APPENDIX L

4 ;
TY Segal CO“SUItIng DIRECT DIAL NUMBER

(303) 714-9952

5990 Greenwood Plaza Boulevard Suite 118 Greenwood Village, CO 80111-4708
T 303.714.9900 www.segalco.com E-MAIL ADDRESS
bramirez@segalco.com

Bill Draft No. 15.0139.01

August 28, 2014

Mr. Sparb Collins, Executive Director

State of North Dakota Public Employees' Retirement System
400 East Broadway, Suite 505

P.O. Box 1657

Bismarck, ND 58502

Re: Technical Comments — Bill Draft No. 15.0139.01000
Dear Sparb:
The following presents our analysis of the proposed changes found in Bill Draft No. 15.0139.0100:

Systems Affected: North Dakota Public Employees Retirement System (Hybrid Plan) and
Retiree Health Benefit Fund

Summary: The proposed legislation would eliminate National Guard firefighters as a separate
group of participating members in the Hybrid Plan and Retiree Health Benefit Fund. The bill
would also align the contribution structure of both member and employer contributions for
security officers employed by the National Guard with the contribution structure for law
enforcement with prior main service members.

Actuarial Cost Analysis: The proposed legislation would not have a material impact on the
overall actuarial cost of the Hybrid Plan or the Retiree Health Benefit Fund. If assets are
transferred between cost groups as a result of the bill, the cost rates associated with those groups
could change as discussed below.

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

General

The Hybrid Plan provides very similar levels of benefits to both National Guard security officers
and law enforcement with prior main service members including the benefit accrual formula (2%
of final average salary times years of service), death benefits, and optional forms of retirement
benefits. However, these employee groups have different normal retirement dates and early
retirement reduction rates. For National Guard security officers, the normal retirement date is age
55 with three years of eligible employment, and early retirement reduction is based on months
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prior to reaching age 55 with three years of eligible employment. For law enforcement with prior
main service members, the normal retirement date is age 55 with three years of eligible
employment or attaining Rule of 85 eligibility, and the early retirement reduction is based on
months prior to reaching age 55 with three years of eligible employment or the age at which Rule
of 85 is met.

By aligning the contribution structure of both member and employer contributions for security
officers employed by the National Guard with the contribution structure for law enforcement
plan with prior main service members, National Guard security officers would experience an
increase in required member contributions from 4.5% of monthly salary to 5.5% of monthly
salary with no increase in retirement benefits. We assume the employer contribution rate for
National Guard security officers will be identical to the employer contribution rate for law
enforcement with prior main service members , as approved by the PERS board. Thus, the
National Guard’s employer contribution rate may also increase under this bill (from 7.00% to
9.81%).

Benefits Policy Issues

> Adequacy of Retirement Benefits

No impact.

> Benefits Equity and Group Integrity

Under the bill, National Guard security officers would pay the same member contributions as
law enforcement with prior main service members but would not be eligible to retire under
the Rule of 85.

> Competitiveness

No impact.

> Purchasing Power Retention

No impact.

> Preservation of Benefits

Increased funding to the System in the form of additional member contributions from
National Guard security officers provides additional funds to pay down the unfunded
actuarial accrued liability of the System at a faster rate. By setting up this additional funding
mechanism it will help preserve the value of benefits from the System for future years.
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> Portability

No impact.

> Ancillary Benefits

¢+ No impact.
¢ Social Security: No impact.

Funding Policy Issues

> Actuarial Impacts

Given that the National Guard participants have similar same ages, service and salaries as the
Law Enforcement with Prior Main Service participants, the bill does not create a material
change in actuarial costs. In particular, the most recent actuarial valuation shows the
following information.

National Guard Law Enforcement with Prior Main
Service

Average age 36.5 38.5

Average service credits 5.5 7.3

Average compensation $43,359 $51,109

Total normal cost 10.49% of pay 10.60% of pay

Member contribution* 4.50% 5.50%

Employer normal cost 5.99% 5.10%

*Contribution effective January 1, 2014

> Investment Impacts

+ Asset Allocation: The bill does not create new investment asset allocation issues.
¢ Cash Flow Impacts: The bill will create additional cash flow to the System.

Administration Issues

> Implementation Issues

Pursuant to rules under Internal Revenue Code section 414(h), the National Guard would be
required to take formal, written action to elect to pick up the increased member contribution
amounts, in order for such contributions to be made on a pre-tax basis.
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> Administrative Costs

The bill will have minimal effect on administrative resources.

> Needed Authority

The bill appears to provide appropriate levels of administrative and governance authority to
the PERS Board to implement the changes made by the bill.

> Cross Impact on Other Plans

No impact.

> Employee Communications

Employee communications may be necessary to describe the impact of increased member
contributions on pay to National Guard security officers.

> Miscellaneous and Drafting Issues

Since this bill would increase member contribution rates for security officers, the National
Guard would need to determine whether they can pay for the increased member contributions
from their own funds as a salary supplement or would reduce members’ current or future
salary, while also perhaps paying an increased employer contribution rate. If the National
Guard decides to reduce members’ salary to pay for the increased level of member
contributions, they must pay and report FICA taxes on the member contribution amounts
made via salary reduction.

The actuarial results summarized herein are based on the actuarial valuation as of July 1, 2013,
which was completed under the supervision of Tammy Dixon, FSA, MAAA, EA.
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The information contained in this letter is provided within our role as the plan’s actuary and
benefits consultant and is not intended to provide tax or legal advice. We recommend that you
address all issues described herein with your legal counsel. Please call if you have any questions
or comments.

Sincerely, Sincerely,
. ,_\)‘ .‘:/{" /) ’//’,l‘
572 [N

Brad Ramirez, FSA, MAAA, FCA, EA Melanie Walker, JD
Vice President and Consulting Actuary Vice President
ez
cc:  Tammy Dixon

Laura Mitchell

5331547v1/01640.004
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Air National Guard Retirement Plan

2015 Session
LC 15.0139.01

Proposed Legislatio

Reason

Comments

e S

References Law
Enforcement plan
and reflects changes
to Air National Guard
Plan

Amendment
addresses changes
to contribution
amounts as well as
provides for transfer
of assets into Law
enforcement plan.
Following proposals
resulted after
additional review was
completed upon
receiving bill.

See attachment A for
details

“SECTION 1.
AMENDMENT. Section
54-52-06.2 of the North
Dakota Century Code is
amended and reenacted
as follows:

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

Each national guard
security officer or
firefighter who is a
member of the public
employees retirement
system is assessed and
shall pay monthly four
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Legislation

Reason

Comments

\r

Proposed

percent of the employee's
monthly salary. Member
contributions increase by
one-half of one percent of
the member's monthly
salary beginning with the
monthly reporting period
of January 2014. Effective
August 1, 2015, each
national quard security
officer or firefighter that is
a participating member of
the plan under this section
shall become a
participating member of
the plan under section
54-52-06.4 and the board
shall thereafter manage
any account balance
associated with those
participating members
under section

54-52-06.4. No new
eligible employees may
become a participating
member of the plan under
this section after July 31,
2015. The assessment
must be deducted and
retained out of the
employee's salary in equal
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Reason

Comments

monthly installments. The
national guard security
officer's or firefighter's
employer shall contribute
an amount determined by
the board to be actuarially
required to support the
level of benefits specified
in section 54-52-17. The
employer's contribution
must be paid from funds
appropriated for salary or
from any other funds
available for such
purposes. If the security
officer's or firefighter's
assessment is paid by the
employer under
subsection 3 of section
54-52-05, the employer
shall contribute, in
addition, an amount equal
to the required national
guard security officer's or
firefighter's assessment.”
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Proposed Legislation

Reason

Comments

e ST

LS
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Proposed Legislation

Reason

Comments

L
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Proposed Legislationv’,

Reason

Comments

SECTION 3. AMENDMENT. Section 54-52-06.4 of the North Dakota Century
Code is amended and reenacted as follows:

54-52-06.4. Contribution by peace officers employed by the bureau of
criminal investigation or security officers employed by the national guard
— Employer contribution. Each peace offlcer employed by the bureau of
criminal investigation or national g urity officer who is a member of the
public employees retirement system is assessed and shall pay monthly four
percent of the employee's monthly salary. Peace officer contributions

increase by one percent of the member's monthly salary beginning with the
monthly reporting period of January 2012, and with an additional increase of
one percent, beginning with the reporting period of January 2013. The
assessment must be deducted and retained out of the employee's salary in
equal monthly installments. The peace officer's or security officer's employer
shall contribute an amount determined by the board to be actuarially required to
support the level of benefits specified in section 54-52-17. The employer's
contribution must be paid from funds appropriated for salary or from any other
funds available for such purposes. If the peace officer's or security officer's
assessment is paid by the employer under subsection 3 of section 54-52-05, the
employer shall contribute, in addition, an amount equal to the required peace
officer's or security officer's assessment.

Overstrike “national guard
security officer”

Insert “Effective August 1,
2015, each national quard
security officer who is a
member of the public
employee’s retirement
system is assessed and
shall pay monthly six
percent of the employee’s
monthly salary. National
quard security officer
contributions shall
decrease by one-half of
one percent of the
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Proposed Legislation

Reason

Comments

member’s monthly salary
beginning with the monthly
reporting period of
January 2016.”

SECTION 4. AMENDMENT. Section 54-52-06.5 of the North Dakota Century
Code is amended and reenacted as follows:

54-52-06.5. Reduction in member and employer contributions.

The required increase in the amount of member and employer contributions
under sections 54-52-02.9, 54-52-05, 54-52-06, 54-52-06.1, 54-62-06-2; 54-52-
06.3, 54-52.6-02, and 54-52.6-09 must be reduced to the rate in effect on July
1, 2013, effective on the July first that follows the first valuation of the public
employees retirement system main system showing a ratio of the actuarial value
of assets to the actuarial accrued liability of the public employees retirement
system main system that is equal to or greater than one hundred percent

SECTION 5. AMENDMENT. Subsection 3 of section 54-52-17 of the North

Dakota Century Code is amended and reenacted as follows:

3. Retirement dates are defined as follows:

a. | Normal retirement date, except for a national guard security officer &1
retighter-or a peace officer or correctional officer employed by the bureau of

crlmlnal mvestrgatlon or by a political subdivision, is:

(1) The first day of the month next following the month in which the member

attains the age of sixty-five years; or

(2) When the member has a combined total of years of service credit and years

of age equal to eighty-five and has not received a retirement benefit under

this chapter.

b. Normal retirement date for a national guard security officer g jte

first day of the m t following the month in which the national guard

security officer o yter attains the age of fifty-five years and has completed

at least three ellglble years of employment as a national guard security officer of

,,,,,,

c. Normal retirement date for a peace officer or correctional officer employed by
a political subdivision is:
(1) The first day of the month next following the month in which the peace

Provides “rule of
85" to be
consistent with
law enforcement
plan

Remove overstrikes

replace “the” with “(1)

The” and overstrike

“as a” and insert
immediately thereafter
(2)  When the”
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Proposed Legislation

Reason

Comments

officer or correctional officer attains the age of fifty-five years and has
completed at least three eligible years of employment as a peace officer or
correctional officer; or (2) When the peace officer or correctional officer has a
combined total of years of service credit and years of age equal to eighty-five
and has not received a retirement benefit under this chapter.

d. Normal retirement date for a peace officer employed by the bureau of criminal
investigation is:

(1) The first day of the month next following the month in which the peace
officer attains the age of fifty-five years and has completed at least three
eligible years of employment as a peace officer; or

(2) When the peace officer has a combined total of years of service credit and
years of age equal to eighty-five and has not received a retirement benefit
under this chapter.

e. Postponed retirement date is the first day of the month next following the
month in which the member, on or after July 1, 1977, actually severs or has
severed the member's employment after reaching the normal retirement date.
f. Early retirement date, except for a national guard security officer or firefighter
or a peace officer or correctional officer employed by the bureau of criminal
investigation or by a political subdivision, is the first day of the month next
following the month in which the member attains the age of fifty-five years and
has completed three years of eligible employment. For a national guard security
officer erfirefighter, early retirement date is the first day of the month next
following the month in which the national guard security officer or firefighter
attains the age of fifty years and has completed at least three years of eligible
employment. For a peace officer or correctional officer employed by the bureau
of criminal investigation or by a political subdivision, early retirement date is the
first day of the month next following the month in which the peace officer or
correctional officer attains the age of fifty years and has completed at least three
years of eligible employment.

g. Disability retirement date is the first day of the month after a member
becomes permanently and totally disabled, according to medical evidence
called for under the rules of the board, and has completed at least one hundred
eighty days of eligible employment. For supreme and district court judges,
permanent and total disability is based solely on a judge's inability to perform

**insert “has a
combined total of

years of service credit

and years of age

equal to eighty-five

and has not received a

retirement benefit

under this chapter”
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Proposed Legislation Reason | Comments

judicial duties arising out of physical or mental impairment, as determined
pursuant to rules adopted by the board or as provided by subdivision a of
subsection 3 of section 27-23-03. A member is eligible to receive disability
retirement benefits only if the member:
(1) Became disabled during the period of eligible employment; and
(2) Applies for disability retirement benefits within twelve months of the date the
member terminates employment. A member is eligible to continue to receive
disability benefits as long as the permanent and total disability continues and
the member submits the necessary documentation and undergoes medical
testing required by the board, or for as long as the member participates in a
rehabilitation program required by the board, or both. If the board determines
that a member no longer meets the eligibility definition, the board may
discontinue the disability retirement benefit. The board may pay the cost of any
medical testing or rehabilitation services it deems necessary and these
iated from the retirement fund for those purposes.

Both groups Remove this language
continue to exist as it is not necessary.
and have RHIC,
but merge
together in the
future, so nothing
needs to change
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Comments

Actual amendments are found in attachment A

Technical comments are included on attachment B
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Attachment A
PROPOSED AMENDMENTS TO BILL NO. 15.0139.01000

Page 1, line 1, remove “section 54-52-01, subsection 3 of section 54-02-05,”
Page 1, line 2, after “sections” insert “54-52-06.2,”

Page 1, line 2, after the first comma insert “and”

Page 1, line 2, remove “, and section”

Page 1 line 3, remove “54-52.1-03.2"

Page 1, line 3, remove the comma after “plans”

Page 1, line 4, remove “to repeal section 54-52-06.2 of the North Dakota Century Code,
relating to”

Page 1, replace lines 7 through 24 with

“SECTION 1. AMENDMENT. Section 54-52-06.2 of the North Dakota
Century Code is amended and reenacted as follows:

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

Each national guard security officer or firefighter who is a member of the
public employees retirement system is assessed and shall pay monthly four
percent of the employee's monthly salary. Member contributions increase by one-
half of one percent of the member's monthly salary beginning with the monthly
reporting period of January 2014. Effective August 1, 2015, each national guard
security officer or firefighter that is a participating member of the plan under this
section shall become a participating member of the plan under section
54-52-06.4 and the board shall thereafter manage any account balance
associated with those participating members under section 54-52-06.4. No new
eligible employees may become a participating member of the plan under this
section after July 31, 2015. The assessment must be deducted and retained out
of the employee's salary in equal monthly installments. The national guard
security officer's or firefighter's employer shall contribute an amount determined
by the board to be actuarially required to support the level of benefits specified in
section 54-52-17. The employer's contribution must be paid from funds
appropriated for salary or from any other funds available for such purposes. If the
security officer's or firefighter's assessment is paid by the employer under
subsection 3 of section 54-52-05, the employer shall contribute, in addition, an
amount equal to the required national guard security officer's or firefighter's
assessment.”
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Page 2, remove lines 1 through 30
Page 3, remove lines 1 through 31
Page 4, remove lines 1 through 31
Page 5, remove lines 1 through 31
Page 6, remove lines 1 though 31

Page 7, remove lines 1 through 21

Page 7, line 27, remove “or national guard”

Page 7, line 28, remove “security officer”

Page 8, line 1, after the period insert “Effective August 1, 2015, each national guard
security officer who is a member of the public employee’s retirement system is
assessed and shall pay monthly six percent of the employee’s monthly
salary. National guard security officer contributions shall decrease by one-half of
one percent of the member's monthly salary beginning with the monthly reporting
period of January 2016.”

Page 8, line 21, remove the overstrike over “erfirefighter”
Page 8, line 29, remove the overstrike over “erfirefighter”
Page 8, line 29, after “is” insert a colon

Page 8, line 29, replace “the” with “(1) The”

Page 8, line 31, remove overstrike over “orfirefighter’

Page 9, line 1, overstrike “as a” and insert immediately thereafter “; or
(2)  When the’

Page 9, line 1, remove overstrike over “ef”

Page 9, line 2, remove the overstrike over “firefighter” and insert immediately thereafter
“has a combined total of years of service credit and years of age equal to
eighty-five and has not received a retirement benefit under this chapter”

Page 9, line 23, remove the overstrike over “firefighterof”

Page 9, line 28, remove the overstrike over “erfirefighter”
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Page 9, line 29, remove the overstrike over “erfirefighter”
Page 10, remove lines 25 through 31

Page 11, remove lines 1 through 31

Page 12, remove lines 1 through 31

Page 13, remove lines 1 through 31

Page 14, remove lines 1 through 29

Renumber accordingly
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