, considered under our analytic methodology for 

rating states, generally contribute to a high credit profile for the sector, typically in the 'AA' category or higher. 

In differentiating state ratings above the 'AA' rating level or identifying circumstances in which ratings might be 

below the 'AA' category, our methodology would include a review of various quantitative and qualitative measures 

relating to management and government framework, financial performance and flexibility, economy, and debt and 

liability profile. Under the proposed methodology, our quantitative analysis of states would incorporate a review of 

a number of measures of financial and economic performance as well as debt and other liabilities. Our qualitative 

analysis would assess the government framework and how we think it affects state powers, the political 

environment, and management policies and practices. While many of the quantitative measures tend to be cyclical 

over time, we believe the qualitative aspects of the criteria allow for rating stability through economic cycles. 

Relationship to sovereign rating 

State ratings are not directly linked to the rating of the U.S. The rating on a state or local government can be higher 

than a sovereign rating (see " Methodology: Rating A Regional Or Local Government Higher Than Its Sovereign, " 

published Sept. 9, 2009) if, in our view, the individual credit characteristics remain stronger than those of the 

sovereign in a scenario of economic or political stress. Other factors that would be reviewed include what we 

consider to be a predictable institutional framework that limits the risk of negative sovereign intervention and the 

ability to mitigate negative intervention from the sovereign due to high financial flexibility and independent treasury 

management. 

Stress scenarios and calibration of state ratings 

To calibrate state ratings, Standard & Poor's uses the stress scenarios associated with each rating category level, as 

presented in Appendix IV of the criteria article " Understanding Standard & Poor's Rating Definitions, " published 
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June 3 ,  2009, (hereafter called the' " stress scenario article " ) . 

Given the institutional framework described above, we believe that a state should be able to attain at least a 'AA' 

rating level, because we expect it should be able to meet its financial obligations, even in a very severe stress 

scenario, in which GDP could decline up to 15%,  unemployment could go up to 20% and stock markets could 

decline up to 70 % as defined in the stress scenario article. 

We base our opinion on the fact that states have a broad range of options to mitigate the impact of a very severe 

economic crisis. These options include revenue adjustments, managing disbursements, and accessing reserves or 

other forms of liquidity when necessary in order to restore budgetary balance. In this context, we believe that a state 

with an above-average credit profile (generally representative of a wealthy and well-diversified economy, good 

management, good liquidity, and flexibility) should be able to withstand this level of stress and still meet its financial 

obligations. 

Government Framework 

We believe that the government framework in place for a state is an important factor in establishing a rating. Each 

state has a unique government structure and political environment that can affect its powers as defined by federal 

and state law and influence its fiscal position. The three metrics we use to assess government framework are: fiscal 

policy framework; system support (federal government); and intergovernmental funding framework (local 

government). 

Fiscal policy framework 
The framework within which a state taxes, spends, and issues debt influences a state's ability to manage through 

various economic stress scenarios in our opinion. When evaluating the fiscal policy framework of a state we analyze 

both constitutional and statutory provisions around the following: 

• Balanced budget requirement: In contrast to the federal government and many local governments, most U.S.  

states are required by statute or their constitution to propose or adopt a: balanced budget. Others are required to 

ensure balance during the fiscal year. In our opinion, this requirement tends to force budgetary discipline. 

Table 2 

Balanced BudgetRequirement . " , 

Score 

2 

3 

4 

Constitutional/statutory requirement for budget balance when introduced and adopted. The budget is required to stay in balance 
during the year. 

Budget must be balanced when introduced or when adopted but no legal requirement to maintain balance during the year. 

There is no requirement to propose or adopt a balanced budget but there is a track record of doing so. 

No balanced budget requirements exist. 

• Tax structure: Most states enjoy the flexibility to set and modify tax rates, deductions, exemptions, and collection 

dates. If this can be achieved without major constitutional, legal, or administrative difficulty, these discretionary 

powers can quickly and favorably influence a state 's fiscal condition. 
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Table 3 

::fax Structure _ ' 
' ·. ' ·· 

· ·  .; 
Score 

1 State has legal autonomy to raise taxes, revenues (rate and base); no constitutional constraint or extraordinary legislative threshold. 

2 There are some legal restrictions on adjusting certain taxes or revenues but not a l l  revenues. 

3 There are constraints (constitutional, high legislative threshold, voter approval) to adjusting taxes or revenues. 

4 There are multiple constraints including constitutional. statutory, and voter approval requirements relating to a l l  key revenue sources. 

• Disbursement autonomy: While states generally have broad service responsibilities, most enjoy considerable 

discretion in establishing funding levels for state assistance, shifting responsibilities to local government and 

establishing or changing disbursement dates for various programs. This affords a high level of control over 

budgets and cash flow which can positively affect fiscal standing. 

Table 4 

.Disbursement Autonomy . · 
· 

Score 

High degree of flexibil ity in adjusting disbursements; extends to nearly all program areas. 

2 Flexibil ity exists but may not be for a l l  program areas. 

3 Flexibil ity is constrained; contributes to budgetary inflexibil ity. 

4 Flexibility to adjust disbursements is extremely limited. 

• Voter initiatives: A state' s  autonomy can be limited and this can affect relative credit standing in our view. Where 

decisions about specific tax or revenue levels, spending allocations, and debt issuance are placed in the hands of 

the electorate, states have reduced flexibility to respond to changing economic or financial situations, in our 

opmwn. 

Table 5 

Voter Initiatives 

Score 

1 Not a voter initiative state; sovereign powers are strong. 

2 State has some in itiative activity but it has not negatively affected operations or limited flexibil ity over time. 

3 State has an active initiative process which has affected state revenues and/or expenditures and flexibility has been diminished. 

4 Initiative process is highly active and has substantially impaired operations of government 

• Legal framework for debt: Legal guidelines and the specific security features relating to GO debt are analyzed. 

This review would include the nature of the repayment pledge, the priority of payment for debt service, 

amortization features that are imbedded in constitution or statute, and legal restrictions related to debt issuance. 

Table 6 

legal Framework (Debt) · 

Score 

2 

3 

4 

High degree of legal flexibility to issue debt for a range of purposes. There is a strong legal priority for payment of debt 

Some legal l imitation on debt issuance which has not been restrictive. There is a legal priority for debt but it is not a first dol lar 
priority. 

Very l imited legal ability to issue debt; lack of voter support or l imited access to a lternative debt structures. There is no established 
legal priority for debt 

Cannot issue debt, there is a lack of voter support. There is no priority of payment for debt seNice. 
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System support ( federal government) 
System support is an assessment of the predictability of the public finance system in a federal context, the match 

between revenue sources and their responsibilities, the degree of transparency and accountability, as well as the 

existence of a prudent fiscal policy framework. Included in this assessment is the predictability and stability of 

funding flows from the federal government to states (see " Methodology: Assessing The Institutional Framework For 

International Local And Regional Governments, " published July 30, 2009) .  

Intergovernmental funding framework (local government) 

How services and programs are provided across state and local governments and what the funding relationship has 

been over time are in our view important considerations because they influence revenues, spending and overall 

budget flexibility. 

Funding of local governments and school districts is a large part of each state 's budget. We review the legal 

requirements and historical patterns of state assistance. If a state has broad discretion in adjusting spending flows to 

local governments, it will have a high level of control over budgeting and cashflow. Conversely, limited legal 

capacity to adjust programs and spending levels or limited political willingness to do so translates into less 

autonomy. 

Table 7 

Intergovernmental Fundin.g Framework . . 

Score 

2 

3 

4 

Level of assistance to local governments is l imited or highly flexible from a legal standpoint or by historic patterns; strong 
abil ity to downstream reductions. 

Level of assistance to local governments is high;_flexibi lity (either lega l or practical) may be limited at times. 

Level of assistance is high and is not flexible from a legal or practical standpoint; abil ity to downstream budget issues is 
restrained. 

Very l imited flexibil ity exists. 

Financial Management 

The rigor of a government's financial management practices is an important factor in Standard & Poor's analysis of 

a government's creditworthiness. Managerial decisions, policies, and practices have a direct effect on a government's 

financial position and operations, debt burden, and other key credit factors. A government's ability to implement 

timely and sound financial and operational decisions in response to economic and fiscal demands is in our view a 

key factor in assessing credit quality. Both the financial policies and the framework for budget management are the 

key metrics to assessing financial management and are scored individually and averaged to develop an overall score 

for financial management. 

Financial Management Assessment 

Standard & Poor's analyzes the impact of financial management polices and practices through the use the Financial 

management Assessment (FMA). The FMA attempts to provide a transparent assessment of a government' s  financial 

practices and to highlight aspects of management that are common to most governments in a consistent manner (see 

" USPF Criteria: Financial Management Assessment " ,  June 27, 2006). Based on the current framework, a state is 

assigned a " strong " ,  "good " ,  " standard " or "vulnerable"  assessment. 
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Budget management framework 
While the FMA outlines policies in a range of areas including budget amendments, the framework for managing the 

budget (including legal framework as well as the policies in practice) is a factor in the high credit profile of U.S. 

states and we believe it is important in differentiating state credit ratings above or below the 'AA' rating level. 

In assessing the budget management framework, we review whether: 

• There is a formal schedule for providing revenue and spending forecast updates throughout the year; 

• There are frequent (two or more times) updates during the fiscal year, especially during weak economic periods; 

• Constitutional or statutory mechanisms are in place which force action on budget imbalance through the year; 

• Budget adjustments are implemented in a timely manner to restore balance, generally within 30 days of budget 

gap being identified; 

• There is a legal requirement to end the year in balance or a strong track record of doing so absent a legal 

requirement; 

• The executive branch/budget office has broad powers to adjust appropriations; 

• Legislative approval is required to restore balance but the response is timely (adjustments begin within about 30 
days of the gap being identified); 

• There is a well-established track record of making difficult and politically unpopular revenue and spending 

decisions in order to restore balance during the fiscal year; 

• Gap-closing solutions are generally focused on structural budget balance or do they typically rely on 

non-recurring revenue or spending actions; and 

• Deficits are not carried forward. 

A state that meets all but one or two of the above budget management items would likely receive the highest score 

for its budget management framework while a state that exhibits only one or two of the these characteristics would 

likely result in the lowest score. 

Table 8 

Budget Management"framework ' ' 

Score 

Framework is formalized, strong. and proactive; adjustments are timely, with emphasis on structural balance. 

2 Framework is good but process may be less defined and adjustments may be less timely. 

3 Monitoring is established but adjustments are not timely and response is uneven. 

4 Framework is weak which prohibits timely adjustment; deficits carry forward into the next fiscal year. 

Economy 

Economic factors are an important component of our credit review. We believe that economic fundamentals play an 

important role in revenue generation and also influence spending and infrastructure requirements for state 

governments. We evaluate a range of economic indicators and evaluate the match between a state 's economic profile 

and tax structure. Our economic review focuses on four metrics: demographic profile, economic structure including 

employment composition and regional economic opportunities, wealth and income indicators, and economic 

development and growth prospects. Each of these metrics is scored ( 1 -4) and averaged to assess the overall economic 

fundamentals of a state. Where there are multiple indicators for each metric, they are also scored ( 1  to 4) and 

averaged to develop the metric score. 
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Demographic profile 
We believe that the structure and growth characteristics of a state 's population base provide critical information 

about revenue-generating capability as well as the costs of providing services and infrastructure. It is also a factor in 

revenue distribution at the federal level. We analyze historic population trends for each state relative to national and 

regional trends. We also focus on projections for future growth or decline. The age profile of the population base 

and changes in it over time are also considerations due to the high proportion of state spending tied to education 

and social service programs. To assess this we review the age dependency ratio calculated by the U.S. Census 

Bureau. The key indicators of for demographic profile are: 

• Population growth trends; and 

• Age distribution of population. 

Table 9 

De,mographic 'Profile ·. . 

Indicators 

Score Population growth trends Age dependency ratio* 

Strong population growth relative to U.S. Relatively low dependent population (more than 5% below U.S. levels). 

2 Stable population trends; steady growth over time in line with 
U.S. 

Dependent population ratio in l ine with U.S. levels. 

3 Demographic trends are negative at periods. Dependent population is well above U.S. (0- t5%). 

4 Growth has declined for more than a decade. Dependent population has significant variance (more than 5%-1 0% from 
U.S.). 

• From the U.S. Census. 

Economic structure 

The composition, output, and diversity of the employment base plays a role in the link between a state's economy 

and its ability to generate revenues. A state 's economic structure can also influence the level of services it provides 

and can contribute to spending growth pressures. A review of the economic structure, growth trends, and how 

various indicators perform during economic cycles allows us to assess the relative stability or cyclicality of a state's 

economy. We also review changes in the structure of the economy over time to assess diversification trends and how 

this may affect future economic performance. The key indicators are: 

• Employment composition by sector and how it compares to the national distribution; 

• Employment, labor force, and unemployment trends; 

• Retail sales growth trends and key components of retail activity; and 

• Gross state product. 

Table 1 0  

'Economic Structure 

Score 

2 

3 

Unemployment 

Rate 2%+ below U.S. 

Rate within 2% +/- of 
U.S. 

Rate 2%+ above U .S. 

Indicators 

Employment composition/diversity of base 

Employment mix in line with U.S.; l imited concentration; performance 
tends to be less cyclical than U.S. 

Employment base exhibits some concentration that contributes to 
more cyclical performance than the U.S. economy as a whole. 

Employment base is concentrated; performance has been cyclical and 
weak relative to the U.S. over the past decade 
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GSP* per 
capita 

>1 00% of 
U.S. 

>85% of 
U.S. 

>75% of 
U.S. 

GSP growth 

Growth consistently above 
U.S. 

Growth in line with U.S. 

G rowth below the U.S. 
periodically. 
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Table 1 0  

'Ecoiiomic structure (contl · · - · . 

· 

. . · · 

4 Rate 5% or more above Employment base has high level of concentration relative to U.S. 
U.S. distribution which has contributed to cyclical performance and weak 

trends over decades. 

• GSP · gross state product. 

<75% of 
U.S. 

Growth has consistently 
been below U.S. levels. 

We evaluate these indicators in the context of regional and national performance. In addition to the key indicators, 

we analyze the largest employers relative to current economic conditions to assess the potential for cyclicality and 

how those firms might affect future growth and development. We include regional patterns of employment in the 

review if an individual state benefits from proximity to other labor markets. 

Wealth and income indicators 
We consider wealth levels of a state as part of the economic review. How income compares to national levels and 

how growth rates have trended over time can provide useful information about ability to tax residents. While higher 

wealth and income levels often translate to a high ability to pay taxes, they can also translate to a higher level of 

revenue volatility for states as most rely on personal income tax revenue and capital gains performance. We also 

evaluate income generation by sector. A higher than average (relative to U.S.  distribution) contribution from certain 

sectors is important tO consider as it relates tO the ability to generate revenues and assess the potential for growth 

and the volatility of resources. Since state 's fund a range of social service programs geared toward low income 

residents, we also analyze the disparity in income in a state. An income distribution that lacks extremes on either 

end may contribute to greater revenue stability and less spending pressure so the absolute level of income may be 

less telling for states from a fiscal standpoint. The key indicators are: 

• Per capita personal income; 

• Per capita personal income growth rates; and 

• Income by sectOr relative to U.S. average. 

Table 1 1  

lncome_And Wealth .. 
· 

Score 

2 

3 

Indicators 

Per capita personal 
income rank Personal income growth rates 

> 1 DO% of U.S. Positive growth relative to U.S.; less 
cyclical. 

>85% of U.S. Steady growth but may be uneven relative 
to U.S. and more cyclical over time. 

75%-85% of U.S. Growth is evident at times but is 
consistently below U.S. 

Income by sector 

Income by sector in line with U.S.; l imited concentration; 
performance tends to be less cyclical than U.S. 

Income base exhibits some concentration that contributes to more 
cyclical performance than the U.S. economy as a whole. 

Income base is concentrated; performance has been cycl ical and 
weak relative to the U.S. at times. 

4 <75% of U.S. Performance below U.S. consistently and 
trends have been negative over economic 
cycles. 

Income base has high level of concentration relative to U.S. 
distribution which has contributed to cyclical performance and weak 
trends for at least a decade. 

Economic development/growth prospects 

In addition to historic economic trends, we consider each state's economic development initiatives and future growth 

prospects as they are likely to affect future revenue generating capacity. We have identified areas that we believe will 

drive future development. A state that displays a preponderance of attributes in a given section below will be 

assigned that score. We express our assessment of economic development prospects as follows: 
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Table 1 2  

Eponomic Growth Prospects · . . · 

Score 

The state's climate. location, resources, employment opportunities, affordabil ity, or tax structure are likely to support above-average 
demographic trends or significant private sector investment. Major urban centers are vibrant and continue to attract in-migration and 
investment. Key employers and higher education anchors are substantial and are catalysts to continuous investment over time. Key 
employment sectors are tied to areas that are expected to grow at an above-average pace. Infrastructure is in place to support growth 
and development. 

2 The state's cl imate. location. resources. employment opportunities. affordabil ity or tax structure should provide for growth in population 
and employment over time but growth across the state may be uneven. Some, but not all, of the urban centers are attracting investment 
and are major centers of job creation. Higher education anchors are not situated near major urban center or major employment centers. 
which could limit their effectiveness. Concentration of economic activity in certain sectors may limit overal l growth in the state as these 
industries have weak or below-average growth prospects. 

3 

4 

We expect the state to experience l imited growth or possibly decline for a range of reasons including reliance on sectors that are 
experiencing structural decline; affordability/tax structure present a competitive disadvantage. 

Growth prospects are not evident and there is little focus by the state on economic development initiatives. 

Budgetary Performance and Flexibility 

While states prepare audits each year on a generally accepted accounting principles (GAAP) basis, budget 

development, appropriations, budget monitoring, and reserves are all expressed on a budgetary basis, which is more 

closely aligned with a cash basis presentation. While budget-based financial information is a primary focus of our 

financial review because it is how state finances are managed on a day-to-day, we analyze the audited financial 

statements and variations between GAAP and budget-based financ;ial disclosure to gain a more complete 

understanding of a state ' s  financial condition. We assess six key metrics in order to evaluate budgetary performance 

and flexibility. These metrics are scored individually and averaged to develop an overall assessment of budgetary 

performance and flexibility. Where there are multiple indicators for each metric, they are also scored (1 to 4) and 

averaged to develop the metric score. 

Reserves 

State revenues are cyclical and generally respond swiftly to changing economic conditions. Looking at the history of 

revenue shortfalls for states, no budget reserve fund could be sized to completely address the potential for volatility 

in a severe recession or revenue downturn. It is our opinion, however, that states with well-funded reserves will have 

maximum flexibility to address shortfalls when they occur. 

Formal budget reserves. The history of state budget reserves is that they have been increased in times of economic 

growth and depleted in times of economic decline. Over the past two decades there has been a trend by states 

toward greater formalization of budget reserve policies. We believe that a clearly articulated policy and steady 

funding of reserves is important so the reserves can be used to manage through economic cycles. In addition to the 

level of funding, our review includes how the size of the reserve compares to historic revenue and spending volatility, 

and the track record of funding the reserve, including any replenishment mechanisms. 

Table 1 3  

Budget-Based ' Reserves�Relative To Revenue And Spending 
Above 8% 

2 4%-8% 

3 1 %-4% 

4 Below 1 %  

Note: Refers to reserve policy levels and not actual funding level as we observe that reserves are often depleted through economic cycles. 
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Other reserves. In addition to formal budget reserves, we review financial reserves and balances identified in funds 

outside of the state's main operating fund or general fund that may be available for budget purposes. 

Table 14 

Other Reserves · · 
· 

Score 

More than 2%; these reserves are available without legislative approval tor transfer. 

2 More than 2% but transfer/use requires legislative approval. 

3 Up to 2%; transfer may or may not require legislative approva l . 

4 No available reserves in other funds. 

Note: Other reserves might be a combination of other funds outside of the state's main operating fund (non-general fund). 

Liquidity 
Standard & Poor's believes that a state ' s  liquidity position is an important component of its overall credit profile. In 

analyzing liquidity, we review the following areas: 

Liquidity management policies/practices. Nearly all states have well-developed cash monitoring capabilities, 

including daily monitoring of balances, and well-developed forecasting tools that enable swift reaction to 

imbalances. We also consider the ability to adjust disbursements and collections. 

Cash flow predictability. The fluctuation in receipts and disbursements during the year and determining mismatches 

and how this changes from year to year. 

Internal cash flow generation capacity. States often have broad discretion to access liquidity from other than 

general funds. We examine whether all funds are commingled--which provides a high degree of flexibility--or 

whether legislative or executive authority is required to shift resources from other funds to cover key operating fund 

requirements. We also factor into our review of liquidity the level of reserves available for cash flow purposes across 

state government. 

External cash flow borrowing. We review borrowing cash flow purposes and how that has fluctuated over time. 

Table 15 

liquidity .Management And Position · 

Score 

Strong cash monitoring capabilities; broad authority to access liquidity from pooled funds which a l lows for highly predictable cash 
management, receipts and disbursements are aligned; broad authority to adjust disbursements; little or no reliance on external 
borrowing. 

2 Strong cash monitoring capabilities. access to pooled cash is ava i lable but may be l imited to certain funds; receipts and disbursements 
may not be tota lly aligned during the fiscal year; well-defined contingencies are in place to augment internal resources; external 
borrowing is conducted with ease and stable over time relative to the size of the budget; ability to manage disbursements may be l imited 
in some areas. 

3 

4 

Cash monitoring is comprehensive; access to internal liquidity is not sufficent to address timing or is restricted; recurring receipts and 
cash disbursements are not al igned and there may be variabil ity that leads to external borrowing requiring regular adjustments through 
the course of the budget year. internal estimation of cash flow needs difficult to predict 

Liqu id ity is weak and needs are volatile at times; state is meeting certain obl igations only by deeply delaying payment on other 
obl igations; ability to access pooled cash is l imited; external borrowing is common and not predictable in terms of size and frequency; 
borrowing expanding relative to the size of the budget and may cross fiscal years. 

Tax/revenue structure 

Levying taxes has been a key tool for states in managing through a range of economic cycles. We believe that a 

state' s  tax structure, including the range of taxes, the ability and willingness to adjust them, and how they align with 

www.stan dardandpoors.com/rati ngsdirect 1 3  



Criteria I Governments I Request for Comment: Methodology For U.S. State Ratings 

economic activity within its borders is an important credit factor. 

Diversity of revenue sources. We evaluate the range of taxes levied or revenues generated by each state and what the 

relative contributions are from each source. This includes a review of both the tax base and the rates to understand 

how they align with a state's economy and ultimately how they affect the volatility and predictability of revenues. 

Table 1 6  

Revenue Divers�tY Score · . . 
· · · · 

·. · . · · · · " . 

Score 

State has contributions from at least two major sources that generally contribute more than 1 5%-20% each. 

2 State relies on one key revenue source. generally providing more than 65% to fund operations but revenue a l igns with key economic 
strengths of the state. 

3 

4 

State relies on one key revenue source tor more than65% at revenues; key revenue source does not align closely to economic 
fundamentals. 

State relies on one revenue source to fund more than 90% of operations. 

Revenue adjustment history. While the legal framework for levying taxes and adjusting the tax rate and base are 

measured as part of the government framework, the practical ability and willingness are assessed as part of the 

financial flexibil ity and performance. 

Table 17 

Revenue'Adjustment History · - · ·. · - . 
· · 

... ' • ' �. ' • - • , > 

Score 

Strong track record at revenue adjustments; adjustments are timely. 

2 There is a demonstrated track record revenue adjustments; response is generally less timely and may lag by a fiscal year. 

3 Revenue adjustments are made periodical ly but they are not timely and may lag structural imbalance by more than a year. 

4 Revenue adjustments are not implemented. 

Revenue forecasting process 

State revenues tend to be volatile during economic downturns because they rely on personal income tax, sales tax, 

corporate income tax, and other economically sensitive sources. In our view, these sources tend to react more swiftly 

to economic growth and decline and are more difficult to forecast than property tax revenues. As a result, the 

revenue forecasting process is part of the review for each state. Specifically, we review what economic sources and 

projections provide the foundation for the forecast and how the forecast compares to other economic projections, as 

well as those of the state's peers. We also evaluate the process in place to establish the forecast: is it a non-partisan, 

consensus-revenue estimating process or a forecast negotiated by the executive and legislative branches through the 

budget adoption process. Forecasts would be analyzed to determine if they align with the current economic 

environment and historic performance. 

Table 18 

Revenue Forecasting Process . 
Score 

There is a format. non-partisan. consensus revenue forecasting process that reviews forecast several times during fiscal year. 

2 There is a formal and detailed revenue forecast process; may be done by executive and legislative branch separately with an attempt to 
al ign the forecast in advance at budget approval based on economic considerations. 

3 

4 

Revenue forecast is detailed and comprehensive but final outcome may be "negotiated" and there is some level of political influence 
over outcome. 

There is no formal revenue forecasting process. 
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Service levels and e;xpenditures 
The range and level of services provided by each state varies significantly. We believe that expenditure composition 

and how this has changed over time is useful in assessing fiscal stability and flexibility. 

Legal framework. The legal framework for funding various service responsibilities is important to the extent that it 

creates or constrains budget flexibility. Spending for Medicaid is an example of a federally mandated program that 

is costly and usually difficult to adjust. Certain states provide a high level of services under the program, while 

others provide less. These differences will affect overall budget flexibility. Other services may have a constitutional 

or statutory basis of funding. Funding for K-12 education is a constitutional obligation for nearly all states. A state 

facing a legal challenge to its funding system will often have additional spending requirements, which could diminish 
flexibility. 

Discretionary vs. non-discretionary. When evaluating the range of services provided we analyze which are 

non-discretionary (mandates, statutory, constitutionally required, or contractual) and would be difficult to reduce 

versus those that are discretionary. 

Predictability. When evaluating state spending, we also review how predictable the expenses are: do they fluctuate 

with the economic environment (social service programs are an example), are they regularly tied to other statutory 

actions { stringent prison sentencing laws translating to higher prison costs), or influenced by other policies or factors 

specific to a state (debt vs. pay-as-you-go policies or collective bargaining agreements) .  In our opinion, services that 

are not predictable contribute to volatility. 

Table 1 9  

Service Levels/Expenditures · · , 

' . ' 

Score 

2 

3 

4 

Expenditures are predictable and do not vary significantly from budgeted expectations; high degree of flexibility to reduce 
services/expenditures in most program areas. This flexibil ity is measured in terms of the legal abil ity and the political 
willingness. 

Expenditures are generally predictable but may experience cyclical trends; abil ity to cut services and expenditures is good, but 
may not extend to all program areas from a practical or legal standpoint 

Expenditures tend to be cyclical and less predictable with variances relative to budget common in certain program areas; abi l ity 
to cut services/ expenditures is adequate but many program a reas are excluded from a practical or legal standpoint 

Expenditures are very cyclical and unpredictable and variances relative to the budget are common for many program areas; the 
state has exhibited a persistent reluctance or inabil ity to reduce expenditures and service levels. 

Structural budget performance 

We consider a state 's budget to be structurally balanced if current revenues match current operating expenditures. 

We believe that having a structurally balanced budget is an important measure of fiscal performance and we review 

a state ' s  performance in achieving this through economic cycles. We recognize that structural balance is difficult to 

maintain during economic downturns when revenue performance is weak, but we believe it is also difficult during 

periods of strong economic growth when excess revenue can lead to expansion of programs and services. Most state 

governments that do multi-year financial planning will almost always show out-year gaps regardless of the economic 

climate as scarce resources are balanced against virtually unlimited spending needs. Periods of imbalance are 

common for states but we believe that a track record of aligning recurring revenues and expenditures over time is an 

important element of fiscal performance. 
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Table 20 

Structural Budget Performance -

· · . · · · · -.: 
Score 

2 

3 

4 

Surpluses are regularly recorded in periods of positive economic growth; surpluses are used to fund reserves and other non recurring 
items. In periods of economic decline. focus on addressing budget imbalance includes structural solutions (generally more than 50%1 
rather than all one time measures. 

Balanced operating results are typically achieved during periods of positive economic growth; commitment to reserves and 
non-recurring program areas is not formalized and may not be consistent; in periods of decline. focus on budget balance may be more 
reliant on non-recurring measures (more than 50%) to restore balance. 

Balanced operating resu lts may be achieved in positive economic periods but there is limited commitment to reserves and non-recurring 
program areas (surpluses largely fund higher recurring spending). In periods of economic and revenue decline. focus on budget balance 
may be more reliant on non-recurring measures (more than 75%) to restore balance. 

There is limited focus on structural budget balance; deficits are regularly carried forvvard into future fiscal years and reserves are not 
funded in periods of positive economic growth. 

Debt And Liability Profile 

Debt and liability analysis remains a significant focus of Standard & Poor's overall credit evaluation of states. In 

particular, we are interested in debt service expense and how it might compete with funding of other long-term 

liabilities and operating costs for future tax streams and revenue sources. In general, serial bond issues are the most 

common form of financing which allows for predictable servicing costs. We evaluate four key metrics and for each 

metric we score key indicators. Each of these indicators is scored separately and then averaged to develop the overall 

score for the metric. 

Our review of a state 's debt profile includes an emphasis on debt management which is outlined in the FMA. States 

with high ratings tend to have formal and well-defined debt management policies, which typically include guidelines 

for issuing debt, affordability parameters, and policies for variable-rate debt and use of derivatives. 

Debt structure 

Standard & Poor's debt ratio calculations for states aggregate all tax-supported obligations, including GO bonds, 

appropriation obligations, and special-tax bonds such as sales, persona] income, and gas tax bonds. In general, our 

tax-supported debt calculation will not include debt that is issued for true enterprise or self-sustaining purposes, 

such as toll revenue bonds if revenues are sufficient to cover debt service costs (see " USPF Criteria: Debt Statement 

Analysis , "  Aug. 22, 2006) .  Once we have determined a net direct tax supported debt figure, we calculate various 

ratios. 

We do not include grant anticipation revenue (GARVEE) bonds in state debt calculations if they are payable solely 

from dedicated federal revenues. We will also exclude bonds secured by tobacco settlement revenues from state debt 

calculations if they conform to our stress scenarios for rating such debt and are payable exclusively from settlement 

revenues. There have not been a wide range of securitizations of assets or future revenues. We would evaluate each 

on a case-by-case basis to determine if it would be included as tax supported debt or a contingent liability. We 

exclude contingent obligations or moral obligation debt from the tax-supported debt calculation if there has been no 

state support required. As the use of public-private partnerships expands, there will be careful evaluation of the 

nature of a state's obligation under various long-term agreements in determining whether the obligation is 

considered part of a state's tax-supported debt burden or would be considered a contingent liability. 
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Key debt ratios 
Standard & Poor's examines a variety of ratios to measure debt structure, including: 

Debt per capita. This ratio establishes comparative ranges based on the population that is served and pays for the 

debt. 

Table 21 

Tax�Supported Debt Per Capita . 
Low ( l )  Below $500 

Moderate (2) $500-$2.000 

Moderately high (3) $2.000-$3,500 

H igh (4) Above $3.500 

Debt as a percentage of personal income. We consider this ratio to be relevant because we believe the capacity to 

pay is a critical factor in debt analysis. 

Table 22 

J"ax-Su!Jported :oebt/Personal 'Income 
Low ( l )  Below 2% 

Moderate (2) 2%-4% 

Moderately high (3) 4%-7% 

High (4) Above 7% 

Debt service as a percentage of expenditures. We believe this ratio is an important indicator, and one that states 

have emphasized more than other measures to assess affordability. Debt service to operating revenue and debt 

service to operating expenditures usually track closely, although distortions in the first ratio can occur if 

nonrecurring revenues are factored into state revenue bases. 

Table 23 

Tax-Supported Debt Service As A %  of Generai ·Government Spending 
Low ( l )  Below 2% 

Moderate (2 )  2%-6% 

Moderately high (3) 6%-1 0% 

High (4) Above 1 0% 

Debt to state gross domestic product (GDP). We have not used this ratio widely in the past but anticipate reporting 

on it in the future. We use this measure widely for sovereign and non-U.S. public finance and we believe it should 

allow enhanced comparability for government ratings. 

Table 24 

Tax-Supported Debt As A %  Of State GDP 
Low ( l )  Below 2% 

Moderate (2) 2%-4% 

Moderately high (3) 4%-7% 

High (4) Above 7% 

Debt amortization. Serial amortization is a common feature for government debt issuance in the U.S.  Debt service 

relative to the size of the budget is in our view an important affordability measure but needs to be evaluated in the 

context of the overall debt amortization schedule. A low debt service carrying charge ratio could simply be a 
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function of a very slow 3 0-year amortization, which would be viewed differently from a 15-year schedule. The 

benchmark of 50% of principal repaid in 10 years is considered average. This indicator assumes serial debt 

amortization where rapid amortization can allow new debt to be issued without affecting debt burden measures. 

Table 25 

Debt ·Amortization (tO year) 
Very rapid ( 1 )  80%·100% 

Rapid (2) 60%·80% 

Average (3) 40%·60% 

Slow (4) Less than 40% 

Derivative and variable rate debt. As part of the overall debt profile we also review the use of derivatives, variable 

rate debt, bank bond exposure, liquidity calls, and acceleration provisions relating to variable rate debt. With 

respect to derivatives, we analyze the objectives in entering into these contracts (e.g., hedging, cost reduction), the 

type of risk they are designed to mitigate, the extent of their use, management's tolerance for risk, and the controls 

in place to monitor these instruments. We also evaluate the risk associated with the swap portfolio (see " USPF 

Criteria: Municipal Swaps, " June 27, 2007, and " USPF Criteria: Debt Derivative Profile Scores,"  March 27, 2006) 

and factor it into the overall analysis of debt structure. We also review policies relating to variable rate debt issuance 

and how the overall debt program is managed. If we assess a high level of risk (for example a DDP score of 4)  

related to any of these areas, i t  could potentially become a " notching down " factor in assessing the rating. 

Future debt 
Although a state's current debt burden is important, we believe it should be viewed in the context of future needs. 

This would include a review of the processes for authorizing debt, the types of capital and infrastructure a state is 

responsible for, and the timeframe for issuance. The legal authorization and practice of issuing debt for operating 

purposes and how this is amortized is also a factor in our review of a debt profile. We would also consider other 

long-term funding requirements and contingent liabilities in this measure including payments associated with 

litigation or other long-term liabilities that could alter the future debt or fixed cost burden. 

Table 26 

Future Debt 

Score 

Limited future debt planned; will generally be issuing what is amortized; issuance wi l l  adhere to affordabi l ity guidelines and debt indicators 
are not expected to move out of the current range. 

2 Debt issuance is expected to exceed amortization; issuance may not follow an affordabil ity guidelines; issuance could sl ightly elevate ratios 
but wil l remain in the current range. 

3 Significant additional debt is planned; indicators wi l l  likely elevate above current range; investment is for capital. infrastructure or strategic 
economic investment. 

4 Significant additional debt is planned. ratios wil l elevate above current ranges; debt issuance is centered on funding operations rather than 
capital. 

Many non-debt liabilities have created funding challenges for states. While these liabilities or obligations do not 

necessarily constitute debt, they represent spending requirements that states are obligated to fund or raise revenue 

for and which, politically or legally, they may have limited ability to scale back. Included in this category are 

unfunded pension liabilities, school building aid programs, other post employment benefit liabilities (OPEBs), 

natural disaster entities, unemployment compensation, and workers compensation funds. Many states have had to 

convert some of these soft liabilities to actual bond obligations or have had to devote a greater share of total budget 

resources to them. 
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Pension liabilities 

We annually review state pension liabilities and trends related to funding progress. This analysis includes changes in 

assets and liabilities, funded ratios, and unfunded actuarial accrued liabilities. Pension asset valuations can change, 

as can the actuarial liabilities. A state ' s  commitment to funding the actuarial required contribution and how 

substantive and volatile these contributions are relative to the total budget are key credit considerations. While we 

measure pension liabilities along with debt indicators relative to population and income, these liabilities are not 

included in the debt ratios that we report on due to variation in how the liabilities are calculated. Specifically, there 

are a broad range of actuarial methods and assumptions allowed by the Governmental Accounting Standards Board 

(GASB) for governments in the U.S. and interest earnings assumptions differ by state. 

Table 27 

'Pension Funded Ratio (3-Year Average) 
Strong (1 ) 90% or above 

Above average (2) 80%·90% 

Below average (3) 60%-80% 

Weak (4) 60% or Below 

Table 28 

P�nsion Fun�ing Levels -. . . 
Strong ( 1 )  Consistently funds actuarial required contributions (ARC). 

Above average (2) Funds ARC in most years but occasionally contributes less. 

Below average (3) Has not funded ARC for 3 years. 

Weak (4) Has not funded ARC for more than 3 years. 

Other post employment benefits 
All states are now reporting OPEB liabilities pursuant to GASB Statement 45. Currently, OPEB expenditures are 

funded generally on a pay-as-you-go basis and GASB Statement 45 does not require funding of the liability. Under 

the statement, liabilities attributable to OPEB and the annual required contribution for employers are actuarially 

determined and reported. From a credit standpoint, OPEB liabilities and funding strategies will be evaluated 

similarly with the evaluation of pension obligations. This analysis will include a review of the historical and 

projected pay-go costs for OPEB and how that compares to the actuarial required contributions from a budgetary 

standpoint. The legal and practical flexibility that a state has to adjust the liabilities and the overall strategy to 

manage the cost of these benefits will affect future contribution rates and budgetary requirements. Similar to 

pensions, the annual fixed costs and potential for growth will be evaluated as part of an overall review of a state's 

debt and liability profile, but will not appear on the debt statement. 

Table 29 

OPEB Risk Assessment 
Low ( 1 )  

Moderate (2) 

Limited benefits provided or benefit consists of al lowing some participation in the health plan (cost paid entirely by the retiree. 
implicit subsidy recorded). high level of discretion to change benefits. pay-go costs are not significantly different from the actuarial 
required contribution. 

Moderate/average liabi lity relative to state peers. proactive management of the liabil ity. some flexibil ity to adjust benefit levels. 
contributions in excess of the annual pay-go amount have been made in order to accumulate assets to address the liabi l ity. 

Elevated (3) Above-average liabi lity relative to state peers. options to address the liabi lity are being considered but plans are not well-developed. 
there may be some flexibil ity to adjust benefits but changes have been limited. 

High (4) High l iabil ity relative to state peers. high level of benefits that are viewed as inflexible based on statute/constitution/contract tenms. 
a lack of management action to address the liability which will lead to accelerating pay-go contributions. 
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Related Criteria And Research 
• Principles Of Corporate And Government Ratings, June 26, 2007. 

• USPF Criteria: GO Debt, Oct. 12, 2006 

• USPF Criteria: Financial Management Assessment, june 27, 2006 

• USPF Criteria: Debt Statement Analysis, Aug. 22, 2006 

• USPF Report Card: 2009 State Debt Review: Significant Challenges Lie Ahead, Dec. 1 6, 2009 

• Market Declines Will Shake Up U.S. State Pension Funding Stability, Feb. 26, 2009 

• U.S. States' OPEB Liabilities And Funding Strategies Vary Widely, june 3, 2009 
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1 3 . 0405. 03007 
Title. 

Prepared by the Legislative Counci l  staff for 
Representative Carlson 

April 20, 201 3 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BI LL NO. 1 452 

That the Senate recede from its amendments as printed on pages 1 302- 1 309 of the House 
Journal and pages 1 1 85- 1 1 92 of the Senate Journal and that Engrossed House Bi l l  No. 1 452 
be amended as follows: 

Page 1 ,  l ine 1 ,  after "reenact" insert "sections 39-03 . 1 -09 and 39-03. 1 - 1 0," 

Page 1 ,  l i ne 1 ,  replace the second "and" with a comma 

Page 1 ,  l i ne 1 ,  after "sections" insert "54-52-02.9, 54-52-05, 54-52-06, 54-52-06 . 1 , 54-52-06.2 ,  
54-52-06.3, and" 

Page 1 ,  l ine 2, after the first comma insert "subsection 6 of section 54-52.6-02, and sections" 

Page 1 ,  l ine 2, remove the second comma 

Page 1 ,  l ine 2, replace "54-52.6-1 5" with "54-52.6-09" 

Page 1 ,  l ine 2, after "to" insert " increased employer and employee contributions under the 
highway patro lmen's retirement plan and public employees retirement system and" 

Page 1 ,  l ine 3, remove "and to repeal section 54-52.6-03 of the" 

Page 1 ,  remove l ine 4 

Page 1 ,  l ine 5, replace "publ ic employees retirement system" with "to provide for a legislative 
management study; to provide an appropriation; to provide an effective date ; and to 
provide an expiration date" 

Page 1 ,  after l ine 6, insert: 

"SECTION 1 .  AMENDMENT. Section 39-03. 1 -09 of the North Dakota Century 
Code is amended and reenacted as follows: 

39-03. 1 -09.  Payments by contri butors - Em ployer payment of em ployee 
contri bution. 

1 .  Every member, except as provided in section 39-03. 1 -07, shal l  contribute 
into the fund ten and th i rty-hundredths percent of the member's month ly 
salary, which sum must be deducted from the member's salary and 
credited to the member's account in the fund.  Member contributions 
increase by one percent of the member's monthly salary beginn ing with the 
month ly reporting period of January 201 2, with an additional increase of 
one percent, beginn ing with the monthly reporting period of January 201 3 ... 

and with an addit ional increase of one percent, beginn ing with the monthly 
reporting period of January 20 14 .  

2 .  The state of North Dakota , at its option, may pay the member contributions 
requ ired by subsection 1 for al l compensation earned after June 30, 1 983, 
and may pay the member contributions requ ired to purchase service cred it 
on a pretax basis pursuant to subsection 8 of section 39-03. 1 -08.2.  The 
amount paid must be paid by the state in l ieu of contributions by the 
member. A member may not receive the contributed amounts directly once 
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the employer has elected to pay the member contributions. If the state 
decides not to pay the contributions, the amount that would have been 
paid will continue to be deducted from compensation.  If contributions are 
paid by the state, they must be treated as employer contributions in 
determin ing tax treatment under this code and the federal I nternal 
Revenue Code. If contributions are paid by the state, they must not be 
included as gross income of the member in determin ing tax treatment 
under this code and the I nternal Revenue Code until they are distributed or 
made avai lable. The state shall pay these member contributions from the 
same source of funds used in paying compensation to the members. The 
state shall pay these contributions by effecting an equal cash reduction in  
the gross salary of  the employee or by an offset against future salary 
increases or by a combination of a reduction in g ross salary and offset 
against future salary increases. If member contributions are paid by the 
state, they m ust be treated for the purposes of this chapter in the same 
manner and to the same extent as member contributions made prior to the 
date the contributions were assumed by the state. The option g iven 
employers by this subsection must be exercised in accordance with rules 
adopted by the board. 

3. For compensation earned after August 1 ,  2009, al l employee contributions 
required under subsection 1 ,  and not otherwise paid under subsection 2, 
must be paid by the state in l ieu of contributions by the member. All 
contributions paid by the state under this subsection must be treated as 
employer contributions in  determ in ing tax treatment under this code and 
the federal I nternal Revenue Code. Contributions paid by the state under 
this subsection may not be included as gross income of the member in 
determining tax treatment under this code and the I nternal Revenue Code 
unti l the contributions are distributed or made avai lable. Contributions paid 
by the state in accordance with this subsection must be treated for the 
purposes of this chapter in the same manner and to the same extent as 
member contributions made before the date the contributions were 
assumed by the state. The state shal l pay these member contributions 
from the same source of funds used in  paying compensation to the 
members. The state shall pay these contributions by effecting an equal 
cash reduction in  the gross salary of the employee. The state shall 
continue making payments under this section unless otherwise specifically 
provided for under the agency's bienn ial appropriation or  by law. 

SECTION 2. AMENDMENT. Section 39-03. 1 - 1 0  of the North Dakota Century 
Code is amended and reenacted as follows: 

39-03. 1 -1 0. Contributions by the state. 

The state shall contribute to the fund a sum equal to sixteen and 
seventy-hundredths percent of the monthly salary or wage of a participating member. 
State contributions increase by one percent of the monthly salary or wage of a 
participating member beg inning with the monthly reporting period of January 201 2, and 
with an additional increase of o ne percent, beginn ing with the reporting period of 
January 20 1 3, and with an additional increase of one percent, beginning with the 
monthly reporting period of January 2014 .  I f  the member's contribution is paid by the 
state under subsection 2 of section 39-03. 1 -09,  the state shal l  contribute, in addition, 
an amount equal to the required member's contribution. The state shall pay the 
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associated employer contribution for those members who elect to exercise their rights 
under subsection 3 of section 39-03. 1 -1 0 . 1 . " 

Page 1 ,  after l ine 2 1 , insert: 

"SECTION 4. AMENDM ENT. Section 54-52-02 .9  of the North Dakota Century 
Code is amended and reenacted as follows: 

54-52-02.9. Participation by temporary employees. 

A temporary employee may elect, with in one hundred eighty days of beginn ing 
employment, to participate i n  the publ ic employees retirement system and receive 
credit for service after enrol lment. The temporary employee shal l  pay month ly to the 
fund an amount equal to eight and twelve-hundredths percent t imes the temporary 
employee's present monthly salary. The amount required to be paid by a temporary 
employee increases by two percent times the temporary employee's present monthly 
salary beg inning with the monthly reporting period of January 20 1 2 ,  and with an 
addit ional two percent i ncrease, beginning with the reporting period of January 201 3.�. 
and with an additional increase of two percent, beginn ing with the monthly reporting 
period of January 2014 .  The temporary employee shal l  also pay the required monthly 
contribution to the retiree health benefit fund establ ished under section 54-52. 1 -03.2.  
This contribution must be recorded as a member contribution pursuant to section 
54-52 . 1 -03 .2 .  An employer may not pay the temporary employee's contributions. A 
temporary employee may continue to participate as a temporary employee in the public 
employees retirement system unti l termination of employment or  reclassification of the 
temporary employee as a permanent employee. A temporary employee may not 
purchase any additional credit, including additional credit under section 54-52-1 7 .4 or 
past service u nder section 54-52-02.6 .  

SECTION 5. AM ENDMENT. Section 54-52-05 of  the North Dakota Century 
Code is amended and reenacted as follows: 

54-52-05. Mem bership and assessments - Employer payment of employee 
contributions. 

1 .  Every el igible governmental un it employee concurr ing in  the plan must so 
state in writ ing and all future e l ig ible employees are participating members. 
An employee who was not enrol led in the retirement system when el ig ible 
to participate must be enrol led immediately upon notice of the employee's 
el ig ibi l ity, un less the employee waives in writing the employee's right to 
participate for the previous time of e l ig ib i l ity, to avoid contributing to the 
fund for past service. An employee who is e l ig ible for normal retirement 
who accepts a retirement benefit under this chapter and who subsequently 
becomes employed with a participati ng employer other than the employer 
with which the employee was employed at the time the employee retired 
under this chapter may, before reenrol l ing i n  the reti rement plan, elect to 
permanently wa ive future participation i n  the retirement plan and the 
retiree health program and maintain that employee's reti rement status. An 
employee making this election is not required to make any future employee 
contributions to the public employees reti rement system nor is the 
employee's employer required to make any further contributions on behalf 
of that em ployee. 

2. Each member must be assessed and requ i red to pay month ly four percent 
of the month ly salary or wage paid to the member, and such assessment 
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must be deducted and retained out of such salary in  equal monthly 
instal lments commencing with the first month of employment. Member 
contributions increase by one percent of the monthly salary or wage paid 
to the member beginn ing with the monthly reporting period of 
January 201 2 , and with an additional increase of one percent, beginning 
with the monthly reporting period of January 201 3, and with an additional 
increase of one percent, beginning with the monthly reporti ng period of 
January 2014. 

3. Each employer, at its option, may pay al l  or a portion of the employee 
contributions required by subsection 2 and sections 54-52-06. 1 ,  
54-52-06.2 ,  54-52-06.3 ,  and 54-52-06.4 or the employee contributions 
required to purchase service credit on a pretax basis pursuant to 
subsection 5 of section 54-52-1 7 .4. Employees may not receive the 
contributed amounts d i rectly once the employer has elected to pay the 
employee contributions. The amount paid must be paid by the employer in 
l ieu of contributions by the employee. If the state determines not to pay the 
contributions, the amount that would have been paid must continue to be 
deducted from the employee's compensation. If contributions are paid by 
the employer, they must be treated as employer contributions in  
determining tax treatment under this code and the federal I nternal 
Revenue Code. If contributions are paid by the employer, they may not be 
included as gross income of the employee in determining tax treatment 
under this code and the I nternal Revenue Code unti l  they a re distributed or 
made avai lable. The employer shall pay these employee contributions from 
the same source of funds used in paying compensation to the employee or 
from the levy authorized by subsection 5 of section 57-1 5-28 . 1 .  The 
employer shall pay these contributions by effecting an equal cash 
reduction in the gross salary of the employee or by an offset against future 
salary increases or by a contribution of a reduction in g ross salary and 
offset against future salary increases. If employee contributions are paid by 
the employer, they must be treated for the purposes of this chapter in the 
same manner and to the same extent as employee contributions made 
prior  to the date on which employee contributions were assumed by the 
employer. An employer exercising its option under this subsection shall 
report its choice to the board in writing .  

4 .  For  compensation earned after August 1 ,  2009, al l  employee contributions 
required under section 54-52-06. 1  and the job service North Dakota 
retirement plan,  and not otherwise paid under subsection 3, must be paid 
by the employer in l ieu of contributions by the member. Al l contributions 
paid by the employer under this subsection must be treated as employer 
contributions in determin ing tax treatment under this code and the Internal 
Revenue Code. Contributions paid by the employer under this subsection 
may not be included as gross income of the member in determin ing tax 
treatment under this code and the Internal Revenue Code unti l the 
contributions are distributed or made avai lable. Contributions paid by the 
employer in accordance with this subsection must be treated for the 
purposes of this chapter in the same manner and to the same extent as 
member contributions made before the date the contributions were 
assumed by the employer. The employer shal l  pay these member 
contributions from the same source of funds used in paying compensation 
to the employee . The employer shall pay these contributions by effecting 
an equal cash reduction in the gross salary of the employee. The employer 
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shall continue making payments under this section un less otherwise 
specifica l ly provided for under the agency's bienn ia l  appropriation or by 
amendment to law. 

SECTION 6. AMENDMENT. Section 54-52-06 of the North Dakota Century 
Code is amended and reenacted as follows: 

54-52-06. Em ployer's contribution to retirement plan.  

Each governmental un it shall contribute an amount equal to four and 
twelve-hundredths percent of the monthly salary or wage of a participating member. 
Governmental un it contributions increase by one percent of the monthly salary or wage 
of a participating member beginning with the monthly reporting period of January 201 2, 
and with an addit ional increase of one percent, beginn ing with the reporting period of 
January 20 1 3, and with an additional increase of one percent, beginning with the 
monthly reporting period of January 201 4 . For those members who elect to exercise 
thei r  rights under section 54-52-1 7 . 1 4 ,  the employing governmental un it , or in the case 
of a member not presently under covered employment the most recent employing 
governmental un it, shal l pay the associated employer contribut ion .  If the employee's 
contribution is paid by the governmental un it under subsection 3 of section 54-52-05, 
the employer un it shall contribute, in addit ion, an amount equal to the required 
employee's contribution. Each governmental unit shall pay the contribution month ly, or 
in the case of an election made pursuant to section 54-52- 1 7 . 1 4  a lump sum ,  into the 
retirement fund from its funds appropriated for payroll and salary or any other funds 
avai lable for these purposes. Any governmental unit fai l ing to pay the contributions 
month ly, or in the case of an election made pursuant to section 54-52-1 7 . 1 4  a lump 
sum, is subject to a civi l penalty of fifty dol lars and, as interest, one percent of the 
amount due for each month of delay or fraction thereof after the payment became due. 
In l ieu of assessing a civi l  penalty or one percent per month , or  both , interest at the 
actuaria l  rate of return may be assessed for each month the contributions are 
del inquent. If contributions are paid within  n inety days of the date they became due, 
penalty and interest to be paid on delinquent contributions may be waived . An 
employer is requ ired to submit contributions for any past el ig ible employee who was 
employed after Ju ly 1 ,  1 977, for which contributions were not made if the employee 
would have been el ig ible to become vested had the employee participated and if the 
employee elects to jo in the public employees retirement system .  Employer 
contributions may not be assessed for elig ible service that an employee has waived 
pursuant to subsection 1 of section 54-52-05. The board shal l  report to each session of 
the leg islative assembly the contributions necessary, as determ ined by the actuarial 
study, to maintain  the fund's actuarial soundness .  

SECTION 7.  AMENDM ENT. Section 54-52-06. 1  of the North Dakota Century 
Code is amended and reenacted as follows: 

54-52-06.1 . C ontribution by supreme and district cou rt judges - Em ployer 
contri bution. 

Each j udge of the supreme or district court who is a member of the publ ic 
employees retirement system must be assessed and required to pay month ly five 
percent of the judge's monthly salary. Member contributions increase by one percent of 
the judge's month ly salary beginn ing with the month ly reporting period of 
January 20 1 2 , and with an additional increase of one percent, beginn i ng with the 
reporting period of January 20 1 3, and with an additional increase of one percent, 
beginning with the month ly reporting period of January 2014 .  The assessment must be 
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deducted and retained out of the judge's salary in equal monthly instal lments . The state 
shall contribute an amount equal to fourteen and fifty-two one-hu ndredths percent of 
the monthly salary of a supreme or district court judge who is a participating member of 
the system, which matching contribution must be paid from its funds appropriated for 
sa lary, or from any other funds avai lable for such purposes . State contributions 
increase by one percent of the monthly salary of a supreme or d istrict court judge who 
is a participating member of the system beginning with the monthly reporting period of 
January 201 2 , and with an additional increase of one percent, beginn ing with the 
monthly reporting period of January 201 3, and with an additional increase of one 
percent, beginn ing with the monthly reporting period of January 2014 .  I f  the judge's 
contribution is paid by the state under subsection 3 of section 54-52-05,  the state shall 
contribute, in addition ,  an amount equal to the required judge's contribution .  

SECTION 8. AMENDMENT. Section 54-52-06.2 of the North Dakota Century 
Code is amended and reenacted as follows: 

54-52-06.2. C ontribution by national guard security officers or firefighters -
Employer contribution. 

Each national g uard security officer or  firefighter who is a member of the public 
employees retirement system is assessed and shall pay month ly four percent of the 
employee's monthly salary. Member contributions increase by one-half of one percent 
of the member's month ly salary beginning with the month ly reporting period of January 
20 14.  The assessment must be deducted and retained out of the employee's salary in 
eq ual month ly installments. The national g uard security officer's or firefighter's 
employer shall contribute an amount determined by the board to be actuarial ly requ i red 
to support the level of benefits specified in section 54-52-1 7 . The employer's 
contribution m ust be paid from funds appropriated for salary or from any other funds 
avai lable for such purposes. If the security officer's or firefighter's assessment is paid 
by the employer under subsection 3 of section 54-52-05, the employer shall contribute , 
in  addit ion, an amount equal to the required national guard security officer's or 
fi refighter's assessment. 

SECTION 9. AM ENDMENT. Section 54-52-06 .3 of the North Dakota Century 
C ode is amended and reenacted as follows: 

54-52-06.3. C ontribution by peace officers and correctional officers 
employed by pol itical subdivisions - Employer contribution. 

Each peace officer or correctional officer employed by a political subdivision 
that enters into an agreement with the reti rement board on beha lf of its peace officers 
and correctional officers separately from its other employees and who is a member of 
the public employees retirement system is assessed and shal l  pay monthly four 
percent of the employee's monthly salary. Peace officer or correctional officer 
contributions increase by one-half of one percent of the member's monthly salary 
beginning with the monthly reporting period of January 201 2 , and with an add itional 
increase of one-half of one percent, beginning with the monthly reporting period of 
January 201 3, and with an additional increase of one-half of one percent, beginning 
with the monthly reporting period of January 201 4. The assessment must be deducted 
and retained out of the employee's salary in equal month ly insta l lments . The peace 
officer's or correctional officer's employer shal l  contribute an amount determined by the 
board to be actuarial ly required to support the level of benefits specified in  section 
54-52-1 7 . If the peace officer's or correctional officer's assessment is paid by the 
employer under subsection 3 of section 54-52-05, the employer shall contribute, in 
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addit ion, an amount equal to the required peace officer's or correctional officer's 
assessment." 

Page 2 ,  l ine 1 2, replace "is h i red after July 30, 201 3" with "elects to participate in the retirement 
plan under this chapter" 

Page 3, after l ine 2, insert: 

"SECTION 1 1 .  AMENDMENT. Subsection 6 of section 54-52 .6-02 of the North 
Dakota Century Code is amended and reenacted as follows: 

6 .  A participating member who becomes a temporary employee may sti l l  
participate in the defined contribution reti rement plan upon fi l ing an 
election with the board with in one hundred eighty days of transferring to 
temporary employee status. The participating member may not become a 
member of the defined benefit plan as a temporary employee. The 
temporary employee electing to participate in the defined contribution 
reti rement plan shall pay monthly to the fund an amount equal to eight and 
twelve-hundredths percent times the temporary employee's present 
month ly salary. The amount required to be paid by a temporary employee 
increases by two percent times the temporary employee's present monthly 
salary beginning with the monthly reporting period of January 20 1 2 , and 
with an additional increase of two percent, beg inn ing with the monthly 
reporting period of January 201 3, and with an additional increase of two 
percent, beginning with the monthly report ing period of January 2014.  The 
temporary employee shal l  also pay the requ i red monthly contribution to the 
retiree health benefit fund establ ished under sect ion 54-52 . 1 -03.2.  This 
contribution must be recorded as a member contribution pursuant to 
section 54-52. 1 -03.2 .  An employer may not pay the temporary employee's 
contributions. A temporary employee may continue to participate as a 
temporary employee unti l  termination of employment or reclassification of 
the temporary employee as a permanent employee ."  

Page 6, l ine 3, remove "At the t ime of hire the" 

Page 6, replace l ines 4 through 1 0  with "The board shall provide an opportun ity for el igible 
employees who are new members of the public employees reti rement system under 
chapter 54-52 to transfer to the defined contribution plan under th is chapter pursuant to 
the rules and pol icies adopted by the board ." 

Page 6 ,  l ine 1 1 ,  replace "an el igible employee to participate in" with "a member of the public 
employees retirement system under chapter 54-52 to transfer to" 

Page 6, l ine 1 2 , remove " In  the case of an el igible employee" 

Page 6, remove l ine 1 3  

Page 6 ,  l ine 14 ,  replace "eligible employee transferring" with "For an ind ividual who elects to 
transfer" 

Page 6, l ine 1 6 , remove "and" 

Page 6, l ine 22, remove "The board shall calcu late the actuaria l  present value of the 
individual's" 

Page 6 ,  remove l ines 23 and 24 
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Page 6, l i ne 25, remove "retirement age. "  

Page 7,  remove l ines 27 through 31  

Page 8,  replace l ines 1 through 8 with:  

"SECTION 1 3. AMENDMENT. Section 54-52.6-09 of the North Dakota Century 
Code is amended and reenacted as follows: 

54-52.6-09. Contributions - Penalty. 

1 .  Each participating member shall contribute month ly four  percent of the 
month ly salary or wage paid to the participant, and this assessment must 
be deducted from the participant's salary in  equal month ly installments 
commencing with the first month of participation in the defined contribution 
retirement plan establ ished under this chapter. Participating member 
contributions increase by one percent of the monthly salary or wage paid 
to the participant beginning with the monthly reporting period of 
January 201 2, and with an additional increase of one percent, beginning 
with the reporting period of January 201 3. and with an additional increase 
of one percent, beginning with the monthly reporting period of January 
201 4. 

2 .  The employer shal l  contribute an  amount equal to four and 
twelve-hundredths percent of the monthly salary or wage of a participating 
member. Employer contributions increase by one percent of the monthly 
salary or wage of a participating member beginning with the monthly 
report ing period of January 20 1 2, and with an additional increase of one 
percent, beginn ing with the monthly reporting period of January 201 3, and 
with an additional increase of one percent, beginn ing with the monthly 
reporting period of January 201 4 .  I f  the employee's contribution i s  paid by 
the employer under subsection 3, the employer shall contribute, in 
addition , an amount equal to the requ ired employee's contribution. The 
employer shal l pay monthly such contribution into the participating 
member's account from its funds appropriated for payroll and salary or any 
other funds avai lable for such purposes. If the employer fai ls to pay the 
contributions monthly, it is subject to a civil penalty of fifty dol lars and , as 
i nterest, one percent of the amount due for each month of delay or fraction 
thereof after the payment became due. 

3 .  Each employer, at  its option, may pay the employee contributions required 
by this section for al l  compensation earned after December 31 , 1 999. The 
amount paid must be paid by the employer in l ieu of contributions by the 
employee. If the employer decides not to pay the contributions , the amount 
that would have been paid wi l l  continue to be deducted from the 
employee's compensation. If contributions are paid by the employer, they 
must be treated as employer contributions in determin ing tax treatment 
under this code and the federal Internal Revenue Code. Contributions paid 
by the employer may not be included as gross income of the employee in 
determin ing tax treatment under this code and the federal Internal 
Revenue Code unti l  they are distributed or made avai lable. The employer 
shal l  pay these employee contributions from the same source of funds 
used in paying compensation to the employee. The employer shall pay 
these contributions by effecting an equal cash reduction in the gross salary 
of the employee or by an offset against future salary increases or by a 
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combination of a reduction in gross salary and offset against future salary 
increases. Employee contributions paid by the em ployer must be treated 
for the purposes of this chapter in  the same manner and to the same 
extent as employee contributions made before the date on which 
employee contributions were assumed by the employer. An employer shall 
exercise its option under this subsection by reporti ng its choice to the 
board in writing. 

S ECTION 1 4. LEGISLATIVE MANAGEMENT STUDY - NORTH DAKOTA 
RETI REMENT PLANS. During the 201 3- 1 4  interim ,  the leg islative management shall 
consider studying the feasibi l ity and desirabil ity of existing and possible state 
reti rement plans. The study must include an analysis of both a defined benefit plan and 
a defined contribution plan with considerations and possible consequences for 
transitioning to a state defined contribution plan. The study may not be conducted by 
the employee benefits programs committee. The legislative management shal l report 
its findings and recommendations, together with any legislation needed to implement 
the recommendations, to the sixty-fourth legislative assembly. 

SECTION 1 5. APPROPRIATION. There is appropriated from special funds 
derived from public employees reti rement system income not otherwise appropriated , 
the sum of $22,000, or so much of the sum as may be necessary, to the public 
employees retirement system board for the purpose of implementing th is Act, for the 
bienn ium beginning Ju ly 1 ,  201 3, and ending J une 30, 201 5 .  

SECTION 1 6. EFFECTIVE DATE. Sections 3, 1 0, and 1 2  of this Act become 
effective on October 1 ,  201 3. 

SECTION 1 7. EXPI RATION DATE - S USPENSION. Sections 3, 1 0 , and 1 2  of 
th is Act are effective through J uly 31 , 201 7 , and after that date are ineffective. Section 
54-52 .6-03 is suspended from October 1 ,  201 3 , through Ju ly 3 1 , 201 7 . Section 
54-52.6-03, as it existed on September 30, 201 3 ,  becomes effective on August 1 ,  
201 7 . "  

Renumber accordingly 
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Sixty-third 
Legislative Assembly 
of North Dakota 

I ntroduced by 

FIRST E NGROSSMENT AftGtu� Vl'\fJ- ( 
ENGROSSED HOUSE BILL NO. 1 452 M -;}- t..f - I �  

Representatives Kasper, Belter, Carlson ,  Dosch , Grande, Keiser, Kle in ,  Ruby, Streyle 

Senators Grindberg, Hogue, Kle in 

1 A B ILL for an Act to amend and reenact sectio n s  39-03 . 1 -09 and 39-0 3 . 1 - 1 0 .  subsection 4 of 

2 section 54-52-01--aM� sections 54-52-0 ? . 9 .  5Ll-52-05 54-52-06 . 54-52-06 . 1 . 54-52-06 ?.  

3 54-52-06 . 3 .  and 54-52.6-0 1 ,  subsection 6 of section 54-52 .6-02. and section s  54-52 .6-02, and 

4 54 52.6 1554-52.6-09 of the North Dakota Century Code, relating to i ncreased emplover a n j  

5 employee contributions under the h iahway patrolmen's reti rement pla n  a n d  publ ic em olovees 

6 ret irement svstem and el ig ib i l ity to partic ipate in the defined contribution retirement plan; aA€1--te 

7 repeal scotian 54 52.6 03 of the North Dal<eta Century Code, relating to oaloulation of 
8 aooumulated fund balanoes under the publio employees retirement systemto provide- for 2 

9 •sa 1slative: m a naqer:1ent stu-=lv: to orovids a n  ao orooriation .  to provide an effective d ate: a n J  tc 

1 0  oro vids an expiration date . 

1 1  BE IT ENACTED BY THE LEGISLATIVE ASSEM BLY OF NORTH DAKOTA: 

1 2  SECTION 1 .  AM ENDMENT. Section 39-03 . 1 -09 of the North Dakota Century Code is 

1 3  amended and reenacted as follows: 

1 4  39-03.1 -09. Payments by contributors - Employer payment of employee contribution. 

1 5  1 .  Every member, except as provided in  section 39-03. 1 -07, shal l  contribute into the fund 

1 6  

1 7  

1 8  

1 9  

20 

2 1  

22 

ten and thirty-hundredths percent of the member's monthly salary, wh ich sum must be 

deducted from the member's salary and credited to the member's account in the fund.  

Member contributions increase by one percent of the member's monthly salary 

beginning with the month ly reporting period of January 20 1 2, eRG-with an additional 

increase of one percent, beginning with the monthly report ing period of January 201 3.,. 

and with an addit ional i ncrease of one percent. beginn ing with the monthly reporting 

period of January 2014. 

23 2.  The state of  North Dakota, at  its option,  may pay the member contributions required by 

24 subsection 1 for a l l  compensation earned after June 30,  1 983,  and may pay the 
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Sixty-th i rd 
Leg islative Assembly 

3 .  

member contributions required to purchase service credit on a pretax basis pursuant 

to subsection  8 of section 39-03 . 1 -08 .2 .  The amount paid m ust be paid by the state in 

l ieu of contributions by the member. A member may not receive the contributed 

amounts d irectly once the employer has elected to pay the member contributions. If 

the state decides not to pay the contrib utions, the amount that would have been paid 

wi l l  continue to be deducted from compensation .  If contributions are paid by the state, 

they m ust be treated as employer contributions in determin ing tax treatment u nder this 

code and the federal I nternal Revenue Code. If contrib utions are paid by the state, 

they must not be included as gross i ncome of the member in determin ing tax 

treatment u nder this code and the I nternal Revenue Code unti l  they are d istributed or 

made avai lab le .  The state shal l  pay these member contributions from the same source 
. . 

of funds used in paying compensation to the members .  The state shal l  pay these 

contributions by effecting an equal  cash reduction in  the gross salary of the employee 

or by an offset against future salary i ncreases or by a combination of a reduction in 

gross sa lary and offset against future salary increases. If member contributions are 

paid by the state, they must be treated for the purposes of this chapter in the same 

manner and to the same extent as member contributions made prior to the date the 

contributions were assumed by the state . The option g iven employers by this 

subsection m ust be exercised in accordance with rules adopted by the board . 

For compensation earned after August 1 ,  2009, a l l  employee contributions requ i red 

under subsection 1 ,  and not otherwise paid under subsection 2, must be paid by the 

state in l ieu of contributions by the member. All contributions paid by the state u nder 

this subsection  must be treated as employer contributions in determining tax treatment . -. ' ' 

under this code and the federa l  I nterna l  Revenue Code·. Contributions paid by the 
. . 

state under this subsection may not pe included as gross i nco
'
rrie of the member _i n  

determin ing ta� treatment under this code ·and the I nternal Revenue Code unti l the 

contributions are d istributed or made avai lable. Contributions paid by the state i n  

accordance with this subsection m ust be treated for the purposes of this chapter in  the ' .' 

same manner and to the same extent as member contributions made before the date 

the contributions were assumed by the state: The state shal l  pay these member 

contributions from the same source of funds ·used in  paying compensation to the 
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1 members. The state shal l  pay these contributions by effecting an equal  cash reduction 

2 in the g ross salary of the employee. The state sha l l  continue making payments under 

3 th is section un less otherwise specifical ly provided for under the agency's biennial  

4 appropriation or by law. 

5 SECTION 2. AM ENDMENT. Section 39-03. 1 - 1 0  of the North Dakota Century Code is 

6 amended and reenacted as fol lows: 

7 39-03.1 - 1 0. Contributions by the state. 

8 The state shal l  contribute to the fund a sum equal to sixteen and seventy-hundredths 

9 percent of the monthly salary o r  wage of a participating member. State contributions increase by 

1 0 one percent of the monthly salary o r  wage of a participating member beginning with the monthly 

1 1  reporting period of January 201 2, a nd with an additional increase of one percent, beginn ing with 

1 2  the reporting period of January 201 3, and with an additional increase of one percent. beginning 

1 3  with the monthly reporting period of Januarv 201 4. If the member's contribution is paid by the 

1 4  state under subsection 2 of sectio n  39-03. 1 -09; the state shal l  contrib ute, in  addition,  an amount 

1 5  equal to the requ i red membe r's contribution.  The state shal l  pay the associated employer 

1 6  contribution for those members who e lect to exercise their rights under subsection 3 of section 

1 7  39-03 . 1 -1 0. 1 .  

1 8  SECTION 3.  AMENDME NT. Subsection 4 of section 54-52-01 of the North Dakota Century 

1 9  Code is  amended and reenacted as fol lows: 

20 4. "E l ig ib le e m ployee" means al l  permanent employees who m eet a l l  of the el igib i l ity 

2 1  

22 

23 

24 

25 

26 

27 

28 

29 

30 

requ i re ments set by this chapter and who are eighteen years or more of age, and 

includes appointive and e lective officia ls under sections 54-52-02.5,  54-52-02 . 1 1 ,  and 

54-52-02 . 1 2 , and nonteaching employees of the superintendent of publ ic instruction,  

incl u d i ng the superintendent of publ ic  instruction , who elect to transfer from the 

teachers' fund for reti rement to the public employees retire ment system under section 

54-52-02 . 1 3 , and employees of the state board for career and technical education who 

elect to transfer from the teachers' fund for ret irement to the publ ic  employees 

retirement system under section 54-52-02 . 1 4 . El ig ible employee does not include 

nonclassified state em ployees who elect to become members of the reti rement plan 

estab l ished under chapter 54-52 .6 but does include employees of the judicial branch 
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SECTION 1 8. EFFECTIVE DATE. Sections 4, 1 2 , and 1 4  of this Act become 
effective on October 1 ,  201 3. 

SECTION 1 9. EXPIRATION DATE - SUSPENSION. Sections 4, 1 2 , and 14 of 
th is Act are effective through Ju ly 31 , 201 7, and after that date are ineffective. Section 
54-52.6-03 is suspended from October 1 ,  201 3 ,  through Ju ly  31 , 201 7 . Section 
54-52.6-03, as it existed on September 30, 201 3 , becomes effective on August 1 ,  
201 7."  

Renumber accordingly 
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