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2001 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1102 A
House Government and Veterans Affairs Committee
O Conference Committee

Hearing Date 2/1/01

Tape Number Side A Side B Meter #
2 X [901-END
X (-734 .
Committee Clerk Signature @Qmjj X, AYY) 20 _
Minutes:

REP. M, KLEIN calied the hearing to order with all members present,

In favor:

FAY KOPP, DEPUTY EXECUTIVE DIRECTOR, ND RETIREMENT AND

INVESTMENT OFFICE, TEACHER’S FUND FOR RETIREMENT

Please see attached testimony.

REP, M. KLEIN asks how many teachers are retired right now? KOPP replies that there is

approximately 4,800, REP. M, KLEIN asks what is the average retirec pay? KOPP replies that
it is $997.00 per month, REP. M. KLEIN asks what is the range from high to low? KOPP
replies that it is about $100.00 to $3000.00 per month. REP, M, KLEIN asks about a substantial
raise._KOPP replies that it is similar to last session,

REP, GRANDE states that she is concerned about ongoing increases on these. GRANDE also

reads from the minutes in a previous meeting with KQPP. KOPP is quoted in the meeting as
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House Government and Veterans Affairs Committec
Bill/Resolution Number HB 4161 A

Hearing Date 2/1/01 {1oY

saying something different to what she is saying now. REP. GRANDE talks about what the

fund is sitting at now, its a step by step thing. Looking at this very conservatively. Talking about
pre funded health. KOPP comments that all would do the same thing, providing for benefit

increases. REP. GRANDE talks about the 2% dropping to a 1%, the vulnerability. KOPP states

that other calculations could be made.

REP. KROEBER states that the .75 is not tied to the COLA. KOPP agrees. REP, KROEBER

asks if this has been reviewed with the committec? KQPP then refers to STEVE COCHRANE.

STEVE COCHRANE, CFA, EXECUTIVE DIRECTOR, ND RETIREMENT AND

INVESTMENT OFFICE, TFFR

COCHRANE states to the committee 8% actuarilly assumed rate of return.

REP. M. KLEIN asks what was it last year? COCHRANE replics that it was an actuarial gain

of over 13%.,

REP. GRANDE asks about the $97 million over funded, the funding ratio at its current level,

and at 101%, so we arc just barely overfunded with the $97 million? COCHRANE replies that
they are confusing two different issues, One is how do we determine the level of unfunded
liability,

,R__EB_M_&_[;,LN asks if they are comfortable with a .39 margin? COCHRANE replies that he
is.,

REP, MEIER asks about a flex rate consideration,_ COCHRANE replies that there are several
different levels.

REP, BELLEW asks if there were any other ways that wete looked at to fund this portion of the
bill? COCHRANE replies that they did not look at»increasing the employers contribution rates,
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House Government and Veterans Affairs Commitiee

Bill/Resolution Number HB +H1 A
Hearing Date 2/1/01 (1oy

They strictly looked at the margin, because actuarially that is the source that is traditionally used

that is used for benefit plans,

REP, M. KLEIN asks for the benefit for the new freshmen please gives us those percentages,

contribution rates. COCHRANE states that they are 7.75% for the employees as well as the

employers.
In favor:

JOE WESTBY, NDEA

WESTBY states that they support the recommendations from the interim committee, their

concerns are satisfied. Likes that it protects the annuity. NDEA stands in support of this bill.

In favor;

TOM TUPA, NDRTA

Please see attached testimony.,

REP, M, KLEIN asks if there was cver a time that they were not approved basically in the

essence that you brought them to us, did you ever have a problem getting them approved? TUPA
replies thet he can not remember a time when those proposals were adjusted,

REP, KLEMIN asks about the health care plan, How would that apply to a retired teacher that

didn't need health care? TUPA replies that at sometime the program could become mature,

In favor:

LARRY KLUNDT, EXECUTIVE DIRECTOR QF THE ND COUNCIL OF
EDUCATI A CE

Please see attached testimony.

In favor:
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House Government and Veterans Affairs Commitice
Bill/Resolution Number HBA4+8+ A

Hearing Date 2/1/01 (oY

BARBARA EVANSON, TFFR BOARD TRUSTEE, REPRESENTING ACTIVE

TEACIERS

Please see attached testimony.

REP. M. KLEIN asks TFFR to give the committee another report on the adhoc and the two

doilar pre funded arrangement so they can go over it

In favor:

HOWARD SNORTLAND, CHAIRMAN OF THE RETIRED TEACHERS AS50C,

SNORTLAND tatks about a formula for the retired teachers. Talks to the committee about when
he was in Fargo and what they came up with.

There was no opposition.

The committee had no action on this bill at this time, it will be taken up at a later date.




2001 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1102 B
House Government and Veterans Affairs Committee
U Conference Commitlee

Hearing Date 2/16/0!

Tape Number Side A Side B Meter #f
I X 558-4810
2 X 0-318

Committee Clerk Signature @;ﬁu@@o %ﬁaw ]
( ( i

Minutes:

REP. M, KL EIN called the committee to order, with all members present.

COMMITTEE WORK:

REP, GRANDE and REP, KROEBER submit their versions of amendments to the bill,

General discussion. REP, DEVLIN asks REP, KROEBER about the benefit committee and their

recommendations, Would this amendraent be going against what the committce has approved.
REP, KROEBER replies that is correct, REP, KROEBER then reviews his amendment with the
committee. REP, GRANDE then further reviews her amendments, REP, KROEBER then talks
about the proposal and the .38 margin, REP, GRANDE talks about the multiplier, and

REP. METCALF states that their is a teacher shortage in this state, and there may be another
message here, The benefit committee consists of SENS. KILZER, URLACHER,
KREBSBACH and C, NELSON. Also REPS, KEMPINICH, AARSYOLD, KROEBER,
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House Government and Veterans Affairs Committee
Bill/Resolution Number HB 1102 B

Hearing Date 2/16/01

GRANDE and FROSETH. REP. KROEBER states to the committee that he wants a minority

report done, REP. DEVLIN motions to accept the majority amendments, seconded by

REP. BELLEW. The roll call vote was taken with 11 YES, 4 NO and 0 ABSENT AND NOT

VOTING. The motion carries. REP, DEVLIN then motions for a DO PASS AS AMENDED,

seconded by REP, GRANDE. The roll call vote was taken with 11 YES, 4 NO and 0 ABSENT

AND NOT VOTING. The motion carries. The CARRIER of the bill is REP. GRANDE. Later on

that morning, the committee was brought back to order. The chairman needs the minority report

motioned in order to have one done, REP, KROEBER then motions to prepare a minority report,

with the minority amendment, seconded by REP. CLEARY. The roll call vote was taken with 4

YES, 10 NO and | ABSENT AND NOT VOTING (REP, BRUSEGAARD). The motion exists.

The committee clerk then will prepare a majority report and a minority report. The committee

was then dismissed.

HB 1102: Majority Report Do Pass As Amended 11-4

CARRIER: REP, GRANDE

HB 1102: Minority Report Do Pass As Amended 4-10
CARRIER: REP. KROEBER




2001 HOUSE STANDING COMMITTEE MINUTLES
BILL/RESOLUTION NO. HB 1102 C
House Government and Veterans Affairs Committce
M Conference Committee

Hearing Date 2/21/01

Tape Number

Sidec A

Side B

Nicter 1

X

0-1752

4
Committee Clerk Signature % O?’ lg{?ﬁ&éf e

Minutes:

REP, M. KLEIN called the committee to order with all of the members present,

ACTION:

REP, DEVLIN motioned to reconsider the bill, seconded by REP, CLARK. A voice vote was

taken with the majority passing it

General discussion,

REP, DEVLIN motions to accept the amendments, seconded by REP, CLARK. A voice vote was

taken with the majority passing them, REP, DEVLIN then motions for a DO PASS AS

AMENDED, seconded by REP, CLARK. The roll call vote was taken with 15 YES, 0 NO and

0 ABSENT AND NOT VOTING. The motion carries, The CARRIER of the bill is

REP, GRANDE. REP, KROEBER then reconsiders the minority report if it needs to be,
HB 1102: DO PASS AS AMENDED 15-0

CARRIER: REPR, GRANDE




. FISCAL NOTE
Requested by Legislative Councill
12/14/2000

Bill/Resolution No.: HB 1102

Amendment to:

1A. State fiscal effect: /dontify the state fiscal effect and the liscal effect on agency appropriations compired
to funding levels and appropriations anticipated under current faw.

1999-2001 Blennlum ©72001-2003 Biennium | 2003-2006 Biennium |

|General Fund| Other Funds [General Fund | Other Funds [General Fund| Other Funds |

Revenues $0 30 $301.500 Tso T smotsod T )
Expenditures sof $0) $0 - s()l' T

. _ R I .
Appropriations $0 $0) I R D

1B. County, city, and school district fiscal effect: /duntify the fiscal effect on the appropriate political

subdivision,

1999-2001 Blennium 2001-2003 Biennium |7 2003-2005 Biennium |
Schaci e T 8ahool |~ e e e

Counties Cities Districts | Countles Cities ‘ Districts | Counties Cities f Districts

0 $0 50 sol 8o~ sof sof o sof 80

your analysis.

‘ Narrative: [dentify the aspects of the measure which cause fiscal impact and include any comments relevant

There will be no cost to the state to provide the benetitinereases in HBTTO2 sinee it will be funded through
actuarial reserves in the trust fund, The additional benefit puyments to retirees are taxable and will result in
additional income and sales taxes being paid to the state,

3. State fiscat effect detall: For information shown under sta'e fiscal effect in 1A, please:
A. Revenues: £Explain the revenue amounts. Provide detail, when appropriate, lor each revenue type and
fund affected and any amounts included in the executive budget,

Revenues are the result of income and sales taxes being paid on the additional retirement benefits paid to
retired teachers,

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

NA

C. Appropriations: Explain the appropriation amounts.  Provide detall, when approptiate, of the effect on

(he biennial appropriation for each agency and fund affected and any amounts included in the executive
I budget. Indicate the refationship between the amounts shown for expenditures and appropriations.
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Name:

Fay Kopp

gency: ND Relirement & Investment Office.

Phone Number:

328-9895

Date Prepared: 12/19/2000

|
)
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10060.0208 Prepared by the Leglslative Council staff lor
Tile.0300 Hepresenta"lve Gra%de - Majority Report & 1 ) l {O,
February 14, 2001

HOUS® AMENDMENTS TO HB 110 HOUSE GVA 2/16
Page 1, line 9, after "lwQ" Inserl ”md_mmﬂ&'&dmﬁﬁ /16/01

Page 1, line 20, after "dollarg” Insert "and twenly-tive cents" and after "dollar” insert "and

Page 1, line 21, remove "In addition, an"

Page 1, remove lines 22 and 23

HOUSE AMENDMENTS TO HB 1102 HOUSE GVA 2/16/01
Page 2, remove lines 1 and 2

Renumber accordingly

10069.0205




10069,0206 Prepared by the Leglslative Council stalt for
Title. Representalive Grande
February 18, 2001

PRQPOSED AMENDMENTS TO HOUSE BILL NO. 1102

Page 2, line 2, replace " " with "1.¢ vidual who ls
Rler or under
- ty-live hundre @ percent
gﬁm Q ' fit with the |
menth thereafter beginning on Jul "
Renumber accordingly

Page No. 1 10069.0206




Dale: Q{gzb e W 200/

. Roll Cull Vote #; /

2001 HOUSE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. /4 //05.,

House GOVERNMENT AND YETERANS AFFAIRS Committee

Subcommittee on

or
Conference Committee

Legislative Council Amendment Number

Action Taken VA0t Lhe Aimendunt (v ’W_@,/Qﬁ&%) _
Motion Made By Seconded
i by Al

Representaiives | Yes chresentative s No

CHAIRMAN KLEIN REP KROEBER 1
VICE CHAIR GRANDE

REP BELL EW

REP BRUSEGAARD
REP CLARK

REP DEVLIN

REP HAAS

REP KASPER

REP KLEMIN

REP MEIER

REP WIKENHEISER
REP CLEARY v
REP HUNSKOR v

REP METCALF
Total  (Yes) /! No o

NNV N S YsIsR

rd

Absent

Floor Assignment

. If the vote is on an amendment, briefly indicate intent:




2001 HOUSE STANDING COMMITTEE ROLL CALL YOTES
BILL/RESOLUTION NO. /'/6 1109w

Date: _, ﬁ'gb [::Z ¥h , &QQ[

Roll Call Vote #: &

House GOVERNMENT AND VETERANS AFFAIRS

Subcommitteo on

__ Committee

or
Conference Committee

Legislative Council Amendment Mumber

Action Taken

Motion Made By

Representatives

o Prip Ao _duted,

Seconded
By

CHAIRMAN KLEIN

REP KROEBER

VICE CHAIR GRANDE

REP BELLEW

LN NN

REP BRUSEGAARD

}

REP CLARK

REP DEVLIN

NN

REP HAAS

—

REP KASPER

REP KLEMIN

REP MEIER

NN

REP WIKENHEISER

REP CLEARY

REP HUNSKOR

T T R .

| REP METCALF

Total (Yes) / /

Absent

Floor Assignment

If the vote is on an amendment, briefly indicate intent:




BREPORT OF STANDING COMMITTEE-DIVIDED (430) Module No: HR-29-3733

February 16, 2001 2:43 p.m, Carrler: Grande
Insert L.C: 10069.0208 Title: .0300

REPORT OF STANDING COMMITTEE (MAJORITY
HB 1102: Government and Veterans Affairs Committee (Reg. M. Kleln, Chairman) A
MAJORITY of your commitlee (Reps. M. Kleln, Grande, Bellew, Brusegaard, Clark,
Devlln, Haas, Kasper, Klemin, Meler, Wikenhelser) recommends AMENDMENTS A8

FOLLOWS and when so amended, recommends DO PASS.

Page 1, line 9, after "twg" Insert "and two hundredihs"

Page 1, line 20, after "dollars” insert "and twenty-five cents" and after "dollar" insert "and
iwenty-five cenis”

Page 1, line 21, remove "|n ad¢ilion, an”
Page 1, remove lines 22 and 23
Page 2, remove lings 1 and 2

Renumber accordingly

The reports of the maority and the minority were placed on the Seventh order of business on
the calendar for the succesding legislative day.

| (2) DESK, () COMM Page No. 1 HR-29.3739




10069.0207 Adopted by tha Government and Veterans Q/ )‘0/ 0/

Tite.0400 Affairs Commiitee - Minorlty Raeport
February 16, 2001

HOUSE ENDMENTS TO HB 1102 HOUSE GVA 2/16/01
Page 1, line 9, after "lwg" Insert "and fifleen hundredths”

Page 1, line 19, replace "lwQ" with "ihreg”
Pago 1, line go. after "dollars” insert "and fifty cenis" and atter "dollar” Insert "and seventy-five

Page 1, line 21, remove "[n addition, an”

Page 1, remove lines 22 and 23

HOUSE AMENDMENTS TO HB 1102 HOUSE GVA 2/16/01
Page 2, rernove lines 1 and 2

Renumber accordingly

Page No. 1 10069.0207




Date: | QQ,Q [['zwz

Roll Call Vote #: 3

2001 HOUSE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO.4/8 / /02,

Houss GOVERNMENT AND VETERANS AFFAIRS Commiltee

Subcommittece on
or
Conference Committee

Legislative Council Amendment Number

Action Taken @WMW@,@.:WM
Motion Made By Seconded
@Zzp& By Céed/uaz_

Reprosentatives Representatives
CHAIRMAN KLEIN _ | REP KROEBER
VICE CHAIR GRANDE
REP BELLEW
REP BRUSEGAARD
REP CLARK
REP DEVLIN
REP HAAS

(| REF KASPER
REP KLEMIN
REP MEIER
REP WIKENHEISER
REP CLEARY
REP HUNS¥.OR
REP METCAIF

Total (Yes) 5/

Absent - /

/—‘
Floor Assignment &)J)gp . %L&M
{ (

If the vote is on an amendment, briefly indicate intent:




REPORT OF S8TANDING COMMITTEE-DIVIDED (430) Module No: HR-29-3746

February 16, 2001 3:07 p.m. Carrler: Kroeber
Ingart LC: 10069.0207 Titlo: .0400

REPORT OF STANDING COMMITTEE (MINORITY)
HB 1102: Government and Veterans Affairs Commitiee (Rep. M. Klein, Chairman) A
MINORITY of your committee (Reps. Cleary, Hunskor, Metcalf, Kroeber) recommends
AMENDMENTS A8 FOLLOWS and when 8o amended, recommends DO PASS.

Page 1, line 9, after "twq" insert "and flfteen hundredihg"

Page 1, line 19, replace "two" with "three”

Page 1, line 20, afler "dollars" insert "and fifty cenis" and after "dollar" insert "and
geventy-flve cents”

Page 1, line 21, remove "[n addition, an”
Page 1, remove lines 22 and 23
Page 2, remove lines 1 and 2

Renumber accordingly

The reports of the majority and the minorlty were placed on the Seventh order of business on
the calendar for the succeeding legislative day,

{2) DESK, (2) COMM HR-28-3746




|

4 -al-0/

Date:

Roll Call Vote #; _ )

2001 HOUSE STANDING COMMITTEE ROLL CALL YOTES
BILL/RESOLUTION NO, K/é//a;b

House GOVERNMENT AND VETERANS AFFAIRS Committee

Subcommittee on

or
Conference Committee

Legislative Council Amendment Number

2
Action Taken A g L,gmau/z A )
Motion Made By ~ Seconded
/(Q—Luéu ) By cg&ué_)

Representatives No Representatives ‘ Yes | No
CHAIRMAN KLEIN REP KROEBER
VICE CHAIR GRANDE
REP BELLEW
REP BRUSEGAARD -
REP CLARK e
REP DEVLIN )

REP HAAS .
REP KASPER B
REP KLEMIN V7 (9.4
REP MEIER

REP WIKENHEISER

REP CLEARY “
REP HUNSKOR

REP METCALF _ N N S R

\é‘
i
&

Total  (Yes) _ No

Absent

Floor Assignment

If the vote is on an amendment, briefly indicate intent:




. PROPOSED AMENDMENTS TO HOUSE BILL NO. 1102

Pége 2, line 2, after the period insert the following:

"This annual benefit adjustment is conditioned on an
actuarial test performed annually by the Board's actuarial
congultant to determine the actuarial adeguacy of the
gtatutory contribution rate. If the actuarial valuation
shows that there was & shortfall between the actuarially
determined benchmark contribution rate and the statutory
rate, then the Board hasg the authority to reduce or suspend
the conditional annual benefit adjustments., The actuarial
adequacy test shall be deemed to have been failed if one or
more of the following are true: (1) the shortfall is
greater than 0.60% in any vyear; (2) the shortfall is
greater than 0.30% in any two consecutive years; or (3) a
shortfall mxists in three consecutive vyears, 'fhe Board
ghall report the results of the actuarial test annually to
the Employee Benefits Programs Committee.”

Renumber Accordingly




VL
10069,0208 Adopled by the Governmont and Veterans _ . /0,
o

Title.0500 Affalrs Committee
February 21, 2001

'

HHOUSE AMENDMENTS TO HB 1102 HOUSE GVA 2/21/01
Page 2, Iine 2i, after the underscored puriod Insert "This annual

| boneflt adjustment |s
mﬂmmﬁmmmum.n%ammwﬁmmm
atutory contribullon rate. The board shall

teport ti\e results of the aciuarlal test annually to the employee beneflts programs
commltiee, If the actuarlal valuation Indlcates a shortfall between the actuarially

determined benchmark contribution r I may r
suspend the conditional annual benefit adjustments, The actuarlal adequacy test falls |f

one orm

1. The shorlfall Is greater than six-tenths of one nercent In any year:
2. The shortfall Is greater than three-tenths @i one_rercent in any two
consecutive years; or

3. Ashortfall exists In three consecutlve years,"

Renumber accordingly

Page No. 1 10069.0208




Dute: A-3/-0/

Roll Call Vote #: &

2601 HOUSE STANDING COMMITTEE ROLL CALL YOTES

BILL/RESOLUTION NO, /%//QQ/

House GOVERNMENT AND YETERANS AFFAIRS Committee

Subcommittee on
or
Conference Committee

Legislative Council Amendment Number

Action Taken M Wie V%ZC_/QCZ/?ZZ/ZZ
Motion Made By : Seconded
A suilesr By k.
Representatives Yes { No Representatives

CHAIRMAN KLEIN ‘ REP KROEBER
VICE CHAIR GRANDE
REP BELLEW

REP BRUSEGAARD
REP CLARK ;
REP DEVLIN qs -
REP HAAS Y )
REP KASPER VA4
REP KLEMIN J/“ N

REP MEIER

REP WIKENHEISER
REP CLEARY

REP HUNSKOR
REP METCALF

Total (Yes)

Absent

Floor Assignment

If the vote is on an amendment, briefly indicate intent:




Date: A ) O /

Rol! Call Vote #: 3

2001 HOUSE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO, /78 )]0 -

House

GOVERNMENT AND YETERANS AFFAIRS

Subcommittee on

Commitlee

or

Conference Committee

Législative Council Amendment Number

_ Mo Fasn toedrandeol

Action Taken

Motion Made By .
Aewts

Seconded
By

Clak,

Representatives Yes Representatives
CHAIRMAN KLEIN 4 REP KROEBER
VICE CHAIR GRANDE vV
REP BELLEW v
REP BRUSEGAARD Vv,

REP CLARK v
REP DEVLIN V',
REP HAAS V.
REP KASPER Y
REP KLEMIN v
REP MEIER V',
REP WIKENHEISER V.
REP CLEARY v
REP HUNSKOR v
REP METCALF v
Total (Yes) / 5 No o)
Absent

Floor Assignment

| 74

If the vote is on an amendment, bniefly indicate intent:




REPORT OF STANDING COMMITTEE (410) Module No: HR-12-4238

February 21, 2001 2:31 p.m, Carrier: Grande
Insert LC: 10069,0208 Title: .0500

REPORT OF STANDING COMMITTEE
HB 1102: Government and Veterans Affalrs Commitiee (Rep. M. Klein, Chalrman)
recommends AMENDMENTS AS FOLLOWS and when 80 amended, recommends
DO PASS (16 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). HB 1102 was placed

on the Sixth order on the calundar.

Page 2, line 2, alter the underscored perlod insert "This_an nuﬁl,tze_n_em diustment Is
condltloned on an actuarial test parformed annually by the board's actuarial consultant
mmmmmeqwmun@mmwwmmmmmﬂu
_b.QD.QﬂlLQ[QﬂL&DJﬁ

reporl the resulls_of the_ actuarial test annually o the employee
g9, If the actuarlal valuation Indigates g shortfall between the actuarially

gommitt:

delermined benchmark coniribution rate and the stalutory rate, ihe board may raduce
or guspend the condltional annual benefit adjustments, The_aciuarial adequacy lest
fails If one or miore of the following are true;

The sherifall [s greatar than slx-tenths of ong percent i any year,

1.

2. Tho_shortfall is_greater than three-tenths of one percent In_any_ two
consecutlve years: or

3. Ashortiall exlsts In three consecutive years."

Renumber accordingly

{2) DESK, (3) COMM Page No. 1 HR-32.4238




2001 SENATE GOVERNMENT AND VETERANS AFFAIRS

. HB 1102




2001 SENATE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO, HB 1102

Senate Government and Veterans Affairs Commitiec

0 Conference Committee

Hearing Date March 9, 2001

Tape Numbetr Side A ' Side B Meter##
l X 32.0-End _
2 X 0.0-50.0
March 15, 2001 2 28.2-End ~
March 15, 2001 2 0.0-5.9
Committee Clerk Signature % o\mlg/u @(_ﬂ.&)

Minutes: Chalrman Krebsbach opéted the hearing on HB 1102 which relates to the

. computation of benefits under the teachers® fund for retirement; and to provide for application.
Fay Kopp, Deputy Exceutive Director, North Dakota Retirement and Investment Office,
appeared before the committee. A copy of her written testimony is attached. Senator 'T',
Mathern inquired wht specifically is the additional protection that was placed on by the house,
Ms. Kopp indicated the change that was made by the house, in the original version of the bill it
called for basically a guaranteed annual adjustment of .75%. The actuaries and all consultants
indicated that it probably would not be necessary for there to be any condition or provisional
mechanism, So, in the initial version of the bill that the board presented it did not include an
annual actuarial test to be conducted. The house in taking a look at it said no, we would like to
build in an additional feature that would serve as a safety net. They built in this conditional

provision so that each year an additional annual actuarial test needs to be conducted to be sure

. that the board can continue paying out that benefit. Representative Joe Kroeber, district 48




Page 2

Scnate Government and Veterans Affairs Committee
Bitl/Resolution Number HB 1102

Hearing Date March 9, 2001

appeared before the committec. A copy of his written testimony is attached. Questions were
offered by Senators Kilzer and Wardner. Barb Evanson, Trustee for the NDTFFR appeared
before the committee to present testimony in support of HB 1102, A copy of her written
testimony is attached. ‘Tom Toupa representing the North Dakota Retired ‘T'eachers Association
came before the committee offering testimony mostly in support of HB 1102 with a few alternate
suggestions, A copy of his written testimony is attached, Senator Wardner indicated that the
committee had previously discussed margins. You indicated to the committec that if percentages
were used it would use up all of the margins. Senator Wardner indicated he was thinking
something different. Senator Wardner was thinking for just the next two years, Senator
Wardner continued asking questions with responses being offered by Mr. Toupa. Scenator C.
Nelson indicated that looking at the breakdown on who is retired and then looking at the 2900
members you have in your organization. She indicated that this bill happened to be part of the
discussion in the Cass County Retired Teachers Association, She got that report real quick.
They don’t agree with you, and so she is asking, it looks like the split is 2200 to 2500 of older
retirees to younger retirees. If you are representing the older group she can sce why you want
that particular plan. If indeed the majority of your organization is the younger group they want
the other plan. Howard Snortland, Legislative Chairman for the Retired Teachers Association.
He indicated that his organization has supported all through the years the goal of getting the
muitiplicr to 2.0 even at the cost to retirces. Concern arose over the gap between lower pensions
and better pensions, They urged the adoption of & formula to help ease this problem, The
formula was adopted and things have gone well until this bill. We object to this because of the
cost being too great and the benefits too low. Max Laird, President NDEA and active member

of the TFI'R appeared before the committee. He indicated that with the information he has




Page 3

Schate Government and Veterans A ffairs Committee
Bill/Resolution Number HB 1102

Hearing Date March 9, 2001

provided the committee he and his organization feel that this bill is a good bill and he would
encourage a Do Pass on HB 1102, Dale Koppelman, retired teacher, appeared before the
comittee and indicated that he too supports HB 1102, Fay Kopp came forward once more to
respond to questions from Senator Kilzer and Senator Wardner. There was nothing further at
this time. Chairman Krebsbach closed the hearing on HB 1102, The committee adjourned for
the day. On March 15, 2001 the commiittee held a discussion of HB 1102, Chairman
Krebsbach indicated that she and Senator Wardner had some amendments drafted. The
amendments are to retain exactly what the bill has, The only change they are proposing to the
committee is that the .75 benefit be Hmited to the next two years, ‘The year of 2001 and the year
2002. Their idea for this is first ¢fall it has been a position taken that we do not continue on a
COL.A basis or in this case 1 CABA. It is an ongoing type of benefit and benefits such as this we
have always looked at in doing on a biennial basis, In addition to that there has been an awful lot
of discussion as to how the extra dollars in the fund should be allocated. Her feeling was that
this would give time for the TFFR board to really review but to do some good analysis, come
back to the employee benefits committee, and in that two year period rework the system if need
be. Maybe it will be a continuation of the practice that’s been in place now. Senator C, Nelson
indicated that she respectfully disagree with your amendments but you're not surprised at that.
She ninks the time has come and perhaps we all who have been involved with this process over
the last several years should have looked ahead and said okay when we get there what are we
going to do. We didn’t and we should have. We are here and she thinks that when you look at
what is happening out there in the rest of the real world that this CABA program, this would
have been something that could have been at least in the system. She indicated she liked it the

way it was when it was talked about last summer and she liked it the way it came in in the first
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place. She still likes it better that way. Senator T. Mathern wondered if this required any sort
of comment from the employee benefits committee. Chairman Krebsbach asked Fay Kopp
with the Retirement and Investment Office to take the podium.  Fay Kopp indicated that she
had visited with Senator Krebsbach and indicated she would provide the committee with some
information relative to this bill. She gave the members of the committee a hand out which she
explained. Senator T. Mathern inquired if the board was opposed to the amendment, Ms,
Kopp indicated that the board has not met so she could not relay any feelings regarding this,
Senator Wardner offered comments on the large margin left based on the amendments
proposed. Chairman Krebshach indicated that she liked Ms. Kopps comment about looking at
this as a delayed implementation because she does believe that in the interim as we look at this
possibly there is the possibility of going at 1. rather than at .75,  Discussion continued with
Senators Wardner, C, Nelson, T. Mathern, Chairman Krebsbach, and Senators Dever and
Kilzer participating (Tape 2, Side A, Meter #'s 41.9-56.7). Senator Kilzer moved the adoption
of the proposed emendments, seconded by Senator Dever. Roll Calt Vote indicated 4 Yeas, 2
Nays. The motion prevailed. A motion for Do Pass as amended was made by Senator Kilzer,
seconded by Senator T. Mrethern, Comments were offered by Senators Wardner,
Krebsbach, Senator T, Mathern and C. Nelson Tape 2, Side A, Meter #'s 59.3-End and Side

B, Meter #’s 0,0-4,9), Roll Call indicated 6 Yeas, 0 Nays, and 0 Absent or Not Voting. Senator

Kilzer will carry the bill,
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1102
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Renumber accordingly
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REPORT OF STANDING COMMITTEE (410) Module No: SR-46-5882

March 16, 2001 1:42 p.m. Carrier: Kilzer
insert LC: 10069.0503 Title: .0600

REPORT OF STANDING COMMITTEE
HB 1102, as engrossed: Government and Veterans Affairs Committee (Sen. Krebsbach,
Chairman) recommends AMENDMENTS AS FOLLOWS and when so amended,
recommends DO PASS (6 YEAS, 0 NAYS, 0ABSENT AND NOT VOTING).
Engrossed HB 1102 was placed on the Sixth order on the calendar.

Page 2, line 1, replace "first of each year" with "1, 2001. An individual who on June 30, 2002,
Is recelving monthly benefits from the fund on an account pald under this chapter or
under former chapter 15-39 is entitled to receive a_seventy-five hundredths _of one
percent increase of the individual's current monthly benefit with the increased benefit

payable each month thereafter beginning on July 1, 2002"

Page 2, line 7, replace "adjustments” with "adjustment”
Page 2, line 9, after the underscored semicolon insert "or"
Page 2, line 11, replace "; or" with an underscored period
Page 2, remove line 12

Renumbei accordingly
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REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
HOUSE BILL NO. 1102
ponsor: Board of Trustees
roposal: Increases the benefit multiplier from 1.88 to 2.00 percent; provides a postretirement benefit increase of
» ;‘,3' per month multiplied by a member's number of years of service credit plus $1 per month multiplied by the
I ;Inumber of years since the member's retirement; also provides for an automatic benefit increase of five-tenths of

g:,gkone percent of an individual's current monthly benefit, and the increased benefit would be payable each month
£ beginning on July 1 of each year of the ensuirng biennium and beyond.

“41The committee amended the proposal at the request of the board to increase the automatic increase from
sfive-tenths of one percent of an Individual's current monthly benefit to seventy-five hundredths of one percent of an
dividual’s current monthly benefit.

"Actuarial Analysis: The reported actuarial cost of the proposal is 4.83 percent of tolal covered compensation. The
freported actuarlal cost of the proposal, as amended, Is 5.89 percent of total covered compensation. Thus, if Bill
iNo. 69 Is enacted, the remaining margin in the Teachers' Fund for Retirement will be .39 percent (6.28 - 5.89 = .39),
1The actuarlal cost impact of the proposed changes are summarized in the following table:

Bill No. 69 as
Amanded,

Initial
Valuation

Ad Hoc Benefit
improvement
($2/Month x
Service, Plus
$1/Month Per
Yaar Retired)

2,00%
Multiplier

Comblination
of Ad Hoc
Benefit
improvement
and 2,00%
Multiplier

Bill No, 69 as
Drafted, With
Ad Hoe Benefit
Improvement,
2,00%
Multiplier and
0.6%
Automatic
Cost-of-Living
Increase

With Ad Hoe
Beneflt
Improvement,
2,00%
Multiplier,
and .76%
Automatic
Cost.of
Living
Increase

1. Normal cost

9.82%

9.82%

10.29%

10.29%

10.83%
$118.2

10-81 0/0
$148.9

2. Unfunded actuarial accrued $(20.8) $12.0 $28.4 $61.0
liabllity {(mlllions)

3. 20-year contribution rate 1.47% 2.42% 3.36% 4.30% 8.30% 7.26%

4, Margin 6.28% 5.33% 4.39% 3.45% 1.45% 0.19%

8. Expeocted employer conlribution $5.0 $82 $11.4 $14.8 $21.4 $25.0
{milllons)

6. Increase In expeoted employer 0.00% 0.85% 1.80% 2.83% 4.83% 5.80%
conitlbutlon (milllons)

7. Increase In expacted employer $3.2 $6.4 $90.8 $16.4 $20.0

contribution (mllllons)
8. Funded ratlo 101.6% 99.1% 97.9% 05.6% 81.7% 89.8%
1,7 3.8 8.9 16.6

9, Fundlng parlod (yesrs) 0.8

Committee Report: Favorable recommendation. This proposal would allow future changes without legislative
1 Involvement.,
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TESTIMONY ON HB 1102
GCVERNMENT AND VETERANS AFFAIRS COMMITTEE

Fay Kopp, Deputy Executive Director
ND Retirement and Investment Office
February 1, 2001

House Bill 1102 was submitted by the Teachers' Fund for Retirement (TFFR)
Board. This bill amends the benefit formula, and provides retiroment benefit
adjustments for retired teachers and beneficiaries.

SECTION 1. AMENDMENT. (Page 1, Line 9)

Increases the benefit multiplier from 1.88% to 2.00% for all future retirees.

One of the TFFR Board's primary goals Is to provide a replacement income
equal to 60 percent of the final average salary (FAS) of a career employee
who has 30 or more years of credited service. Increasing the benefit

multipller to 2.0% will meet that goal.

A 2.0% multiplier will make TFFR pension benefits more competitive with
other statewlde teacher plans in attracting and retaining teachers in ND,

Example: Estimated retirement benefit of a teacher who retires on July 1, 2001,
. With 30 years of service credit.

Annual Annual Monthly
Eormula . _Salary _Benefit Benefit $ Ine. % Inc.
1.88% $30,000 816,920 81,410
2.00% 18,000 1,600 890 6.4%
1.88% $45.000 $25,380 82,118
2.00% 27,000 2,250 $135 6.4%
1.88% $60,000 833,840 $2,820
2.00% 36,000 3,000 $180 6.4%

*Less applicable state and federal income taxes.




SECTION 2. NEW SECTION. (Page 1, Line 17)

Another goal of the TFFR Board is to provide both ad hoc and automatic
benefit adjustments for retired members and beneficiaries to provide income
protection and assist retirees in accessing affordable health insurance. This
goal reflects the growing concern by the TFFR Board over how the impact of
inflation, long life expectancies, and rising health care costs will affect a
teacher’s retirement plans and retirement income.

Undoubtedly, inflation will erode the value of retirees’' financial resources over
time. To offset this inflationary effect, many public sector plans across the
country provide post employmerit pension adjustments to retired workers. In
fact, according to the most recent survey (2000) put out by the National
Retired Teachers Assoclation (NRTA), approximately two-thirds of statewide
teacher plans across the nation provide some sort of automatic or guaranteed
benefit increase adjustments. Of the states, 32 have automatic retiree
adjustments and 11 have ad hoc retiree adjustments. The remainder uses
some other approach. States have adopted a wide range of approaches in
providing annual increases for retired educators. Some are pegged to the
Consumer Price Index. Others provide a specified percentage, while still
others are dependent on the investment gains of the retirement fund. Some
states that have an automatic retiree increase blend it with an ad hoc
adjustment or some other “catch up” provision to benefit individuals who have
been retired the longest and have suffered the greatest loss of purchasing

power,

Today, in order to be competitive with other states in attracting and retaining
teachers in ND and in order to provide assurance to current and future
retirees that thelr purchasing power will be protected, the TFFR Board Is
suggesting the Legislature consider a plan to begin building a Benefit
Protector., The Benefit Protector is an annual, fixed rate retiree Increase,
which would be paid in addition to the ad hoc retiree increase. This type of
guaranteed increase assures retirees that their benefits will be adjusted to
offset at least some portlon of the Impact of inflation, allowing for better
planning by retirees. They also allow the cost of the retiree Increase to be

prefunded.

The Benefit Protector Increase being proposed In HB1102 is an annual, fixed
rate adjustment equal to 0.76% of the retiree’s current monthly benefit. The
actuaries would calculate the cost of this guaranteed retires adjustment Into
the overall cost of the plan much like they have done with the Rule of 85 or
increases In the benefit multiplier. Unlike the Soclal Securlty annual COLA,
the proposed TFFR annual adjustment is not tied to changes Iin the Consumer
Price Index (CPI), The Board Is not proposing an unlimited COLA that could
pose risk in times of runaway Inflation.




¢ The Base Increase, or ad hoc increase being proposed, Is the same formula

, that was approved In 1999. The increase is calculated by taking two dollars

per manth multiplied by the member's number of years of service credit plus

one dollar per month multiplied by the number of years since the member's

retirement for all annuitants receiving a benefit on June 30, 2001. As in the

past, this type of benefit adjustment is designed to provide the greatest
benetit increase to career teachers who have been retired the longest.

o Example:
Member retired in 1991 with 30 years of service credit

Current benefit on 7/1/2000 - $1,000 per month

2001 retiree increase ($2 X 30 yrs + $1 X 10 yrs = $70)
+(.765% X $1,000 = $7.50) = $77.50 monthly increase
New Benefit on 7/1/2001 = $1,077.50

2002 retiree increase (.76% X 1,077.50) = $8.08 monthly increase
New Benefit on 7/1/2002 = $1,085.58

2003 (and future years). Possible ad hoc increase evety 2 years
and guaranteed 0.75% increase each year.

o The Board belleves that using a two-pronged apnroach wiil allow older
retirees with low benefits to continue bullding their retirement benefit with the
base Increase component. It will also allow all retirees — both current and
future — to begin protecting their purchasing power through the 0.75% Benefit
Protector component. Over time, if actuarial margins build, the Board could
return to the Legislature to request an increase to the guaranteed Benefit
Protector percentage. It may not amount to much now, but in the future, the
Benefit Protector percentage could help combat the increasing costs of health

Insurance and other consumer needs.

o Currently, TFFR pays out $4.8 million per month to TFFR annuitants, or
nearly $58 million each year. The proposed benefit increase would Increase
the amount being pald each month to about $5.2 milllon per month, or $62.4
million each year. A retired teacher's average monthly benefit would increase
from about $997 per month to $1,075 per month, an increase of $78 per

month or 7.8%.

See Attachment A - Proposed Benéfit Increase by County

o Of the $68 million being pald each year, over 82% or $49 million ls sent to
North Dakota addresses. The retiree benafit increase being proposed would
Increase the amount sent to retirees living in ND by $3.7 milllon. Because
retirtement benefit payments to retirees are taxable, this proposal will result In
additional Income and sales taxes being paid to the state's general fund

. totaling approximately $160,672 per year or $301,344 per biennium.

See Attachment B - Economic Impact




FUNDING THE BENEFIT IMPROVEMENTS

According to Waltson Wyatt, TFFR's actuarlal consultant, the current actuarial
margin avallable for plan Improvements ls 6.28%. The TFFR Board proposes
that the cost of HB 1102 be pald from the actuarlal margin. Wateon Wyatt
hae analyzed this bill and calculated the cost to be 8.88% of total covered
compensation, Passage of this bill would still leave 0.39% of margin unspent.
No General Fund monles, nor additional retirement contributions, are neeclad
to fund this benefit iImprovement package.

Why use the actuarlal margin to fund this bill? The TFFR Board belicv:~ that
Increases in the multiplier should be made out of existing margins, so that an
Increase In the employer contribution rate would not be required. Further,
when there has neen sufficient margin to support a multiplier increase, the
board has also supported granting a benefit adjustment for existing retirees.
This year, because the margin Is sufficlent to pay for both of these benefit
Improvements, the Board has expanded Its goal to Include protecting the
purchasing power of TFFR benefits for both current and tuture retirees.

At first glance, there may be some concern that the Fund will not be able to
afford a guaranteed 0.76% retiree benefit adjustment in the future, According
to Watson Wyatt, using the actuarial margin to fund the blll is a conservative
and prudent approach, especlally glven the fact that the margln is determined
by comparing the current 7.76% employer contribution rate with the

contrlbution required to pay the plan's normal cost and to amortize the
unfunded actuarial accrued liability over 20 years in level payments. Many
systems have used either longer amottization periods, or amortization
payments that are scheduled to Increase each year with payroll, or both.

Another important point to consider is the fact that a commitment to an
automatic fixed-rate retiree benefit adjustment is really no different from
earlier legislative commitments to a higher multiplier or to the Rule of 85. In
each of these benefit enhancements, the costs were prefunded. The cost for
the provisions outlined in HB 1102 would also be prefunded. That is, the
value of the multiplier increase and guaranteed retiree increase will be
reflected in TFFR's normal cost and actuarial accrued liability. Since TFFR Is
funded by fixed member and employer contribution rates of 7.75%, the
practical effect Is that there will be less margin available in future years than if
retiree increases were only granted on an ad hoc basls. The automatic
retiree increase can be viewed as using a portion of the margin to provide
small increases for current and future retirees for all future years, rather than
providing a larger one-time Increase for current retirees only, The added
feature of a guaranteed retiree adjustment creates no more extra risk for
TFFR's long term health than does a multiplier increase, for example. A
specifled percentage formula permits a rellable calculation of plan costs by

the Fund's actuary.,




In addition, this approach allows the cost of the blll to be spread among
current and future generations of teachers who will aiso benefit from such a
benefit adjustment. This concept ie known as intergenerational equity. And
Just like several generatlons of citizens might share the costs of flnancing a
gohool bullding, for example, It Is @ common and prudent practice to spread
the financing of a pension trust over several generations, Similar to a school
building, a benefit enhancement has a very long useful life, serves many
generatlons, Is very expensive, and uses long-term financing to pay for It,

Also conslder that TFFR uses a conservallve actuarial approach called
*smoothing” to phase In differences between actual and expected Investment
earnings which provides a cushlon against fulure downtums In the market.
Because year-to-year retums can fluctuate dramatically, the actuary
recognizes only 20% of each year's return differentlal over a five-year perlod
thereby averaging annual retums over a longer period of time. This
commonly used and effective actuarial approach allows TFFR to maintain
consistency and adequacy of returns.

TFFR's diversified Investment policy continues to be highly effective. The
Board Is mindful, nevertheless, that TFFR operates In a dynamlc economic
environment, The challenges of Investing TFFR funds strategically to achleve
above average returns balanced with controlled risk in an increasingly
complex and competitive global economy are greater than ever. The Board
strives to minimize the Impact of these external influences by diversifying
among a broad range of asset clasnes and by employing portfollo managers
with recognized expertise in managing each of these asset classes, Because
the Board maintains sound discipline and prudent investment management

practices, TFFR remains solid, year after year,

See Attachment C - Actuarlal Summary
Attachment D — Asset Allocation
Attachment E -- Investment Performance and Smoothing Approach




SUMMARY,

As the competition for teachers accelerates, the TFFR Board belleves It le
Important to include retirement plan features comparable to those found In
other states: a 2.0% multiplier, a base retiree Increase, and a modest fixed-
rate annual retiree adjustment, all funded through TFFR's actuarial margin,

HB 1102 does not create any extra risk for TFFR's long-term health. Using
the actuarial margin to fund HB 1102 Is based on acluarlally and financially
gound principles that are conservative and prudent. This approach has been
effectively used to fund legislative improvements in the past. All of the
provisions in the bill provide for a specified fixed benefit adjustment, and

therefore permit a reliable prediction of plan costs by the actuary.

HB 1102;

> Allows ND to be more compstitive with other state retlrement systems in
attracting and retaining teachers.

Begins to address current and future retiree concerns over the Impact of
inflation, long life expectancles, and rising health care costs.

Utilizes a very conservative and prudent approach by using the actuarlal
margin to prefund the cost of bill, -

Uses a smocthing approach to phase In differences between actual and
expected Investment earnings which provides a cushion against future
downturns in the market.

Recognizes the long-term nature of financing a retirement plan and the
concept of intergenerational equity.

Provides economic impact to ND communities and revenues to state
general fund.

HB 1102 was studied by the Legislative Employee Benefits Programs
Committee and received a favorable recommendation from that Committee.
The TFFR Board encourages the Government and Veterans Affairs
Committes to give the bill a DO PASS recommendation.,

A retirement plan including the features contained in this bill will allow
the best teachers in the country — ND teachers —~ to retire with dignity.




ATTACHMENT A

: PROPOSED TFFR RETIREE INCREASE - 2001
AVERAGE MONTHLY BENEFIT

Ayeinge
TolalNew  Aversge  Banefll  Avalage
County Count wm%mm-,mwmw

Adams 16 16,014 1,067 18,191 1,137 80 7.6%
Barnes 124 114,063 920 123,742 008 78 8.8%
Benson 31 26,494 856 29,009 036 81 2.68%
Billings 3 3226 1,076 3,403 1,164 20 B8.L%
Botiingau 70 68,176 231 70,661 1,008 77 8.3%
Bowman 30 20,117 7 31,350 1,046 74 7.7%
Burke 13 13,362 1,028 14,205 1,100 72 7.0%
Burleigh 483 549,917 1,130 666,677 1,216 77 6.7%
Cass 601 600,308 1,108 640,746 1,279 81 6.7%
Cavalinr 41 40,362 084 43,621 1,004 80 8.1%
Dickey 62 43,887 844 47,637 0916 72 8.6%
Divide 17 16,364 0904 16,703 083 70 8.7%
Dunn 26 26,126 1,006 27,021 1,081 76 7.6%
Eddy 27 22,050 817 23,993 889 TS 8.8%
Emmons 27 18,740 731 21,814 808 77 10.6%
Foster 25 24,878 985 20,847 1,074 70 7.9%
Golden Valley 1§ 9,412 827 10,620 701 74 11.8%
Grand Forks 363 440,002 1,216 470,712 1,207 82 8.7%
Grant 21 16,613 730 17,166 817 79 10.7%
Gvig 24 20,722 740 22,014 818 78 10.8%

Heltinger 21 27,167 1,283 208,864 1,374 81 8.3%
Kldder 17 15,310 901 16,669 980 79 8.8%
LaMoure 61 43,060 862 48,070 043 80 9.3%
Logﬁn 19 16,680 820 16,085 894 74 9.0%
McHen b4 42,338 784 46,423 860 76 B.7%
Mointos 27 34,800 1,202 a7,u59 1,873 80 6.2%
McKenzle 32 20,001 908 31,617 986 79 8.7%
Mol.aan &4 80,782 962 87,466 1,041 80 8.3%
Meroer 41 40,392 985 43,283 1,066 70 7.2%
Morton 139 169,847 1,220 181,061 1,303 82 6.7%
Mountrall 39 32663 836 35,480 810 76 9.0%
Nelson 46 42,486 024 46,843 097 73 7.8%
Ollver g 10,766 1,186 14,482 1,276 81 6.8%
Pembina 61 44,770 878 48,4568 280 72 8.2%
Pierce 38 41,303 1,160 44,287 1,230 80 7.0%
Ramsey i 104,398 941 112,768 1,016 76 8.0%
Ransom 36 32,644 907 35,385 983 78 8.4%
Renvllie 20 16,464 773 17,0687 853 80 10.4%
Richland 93 76,302 821 83,640 898 77 0.4%
Rolelte 45 40 146 802 43,299 962 70 7.9%
Sargent 33 29.312 888 a1,827 964 76 8.6%
Sherldan 16 11,142 743 12,362 823 81 10.9%
Sioux 3 2,094 698 2,238 746 47 6.8%
Slope 6 3,707 741 4,059 812 70 9.6%
Stark 131 143482 1,095 164,173 1,177 82 7.6%
Stesle 13 0,490 731 10,406 807 77 10.6%
Stutsman 143 140,009 979 161,160 1,067 78 8.0%
Towner 21 16,0564 764 17,738 845 80 1N.6%
Treill 74 72,0082 974 78,070 1,088 81 8.3%
Walsh 86 83,923 976 80,412 1,061 76 7.7%
Ward 334 341,131 1,021 367,234 1,100 78 7.7%
Wells 46 40,691 886 44,314 963 79 8.9%
Willlame 130 147469 1,134 167,293 1,210 76 6.7%
ND Monthly Total 3,917 4,077,301 1,041 4,383,648 1,118 78 7.5%
Out of State 923 749998 _ 813 _ 817,884 886 _ 74 8.1%
Grand Total 4,840 4,827,298 997 5,201,632 1,076 77 7.8%




ATTACHMENT B

Economic Impact of the TFFR

North Dakota-based retirees contribute
a lot of income to their communities

Current TFFR Income to Retirees Living in ND

$120,000,000 g e
$100,000,000 -JEAESTVEETERRA} : '
$80,000,000 NN
$60,000,000 R
$40,000,000 -FEENNNNES
$20,000,000 -JEEARESERENIEN

$0 R ek

Month Year Biennium

Benefit increases infuse more money into the local economy

Proposed Benefit
Increase to ND Retirees
Monthly $306,347
Annual $3,676,164
Blennium | $7,352,328

Total economic impact to local communities would be measurably greater
r“

Proposed TFFR Income to Retirees Living in ND

$120,000,000

$100,000,000
$80,000,000
$60,000,000 -
$40,000,000
$20,000,000

$0 ,
Year Biennium




North Dakota General Fund benefits two waysl

Income Tax Revenue

~ Income Tax Revenue Recelved From TFFR Retirees
Current Potential Potentlial
Total Revenue New Revenue Total Revenue
Year $1,027476 |  $77,172 ~ $1,104,648
Biennium $2,054,952 $154,344 - $2,209,296

Sales Tax Revenue

Sales Tax Revenue Received from TFFR Retirees )
Current Potential Potentiail
Total Revenue New Revenue Total Revenue
Year $978552 | $73500| 1,052,052
Biennium $1,957,104 ~ $147,000 - $2,104,104

Income and Sales Taxes Add Up!

New Revenue

Year

Biennium

$301,344

$150,672 |

Total Proposed Revenues to
General Fund

Total Revenue

$2 156 700
$4, 313 400

ﬁ




ATTACHMENT C

North Dakota Teachers' Fund for Retiremant
Actuarial Valuation ~ July 1, 2000

Executive Summary

Membership
¢ Number of

- Active Members
« Retirees and Beneflciaries
- Inactive, Vested
- Inactive, Nonvested
- Total
Payroll

10,025
4,327
1,130

209

10,046
4,568
1,069

250

16,19t
$323.0 million

15,933
$314.6 million

Statutory contribution rate
*  Bmployer
*  Member

7.75%
1.75%

1.75%
1.75%

Market value

Actuearial value

Return on market value
Return on actuarial value
Employer contributions
Bxternal cash flow %

$1,405.2 million
1,308.5 million
11.6%

13.3%

$25.5 million
(0.3%)

$1,262.6 million
1,053.1 million
11.5%

13.5%

$24.3 million
(0.1%)

Actuarial Information

*  Normal cost %

»  Unfunded actuarial accrued
liability (UAAL)
Funded ratio
Funding period

9.82%

(820.6) million
101.6%
0 years

9.82%

$135.3 million
88.6%
10.5 years

Benchmark Contribution
e 20-year funding rate
¢  Margin

1.47%
6.28%

6.09%
1.66%

Gains/(Losses)

Asset experience

Liability experience

Benefit changes
Assumption/method changes
Total

$55.6 million
(6.9) million
N/A

96.1 million

$144.8 million

$50.7 million
(12.9) million
(80.6) million

N/A

$(42.8) million
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TESTIMONY ON 1102

FEBRUARY 1, 2001

Mr. Chairman and members nf the committee, my name is Tom Tupa and | am here representing
the ND Retired Teachers Association. ND RTA is an organization of almost 2900 retired
teachers -- most living in communities scattered throughout ND. We are here supporting HB

1102 with o minor exception which | will mention a bit later,

We like the multiplier going from 1.88 to 2.00% for all future retirees. The 2.0 multiplier has

been a long term goal of the TFFR board and we strongly support that provision of the bill.

We also like, and strongly support, the ad hoc retiree adjustment of $2 for every year a retiree
spent teaching plus the $1 adjustment for every year since retirernent. This will give a nice
adjustment 1o retirees who have spent many years dedicating their careers to-teaching ND
students, We can’t thank them enough. Teachers who taught 30 years and have been retired for

10, would receive, under this formula, a $70 dollar per month adjustment.

Mr. Chairman and members of the committee, the one part of the bill where we have a slight
disagreement, is the automatic percentage adjustment of ,75% starting on line 23. The RTA has
always asked for adjustments but, the request has never been in the form of an automatic COLA.
Qur organization has supported ad hoc adjustments based on fund performance and available
margins, Over the past 20 years there have been a number of different formulas to adjust the
retirement annuity, But they generally reflected the fund performance and margin. In fact in
some years (1995), the retir¢es went without an adjustment because of insufficient margins.

(See attach #1 for history of retiree adjustments.) Our members accepted that with the idea of

making up the loss when margins improved.

There are almost 5000 retired teachers in ND, The median retired teacher benefit (where half

the number is above the line and half below the line) is about $800. In other words, almost 2500




retirees get less than $800 per month or $9600 per year. And, some of the early retirees were not
even covered by social security, leaving them with only their teacher retirement as income, A
75% adjustment doesn’t do much for th ese retirees but, an increase in the 2 + 1 formula could
be more beneficial, Of all the retirees, about 4000 of them fall below $1500 per month in

retirement. Attachment #2 shows the breakdown of retirees and the levels of benefits.

] want it to be very clear, Mr. Chairman and members of the committee, that the RTA agrees
with using the nioney set aside for the . 75% COLA. However, we would like to see the money
in the form of an added amount to the 2 + 1 formula or, better yet, given to a prefunded health
care plan for retired and future retired teachers. We have fought (unsuccessfully, I might add)
for a plan like this for many years. Could we give a dollar or two a month credit for each year of
service to a prefunded health plan? Or, could we go from the 2+ | to a 3 + 2 formula which

would also help pay the cost of health insurance?

Committee members, the money has been calculated into the bill and we think it should be used,
but not necessarily as an automatic percentage increase. At its recent convention in Fargo, the
ND RTA passed a resolution supporting the 2% multiplier, the ad hoc 2 + 1 formula, and a

monthly credit toward health insurance premiums,

From our perspective, if the money from the .75 % COLA could be applied to prefunded health
premiums, we would achieve a long time goal of our organization. In addition, it would assist,

greatly, those who have given so much to educating our ND children.

Mr. Chairman and members of the committee, we support HB 1102, but we could support it

more strongly with some modification.
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TESTIMONY ON HB 1102 ON BEHALF
OF THE NORTH DAKOTA COUNCIL OF
EDUCATIONAL LEADERS

Mr. Chalrman and members of the Committee, my name is Larry Klundt and |
am the Executive Director of the North Dakota Council of Educational Leaders
(NDCEL), The NDCEL is an umbrella association made up of superintendents,
elementary and secondary principals, county superintendents, vocational and special
education directors, activities and technology directors and school business officials.
We are here in support of HB 1102,

We believe that this bill {s good for North Dakota, as it will help school districts
attract and retain teachers, First, it will increase the formula multiplier to 2,0, which
has been the goal of the TFFR Board for several years. This should result in 60 % of
salary for teachers when they retire after 30 years or more of teaching. Second, this bill
will provide for a benefit adjustment for teachers during the years that they are retired.
Third, the bill provides for a dollar increase for those teachers who are already retired,
The really nice thing about these provisions is that they are all paid for by the margin of
the fund. School districts and teachers will not have to contribute any money to make
this work.,

As [ stated earlier, this is a recruitment and retention bill because it increases
benefits for those who are currently teachers and for those that we would like to recruit
into the profession in North Dakota. The NDCEL requests that you act favorably on

this bill and give it a Do Pass. Thank you for your hard work on behalf of the people of

North Dakota. I will be happy to answer any questions if I can.




Testimony on House Bill No. 1102
by Barbara Gibbons Evanson
Teachers' Fund for Retirement Board Trustee
Representing Active Teachers
Good morning Chairman Klein and members of the Government and Veterans
Affairs Committee. My name is Barbara Evanson, [ serve as a Trustee on the
Teachers' Fund for Retirement Board representing active teachers, I also serve on

the Benefits Services Committee for the TFFR Board. This ts my twenty-fourth year as a

North Dakota teacher and my sixth year as a Trustee. 1 am testifying in support of

HB1102.

o 'lhis bill celebrates the actuarial ability to provide future retirees with a benefit

multiplier of 2.00%.
o This bill begins to protect the purchasing power of present and

future retirees with the modest annual fixed rate 0.75% retiree benefit adjustment that
recognizes allocating benefits on the basis of salaries earned while permitting a reliabile
brediction of plan costs by the actuary. This tends to favor recent and future retirees.
o This bill provides an ad hoc retiree increase. The $2 multiplied by the member’s
years of service credit plus $1 multiplied by the number of years since the membet’s
retirement does favor the lower income levels who have been retired the longest.

The benefit adjustments in tl;is bill meet the strict ciriteria set before us using a
conservative and prudent approach in determining the actuarial margin. The bill

also addresses the needs of futm"e retirees, recent retirees and those who have been

retired for a number of years,




ND Retirement and Investment Office 1930 Bumt Booi Dive
(. Box
Bismarck, ND 58507-7100

Teachers' Fund for Retirement Telephone 701-328-9885

State Investment Board ND Toll Free 800-952-2970

Relay ND 800.366-6888

Steve Cochrane, CFx, Fay Kopp . Fax 701-328.9897
Executive Ditector Deputy Executive Director wwiw.state.nd.us/rio

)

February 7, 2001

Honorable Matthew Kilein, Chairman
Government and Veterans Affairs Committee
ND House of Representatives

600 East Boulevard

Bismarck, ND 58505

SUBJECT: HB 1102

Dear Representative Klein:

Enclosed is the additional information your Committee requested relating to HB 1102.
A number of questions came up during the public hearing that, due to time constraints,
were not answered in their entirety. Therefore, | am Iincluding some follow-up

comments and information as well.

1) The Committee requested cost information relating to various options for
using available actuarial margin for TFFR benefit improvements.

Watson Wyatt, the Fund's actuarial consultant, prepared Attachment A to compare
costs for alternative proposals. Additional detailed worksheets were also developad by

Watson Wyatt on each proposal and can be provided at your request.

¢ Option 1 - Current provisions in HB 1102
2.00% multiplier, $2/$1 retiree adhoc increase,
0.75% automatic retiree adjustment (both current and future retirees)

¢ Option 2 - Convert retiree share of margin to adhoc $ increase
(2a) 2.156% multiplier, $3.50/$1.75 retiree adhoc Increase
(2b) 2.00% multiplier, $3.50/$1.75 retiree adhoc Increase,
0.75% automatic retiree adjustment (future retlrees only)

o Option 3 - Convert retiree share of margin to prefunded retiree heaith program
(8a) 2.15% multiplier, $2/$1 retiree adhoc increase, $2 prefunded retiree hoalth
(current retirees only)
(8b) 2.00% multiplier, $2/81 retiree adhoc increase, 0.75% automatic retiree
adjustment (future retirees only), $2 prefunded retiree health (current retirees)




Also, as you requested, Attachment B shows a 10-year summary of actuarial
information based on TFFR Annual Valuation Reports (Executive Summary) conducted

by Watson Wyatt,

2) How is the actuarial margin divided?

It has been a longstanding TFFR Board policy that the division of the benefit
improvements (as measutsd by margin available) is approximately proportional to the
number of members in each group. For example (as of the 7/1/2000 valuation), there
were 4,827 retired members and beneficiaries, 10,025 active members, and 1,13v
vested inactive members, for a total of 15,982 members.

4,827 / 15,982 = 30% retired members share
11,155/ 16,982 = 70% nonretired members share

3) What is a comfortable amount of margin that should be left after granting a
benefit improvement?

The TFFR Board is very comfortable leaving 0.39% margin. This is astually more than
has been left in the past five legislative sessinns after a benefit improvament has been
granted. Attachment C illustrates the amount of margin avallable based on the annual
actuarial valuation (expressed as a % of payroll), amount of margin the proposed
legislation was expected to use, and margin remaining after the legislation was

approved.

4) What assurance is there that the Fund can afford a guaranteed annual retiree
increase in the future?

According to the Fund's actuarial consultants, TFFR starts out as a well tunded and
financially sound plan well able to withstand anticipated ups and downs in tha financlal
markets. The fund is well diversifled in its asset allocation, employs managers with
high expertise In managing thelr asset classes, and uses consetvative investment
accounting practices. The fund uses “smoothed” retums, which averages highs and
lows and provides a cushion against future downtums in the market.

A comprehensive study of legisletive proposals affecting retirement programs by the
Legislative Council's Employee Beneflts Programs Committee provides another
measure of assurance that the proposal is financlally sound. As part of Its study, each
year the Fund's actuary preser:s the annual valuation of TFFR to the Committee. This
year, Watson Wyatt attended an additional Committee meeting to provide the cost

analysis and discuss proposed legislation,

As evidenced by the eactuarial analysis and the Committee's favorable
recommendation, the fund is in excellent finariclal condition for developina an automatic
annual retiree Increase. However, including an additional “safety" provision Is certainly
an option the Legislature could consider. Granting an automatic annual retiree beneflt




improvement could be conditioned upon a specified actuarial test. Since the legisiative
oversight committee and the TFFR Board regularly review and monitor the actuarial
status of TFFR, the Board could suspend future benefit improvements it actuarial tests

indicate the need.
5) What are current TFFR retirement plan contribution rates?

Employee Emplayer

ND TFFR 7.75% 7.75%
National average 6.81% 9.63% (2000 PPCC Survey)

As you can see, ND teachers pay a higher than average contribution rate, and school
districts pay a lower than average rate.

6) Have teachers ever been polled about the possibility of paying a higher
retirement contribution rate?

Prior to the 1997 legislative session, teachers and employers were informally surveyed
by their respective member organizations (NDEA, NDCEL, NDSBA) about increasing
contribution rates. At that time, members and school boards already recognized the
need to make NDTFFR more competitive with other states, and overwhelmingly
supported a contribution rate increase. Consequently, in 1997, the statutory employee
and employer contribution rate increased from 6.756% to 7.76%. This increase infused
additional funds into the retirement system to more quickly meet Board goals and make

the retirement plan more competitive.

7) Should the retiree increase be based on a fixed amount instead of a fixed
percentage?

Undoubtedly, the TFFR retired membership Is a very diverse group. Retirees' benefits
vary consliderably depending upon the teachers' age, service credit, salary, retirement
formula and benefit option selected at retirement,

As evidenced by the retiree benefit improvements proposed by the TFFR Board and
granted by the Legislature in the past 20 years, the Board has always been very
sensitive to the needs of teachers who have been retired the longest. There is no
doubt that that this group historically has suffered the greatest purchasing power
losses. However, recent and future retirees are also entitled to a falr share of benefit
protection from the Impact of inflation, especially since they have paid in a higher than
average contribution rate to fund their retirement plan.

Because there Is additional margin available this year, in addition to the ad hoc $2/$1
fixed amount retirae increase, HB 1102 also Includes a 0.75% fixed rate annual
Increase for both current and future retirees, The Board belleves that the combinad
approach provided for in HB 1102 best serves the needs of BOTH current and future

rotirees.




A fixed percentage is a very common standard for granting salary adjustments for
active employees and pension adjustments for retired employees. Most public pension
plans around the country use a percentage factor (including NDPERS). In fact,
according to the most recent National Retired Teachers Association (NRTA) survey,
only one other state besides North Dakota uses a fixed dollar amount formula only. All
other states use a percentage factor, with some of those states using a percentage
approach in combination with a fixed dollar approach.

The TFFR Board believes the fixed dollar amount is a good approach. The Board also
believes the fixed percentage is a good approach, Both methods can and should be
used together to effectively provide for the retirement needs of all ND teachers.

8) If a TFFR retiree health insurance credit program was developed (similar to
NDPERS), how would a retiree who selects a health insurance provider other

than NDPERS be affected?

The retiree health care credit program proposal considered in past legislative sessions
provides a supplement to assist TFFR retirees in making premium payments under the
NDPERS plan. Only TFFR retirees participating in the NDPERS program would
receive the credit. Retirees whose health insurance is provided from any other source
would not receive the credit. Because teachers are not normally members of the
NDPERS health insurance program, imposing a requirement that retirees elect this
insurance may result in many members losing the credit because they prefer to remain

with their current provider.

It is estimated that less than 1,000 active teachers are covered under the NDPERS
group insurance plan. According to TFFR records, only about 550 retirees are enrolied
in the NDPERS health insurance plan, Also, a survey conducted by the TFFR Board In
1998 revealed that approximately 50% of the retirees who responded were not sure If
they would leave their current Insurance carrier to join the state plan, even with a
retiree health credit program. About 16% sald they would participate in the proposal,

and 30% said they wouid not.

Because all active and retired members would not benefit from such a retiree health
credit proposal, the TFFR Board supports using the actuarial margin to fund the
multiplier increase as well as adhoc and automatic benefit increases to provide income
protection and assist ALL. retirees in accessing affordable health Insurance.

9) Why did the state transfer $14.6 million dollars to TFFR?

According to TFFR records and the legislative history surrounding the transfer made by
the 1977 Legislative Assembly, the reason for the transfer was because of the
Increasing unfunded llability and decreasing solvency of the fund. That condition was
brought about by a series of benefit increases that were given to retiress without
funding the cost. Benefit increases rasult in Increased cost to a retirement plan. If the
tiging costs are not funded by increasing contribution rates, approptiation of general




fund doillars, or paid from actuarial margins created by positive plan growth, then the
unfunded liability increases. This is what happened to TFFR between 1965 and 1975.
Legislative committee minutes show that committee members rejected the
recommendations of the Fund valuation reports and accepted information from
constituents who assumed the Fund could tolerate benefit increases without

jeopardizing its solvency.

That is not the case with HB 1102, or any benetit increases that have been approved
by the Legislature since 1977. Costs for benefit adjustments in the past 20+ years
have been funded by contribution rate increases and/or actuarial margins in much the

same way as HB 1102 is structured.

A legislative oversight committee was also established in 1976-77 to ensure that
difficulties experienced in eatlier legislative sessions resulting from inadequate prior
study of the actuarial impact of proposed legislative changes in the retirement
programs would not re-occur. As you know, this committee reviewed HB 1102 and

gave the bill a unanimous favorable recommendation.

Summary

As you can see, the TFFR Board's goals and legislative proposals reflect long term
improvements to fundamental retirement plan benefits in order to be competitive, rather
than short term improvements to provide additional benefits to any specific active or

retired group within the retirement plan membership.

Again, thank you for the opportunity to provide your Committee with this information. If
you have any questions, or would like me to be available to work with the Committee

on proposals relating to TFFR, please contact me at 328-9895.

By B

Fay Kopp, CRA
Deputy Executive Director
and Reliroment Officer

¢: TFFR Board

Attachments A - Watson Wyatt Cost Impact of HB 1102 Altematives
B - Watson Wyatt Actuarlal Valuation Reports - 10 yr. summary
C - History of Margin Used on Legislative Proposals — 10 yr. summary
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ATTACHMENT C

NORTH DAKOTA TEACHERS’ FUND FOR RETIREMENT
TFFR Margin History

10 year Summary

FISCAL YEAR VALUATION (1) CHANGE (2) AFTER (3)

1991-92
992153

T Y R
L1 ‘.;1\!*&%75‘(&‘&;.\): O AN

NOTES:

(h Valuation ~ is the margin as of the date of the annual valuation which is as of July I of each yeor
(le. 1991.92 would be July 1, 1991),

(2) Change - is the estimated actuarinl cost of legistative changes considered during that session,

3) After - is the projected remotning margin after proposed legislative changes,

(4) Employee and employer contribution rates increased 1% from 6.75% to 7.75% each.

(8) Proposed legisiation to Increase the multiplier and provide a retiree benefit increase (HB1102).




ND Retirement and Investment Office

Teachers’ Fund for Retirement
State Investment Board

Steve Cochrane, CFA Fay Kopp .
Executive Director Deputy Executive Director

1930 Burnt Boal Drive

P.O. Box 7100

Hismarck, ND 58507-7100
Telephone 701.328.9885
ND Toll Free 800-952-2970
Reley ND 800.366.6888
Fax 701.328-98497
www,state.nd.us/rio

February 8, 2001

Honorable Matthew Kilein, Chairman
Government and Veterans Affairs Committee
ND House of Representatives

600 East Boulevard

Bismarck, ND 58505

SUBJECT: TFFR BOARD CONSIDERATION OF
ALTERNATIVE PROPOSALS FOR HB 1102

Dear Representative Klein:

The TFFR Board met this moming to review the actuarial cost analysis of alternative
proposals to HB 1102 which your Commiittee requested at the hearing on February 1. The
Board continues to believe that the provisions outlined in HB 1102 best serve the needs of
both current and future retirees. However, since your Committee Is considering other

alternatives, the Board asked that additional Information be shared with you,

To assist the TFFR Board in analyzing the Impact HB 1102 would have on current retirees,
the enclosed information was developed. Attachment 1 Is an Analysis of Retiree Benefit
Incteases granted in the past. Attachment 2 Includes an Analysis of HB 1102 - Proposed
Options 1 and 2. After review, the Board indicated that should HB 1102 not be approved In
its ourrent form, they would prefer to include the benefit improvements provided for in Option
2a from the Watson Wyatt analysis (Attachment A from Feb. 7 letter). That option provides
for a 2,16% multiplier for nonretired members and $3.60/$1.75 adhoc adjustment for retired
members Representatives from groups repiesenting both active and retired teachers also

indicated they could support the provisions in Option 2a.

| would be happy to meet with your Committes to review this information. Please contact

me if | can be of any assistarice as you continiue your study of HB 1102,

Sincerely,
ey Kepp

Fay Kopp, CRA
Deputy Exacutive Director
and Retirement Officer

o TEFR Board

Attachment 1 — Analyslis of Retiree Beneflt increases
Attachment 2 — Analyslis of HB 1102 ~ Proposed Options 1 and 2




ATTACHMENT 1

Analysis of Retiree Benefit Increases

Option Group
Annuitants Disability Continued Total % | Annual %
it Group Data Annulants Annuitants| Grand Total [ Increase | Increase

Less than $400/Count of SSN 740 7 55 802
Average of Beginning Benefit 114 271 191 119
Average of Current Benetit 275 346 302 277

Average of Benefit Increase 161 75 108 168 133% 7.6%
$400 thru $799|Count of SSN 1,216 28 237 1,480
Average of Beginning Benefit 286 546 257 288
Average of Current Benefit 575 618 557 573

Average of Benefit Increase 287 72 312 285 99% 4.7%
$800 thru $1,199{Count of SSN 840 27 87 954
Average of Beginning Benefit 771 900 806 778
Average of Current Benefit 998 961 992 994

Average of Benefit Increase 225 61 193 216 28% 2.5%
$1,200 thru $1,599|Count of SSN 709 6 45 760
* Average of Beginning Benefit 1,227 1,291 1,114 1,222
Average of Current Benefit 1,389 1,325 1,368 1,387

Average of Benefit Increase 161 34 252 168 14% 1.7%
$1,600 thru $1,999|Count of SSN 397 9 408
Average of Beginning Benefit 1,668 1,628 1,654
, Average of Current Benefit 1,781 1,720 1,780

Average of Benefit Increase 117 192 126 8% 1.4%
$2,000 or more|Count of SSN 382 5 387
Average of Beginning Benaflt 2,384 2,355 2,383
Average of Current Benefit 2,474 2,478 2,487

Average of Benefit increase 91 122 104 4% 1.2%
ount of SSN 4,283 68 438 4,789
) Average of Beginning Benefit 821 724 496 791
Total Average of Cutrent Bonefit 1,023 789 740 094

Total Average of Benefit Increasa 202 85 244 203 26% 1.9%

22001




ATTACHMENT 2

Analysis of HB1102 - Proposed Options 1 and 2
impact ¢ Current TFFR Retirees

f Option Group
Annuitants  Disability Continued
'ﬁenaﬂt Group Data Annuitants _Annuitants { Grand Total
Less than $400{Count of SSN 740 7 58 802
Average of Current Benefit 275 346 302 277
Average of Years Retired 18 8 18 18
Average of Credit Years 14 6 20 14
Average of Age 77 58 66 76
$400 thru $799|Count of SSN 1,215 28 237 1,480
Average of Current Benefit 575 618 567 573
Average of Years Rotired 21 6 25 21
Average of Credit Years 26 12 30 27
Average of Age 82 54 77 81
$800 thru $1,199|Count of SSN 840 27 87 954
Average of Current Benefit 995 961 992 994
Average of Years Retired 11 4 12 1
Average of Credit Years N 19 32 31
Average of Age 73 55 67 72
$1,200 thru $1,599{Count of SSN 709 6 45 760
Average of Current Benefit 1,389 1,325 1,368 1,387
Average of Years Retired 8 3 12 8
Average of Credit Years a3 26 36 33
Average of Age 68 58 7 68
$1,600 thru $1,999{Count of SSN 397 9 406
Average of Current Benefit 1,781 1,720 1,780
Average of Years Retired 5 9 5
Average of Credit Years 34 37 34
Averagne of Age 64 68 64
$2,000 or more{Count of SSN 382 8 387
Average of Current Benefit 2,487 2,482 2,487
Average of Years Retired 4 6 4
Average of Credit Years 35 35 35
Average of Age 63 66 €3
Total Count of SSN 4,283 68 438 4,789
Total Average of Current Benafit 1,023 789 740 ! 994
Total Average of Years Retired 13 5 20 14
 Total Average of Credit Years 28 16 30 28
Total Average of Age 74 55 73 73

‘

2. 2001
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ii 110
ptions:

2 - Current Provisions - Option 1

Ad Hoc @ $2/$1 every 2 years
Auto % Adjustment - 0.75% 2001-2002, 1.25% 2003-2004, 1.75% 2005-2006, 2% 2007-2020

Margin available for future benefit improvements

Current Retiree

Benefit $994.00
Years of Service 28
Years Retired 14
Average Age 73
Count 4,789
Adhoc $ Retiree
Year Adjustment
2001 $70.00
2002 -
2003 72.00
2004 .
74,00
2006 -
2007 76.00
2008 .
2009 78.00
2010 -
2011 80.00
2012 .
2013 82.00
2014 .
2016 84.00
2016 -
2017 86.00
2018 .
2019 88.00
2020 -

Automatic % Retiree
Adjustment

$7.46

8.04
13.49
14.56
20.64
22,30
25,93
27.97
28.63
30.66
31.27
33.50
34.17
36.49
37.22
39.84
40.44
42.97
43.83
48.46

New
Benefit

$1,071.46

1,079.50
1,164.99
1,179.55
1,274.19
1,206.49
1,398.42
1,426.39
1,632.82
1,563.68
1,674.85
1,708.35
1,824,562
1,881.01
1,882,23
2,021.67
2,148.31
2,191.28
2,323.11
2,369.57

% Increase

7.79
0.76
7.92
1.25
8.02
1.75
7.86
2.00
7.47
2.00
7.12
2.00
6.80
2.00
6.51
2,00
8.25
2,00
6.02
2.00

Note: Estimated cate of 2008 when average retires benefit using combination auto % and adhoc adjustment will

surpass adhoo only Increases for current retirees.

)




New Proposal - Option 2

'ptions:

Adhoc increase $3.50/$1.75 in 2001 then $2/$1 every two years after
Automatic adjustment per year - none
Margin available for future plan improvements

Current Retiree

Benefit $994.00
Years of Service 28
Years Retired 14
Average Age 73
Count 4,789
Adhoc $ Retiree  Automatic % Retiree
Year Adjuctment Adjustment
2001 $122.50 -
2002 . .
2003 72.00 -
2004 - -
- 74.00 .
2006 - -
2007 76.00 -
2008 . .
2009 78,00 .
2010 - -
2011 80.00 -
2012 . .
2013 17 00 -
2014 -
2015 84.00 -
2016 - -
2017 86.00 .
2018 - .
2019 88.00 -
2020 - -

New
Benefit

$1,116.50

1,116.50
1,188.60
1,188.60
1,262.50
1,262.50
1,338.50
1,338.60
1,416.50
1,416.50
1,496,850
1,496.50

% Increase

12,32
0
6.45
0
6.23
0
6.02
0
5.83
0
5.65
0
5.48
0
5.32
0
5.17
0
5.03
0

Note: Estimated date of 2008 when average retiree bensflt using combination auto % and adhoc adjusiment will

surpass adhoo only Increasas for current retirees,




HB1102 - Current Provisions - Option 1

Assumptions:
Ad Hoo @ $2/$1 In 2001 only
Auto % Adjustment - .78% each year
No margin avallable for future plan Improvements

Current Retiree

Benefit $964.00
Years of Service 28
Years Retired 14
Average Age 73
Count 4,789
Automatic %
Adhoc $ Retiree Retiree New

Year Adjustment Adjustment Benefit % increase

2001 $70.00 $7.46 $1,071.46 7.79

2002 - 8.04 1,079.50 0.76

2003 - 8.10 1,087.60 0.75

‘ 2004 - 8.16 1,096.76 0.76

. 2005 : 8.22 1,103.98 0.75

2006 - 8.28 1,112.26 0.76

I - 8.34 1,120.60 0.76

2008 - 8.40 1,129.00 0.76

2009 - 8.47 1,137.47 0.76

2010 - 8.53 1,146.00 0.76

2011 - 8.60 1,164.60 0.75

2012 - 8.66 1,163.26 0.75

2013 - 8.72 1,171.98 0.75

2014 - 8.79 1,180.77 0.75

2015 - 8.86 1,189.63 0.75

2016 - 8.92 1,198,565 0.75

2017 - 8.99 1,207.54 0.75

2018 - 9.06 1,216.60 0.75

2019 - 9.12 1,226.72 0.75

2020 - 9.18 1,234.91 0.75

Note: Estimated date of 2007 when average retiree beneflt using auto % only will
surpass 2001 adhoc only increase for current retirees.

°
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New Proposal - Option 2

.Aoaumptlons:

Adhoc Increase $3.50/$1.76 in 2001 only
Automatic adjustment per year — none

No margin available for future plan Improvements

Current Retiree

Benefit $994.00
Years of Service 28
Yoars Retired 14

Average Age 73
Count 4,789

Adhoc $ Retirge
Year Adjustment

2001 $122.60
2002
2003

2008
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

] 3 % . t t ] | | § 1 ] | 3 ] L ] ] 1 |

Automatic %
Retiree
Adjustment

$0.00

New
Benefit

$1,116.60

1,116.50
1,116.50
1,116.50
1,116.50
1,116,860
1,116.50
1,116.50
1,116.50
1,116,850
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.650

Note: Estimated date of 2007 when average retiree benefit using auto % only will
surpass 2001 adhoc only increase for current retirees.

% Increase

12,32

COO00DO00O0DO000D0GCOO0O0O0CO0OOC




ND Retirement and Investment Office 1930 Bumt Boat Drsve

PO Hoa 7100
fBismarch, N1 $8807. 1100

Teachers' Fund for Retirement Telephone 701, 28-98K8
State Investment Board NI Toll Free 800.9$2.2970
Relay ND B00- 366 688K
Steve Cochrane, CFA Fay Kopp Fax 701.328.9897
Executive Director Deputy Executive Director ————— www.stute.nd.us/rio
MEMORANDUM
TO: REP. MATT KLEIN, CHAIRMAN

HOUSE GOVERNMENT AND VETERANS AFFAIRS COMMITTEE

FROM:  FAY KOPP WKW

DATE: FEBRUARY 18, 2001
RE: REP. KLEMIN'S REQUEST FOR ACTUARIAL COSTS ON ANOTHER
VERSION OF HB 1102

Durlng discussion at the February 8th GVA Commilttee meeting, Rep. Klemin requested
actuarlal cost Information on a proposal which would provide for a 2,.00% multipller and
the balance of the margin to be used In the form of an ad hoc retiree benefit adjustment
based on service credit and years retired. The requested cost analysls from Watson
Wyatt Is attached. The retiree ad hoo adjustment would amount to $9.00 per year of
service credit plus $4.50 per number of years retired.

Should the Committee decide to consider this proposal in the form of an amendment to
HB 1102, Watson Wyatt has indicated they would have addltional technical comments

and concerns which they would like to express.

If you have any questions, please contact me at 328-9895. Thank you.

Enclosure
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MEMORANDUM

TO: Rep. Matt Klein, Chairman
House Government and Veterans Affairs Committee

Representative Bette Grande, Vice Chairman
House Government and Veterans Affairs Committee

FROM: Fay Kopp, Deputy Executive Dlrector/% /ép/?
DATE: February 15, 2001

RE: Arizona State Retlrement System (ASRS)
Automatic Retiree Adjustment

Rep. Grande requested verification of certain survey Information from the
Natlonal Retired Teachers' Assoclation (NRTA) 2000 Survey. The NRTA
compllation of state teacher retirement systems and retiree Increases (automatic
or ad hoc) shows that the Arizona State Retirement System (ASRS) has an

automatic COLA.

RIO staff contacted LeRoy Gilbertson, ASRS Chisf Execuve Officer/Chief
Investment Officer, and confirmed thelr current approach to granting retiree
benefit Inoreases, He stated beginning July 1, 2000, ASRS provides a
permanent benefit increase to retirees each year. Prloi to that time, the
automatic retiree adjustment was referred to as a COLA, They now refer to the
automatic retiree adjustment as a permanent benefit increase (PBl) because It is
not tied to the CPI, therefore not a COLA, (That is why if you asked if ASRS has
a COLA, they may have responded that they do not?) For ASRS retirees, the
permanent benefit increase (PBI) is based on excess earnings over an 8 percent
earnings assumption. If there Is excess, retirees are granted a benefit increase
not to exceed 4 percent on average. This increase is pald each July 1 without

additional legislative approval.

| hope this clarifies Information you received from the NRTA survey. Please let
me know If you would like additional information.




February 15, 2001

Ms. Fay Kopp

Deprity Executive Director

Noi1h Dakota Retirement & Investment Office
P.O. Box 7100

Bismarck, ND 58507-7100

Dear Fay:

Subject: Concerns About Actuarial Issues and Terminology Arlsing out of our

Analyses Related to HB 1102

We are glad to have a chance to address the two issuies that you said arose recently.

Funding Period

On the exhibits we have sent as attachments . various letters, and in our actuarjal valuation
reports, we show the “Funding Period.” The Funding Period is the theoretical number of years
that will be required to reduce the unfunded actuarial accrued liability (UAAL) to zero, glven
certain assumptions and conditions. In making the calculation, we assume the following:

There will be no changes to the benefit structure in future years
Members and employeis will continue to contribute at the 7.75% rate
The number of members and member payroll will remain unchanged
The actuarial assumptions and methods will remain unchanged

Our actuarial assumptions are perfect; they exactly predict the future investment return,
salary increase, retirements, deaths, etc.

The Funding Period is pot the amortization period used to determine the margin. In all cases,
the margin is based on the 20-year period adopted by the Board of Trustees.

Think of the Funding Period this way. There is a fixed statutory rate of 7.75%, and part of this
is used to pay the employer’s portion of the normal cost. The balance is used to amortize the
UAAL., In the valuation, 2.07% of the 7.75% is used for the employer normal cost (9.82%
minus the 7,75% member rate) and 5.68% is used to amortize the UAAL (7.75% minus
2.07%). Therefore, the smuller the UAAL is, the more quickly the 5.68% payment will

eliminate it,




Ms. Fay Kopp
February 15, 2001
Page 2

Here’s another way to view the problem. Suppose you want to buy a home, und you can
secure a loan at 6% interest, Your uncle comes to you, and, being both wealthy and gencrous,
he says he will pay your mortgage off for you, making payments of $1,200 each month, How
long will he have to make puyments? Clearly the answer depends on the amount of the loan,
If the home value is $70,000, it will take him less than six years to puy off the loan, but if the
home costs $100,000, it will take nine years, and if the home costs $200,000, it will take about
30 years. In the TFFR case, the UAAL is analogous to the amount borrowed on the home, the
5.68% contribution rate (the part of the employer rate not used for the normal cost) is
analogous to the mortgage payment, and the Funding Period is like the time period your uncle

will pay,

Varlation 1, for example, shews a Funding Period of only 4.4 years because the UAAL for this
variation is low, It would only take an employer contribution of 4.44% (line 3) to fund the
benefits over 20 years. Since the fund will actually receive 7.75%, the UAAL will be gone in
less than 5 years. Itis also true that the higher the margin, the lower the funding period. In
this case, 3.31% of margin is left if Varlation | is enacted, producing the low funding period,

Finaily, let me reiterate a point made above, In analyzing any piece of retirement legislation,
we use the 20-year amortization period to determine the margin. The only exception that I can
think of is the prefunded health proposal, for which we have used a 30-year period. Since it
would be a new, non-retirement program, we have felt that using the longer amortization

petiod for the initial liability is justified.
UAAL

The other issue you raised concerned the UAAL itself. Some legislators may believe that the
Public Employee Retirement System (PERS) operates under a differcnt policy or philosophy
than TFFR with regard to benefit changes. They may think this because, when PERS requests
a benefit improvement, their funded ratio does not drop below 100%,

However, as we discussed with Sparb Collins, both TFFR and PERS use the same approach.
Both systems support bills based on the amount of margin available. Both systems have
concluded that measuring the margin available using a 20-year amortization period and an
actuarial asset value that is currently well below the market value makes this a conservative
and prudent approach to deciding when and what proposed benefit improvements to support.

The apparent difterence in policies is actually due to a technical, actuarial difference between
the two systems. In PERS, the combined 8.12% member plus employer contribution rate is
almost exactly equal to the normal cost rate. Therefore, the margin in PERS can only arise
because the UAAL is negative, and the 20-year cost for PERS is actually less than its normal
cost. (If the UAAL ever becomes positive, then the employer normal cost plus an amount to
amortize the UAAL would necessarily be greater than the 4.12% statutory rate.) TFFR is
more typical, since the combined 15.50% of pay received from members and employers is
greater than the normal cost. This means that TFFR can have a UAAL, since there will be

funds available to amortize it.




Ms. Fuy Kopp
February 15, 2001
Page 3

In fuct, It is worth noting the following oddity. If the PERS employer contribution rite was
higher, say 6.12%, then PERS could support larger benefit improvements, and it could have a
funded ratio below 100% immediately following the adoption of one of these improvements,

just like TFFR.

TFFR could change Its policy and hold back enough margin to leave the fund with a Funding
Ratlo of at least 1009%, but that would appear to do a disservice to the membership, since

benefit improvements would be delayed unnecessarily.

If you have any other questions or concerns, please let us know,

Sincerely,

J. Christian Conradi
Actuary

W. Michael Carter
Vice President

nlb
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REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
PROPOSED AMENDMENTS TO HOUSE BILL NO. 1102

.ponoor: Representative Bette Grande

Proposal: The amendmenl Increases the benefil mulliplier from 2.00 percent to 2.02 percent; provides a
postretiremaent benefil increase of $2.26 per month multiplied by a member's number of years of service cradit plus
$1.26 per month muitiplied by the number of years since the member's retirement and eliminales the aulomatic
benefit Increase,

Actuarlal Analysis: The reported actuarlal cost of the amendment Is 3.29 percent of total covered compensation.
Thus, if House Bill No, 1102 s enacted, as amended, the remaining marglin in the Teachers' Fund for Retirement
will be 2.99 percent (6.28 - 3.28 = 3.00). The actuarial cost Impact of tt.e amendment Is summarized in the
following table:

HB 1102 as
Orliginally 2.00% ;
Drafted (2.00% Multipller,
No Change In Multipiler, $2.00/$1.00
Current $2/$1 Retlree | Retlree Ad Hoe | Varlation 1 | Varlatlon 2 | Varlation 3
Benetit Ad Hog Increase 2.00% 2.00% 2,02%
Provisions Increase, {Original Bl Muitiphier, Multiplier, Muitiplier,
(Results of 0.76% Without $2,.26/$1.26 | $2.50/$1.60 | $2.26/81.25
June 30, 2000, Automatlc Automatlo Retiree Retiree Retiree
Actuarial Retires Rotiree Ad Hoce Ad Hoo Ad Hoe
Iitem Valuation) Ad]ustment) _‘__Ad]uslment) Ingrease Increase {ncrease
1 (2) (3) “) {5) (8) (7
1. Normal cos! 9.82% 10.81% 10.29% 10.28% 10.29% 10.36%
2. Unfunded actuarial accrued ($20.8) $148.9 $61.0 $65.8 $70.5 $74.2
llability {millions)
3. 20-year contribution rate 1.47% 7.36% 4.30% 4.44% 4.58% 4.75%
4. Margin 6.28% 0.39% 3.45% 3.31% 3.17% 3.00%
6. Expected employer contribulion $5.0 $25.0 $14.6 $15.1 $16.8 $18.2
(millions)
8. Increase in 20-year coniribution 0.00% 5.89% 2.83% 2.87% 311% 3.28%
rate
7. Increase In expected employer $0 $20.0 $0.6 $10.1 $10.6 $11.2
contribution {millions)
8. Funded ratlo 101.8% 89.8% 95.5% 95.2% 94.9% 94.6%
9. Funding perlod (years) 0.0 16.6 4.0 44 4.8 5.2

Committee Report: Favorable recommendation.
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REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
‘ PROPOSED AMENDMENTS TO HOUSE BILL NO, 1102

-

ponsor: Board of Trustees

. Proposal: The amendment incresses the benefit multiplier from 2.00 peréent to 2.16 percent; provides a
postretirement benefit increase of $3.60 per month multipiied by 8 member's number of years of service credit plus
$1.78 per month multiplied by the number of years since the member's retirement and ellminates the automatlc

benefit Increase.

Actuarial Analysis: The reporied actuarlal cost of the amendment Is 5.90 percent of lotal covered compensation.
Thus, If House Bill No. 1102 is enacled, as amended, the remalning margin in the Teachers' Fund for Relirement
will be .38 percent (6.28 - 5.80 = .38). The actuarlal cost impact of the amendment Is summarized In the following

table:
HB 1102 as Proposed
Originally Drafted Amendment to
No Change in Current (2.00% Muitipiier, HB 1102
Benefit Provisions $2/$1 Retiree Ad Moo (2.18% Multipllsr,
{Results of June 30, Increase, 0.75% $3.50/$1.75 Retirve
2000, Actuarial Automatic COLA for Ad Hoc Incresse, No
Item Valuation) All Members) Automalic COLA)
(1 (2) - (3) (4)
1. Normal cosl 9.82% 10.81% 10.67%
2. Unfunded actuarial accrued liability (miillons) {$20.8) $148.9 $147.0
3. 20-year contribution rate 1.47% 7.38% 7.37%
4, Margin 6.28% 0.39% 0.38%
8, Expected empioyer contribution (millions) $5.0 $25.0 $25.1
6. Increase in 20-year contribution rate 0.00% 6.89% 6.00%
7. increase in expecied employer contribution {millions) $0 $20.0 $20.1
8. Funded raio 101.6% 80.8% 80.9%
9. Funding period (years) 0.0 16.6 16.6
Commiittee Report: Unfavorable recomimendation. /
it




REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
PROPOSED AMENDMENTS TO HOUSE BILL NO. 1102

Sponsor: Representative Belle Grande

Proposal The amendment Increases the beneflt multiplier from 2.00 percent to 2.02 percent; provides a
postretiremsnt beneflt increase of $2.25 per manth mulliplied by a member's number of years of sarvice credit pius
$1.26 per month multiplied by the number of years since the member's retirement and eliminates the automatic

benefit increase.

Actuarlal Analysis: The reported acluarial cost of the amendment is 3.29 percent of total covered compensation.
Thus, If House Blll No. 1102 is enacted, ag amended, the remaining margin In the Teachers’ Fund for Retirement

will be 2.99 percent (6,28 - 3,20 = 2.98).

Committee Report: Favorable recommendation.




REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
PROPOSED AMENDMENTS TO HOUSE BILL NO, 1102

Sponsor: Represaentalive Matthew M. Klein

Proposal: The amendment provides a postretirement benefit increase of $2.26 per month muiliplied by a
member's number of years of service credit plus $1.26 per month multiplied by the number of years since the
membei's retirement and eliminates the automatic benefit Increase.

Actuarlal Analysis: The reported acluarial cost of the amendment Is 2.97 percent of tolal covered compensation.
Thus, If House BIll No. 1102 Is enacted, as amended, the remalning margin In the Teachers' Fund for Retirement
will be 3.31 percent (6.28 - 2.97 = 3.31). The actuarial cost impact of the amendment is summarized in the

following table:

HB 1102 as
Originally 2.00%
Orafted (2.00% Muitiplier,
No Change (n Muitipller, $2.00/$1.00
Current $2/$1 Retiree | Retires Ad Hoo | Variation1 . Varlation 2 .
Benefit Ad Hoo increase 2.00% 2.00%
Provisions increase, (Original Bl Muitipier, Muttipller,
(Results of 0.76% Without $2.25/81.26 $2.50/$1.50
June 39, 2000, Automatio Automatio Relires Retires
Actuarlal Retiree Retiree Ad Hoo Ad Hoo
ltem Valuation) Adjustment) Adjustment) Increase Increase
(N (2) (3) (4) {5) (6)
1. Normal cost 9.82% 10.01% 10.29% 10.20% 10.29%
2. Unfunded actuarial accrued liablllty {$20.6) $148.9 $61.0 $65.8 $70.5
(millions)
3. 20-year contribution rate 1.47% 7.36% 4.30% 4.44% 4.58%
4, Margin 6.28% 0.39% 3.46% 3.31% 3.17%
8. Expected emp.yer conlribution $6.0 $26.0 $14.6 $16.1 $16.6
{milllons)
6. Increase in 20-year contribution rate 0.00% 5.88% 2.83% 2.87% 3.11%
7. Increase in expected employer $0 $20.0 $9.6 $101 $10.6
contribution {millions)
8. Funded ratio 101.8% 89.8% 95.5% 05.2% 94.9%
9. Fundlgg perlod {years) 0.0 16.6 4.0 4.4 4.8

Committee Report: Unfavorable recommendation.




REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
PROPQOSED AMENDMENTS TO HOUSE BILL NO. 1102

8ponsor: Representalive Matthew M. Klein

Proposal: The amendment provides a postretirement benefit increase of $2.50 per month multiplied by a
member's number of years of service credit plus $1.60 per month multiplied by the number of years since the
member's retirement and eliminates the automatic benefit increase.

Actuarial Analysis: The reported actuarial cost of the amendment is 3.11 percent of tolal covered compensation.
Thus, if House Bill No. 1102 is enacted, as amended, the remaining margin in the Teachers' Fund for Retirement
will be 3.17 percent (6.28 - 3.11 = 3.17). The acluarial cost impact of the amendment is summarized in the

following table:

HB 1102 a8
Originaily 2.00%
Drafted (2.00% Multiplier,
No Change in Multiplier, $2.00/$1.00
Current $2/$1 Reticoe | Retiree Ad Hoc | Varlation 1 - Variation 2
Benelit Ad Hoc Increase 2,00% 2.00%
Provisions Increase, (Original Bl Multipller, Multipiier,
{Reaults of 0.78% Without $2.258/81.28 $2.60/$1.80
June 30, 2000, Automatic Automatic Retiree Retiree
Actuarial Retiree Retires Ad Hoc Ad Hoc
Item Valuation) Adjustment) Adjustment) Increass Increase
() (2) {3) {4) (8) (6)
1. Normal cost 0.82% 10.81% 10.29% 10.28% 10.20%
2. Unfunded actuarial accrued liability ($20.8) $148.9 $81.0 $65.8 $70.5
{millions)
3. 20-year contribution rate 1.47% 7.36% 4.30% 4.44% 4.58%
4, Margin 6.28% 0.38% 3.45% 3.31% 3.17%
8, Expecled employer contribution $5.0 $25.0 $14.8 $15.1 $15.8
{milllons)
8. Increase In 20-year contribution rate 0.00% 5.89% 2.83% 2.97% 311%
7. Increasae In expected employer $0 $20.0 $9.6 $10.1 $10.6
contribution (mhlions)
8. Funded ratio 101.6% 89.8% 95.6% 95.2% 94.9%
8. Fundlﬂperlod (yoars) 0.0 16.8 4.0 4.4 4.8

Committee Report: Unfavorable recommendation.
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TESTIMONY ON ENGROSSED HB 1102
SENATE GOVERNMENT AND VETERANS AFFAIRS COMMITTEE

Fay Kopp, Deputy Executive Director
ND Retirement and Investment Office
March 9, 2001

House Bill 1102 was submitted by the Teachers' Fund for Retirement (TFFR) Board.
The bill reflects the mission and goals established by the TFFR Board.

TFFR Mission Statement

The mission of TFFR, a trust fund, is to advocate for, develop, and
administer a comprehensive retirement program for all trust fund members
within the resources aval'able.

TFFR Board Goals

1, To provide a replacement income equal to 60 percent of the final average
salary of a career employee who has 30 or more years of credited service.
2. To provide ad hoc and/or automatic annual benefit increases for retired

members and beneficiaries to provide Income protection and assist
retirees in accessing affordable health insurance.

3. To continue providing statewide pre-retirement planning services and
benefits counseling to members.

The first two goals deal with benefit improvements for all future retired and currently
retired TFFR members. The third goal, although not benefit driven, reflects the
Importance of educating current and future retirees about retirement-related issues.

TFER Benefit Improvements

It has been a longstanding TFFR Board policy that the division of the benefit
Improvemsnts (as measured by margin avallabie) is approximately proportional to the
number of members In each group. Retired and active teachers have agreed to this
margin distribution method since at least 1883 because they believe it reflects an
equitable margin distribution method.




Example: As of the 7/1/2000 valuation, there were 4,827 relired members and
beneficiaries, 10,025 active members, and 1,130 vested inactive members, for a total of

15,982 members.
4,827 / 15,982 = 30% retired members share
11,155/15,982 = 70% nonretired members share (active and inactive vested)

TFFR BENEFIT IMPROVEMENTS IN ENGROSSED HB 1102 INCLUDE:

SECTION 1. AMENDMENT. (Page 1, Line 9)

o Increases the benefit multiplier from 1.88% to 2.00% for all future retirees. This
addresses the first benefit goal above.

o Impact on future retirees:

Example: Estimated retirement benefit of a teacher who retires on July 1, 2001,
with 30 years of service credit,

Annual Annual Monthly
Formula Salary _Benelfit Benefit $ Inc. % Inc.
1.88% $30,000 $16,920 $1,410
2.00% 18,000 1,600 $90 6.4%
1.88% $40,000 $22,560 $1,880
2.00% 24,000 2,000 $120 6.4%
1.88% $60,000 $33,840 $2,820
2,00% 36,000 3,000 $180 6.4%

*Less applicable state and federal income taxes.

e A 2.00% multiplier is one component that will make TFFR pension benefits more
competitive with other statewlide teacher plans in attracting and retaining teachers In
ND. Another important component is found in Section 2 of this bill,

SECTION 2. NEW SECTION. (Puge 1, Line 17)

s The second benefits-related goal of the TFFR Board Is to provide retiree benefit
adjustments to provide income protection and assist retirees In accessing affordable
health insurance. This goal reflects the growing concem by the TFFR Board over
how the impact of Inflation, long life expectancies, and rsing health care costs will
affect a teacher's retirement plans and retirement income,




The retiree ad hoc increase being proposed is the same formula that was approved
In 1999, The increase Is calculated by taking two dollars per month multiplied by the
member's number of years of service credit plus one dollar per month muitiplied by
the number of years since the member's retirement for all annuitants receiving a
benefit on June 30, 2001. As in the past, this type of “catch up” benefit adjustment is
designed to provide the greatest benefit increase to career teachers who have been

retired the longest.

Today, in_order to be competitive with other states in attracting and retaining
teachers in_ND and in_order to provide assurance to current and future retirees that
their purchasing power will be protected, the TFFR Board is suggesting the
Legislature consider a plan to begin building an annual, fixed-rate retiree increase
paid in addition to the ad hoc “catch up” retiree increase.

It is interesting to note that in a comparison with other states, ND teachers pay
a higher than average contribution rate, and school districts pay a lower than
average rate for their retirement plan.

Employee Employer
ND TFFR 7.75% 7.7%
National average 6.81% 9.63% (2000 PPCC Survey)

Prior to the 1997 legislative sesslon, teachers and employers were informally
surveyed by their respective member organizations (NDEA, NDCEL, NDSBA) about
Increasing thelir contribution rates. At that time, members and school boards already
recognized the need to make NDTFFR more competitive with other states, and
overwhelmingly supported a contribution rate increase. Consequently, in 1997, the
statutory employee and employer contribution rate increased from 6.75% to 7.75%.
This increase infused additional funds Into the retirement system to more quickly
meet Board goals and make the retirement plan more competitive.

According to the most recent survey put out by the National Retired Teachers
Association (NRTA), a tely two-thirds (35) of statewide teacher plans across
the_nation provide some sort of guaranteed annual benefit_adjustment to protect

pension benefits from the impact of inflation. Some states blend an annual retiree
increase with a “catch up” ad hoc Increase to benefit individuals who have been

retired the longest and have suffered the greatest loss of purchasing power, This is
what NDTFFR proposes in HB 1102,

As amended by the House GVA Committee, Engrossed HB 1102 provides, In
addllion to the $2/$1 retiree ad hoc “catch up” Increase, a conditional annual benefit
adjustment (CABA) equal to 0.76% of the retiree's current monthly benefit. The
annual increase would be conditioned upon an annual actuarial test. If the actuarlal
test shows that there Is a shortfall between the actuarially determined benchmark
contribution rate and the statutory rate (7.76%), then the TFFR Board could reduce

or suspend future annual Increases.




Impact on averaqge current retiree:

Example: Member retired in 1987 with 28 years of service credit
Current benefit on 1/1/2001 - $994 per month

2001 retiree Increase ($2 X 28 yrs + $1 X 14 yrs = $70)
+ (0.75% X $994 = $7.46) = $77.46 monthly increase
New Benefit on 7/1/2001 = $1,071.46

2002 retiree increase (0.75% X 1,071.46) = $8.04 monthly increase
New Beneiit on 7/1/2002 = $1,079.50

2003 (and future years). Possible ad hoc increase every 2 yeais
and 0.75% conditional adjustment each yeatr.

It is estimated that it will take 5§ to 7 years for the average current retirees’
monthly benefit, using a combination % CABA and $ ad hoc adjustment, to
surpass their benefit based on a higher 2001 ad hoc $ adjustment only.

See Attachment A - Analysis of Current TFFR Retirees

. e The Board, as fiduclarles charged with setting policy and administering TFFR,

believes that the combined approach provided for in HB 1102 best serves the needs

of both current and future tetirews and Is_the most equitable way to distribute
retirement plan improvements today. The $2/$1 formula is geared toward teachers
who have been retired the longest. The Board has always been very sensitive to the

needs of this group which is evidenced by the “catch up” benefit increases that have
been proposed and granted for many years. But, in addition to the long-term
retirees, the Board must consider the needs of recent retirees who are also entitled
to a fair share of benefit protection. This group Is becoming Increasingly larger and
their benefits have, In part, been based on the greater than average retirement
contributions they have made to the Fund. The 0.75% CABA seeks to address this

group, but includes the group that has been retired the longest as well.

A fixed percentage is a very common standard for granting salary adjustments for
active employees and pension adjustments for retired employees. Most public
pension plans around the country use a percent factor, including NDPERS.,

According to the 2000 NRTA Survey, nearly all states calculate thelr retiree benefit
increases (whether guaranteed or ad hoc) on a_petcent-based system. In some

cases, the percent-based increass might also be combined with a dollar-based
Increase. According to the survey, only North Dakota and West Virginia use a

dollar-based system only.




Currently, TFFR payz out $4.8 million per month to annuitants, or nearly $58 million
each year. HB 1102 would increase the amount being paid to about $5.2 million per
month, or $62.4 million each year. Of the $58 miilion being paid each year, over
82% or $49 million is sent to North Dakota addresses. The retiree benefit increase
being proposed would increase the amount sent to retirees living in ND by $3.7
million. Because retirement benefil payments to retirees are taxable, this proposal
will result in additional income and sales taxes being paid to the state's general fund
totaling approximately $150,672 per year or $301,344 per biennium,

See Attachment B — Proposed Benefit Increase by County

FUNDING THE BENEFIT IMPROVEMENTS

According to Watson Wyatt, TFFR's actuarial consultant, the current actuarial
margin available for plan improvements is 6.28%. The TFFR Board proposes that
the cost of HB 1102 be paid from the actuarial margin. Watson Wyatt has analyzed
this bill and calculated the cost to be 5.89% of total covered compensation. (5.89%
of $323 million equals about $20 million per year.) Passage of this bill would still
leave 0.39% of margin unspent. (0.39% of $323 million equals $1.3 million.) This is
actually more margin than has been left in the past five legislative sessions after a
benefit improvement has been granted. No General Fund monies, nor additional
retirement contributions, are needed to fund this benefit improvement package.

See Attachment C — Actuarial Valuation, 10- year summary
Attachment D — Margin Used, 10-year summaty

Why use the actuarial margin to fund this bill?

The TFFR Board believes that benefit improvements should be made out of existing
actuarial margins, so that an Increase In the retirement contribution rate would not
be required. This year, because the margin is sufficient to pay for both the 2.0%
multiplier and the $2/$1 retiles ad hoc adjustment, the Board's proposal Includes
protecting the purchasing power of current and future retirees through the 0.756%

CABA.,
How Is the actuarial margin divided in the Engrossed HB 11027

Future retirees account for 4,05% of the 5.89% used (69% share). Current retirees
account for 1.84% of the 5.89% used (31% share). This is approximately
proportional to the number of members In each group, and reflects the 70/30 division

of margin per board policy.




Engrossed HB 1102 Margin used

Future retirees (11,155)

2.00 % multiplier 1.89%
0.75% CABA 2.16%
Margin used 4.05%
Current retirees (4,827)
$2/$1 retiree adhoc 0.95%
0.75% CABA 0.89%
Margin used 1.84%
Total margin used 5.89%

(Available 6.28%; leaves .39%)

What assurance is there thut the Fund can afford the provisions included in
HB 1102, especially the conditional annual benefit adjustment (CABA)?

1. According to the Fund's actuarial consultants, all of the provisions in HB 1102 are
affordable. TFFR is a well-funded and financially sound plan well able to
withstand anticipated ups and downs Iin the financial markets, The Fund is well
diversified in its asset allocation, employs managers with high expertise in
managing their assets, and uses conservative investment accounting practices.

For example, the Fund uses “smoothed” returms, which averages highs and lows
and provides a cushlon against future downturns in the market. Because year-
to-year retums can fluctuate dramatically, the actuary recognizes only 20% of
each year's retum differential over a five-year period thereby averaging annual
returns over a longer period of time. For example, in the July 1, 2000 valuation,
the market value of assets was $1.405 billion and the actuarial value of assets
(using smoothed returns) was $1.308 billion, a difference of over $97 million of
deferred gains which will be recognized over the next five years.

Because the Board maintains sound discipline and prudent Investment
management practices, TFFR remains solid, year after year,

See Attachment E — TFFR Asset Allocation
Attachment F — Investment performance and smoothing approach
Attachment G - Development of actuarial value of assets

2. The funding source for the provisions in HB 1102 is the actuarlal margin,

According to Watson Wyatt, using the actuarial marain to fund the bill Is a

conservative and prudent approach, especially given the fact that the margin is
determined by comparing the current 7.756% employer contribution rate with the
contribution required to pay the plan's normal cost and to amortize the unfunded
actuarial accrued liabllity over 20 years in level payments. Many systems have
used elther longer amortization periods, or amortization payments that are
scheduled to Increase each year with payroll, or both,




annual benefit adiustment (CABA) is no different than earlier legislative
commitments to a higher multiplier or to the Rule of 85. In each of these benefit
enhancements, the costs were prefunded, just like a CABA. The 0.75% CABA
can be viewed as using a portion of the margin now to provide small increases
for current and future retirees for all future years, rather than providing a larger

one-time Increase for current retirees only.

. 3. Another important point to consider is the fact that a commitment to a conditional

Watson Wyatt also notes that all benefit improvements use up margin
similarly. Every benefit improvement, including ad hoc increases to
retirees, translates to higher expected benefit payments in the future.
Although benefit improvements may produce different patterns of
projected benefits, they have the same actuarial present value.

Example: $100 monthly benefit increase

Retiree can either receive $100 ncw (retiree ad hoc only) or $75 now plus $5 per
month for life (retiree ad hoc plus CABA). The reason that the $5 can be paid
indefinitely (based on the conditional actuarial lest) is ‘the magic of
compounding.” Both cost the same, the actuarial present value is the same; only

the stream of payments Is different.

Watson Wyatt states that one possible source of confusion is that, with the -
. CABA, there is a new increase for retirees each year in the future, so it
might be easy to think that each year the margin will decrease because of
this annual increase. But this is incorrect, since all of the future 0.75%
increases are already recognized in the analysis of HB 1102. No additional
margin should be used up when the second annual 0.756% adjustment is

made, or when any subsequent 0.75% adjustment is made.

Generally speaking, once margin is “used” in a legislative benefit improvement
package, it has no impact on future actuarial margins.

3. The added feature of an annual retiree adjustment creates no extra risk for

TFFR's long term health than other benefit Improvements granted in the past.
onditio be adjustme on_g _specified actuarial test Is &

onat * " which, for example, the retiree ad hoc increase does not
have. Therefore, the CABA is even more strictly controlled because the Board
can suspend or reduce the CABA in the future, There is no statutory provision
that allows the Board to reduce retiree benefits once ad hoc increases have been

granted.

4, Unilke the Soclal Security annual COLA, the proposed TFFR annual adjustment

(CABA) Is_not tied to chunges in the Consumer Price (ndex (CPI) or any other

. index. The Board is not proposing an uniimited COLA that could pose risk In
times of runaway inflation. A specified percentage being proposed by the Board
permits a rellable calculation of plan costs by the Fund's actuary,




How will margin arise in the future?

Again, according to Watson Wyatt, the same way it has arisen in the past. The main
source for the margin over the last several years has been the fact that the trust fund
assets have earned at rates well above the 8.00% assumption in most years. If thai
continues, there will be margin available in future years. Over time, if future actuarial
margins build, the Board could return to the Legislature 1o request a retiree ad hoc
increase in a dollar-based formula (using the 30% reliree share of the margin), and
also an increase to the CABA (using the 70% active/inactive share of the margin).

If the markets turmn sour, though, there might be little or no margin available, and no
benefit improvements would be requested. This does not mean the fund is
becoming insolvent. When minimal or no _margin_exists it means that the 7.75%
contribution rates are adequate to fund the existing benefit structure (including a

CABA, if approved).

However, even if there were no margin in future years, adoption of the 0.75%
annual benefit adjustment would guarantee (subject to the actuarial adequacy
test added to the bill) that retirees would receive some increase each year, If
they received a larger ad hoc benefit increase now, then if there were no future
margin, they would receive no further increases.

There are other minor sources of margin including the use of the level-dollar
apptroach to determining the amortization payments, gains (or losses) from salary
Increases below (or above) expected, fewer (or more) retirements, variations in life

expectancy, etc.
How would the actuarial test for the CABA work?

By statute, the annual benefit adjustment would be condilioned on an actuarial test
performed annually by the board's actuarial consuitant using the GASB amortization
period. This test will determine the actuarial adequacy of the statutory contribution
rate. The results of this test will be reported annually to the Legislative Employee

Benefits Programs Committee.

If the actuarial valuation Indicates a shortfall between the actuarlally determined
benchmark contribution rate and the statutory rate, then the board may reduce or
suspend the CABA. The actuarlal adequacy test fails if one of more of the following

are true:

1. The shorifall is greater than .6% In any year.
2. The shortfall Is greater than .3% In any two consecutive years; or
3. A shortfall exists in three consecutive years.

Generally speaking, the actuarlal test is passed anytime the benchmark contribution
rate |s equal to or less than the statutory 7,.76% rate. Although margin would be
positive, it may or may not be enough to increase benefits.




Example:

For five years, the actuarial adequacy test determines the actuarial benchmark
contribution rate is 7.50%. This is compared to the statutory contributory rate of
7.76%. Because the benchmark rate is lower than the statutory rate, no shortfall
exists, and the CABA continues to be pald each year.

However, the sixth year, the benchmark contribution rate is 8.10%. This is
compared to the statutory contribution rate of 7.75%. Difference is 0.35%. The
seventh yeat, the actuary determines the benchmark contribution rate is 8.15%.
This is compared to the statutory contribution rate of 7.75%. Difference is .40%.

Because the shortfall is greater than 0.30% in any two consecutive years, the Board
could reduce or suspend future annual benefit adjustments.

In general, although they are separate actuarial tests:

If there is positive margin, there Is no shortfall.
If thero Is no margin, there is no shortfall.
If there is negative margin, there will probably be a shortfall.

What other assurances are there that TFFR Is actuarially sound?

In accordance with Board policy, last year an actuarial audit of Watson Wyatt was
conducted by another nationally recognized actuarial consulting firm, Buck
Consultants. Buck Consultants found the actuarial valuations and expetience study
conducted by Watson Wyatt to be reasonable, accurate, and performed In
accordance with generally accepted actuarial principals. They reviewed the
assumptions and methods being used by Watson Wyatt, and commented on the
roasonabllity, affordability, and estimated costs of legislative proposals and board
goals, Again, Buck Consultants found the costs and proposals to be appropriate
and accurate. According to two nationally recognized actuaricl consulting firms,
there should be no question about the actuarial soundness of TFFR.




. SUMMARY
As the competition for teachers accelerates, the TFFR Board believes it is important

to include retirement plain features comparable to those found in other states: a
2.00% multiplier, a “catch up” retiree ad hoc increase, and a modest fixed-rate

CABA, all funded through TFFR's actuarial margin.

HB 1102 does not create any extra risk for TFFR's long-term heaith. Using the
actuarial margin to fund HB 1102 is based on actuarially and financiaily sound
principles that are conservative and prudent. This approach has been effectively
used to fund legislative improvements in the past 20 years, All of the provisions in
the bill provide for a specified fixed benefit adjustment, and therefore permit a
reliable prediction of plan costs by the actuary.

Because of the “conditional” provision, HB 1102 is even more conservative than a
retiree ad hoc increase only, since the Board can suspend or reduce the CABA in

the future,

HB 1102 reflects long-term Improvements to fundamental retirement plan benefits,
rather than shont-term improvements to provide additional benefits to any specific
active or retired group within the TFFR membership.

in addition, HB 1102:

> Allows ND to be more competitive with other state retirement systems In

attracting and retaining teachers.
Begins to address current and future retiree concerns over the impact of inflation,

>
long life expectancies, and rising health care costs.

> Utllizes a very conservative and prudent approach by using the actuarial margin

>

to prefund the cost of bill,
Uses a smoothing approach to phase Iin differences between actual and

expected investment earings which provides a cushion against future downturns

in the market.
Recognizes the long-term nature of financing a retirement plan and the concept

of Intergenerational equity.
> Provides economic impact to ND communities and revenues to state general

fund.

A4

HB 1102 was studied by the Legislative Employee Benefils Programs Committee
and recelved a favorable recommendation from that Gommittes in Novernber 2000.
Amendments made by the House GVA Committee Include additional safeguards,
and resulted In passage of the bill by an overwhelming vote of 96 = 3. The TFFR
Board encourages the Senate Governmeant and Veterans Affairs Committee to give
the bilt a DO PASS recommendation,

A retirement plan Including the features contained in this bil} will allow the
best teachers in the country -- ND teachers - to retire with dignity.

10




ATTACHMENT A

Analysis of Current TFFR Retirees

Total % | Annual %
Benefit Group Data Grand Total | Increase | Increase

Less than $400[Count of SSN 802
Average of Age 76
Average of Credit Years 14
Average of Years Retired 18
Average of Beginning Benefit 119

Average of Benefit Increase 158 133% 7.6%
Average of Current Benevit 277
$400 thry $799|Count of SSN 1,480
Average of Age 81
Average of Credit Years 27
Average of Years Retired 21
Average of Eeginning Benefit 288

Average of Benefit Increase 285 99% 4,7%
Average of Cutrent Benefit 573
$800 thru $1,1991Count of SSN 954
Average of Age 72
Average of Credit Years 31
Average of Years Retired 11
Average of Beginning Benefit 778

Average of Benelflt Increase 216 28% 2.5%
Average of Curient Benefit 994
$1,200 thru $1,699|Count of SSN 760
Average of Age | 68
. Average of Credit Years 33
Average of Years Retired 8
Average of Beginning Benelit 1,222

Average of Benefit Increase 165 14% 1.7%
Average of Current Benefit 1,387
$1,600 thru $1,899|Count of SSN 406
Average of Age B84
Average of Credit Years M
Average of Years Retired 5
Average of Beginning Benefit 1,664

Average of Benetit Increase 126 8% 1.4%
Average of Current Benefit 1,780
$2,000 or mnre|Count of SSN 387
Average of Age 63
Average of Credit Years 35
Average of Years Retired 4
Average of Beglnning Benefit 2,383

Average of Beneflt Increase 104 4% 1.2%
Average of Current Benefit 2,487
Total Count of SSN 4,789
Total Average of Age 73
Total Average of Credit Years 28
| Total Average of Years Retlred 14
 Total Average of Beginning Benefll 791

‘ Tolal Average of Benefit Increase 203 26% 1.9%
Total Avarage of Current Benellt 804

2:27-2001
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ATTACHMENT B

PROPOSED TFFR RETIREE INCREASE - 2001
AVERAGE MONTHLY BENEFIT

County

Adams 16,914

Barnes 114,083 123,742
Benson 26,494 29,000
Billings 3,225 3,493
Bottineau 65,176 70,651
Bowman 29,117 31,350
Burke 13,362 14,205
Burleigh 640,017 566,977
Cass 600,308 840,746
Cavaller 40,352 43,621
Dlckey 43,887 47,637
Divide 16,364 16,703
Dunn 26,178 27,021
Eddy 2 22,064 23,803
Emmons 19740 21,814
Foster 24,878 26,847
Golden Valley 0,412 10,620
QGrand Forks 440,092 470,712
Grant 16,613 17,186
Griggs 20,722 22,914
Hettinget 27,167 28,884
Kidder 16,310 16,6858
LaMoure 43,069 48,070
Logan 15,580 16,085
McHen 42,338 Y 46,423
Mcintos 34,800 37,060
McKenzle 29,001 806 31,617
Mcl.ean 80,762 B7,466
Mercer 40,302 43,283
Morion 160,647 181,061
Mountrall 32,663 36,480
Nelson 42,488 46,843
Oliver 10,756 11,482
Pambina 44,779 48,458
Plerce 36 41,303 44,287
Ramsey 04 112,768
Ransom 36,385
Renville 17,087
Richland 83,640
Rolette 43,200
Sargent 31,827

Sheridan 12,352
8loux 2,238

Slope 4,059

Stark 164,173

Stesle 89 10,496

Stutsman 161,160 8.0%
10.6%

Towner 17,788
Traill 78,070 8.3%

Walsh 00,412 7.7%
Ward 867,234 7.7%
Wells 48 44,314 8.9%

Willlams 130 147,469 _ 1,134 167,203 8.7%
ND Monthly Total 3,017 4,077,801 1,041 4,383,648 7.6%
Oul of State 923 740,908 813 ...817.884 8.1%

Grand Total _4.640 4827208 987 _8,201.602 7.8%
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a ATTACHMENT D

NORTH DAKOTA TEACHERS’ FUND FOR RETIREMENT
TFFR Margin History

10 year Summary

FISCAL YEAR VALUATION (1) CHANGE (2) AFTER (3)

1991-92 44 0.00 44

NOTES:

(n Valuation - |s the margin as of the date of the annual valuation which is as of July 1 of each year
(i.e. 1991-92 would be July 1, 1991),

(2) Change - is the estimated actuarial cost of legislative changes considered during that session.

(3) After - {s the projected remalning margin after proposed legislative changes.

4) Employee and employer contribution rates increased 19% from 6.75% to 7.75% each.

(5) Proposed legislation to increase the multiplier and provide a retiree benefit increase (HB1102),

14




ATTACHMENT E

ool S e e g e . P AT YT M

TFFR TARGET ASSET ALLOCATION
AS OF AUGUST 1, 2000

o it et et bt ezt s s

Private Equity
6% Cash Equivalents

2%

Real Estale

8% _\

nternational Fixed Jomestic Large Cap

ncome - Equtty
. 5% 30%
Hgh Yield Fixed ncome_
7%
Domestic Fixed hcome
7% Domestic Small Cap
Emerging Marke!s Bquity
Equity International Equity 10%

5% 20%
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North Dakota Teachers’ Fund for Retirement

Actuarial Valuation - July 1, 2000

TABLE 9b

l. Market value of assets as of valuation

2. Deferred amounts for fiscal year ending June 30,

a. 2000
b. 1999
. 1998
d 1997
e. Total

3. Actuarial value of assets (1) - (2)

Development of Actuarial Value of Assets

$ 1,405,246,440

$ 35,653,705
§ 22,961,796
$ 20,509,463

§ 17,589,258

$ 96,714,222

$ 1,308,532,218

W




Current Retiree
Avg. Benefit
Years of Service
Years Retired
Average Age

Analysis of HB1102 Alternatives
Effect on "Current™ Retiree
Monthly Income Projection

(Average All)
- $994.00
28
14
73

Assumptions:

Current HB1102

Option 2a

Current HB1102

Option 2a

No- future margin

No- future margin

Yes- future margin

Yes- future margin

Ad Hoc increases

$2/1 In 2001 only

$3.50/1.75 in
2001 only

$2/1 every 2 years

$3.50/1.76 in

2001, then $2/1

every 2 years

. — ———

Conditionat %
adjustment

0.75% per year

2001
2002
2003
2004
2004

2006
2007

2008
2008
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

$1,071.46
1,079.60
1,087.60
1,095.76
1,103.98

1,112.26
1,120.60

1,129.00
1,137.47
1,146.00
1,164.60
1,163.26
1,171.98
1,180.77
1,189.63
1,188.55
1,207.54
1,216.60
1,226.72
1,234.91

none

0.75% 2001-2002,
1.25% 2003-2004,
1.75% 2005-2006,
2.00% 2007-2020

ittt bttt

$1,116.60
1,116.50
1,116.50
1,116.50
1,116.50

1,116.50
1,116.50

1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.50
1,116.580

$1,071.46
1,079.50
1,164.99
1,179.55
1,274.19

1,296.49
1,398.42

1,426.39
1,632,902
1,663.568
1,674.85
1,708.35
1,824.52
1,861.01
1,082.23
2,021.87
2,148.31
2,191.28
2,323.11
2,360.57

none

$1,116.50
1,116.50
1,188.50
1,188.50
1,262.50

1,262.60
1,338.50

1,338.50
1,416.50
1,416.50
1,496.50
1,496.50
1,678.50
1,£78.50
1,662.50
1,662.50
1,748.80
1,748.50
1,836.50
1,836.50

NOTE: Bolded estimated dates indicate when average retiree benefit, using combination % CABA and $
Adhoo adjustment, will surpass 2001 Adhoc $ increase only.

2/27/01




HB1102

Madam Chair Krebsbach & members of the Government &
Veterans affairs Committee. I’'m Joe Kroeber, State
Representative from District 48-Jamestown. 1 had the
opportunity to serve on the interim Employee Benefits
Committee and I am a retired teacher. 1 fully support the
TFRR Boards final recommendation which is now the current
HB1102. This bill moves the benefit formula for active teachers
from 1.88 to 2.0 and sets up a .75 conditional annual benefit
adjustment(CABA). For retired teachers it has an Ad Hoc
adjustment increase of $2.00 for every year taught and $1.00 for
each year since the teacher retired PLUS which I fully support a
75 CABA. This .75 CABA will allow retired teachers & active
teachers to start a program which is now present in 37 states to
help all teachers---active & retired to be part of an annual
benefit adjustment. Remember that the Judges Retirement
System includes an automatic increase but theirs is 2%. This
will in 3-5 years out perform a straight $3.50/$1.75 Ad Hoc
which others may later ask you to support. Remember the
TFFR Board has long had a policy of splitting approved benefit
margins according to the approximate proportional number of
members in each group. There were 4,827 retired teachers &
beneficiaries, 11,155 nonretired members, for a total of 15,982
total members. This breaks down to a 30% retired members
share and 70% nonretired members share. This proposal stays
within these guidelines. I would appreciate your support for
this bill in its present form which is very conservative. I say
this becausc that it leaves a larger margin in the fund than we
have for the past 10 years and requires a yearly review by the
TFFR board. 1 would be more than happy to answer any

. questions you may have,




HB1102 - TFFR Board
Testimony prepared by Barbara Evanson
T'rustee for the Teachers’ Fund for Retirement

Good morning Chairwoman Krebsbach and members of the
Government and Veterans Affairs Committee. 1 am pleased to present
testimony in favor of HB1102,

As has already been stated, HB1102 increases the benefit multiplier to
2.00% and provides an adhoc monthly post-retirement benefit increase
for all retired members and beneficiaries equal to $2 per year of service
credit plus $1 per year retired, plus a 0.75% conditional annual benefit
adjustment for current and future retirees.

What a wonderful opportunity we have this year! We may not have a
margin to equal this again allowing for an annual benefit
adjustment.

o Isit awise move? If we are to help a retiree to continue to have
adequate purchasing power, it certainly is.

o Has it been done before? 48 states have some form of a percent
increase, and ours will have a conditional annual adjustment.

o Willit tie up future margins? This is a prefunded plan, so the funds
are there now.

o  Wouldn’t health insurance coverage be a better way to go? Those
states that have addressed insurance and tried to guarantee a percent
of the monthly costs are in trouble as insurance costs have jumped so
fast. Our survey showed us that retirees would rather have the
money than to see a portion of the margin dedicated to insurance as
30% knew they wouldn’t use the PERS insurance, and 50% weren’t
sure if they would.

o Is it fair to ali? Our present way of determining increases is not fair
to those most recently retired who have paid in the most. Again, I
refer you to Fay's chart that shows the percent increase for each of
the retiree groups. Keeping the ad hoc component allows for
fairness for those who have been retired the longest, but does not
give them an unfair boost at the cost of the most recently retired.




Does the percent increase use up more of the margin? 1If you look at the
report from Watson-Wyatt, you will see that it uses up about the same
amount. When the flat ad hoc is compared to the percent increase over
the years, it is plain to see the advantage of the percent increase.

Thank you for your time, and again, we are so pleased to come before
you with a wonderful plan that continues to honor teachers with a solid,
actuarily sound plan that does a better job with fairness for all,




TESTIMONY ON 1102

MARCH 9, 2001

Madam Chair and members of the committee, my name is Tom Tupa and | am here representing
the ND Retired Teachers Association. ND RTA is an organization of almost 2900 retired ND
teachers. We are here mostly in support of H3 1102, But, RTA has a few suggestions which 1

will mention shortly.,

ND RTA tikes and strongly supports the multiplier going from 1.88 to 2.00% for all current
teachers. The 2.0 multiplier has been a long term goal of the TFFR board and we encourage

support for that provision of the bill.

The Retired Teachers Association also likes, and strongly supports, the ad hoe retiree adjustiment
of $2 for every year a retiree spent teaching plus the $1 adjustment for every vear since
retirement with a proposal of increasing the amount. ‘This will give a nice adjustment to retirees
who have spent many years dedicating their careers to teaching ND students, But, we think this

can, and should be adjusted upward.

Mudam Chafr and members of the committee, the one part of the bill where we have a concern
is the automatic percentage adjustment of .75% starting on line 23, This consumes a large part
of the 6.28 margin. When the past 9 years has generated an average margin of only 1.37, we

have some reservations about using approximately half of the margin for the automatic

adjustment,

The RTA has always asked for benefit enhancements for its members but, the request has never
been in the form of an aulomatic percentage increases, Our organization has historically
supported ad hoc adjustments based on fund performance und available margins. We believe the
flexibility of the fund based on the available margin was and s the best way (o go. I you look at

attachment #1, you will see that over time the adjustment for retirees has been calculated using a




variety of formulas including percentages, dollar amounts, and combinations of both. But, they

reflected the fund performance and margin, and it was never suggested they be automatic. In

fact in some years, 1981 and 1995 for example, the retirees went without an adjustment because

of insufficient margins. You will notice that following 1995, the retirees in 1997 received only a
$30 per month increase while the multiplier for active teachers went up 20 basis points -- and |
wonder if that followed the 70/30 rule. In any event, our members accepted that with the idea of

making up the losses when margins improved.

There are almost 5000 retired teachers in ND. The median retired teacher benefit (where half
the number is above the line and half below the line) is about $800. In other words, almost 2500
retirecs get less than $800 per month or $9600 per year, And, some of the carly retirecs were not
even covered by social security, leaving them with only their teacher retirement as incoime. Of
all the retitees, about 4000 of them fall below $1500 per month in retirement. A .75%
adjustment doesn’t do much for these retirees but, the 3.50 + 1.75 formula would have real

meaning. Attachmoent #2 shows the breakdown of retirees and the levels of bencfits,

I wanl it to be very clear, Madam Chair and members of the committee, that the R'TA agrees
with using the money set aside for the . 75% automatic adjustment, However, we would like to
see the money added to the 2 + 1 formula or, given over to a prefunded health carc plan for
retired and future retived teachers. We have fought (unsuccessfully, I might add) for a plan like
this for many years. Could the fund give a dollar or two a month credit for each year of service
to a prefunded health ptan? Or, could we go from the 24 1 toa 3.50 + 1,75 formula which

would also help pay the cost of health insurance?

At its recent convention in Fargo, the NI RTA passed a resolution supporting the 2% multiplier,
the ad hoe 2 + | formula, and a monthly credit toward health insurance premiums. Since the
monthly credit toward health insurance is not likely this session, we are asking that the .75%
automatic adjustment be converted to a doltar figure and redistributed to raise the 2 + 1 formula
toa 3.50 + 1,75 formula for retired teachers and use the remainder for a percentage adjustment

for current teachers who plan on retiring over the next 2 years «- in other words sunisetted in




¢
1

2003. This will give RTA, other interest groups, and the TFFR board an opportunity to see if we

can come up with an adequate plan for the distribution of future margins to both active teachers

and current retirees.

Madam Chairman and members of the committee, we support HB 1102, but we encourage the

committee 1o amend our suggestions into the bill,

Thank you and I will try to answer any questions you may have.




Doy Tt T A ffacts

(045 Q.M

Madam chairman, members of the committee:
My name 1is Dick Palé%¥?4?¢;h?étired and drawing an annuity
from TFFR

I want to say briefly that I favor the retirement bill as
it was originally written. I think the TFFR Board has

. studied this legislation thoroughly before they proposed it

for the legislature's approval. They are the experts in
handling this fund, and their decision is good enough for
me,

Thank you for the chance to voice my support for the bill

as originally wrltten.
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