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July 25, 2008

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

Fargo, ND 58104-6669

Re:  Technical Comments — Bill Draft No. 90
Dear Sparb:
The following presents our analysis of’

Systems Affected: North Dakota Public‘é __
the Mam Judges Law Enforcegment and N

. g§he following important changes:
HIN
qt?r@ment payment equal to 50%, 75% or 100%
s 55%; rbenefit payment amount payable in January of
1 uahzed return on' investments is greater than 8%, 9% or 10%,
itio: based on the market value of assets is greater than 105%,
vely, ;ﬁscal year ending June of 2009. If none of these financial
thresh'éigs are met, no addﬁ]@glal paﬂn{hent will be made. This is a potential one-time payment in
the bienniurh applicable to ﬁx?gél*; the Hybnd Plan and the Highway Patrol Retirement System.

Allows the Bogﬁi prov1d?§e“_i a post-retirement increase of 2% of monthly benefits for
members and théii efig g;‘fés in both the Hybrid Plan (except the Judges retirement plan) and
the Highway Patroi"ﬁé{ nent System beginning January 2011. The proposed legislation would
also increase the employ er contribution rate from 16.70% to 22.06% of salary for the Highway
Patrol Retirement System and from 4.12% to 5.44% of salary for the Hybrid Plan and Defined
Contribution Plan from July 1, 2009 through June 30, 2011. The employer contribution rate

increase and 2% monthly post-retirement benefit increase is optional for political subdivision
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employers in the Hybrid Plan, who must elect to participate in this benefit before July 1, 2009 or
be presumed not to participate.

Also allows the Board to provide for an increase of 2% of monthly retirement benefits for
supreme court and district judges who are retirees and their beneficiaries beginning January 1,
2011, if the Board determines that there is sufficient actuarial margin to pay the increase.

Changes the normal form of benefits in the Highway Patrol Ret1remen§%$ystem from a 50% joint

HE

and survivor benefit to a 100% joint and survivor benefit for survnq

Allows participants in the North Dakota Deferred Compensati gram who have Vested

count towards retirement date eligibility.

Actuarial Cost Analysis: It appears that this bill %ﬁlan al impact of éiﬁe Hybrid

Plan and the Highway Patrol Retirement System.

3

Technical Comments: Our commentiggﬁ

Benefits Policy Issues

iy
uacy of gééﬁ ement benefits in two ways. First, it would
al form % . married members of the nghway Patrol

at permits participants in the Deferred Compensation Plan
' I ggn at a subsidized cost provides an incentive for members
rement savings. Such supplemental retirement savings
cy of retirement benefits for members.

> Benefits Equitviand Giou
M
This bill allows pofl’ ical subdivisions to independently elect whether to contribute additional
amounts for two years to fund a 2% monthly post-retirement benefit increase for their
retirees. Therefore, it is likely that some employers will elect not to contribute the additional
amounts, and their retirees will not receive a monthly post-retirement increase, which will
result in some level of benefits inequity among retirees of the various political subdivisions.

Post-retirement increases to the monthly benefits from the Hybrid Plan could create some
level of benefits inequity between the Hybrid Plan and the Defined Contribution Plan
because, although contributions to both Plans remain the same, there are no post-retirement
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increases paid from the Defined Contribution Plan. However, to the extent the Defined
Contribution Plan members investment earnings are sound, they can fund their own post-
retirement increase.

» Competitiveness

No impact.

> Purchasing Power Retention

Y géFollowmg isa
i
K

Ml

i . :@ > zp TEEEEEE
ntage ofthegﬁi

PERS paid a 13" ch%%

§§ﬁ/g of the monthly benefit to retirees, and in 2008 PERS
" 5% of the monthly benefit to retirees.

This bill'wo th a 13™ check and a 2% post-retirement monthly benefit increase.
] ;—tlme pa,_' hent equal up to 100% of current monthly benefits and a 2%
it yb kéﬁlrpﬁts 1s not anticipated to fully maintain the purchasing power of

e never price inflation exceeds the amount of the post-retirement

retirement bene
payment.

Using the historical data provided by PERS with respect to ad-hoc post-retirement increases,
the table below summarizes the impact of post-retirement increases as compared to changes
in the national cost-of-living index (CPI-U):
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1980 Retiree

Date | CPI-U | withags00 | Curchasing
Power
benefit
7/80 82.7 $500.00 100.0%
7/83 99.9 576.90

7/85 | 107.8 624.96
7/87 | 1138 721.07
7/89
7/91
8/93
1/94
8/97
8/99
8/01
g [lage

Portability |

No impact.

> Ancillary Benefits

A 13" check at 100% of monthly benefits to retirees and beneficiaries would equal
approximately $6.9 million in one-time payments in 2010. A 2% increase in monthly benefits
for members of the Hybrid Plan (including Judges) and the Highway Patrol Retirement
System would equal approximately $1.9 million in additional retirement benefits per year
beginning January 1, 2011. Therefore, the post-retirement increases will likely generate
additional economic activity, as well as tax revenue, to the State of North Dakota.
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Funding Policy Issues

> Actuarial Impacts

The bill would have an actuarial impact on the Hybrid Plan and Highway Patrol Retirement
System. The provision allowing for a one-time post-retirement payment equal to 50%, 75%
or 100% of the member’s or beneficiary’s current monthly benefit payment amount would
increase the plan’s unfunded liability if the necessary conditions arg met. For example, if the
return on investments is at least 10% and the market value fund :ratlo is at least 115% for
the fiscal year ending June of 2009, then the unfunded liabil gééxpected to increase by
$6.9 million. While it is true that this additional liability w;’é ly offset or offset to some
degree by the necessary investment gain, the Plan’s surp&a;g% 11] §§1 e $6.9 million lower
than it would have been if this provision were not ad@;pged Neverthe 5 the surplus that is
required for the 13™ check to be paid will ensure tha he plans still have E isurplus on a
market value basis even after the check is pald 4 i K i§§§

H;tghway Patrol Retlrefrient System)
’{z 3.15% of payroll, as illustrated

Normal Form Normal Form
50% J&S 100% J&S

51,536,518 $52,918,610
$48,167,914 $48,167,914
$3,368,604  $4,750,696

$1,304,356  $1,400,847

$235,096 $331,552

641 A $16,000 $16,000
7. al cost for ensmngﬁrear e Ials (4) plus (5) plus (6) $1,555,452  $1,748,399
8. To’télgégfﬁ;_-Q oll of cove $6,128,867  $6,128,867
9. Total co:?&%% gerce g

(8): ?;z i 25.38% 28.53%

§

10. Employee cost a8 percentage of payroll 10.30% 10.30%
11. Employer cost as percentage of payroll - equals (9) minus

(10) 15.08% 18.23%

* Adjusted for interest to recognize payments throughout the year.

The extent to which the purchase of service credit incentive for participants in the Deferred
Compensation Program (Hybrid Plan) has a cost impact depends upon the size of the affected
groups, their demographic makeup (average age, marital status, etc.) and utilization rate of
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the incentive. It is our understanding that this provision is designed to encourage
participation in the Deferred Compensation Program, and it would likely have that effect, but
to what degree it is difficult to say. Currently, about a third of those eligible actually
participate. If that were to increase to 50%, and if everyone eligible to purchase service were
to purchase one year on average, then the actuarially determined contribution rate for the
main retirement plan would increase by about 0.30% of payroll. The following table
summarizes the results.

Statutory

4
Rate 7/11200; ﬁ?x 7/17%0&37 Increase

?\32

z§§/o 6.38% 1 0.30%
? i

Main Retirement Plan 4.12%

National Guard

Law Enforcement with

prior Main service 0.32%
Law Enforcement without

prior Main service 0.27%
Retiree Health_gf’ 0.00%

the Hybrid Plan (except the Judges
ystem is described below The benefit

\?lﬁipns m@fﬁ ect whether or not to pay the increased contribution rate
d:grant the 2% benef%é i);g.crea%eﬁg- their retirees, we have taken into account that some

cal s bdivisions haviifew (or no) retirees and are unlikely to elect the increase. The rate
hee. Main Plan | % determined using only state employees, which represent

_ S, §and is slightly higher than what the rate would have been using all
members. The ‘i wer rate would have implicitly assumed that all subdivisions would elect the
increase and thers bsidize the state. No matter what rate is used, if that same rate applies
to all political subd1v1510ns this provision subjects the Plan to the risk of adverse selection.
However, we believe the rate we have calculated reasonably approximates the rate that
should be charged if it were determined based on which political subdivisions actually

elected to participate.

Sl’réogé pohtlcal subdl §§ k

We have estimated the cost of this proposed plan change as the increase in unfiunded liability
as of January 1, 2011, assuming that all political subdivisions elect to participate, as well as
the percentage of pay from July 1, 2009 through June 30, 2011 that would be required to
fund that liability.
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The following table summarizes our results:

: Statutory/
Additional Approved
Plan Provision Liability Cost Rate Total
Main System $15,800,686 1.32%* 5.44%
National Guard $23,497 0.68% 7.18%
Law Enforcement with \
prior Main service $78,662 9.01%
Law Enforcement without S .
prior Main service $563 A8 i, 6 46%
T

Highway Patrol $763,02%§§ v
* Based on state employees only.

The bill also allows theB 04

3:>.>-§ §§=\

4 Elgﬁo are retir eé and their beneficiaries

rmines that there is sufficient actuarial margin to
has an actuarial margin of 5.21% based on
retirement benefit increase for retired

ﬁg ?@ %gr;.i 11ab111ty by approximately $320,000 and
ined ibution rate by 0.41% of active payroll.

judges wo%lld 1ncréa§e§i§£ I
woul%&jig@ﬁ?ﬁ%“@% ¢ actuat
g
:Eigéég ost estlmat%aar% baeeﬂs n the July 1, 2007 actuarial valuation results, including the
ant data and abi rial asstihptions on which that valuation was based. Calculations
' upervn;léon of Kurt Schneider, ASA, MAAA, Enrolled Actuary.

5V

¢ Cash Flow Impacts. Additional employer contributions under the bill would have an
immediate, positive impact on cash flow to the Systems that would be offset to some
extent by higher benefit payouts in the future.
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Administration Issues

> Implementation Issues

The provision of the bill changing the normal form from a 50% joint and survivor benefit to a
100% joint and survivor benefit for the Highway Patrol Retirement System is drafted in a
manner that eliminates the 50% joint and survivor benefit as the normal form, but does not
add a 50% joint and survivor benefit as an optlonal form. T hereforf% the only joint and
survivor benefit available is a 100% joint and survivor benefit, W 1§;5i§ has a higher actuarial
reduction than a 50% joint and survivor benefit. i

The bill would have an effect on participating employers;si
Would increase substantlally In addltlon an electlon éj itical subdivisions to

e ithly benefit post-
allow elections be% July 1, 2009.

(i the Deferred % pensatlon

gg_subsld cost, PERS must track all
service in the Deferred Compensathn Program to dete e the amount of service that may
be purchased in the Hybrid Plan. P R%z H : ?tpey can track service in the
Deferred Compensation Program eie: ‘gt%r

¢ i lly only ﬁ“oﬁ‘g %@QO forward; service prior to
2000 must be determined by an individ '?msearch wl’fi%ﬁgvould be costly.

i

1mplemen%§§ on of the Dg: ﬁed Compensation Program incentive until J anuary 2011 would
eliminate the ¢b t of int ;mentmg the incentive within the existing system.
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Assuming that all political subdivisions elect to make additional contributions to fund the 2%
monthly benefit post-retirement increase, the cost for employers is estimated to be as follows:

1.32% Main System and 5.36% Highway Patrol 2-Year Contribution Increase

4.12% 5.44%
Monthly Biennial Employer Employer
Group Employees Payroll Payroll* Contribution | Contribution Increase

State 7,252 | $23,051,516 | $553,236,384 | $22,793,33 $30,096,059 $7,302,720

Higher Ed 2,724 6,269,504 150,468,096 1,986,178

ifz
é% fgﬁ

§§§§ 8, 493 873 2,721,338
v

County 3,306 8,590,082

8,375,040 2,683,265

Schools 4,565 | 8,469,903

Cities 564 1,485,867 470,723

Others 461 1,182,874 1,544,360 374,734
bl

Totals 18,872 $49,049,T‘f§§: L $64,039,347 | $15,538,958

* Assumes no increase in salaries over the 244

22.06%
Employer
Group Contribution Increase
Highway Patrol $1,840,706 | $2,431,496 $590,790

* Assumes no increase’

State Totali(State ep $7,893,510

sufﬁquﬁt levels of administrative and governance authority to the
the changes made by the bill.
1]

PERS ‘axd to 1mplemer

» Cross Impac \on Other,

No impact.

> Employee Communications

Employee communications will be necessary to explain the one-time post-retirement
payment and increase to monthly retirement benefits, the 100% joint and survivor benefit to
members and retirees of the Highway Patrol Retirement System, and the purchase of service
credit incentive for participants in the Deferred Compensation Program.






