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Representative Bette Grande, Chair
Legislative Employee Benefits Programs Committee
3510 42nd Ave S

Fargo, ND 58104-6669

Re:  Technical Comments — Bill Draft No. 9
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General

The purpose of the pr 6% on of the bill that increases the required contribution to the Retiree
Health Benefit Fund is to provide adequate funding for an increased monthly retiree health credit
in order to help members keep up with the rising cost of health care.

Benefits, Compensation and HR Consuiting  ATLANTA BOSTON CALGARY CHICAGO CLEVELAND DENVER HARTFORD HOUSTON LOS ANGELES
- MINNEAPOLIS NEW ORLEANS NEW YORK PHILADELPHIA PHOENIX PRINCETON RALEIGH SAN FRANCISCO TORONTO WASHINGTON, DC

MHh G .
Multinationai Group of Actuaries and Consultants BARCELONA BRUSSELS DUBLIN GENEVA HAMBURG JOHANNESBURG LONDON MELBOURNE
APPC MEXICOCITY OSLO PARIS



July 25, 2008
Page 2

Benefits Policy Issues

> Adequacy of Retirement Benefits

The bill has no direct impact on retirement benefits. However, the bill indirectly enhances
retirement benefits by reducing the need for retirees to use their retirement benefits to pay for
retiree health benefits.

> Benefits Equity and Group Integrity

The increase in contributions to and benefits payable from
impact the Hybrid Plan, Highway Patrolmen's Retiremen
Plan equally.

> Purchasing Power Retention

The retiree health credit has diminished in Vﬂ]&%i?ver the years
of health msurance. Since the credit has remaméd;- ir cér stant over time but the cost of
insurance has continued to escalate,the percentage oifse %'y the credit has been getting
smaller. The following table" sho ] -£fe§0t on retlrmiie t benefits of paying for health

insurance:
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NDPERS Retirees with Health Credit
2007 Average Health Premium & Remaining Benefit

(Excludes COBRA Retirees)
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$0 Non-Med Non-Med Non-Med Medicare Medlcare Medicare
Single Family Family 3+ Single* Family* One On*
3 Retiree Benefit 1068.13 1001.65 0 674.2 807.12 913.82
0 Health Premium 363.73 824.41 1166.36 121.72 315.16 511
Contracts: 315 89 2 2128 922 1835

* - Medicare contracts must pay $93.50 per person for Medicare coverage.

The following table” shows the effect that the rising cost of health insurance has had on the
retiree health credit over time:
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Example for 20-year employee
Credit with 20 Non-Medicare Medicare

Year | Credit | Years of Service | Family Premium | % | Family Premium | %

1989 | $3.00 $60.00 $360.07 17% $190.50 31%
1991 | $4.00 $80.00 $321.00 25% $230.00 35%
1993 | $4.50 $90.00 $368.00 24% $230.00 39%
1995 | $4.50 $90.00 $390.00 23% | .».$239.00 38%
1997 | $4.50 $90.00 $438.48 1526498 34%
1999 | $4.50 $90.00 $500.38 $308.62 29%
2001 | $4.50 $90.00 $570.00 16%| $339.30 27%
2003 | $4.50 $90.00 $702.47 139, 118415.18 22%
2005 | $4.50 $90.00 $781.86 (! $4 21%
2006 | $4.50 $90.00 $781.86!! 27%
2007 | $4.50 $90.00 ) 22%
2008 | $4.50 $90.00 ] 22%
2009 | $4.50 $90.00 $468.68 19%
2011 | $4.50 $90.00 $524 .91 17%
2013 | $4.50 $90.00 $587.91 15%

In addition, the following table” shows
health credit for each premium category.

i, y
NDPERS Retiree Health Credit

2007 Average Premiums & Health Credit
(Excludes COBRA Retirees)

§z§g§§‘
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$200 ° i i
$0 Fas 57%
Non-Med Non-Med Non-Med Medicare Medicare Medicare
Single Family Family 3+ Single Family One On
0 Health Credit 111.61 122.01 15.62 92.48 103.3 110.88
O Retiree Paid 363.73 824.41 1166.36 121.72 315.16 511
Contracts: 315 89 2 2128 922 183

+
These three tables are based on information provided by PERS’ staff that has not been independently verified by Segal.

ptemium paid by the retiree
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> Preservation of Benefits

No impact.

> Portability

No impact.

> Ancillary Benefits

No impact.

Funding Policy Issues

> Actuarial Impacts

The benefit increase would increase the actfﬁ
payroll, as illustrated in the table below. In ord §'”:
the rate would have to increase from 1.00%

$4.50 $5.00
: Multiplier Multiplier

1$85,342,012  $94,824,458
38,882,121 38,882,121
(1) minus (2): 46,460,891 55,942,337
2,698,131 2,997,923

N

ation of
2,945,326 3,546,390

65,000 65,000
5,708,457 6,609,313
602,853,327 602,853,327

© o N o

0.95% 1.10%

o recognize payments throughout the year.

Even though the additional contribution is sufficient to offset the additional cost, the bill
would cause the funded ratio to decrease, since it causes an immediate increase in the
actuarial accrued liability, but no corresponding immediate increase in fund assets.

These cost estimates are based on the July l,‘2007 actuarial valuation results, including the
participant data and actuarial assumptions on which that valuation was based. Calculations
were completed under the supervision of Kurt Schneider, ASA, MAAA, Enrolled Actuary.
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> Investment Impacts

¢ Asset Allocation: ‘ The bill does not create new investment asset allocation issues.

¢ Cash Flow Impacts: The bill would have an immediate, positive impact on cash flow to

the Retiree Health Benefit Fund that would be offset to some extent by higher benefit

payouts in the future.

Administration Issues

> Implementation Issues

>  Administrative Costs

The bill would have minimal effect on PERS” 4
technology costs. However, the contribution rat
as follows:

osts, estimated at'$10,000 in
ng employers would increase

General
Increase Other
| _Group | Employees Increase | (45.83%) | Increase

State 7,252 $6,362,218 $829,854 | $380,322 $449,532
Higher 1,730,383 225,702 0 225,702
Ed
Coun‘féﬁ 2,061,620 2,370,863 309,243 0 309,243
Schools ™ 203,277,672 2,032,777 2,337,693 304,916 0 304,916
Cities 35,660,808 356,608 410,099 53,491 0 53,491
Others 461 28,388,976 283,890 |- 326,473 42,583 0 42,583
Totals 18,872 | $49,049,746 | $1,177,193,904 | $11,771,940 | $13,537,729 | $1,765,789 | $380,322 | $1,385,467

* Assumes no increase in salaries over the 24-month period.

» Needed Authority

The bill appears to provide sufficient levels of administrative and governance authority to the

PERS Board to implement the changes made by the bill.
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> Cross Impact on Other Plans

As noted earlier, an increase i the monthly amount of the retiree health credit will reduce the
need for retirees to use benefit payments from the retirement systems for retiree health
benefits.

> Employee Communications

Employee communications will be necessary to describe the in% >
credit amount.

Please call if you have any questions or comments.

Sincerely,

| i
T ‘!W

Wi?g .
. Melameli¥e

Brad Ramirez, FSA, MAAA, EA
Consulting Actuary
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