Blll Draft — LC 90 1 1 4 . O 1~ This bill proposes to increase the retiree health credit |

from $4.50 to $5 and fund it with an increase in employer_ contributions.

‘ —

Proposals © Section | Actuarial | PERS Recommendations
1. Increases the employer contribution | Section 1 The actuary PERS is proposing to amend
by .15% to fund the increase in indicates the the bill to a .14% increase
benefits. The amount of the required
increase is based on the actuarial employer
work from last session and is subject contribution is
to change. 14%
2. Increases the health credit amount | Section 2 PERS is not requesting an

from $4.50 to $5. The increase in
benefits would be effective August 1.

appropriation increase subject
to the Governors executive
recommendation. If not
included in the executive
budget an appropriation will
need to be requested during

the session
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PROPOSED AMENDMENTS TO BILL NO. 90014.0100
Page 1, line 11, replace “fifteen” with “fourteen”
Page 1, line 13, replace “fifteen” with-*“fourteen”
Page 1, line 18, replace “fifteen” with “fourteen”
Page 2, line 9, replace “fifteen” with “fourteen”

Page 2, line 18, replace “fifteen” with “fourteen”

Page 2, line 21, replace “fifteen” with “fourteen”

Renumber accordingly
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October 17, 2008

Representative Bette Grande, Chair
Employee Benefits Programs Committee
State of North Dakota

Bismarck, North Dakota

Re: Technical Comments — Bill Draft No. 90114.0100

The following presents our analysis of the proposed changes found in Bill Draft No. 90114.0100:

Systems Affected: Retiree Health Benefit Fund

Summary: The proposed legislation would increase the required monthly contribution to the
Retiree Health Benefit Fund from 1.00% of monthly salary to 1.14% of monthly salary and
increase the monthly retiree health credit from $4.50 per year of credited service to $5.00 per
year of credited service. There are also corresponding contribution rate increases for both
nonteaching employees of the superintendent of public instruction and employees of the state
board for career and technical education, with higher contribution rates for these two groups for a
specified period that are intended to fund past service.

Actuarial Cost Analysis: We have calculated that the additional contribution of 0.14% of salary
would be sufficient to offset the cost of the additional monthly benefit of $0.50 per year of
credited service.

Technical Comments: Our comments on the bill are as follows:

General

The purpose of the provision 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.
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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 the Retiree Health Benefit Fund
impact the Hybrid Plan, Highway Patrolmen's Retirement System and Defined Contribution

Plan equally.

> Purchasing Power Retention

The retiree health credit has diminished in value over the years in terms of offsetting the cost
of health insurance. Since the credit has remained fairly constant over time but the cost of

insurance has continued to escalate, the percentage offset by the credit has been getting
smaller. The following table” shows the effect on retirement benefits of paying for health

insurance:

NDPERS Retirees with Health Credit

2007 Average Health Premium & Remaining Benefit
(Excludes COBRA Retirees) -

$2’000 $1826.06
$1431.86 $1424.82
$1,500 .
.$1,000 +— .. | 4%
’ 75%. ] $795.92 e
| 100%
$500 T ... 45% =
: 7 36%
25% SOOI 28%
$0 15%
Non-Med Non-Med Non-Med Medicare Medicare Medicare
Single Family Family 3+ Single* Family* One On*
O Retiree Benefit 1068.13 1001.65 0 674.2 807.12 913.82
O 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 21% $264.98 34%
1999 | $4.50 $90.00 $500.38 18% $308.62 29%
2001 | $4.50 $90.00 $570.00 16% $339.30 27%
2003 | $4.50 $90.00 $702.47 13% $415.18 22%
2005 | $4.50 $90.00 $781.86 12% $427.24 21%
2006 | $4.50 | - $90.00 $781.86 12% $329.24 27%
2007 | $4.50 $90.00 $946.42 10% $418.46 22%
2008 | $4.50 $90.00 $946.42 10% $418.46 22%
2009 | $4.50 $90.00 $1,059.99 8% $468.68 19%
2011 | $4.50 $90.00 $1,187.19 7.5% $524.91 17%
2013 | $4.50 $90.00 $1,329.65 7% $587.91 15%

* In addition, the following table” shows the percentage of the premium paid by the retiree
health credit for each premium category:

® NDPERS Retiree Health Credit

2007 Average Premiums & Health Credit
(Excludes COBRA Retirees)

$1,400
: $1181.98
$1,200 —
$1 000 $946.42 :
MANKL Y
$800 — —
. $621.88
99% el
$600 ey s _ABY -
$400 +{ _a% | % | —7 -
$214.20
82%
$200 +| 7% {— o T e -
$0 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 9248 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. j
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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 actuarially determined contribution rate by 0.14% of
payroll, as illustrated in the table below. In order to maintain the current margin of 0.12%,
the rate would have to increase from 1.00% to 1.14% of payroll.

$4.50 $5.00
Multiplier Multiplier

1. Actuarial accrued liability on July 1, 2008: $87,478,032 $97,197,813
2. Assets at actuarial value ($40,423,019 at market value): 42,543,140 42,543,140
3. Unfunded actuarial accrued liability - equals (1) minus (2): 44,934,892 54,654,673
4. Normal cost for ensuing year*: 2,793,638 3,104,042
5. Amortization payment - equals 22-year amortization of |

item (3) as a level percent of total payroll*: 2,935,328 3,570,263
6. Administrative expenses: 65,000 65,000
7. Total cost for ensuing year - equals (4) plus (5) plus (6): 5,793,966 6,739,305
8. Total payroll of covered members: 660,045,275 660,045,275
9. Total employer cost as percentage of payroll - equals (7) ‘

divided by (8): : 0.88% 1.02%

* Adjusted for interest to 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 1, 2008 actuarial valuation results, including the
participant data and actuarial assumptions on which that valuation was based. Calculations
were completed under the supervision of John Monroe, 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

This bill would have minimal effect on PERS’ administrative costs.

>  Administrative Costs

The bill would have minimal effect on PERS’ administrative costs, estimated at $10,000 in
technology costs. However, the contribution rate of participating employers would increase

as follows:
NDPERS Main System Costs
$5.00 Health Credit/1.14% Contribution
1.00% 1.14% General
Monthly Biennial Health Health Increase Other

Group | Employees Payroll - Payroll* Credit Credit Increase | (45.83%) | Increase
State 7,252 | $23,051,516 | $553,236,384 | $5,532,364 | $6,306,895 | $774,531 | $354,968 | $419,563
Higher 2,724 6,269,504 150,468,096 1,504,681 1,715,336 210,655 0 210,655
Ed :

County 3,306 8,590,082 206,161,968 2,061,620 2,350,246 288,626 0 288,626
Schools 4,565 | 8,469,903 203,277,672 2,032,777 2,317,365 284,588 0 284,588
Cities 564 1,485,867 35,660,808 356,608 406,533 49,925 0 49,925
Others 461 1,182,874 28,388,976 283,890 323,634 39,744 0 39,744
Totals 18,872 | $49,049,746 | $1,177,193,904 { $11,771,940 | $13,420,009 | $1,648,069 | $354,968 | $1,293,101

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

As noted earlier, an increase in 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 increase in the retiree health
credit amount.

Please call if you have any questions or comments.

Sincerely,

g\%_————» i P! /,:/? ! :’/\’3
W /) Lf/ﬁ«{ﬂ/t‘xﬁzt// (L.L\/--"'%(/\
Brad Ramirez, FSA, MAAA, EA Melanie Walker, JD
Consulting Actuary Vice President
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