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Minutes:

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

In favor:
REP. GRANDE introduced the bill to the committee since she is one of the sponsors,
REP. M, KLEIN asks for a review of what was done Jast session, and the non-classified hybrid

plan,

REP, BELLEW asks about the actuarial, REP, GRANDE replies that the report was done by the

PERS board,
REP. KROEBER wants to know about the public employees, REP, GRANDE replies that is a

optional mechanism, and is not quite sure what the money figures are for that,
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House Government and Veterans Affairs Committee

Bill/Resolution Number HB 1217 A
Hearing Date 2/1/01

Neutral:
SPARB.COLLINS, EXECUTIVE RIRECTOR QF T

Pleaso sce attached testimony,

REP. GRANDE asks where does the fidelity fit in? COLLINS replies that it will determine the
goals, REP, GRANDE asks is there fidelity educational staff? CQLLINS replies that there will
be local access and 4 financial planner available,

REP. KASPER then explains to the committee a little bit if the background of fidelity since that

is his expertise,

REP. GRANDE comments on HB 1216,
REP, KROEBER uasks about a loan over 4 to 10 years, what would the percentage be and how

would it be paid back? COLLINS replies that in Jan. 2003 there will be funding coming in and it

could be paid off over 10 years,
REP, GRANDE asks if defined contribution members draw from their accounts? COLLINS

replies that yes they do,
REP, KASPER comments that he is confused on the funds that they are asking for.

REP. M, KLEIN asks COLLINS to define the benefit plan, and the difference between the two

multipliers.

REP, BELLEW asks is social security deducted out of the checks then? COLLINS replies yes it
is.
REP, KASPER and COLLINS clarifies to the committee how fidelity would work and come in

and give options to the employees.
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House Government and Veterans Affairs Commitice
Bill/Resolution Number HB 1217 A

Hearlng Date 2/1/01)

RER, KLEMIN asks how much fidelity charges. CQLLINS states that it would be $8.00 an

account, REP, KLEMIN questions the plans, COLLINS states that an interim study would have

an analysis for both plans,

REP. M. KLEIN states that there is information available,
Oppose!

Ploase sce attached testimony.

REP. M. KLEIN asks if you have the option of joining or not joining? COLLINS replies that is

true. REP. M, KLEIN asks if COLLINS belongs to the defined contribution plan? COLLINS

replies no that he does not. He belongs to the defined benefit,

REP, KLEMIN asks about the short term loss that happened last year, COLLINS replies that
. they can not say for certain that the markets will always stay that way, REP, KLEMIN states that

if you look historically the market has been a good investment. COLLINS states, yes,

historically.

REP, METCALY asks when they offered this, was COLLINS in any meetings that were

educational, COLLINS states that he attended the PEP plan, REP, METCALF asks if the good

points were as well as the bad points, addressed at this meeting? COLLINS replies that was part

of the thing that he liked, they were both stressed, The education of it was good.

Oppose:
GISELE BARTH, PROJECT COORDINATOR WITH THE ND PUBLIC EMPLOYEES

ASSOC. (Standing in for CHRIS RUNGE, NDPEA EXECUTIVE DIRECTOR)

Please see attached testimony.,
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REP.MEIER asks how many employees are currently participating in the portability
enhancement program? BARTH replics that she does not know. SPARB COLLINS answers the
question, with about 4,000 or 5,000,

REP_KASPER usks if is 4 choice, why do you object to that plan? BARTH replies that their
members want to keep their current plan, REP, KASPER asks if they have done a poll of their
members and 100% do not want it? BARTH replies that they have done a survey,

REP, GRANDE asks if they are being told that they have to chunge plans? BARTLH states not

that she is aware of. REP, GRANDL states then there should not be a problem to have that

option out there, BARTH then comments then they should be educated, if they do opt out,

Oppose:
TOM TUPA. ASSOC, OF FORMER PUBLIC EMPLOYEES & INDEPENDENT ND STATE
EMPLOYEES

Please see attached testimony.,
REP. M, KLEIN asks if it is the individuals choice? TUPA replies that yes it is.

REP. GRANDE asks if the next twenty years, wouldn't this nearly triple if we added this plan?

TUPA replies that he can’t agree.

REP. KASPER comments on the fears of the people. TUPA states that sometimes they change

their minds.

Being no further testimony the hearing was then closed. There was no action taken on this bil! at

this time,
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Minutes:

ACTION: HB 1217 HEARD ON 2/01/01

General discussion,

REP. GRANDE goes over her amendments to the committee. REP, HAAS has concerns about
the two full time employees. REP, KASPER comments that he thinks there are smoking mirrors
here. REP. KLEMIN talks about section 7 and 8 of the bill,

REP. CLARK motions to accept the amendments, seconded by REP, BRUSEGAARD. A voice
vote was taken with the majority passing it. REP. KASPER voted NO against the amendments.

REP, BRUSEGAARD motioned for a DO PASS AS AMENDED, seconded by REP. DEVLIN.

The roll call vote was taken with 13 YES, 2 NO and 0 ABSENT AND NOT VOTING, The

motion carries. The CARRIER of the bill is REP, GRANDE.

HB 1217: DO PASS AS AMENDED 13-2

‘ CARRIER: REP, GRANDE
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FISCAL NOTE
. Requested by Leglslative Councll
02/12/2001

Bill/Resolution No.:

Amendment to: HB 1217

1A. State fiscal effect: /dontify the state fiscal offect and the tiscal effect on agoncy appropriations
comparad to funding lovels and appropriations anticipated undor current law.

1999-2001 Blennium | 2001-2003 Blannium |~ 2003-2006 Biennium |
General Fund| Other Funds [General Fund | Other Funds |General Fund| Other Funds |
Reveriss Rohh | l bathiaaiiden l [ R
‘Expenditures | [ o T eaeeod T T s2ar s
Appropriations (. S R R YT A DU 27127
18. County, city, and school district fiscal effect: /dontify the fiscul effect on the appropriate political
subdivision,
19908-20071 Blennium 2001-2003 Biennium T 72005-2006 Biennium |
School ”'l"”"S”Ei'iBB‘I’"”( I '“”"'l"“'S"c’BB'd’l‘""
Counties Cities Districts | Counties Citlos Districts Counties Clties Districts
e T T T

2. Narrative: /Identify the aspects of the measure which causae fiscal impact and include any commoents
relevant to your analysis.

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each rovenue type
and fund affected and any amounts included in the executive budget.

B. Expenditures: Explain the expenditure amounts. Provide detall, when appropriate, for each
agency, line item, and fund affected and the nimber of FTE positions affected. ‘

The "Technical Analysis" of the proposed bill that was prepared for the Legislative
Employee Benefits Committee identifizd "Transactions Costs"” and "ddministrative Issiues
and Costs" associated with the implementation of the DC plan. The following excerpts
Sfrom that report discuss these issnes and costs.

Administration Issucs
* Implementation Issucs

The first administrative requirement is the caleulation of the transfer amount, which is the present value of
the accrued benefit or the actual employer and employee contributious plus interest. The member gets the
. higher of these calculations to transfer to the defined contributions system if they so clect, Last time the




actunl contributions were higher for 78% of the eligible group and 90%, of the members that elected the
defined contribution plan,  "The caleulation of the present value is done by the actuury and is expected (o
not take more thun six weeks including auditing of the numbers. “The caleulation of the employer and
employee contribution is much more extensive. For the original implementation of the new DC plan, the
initinl caleulution took six weeks for the 640 eligible members, ‘This means that it takes . 375 hours per
member. Expunding this 1o the entire eligible group under this bill means that it would take 21 months of
effort or 3 people 7 months to complete this effort, This caleulution needs to be complete belore PERS ean
send the member a personal benefit compivison also required under the proposed legislation,
Consequently, it must be completed before the educationad meetings,  Alsoa final caleulation of these
numbers needs to be done for those people electing the defined contribution plan prior to transter, Similar
to the first efTort this does not tuke long lor the present value caleulation. However for the employer and
employee contribution this ook on average of 15 minutes for cach clecting member, 11 38% would elect
this, PERS would require an estimated 885 hours (316%.38% 1 5/00) to complete the tinal caleulation or

three people 2 months to complete this eftort,

The second administrative requirement is the educationad meetings, The format for the previous optional
program was to have two sets of meetings. The first set of meetings was Pension Education Mectings. The
focus of these meetings was to provide greater detail on the two types of retirement plans, to review the
personalized illustration, and to discuss what personal fuctors they may wint to consider when selecting a
plan, The second set of meetings was Investiment Strategy Workshops, These interactive meetings were
designed 1o help members develop a retirement investiment strategy for the detined contribution plan.  In
order to be effective these meetings should have no more then 30 people in attendance, With approximately
. 9316 cligible this means PERS would need to conduct an estimated 311 Pension Education meeting, For
the original implementation of the DC Plan, PERS conducted an equal number of Investment Strategy
Workshops; however some people had made up their minds and did not attend the second set of meetings.
Therefore, PERS has indicated that it could possibly reduce the number of Workshops by 20%., “This means
that PERS would need to conduet 250 of these Investment Strategy Workshop meetings. The total number
of Pension Education and Investment Strategy Workshops would require an estimated S61 meetings, I
PERS can average 3 mectings a day, it will require 187 days (561/3) to complete the required
implementation mectings, 1 PERS uses two teams, it appears the meeting time frame could be reduced to
93.5 days, Recognizing that only 80% of the number of days in month (21*.8=17) could be devoted
mecting days (the remainder would be for travel and other administrative activities) this would mean it
would take two teams about 5.5 months (187/2/17=5.5) to complete this effort,
fn addition to the above major activitics numerous other activities must done including: preparation of
material, printing, mailing, coordination with agencies, scheduling of meetings, allowing the member time
to consider what to do, time for one on one meetings, responding to member inquiries, correspondence, ete,

- Administrative Costs

The PERS Board will incur three types of costs for this proposed legislation. These are implementation,
operation and consulting,

 Implementation: Concerning implementation PERS has indicated it would need an appropriation of
$282,524 added to this bill for the 2001 to 2003 biennium. These costs can be broken down into the
following arcas:

...




' I Caleulation of employer and employee contribution,

Based upon the information presented wnder the Implementation fssues section of this memao it will take 3
people 7 months to do the initial catewlation und 3 people 2 months to do the tinal cateulation. PERS would
hire 2 temporary employee to assist with this effort, However on an ongoing busis, PERS estimates there
would be about 100 new eligible employees cach month, A similar caleulution would need to be done for
them requiring PERS to need one permunent account tech, Therefore, PERS would need $131,197 and
autharization for one FIE to uccomplish this effort,

2. Educationa mectings

As discassed under Implementation Issues PERS will need to conduet about 561 meetings (Pension
Education Meeting and Investment Strategy Workshops). To get this done in 5.5 months two teams would
be needed, The teams would be composed of one PERS Benetits Specialist and a representative from its
defined contribution plan administrator. PERS would need two additional specialists (o assist with this
elfort, One would be temporary the second would be needed on a tull time basis. This permanent FTE
would be nceded for new employees, As discussed above there would be about 100 new eligible members
a month. Beeause of the dispersion of the membership and the need for timely meetings under the bill the
average size of these meetings would 10 to 15, This means that cach month their would be a need for §
Pension Education Meeting and 8 Investment Strategy Workshops, One permanent Benelits Specialist
would be required for this effort, The estimated appropriation authority for this effort for the 2601 1o 2003
biennium is $91,269 and an authorized FTE,

3. Travel

PERS estimates that for the 561 meetings PERS will need additional appropriation for travel, lodging and
per diem of $15,623,

4, Administrative support

To assist PERS staft with the additional requirements of correspondence, scheduling of meetings, working
with agencies, cte., PERS estimates one additional secretarial position would be required during nart of the
2001 ~ 2003 bicnnium and permanently in future bienniums. The needed appropriation authority for 200]
o 2003 is $44,435 and onc authorized FTE,

+ Operation: Concerning cost for operating the plan, these will occur in future bienniums beginning in
2003. The costs in future bienniums would be for the account tech, benefits specialists and seeretarial
positions. The additional costs would be for travel, lodging, per diem, printing and other general support
activitics,

+ Consulting Expenses: Consulting expenses are expected to be minimal since the 401(a) plan is already set
up. The main costs for implementation will bs the calculation of the present value of the accrued benefit It
is estimated that this will cost $11,600, Last time PERS also had these numbers and the method audited by

a second actuary. PERS would propose to do the same with implementation of tiis program, It is




estimated that this would cost $8,800),

ESTIMATED TRANSACTION COSTS

Total Change in Equities — § 29,520,316

Average Stock Price $ 45
Estimated # of Stocks 656,140
Average Cost per Share $ (.06
Estimated Cost for Equities $ 39,368.42

‘Totnl Change in Bonds $ 22,000,000
Average Cost (2) 0,3500%
stimated Cost for Fixed Income $ 77.,000.00

Total Estimated Cost  $ 110,308.42

(2) Bond Transaction Cost Assumptions
20% treasuries at 1/32 20% 0.03 1%
65% Corp at 172 65% 0.500%
I 5% agencies at 1/8 15% 0.125%
C. Appropriations: Explain the appropriation amounts.  Provide dotail, when appropriate, of the offect

on the blennial appropriation for each agency and fund affected amd any amounts included in the
executive budget. Indicate the ielationship betwaen the amounts shown for expenditures and

. appropriations.

Name: Sparb Collins gency: Public Employaes Relfirement System |
Phone Number: 328-3901 Date Prepared: 02/13/2001




FISCAL NOTE

Requested by Legislative Council
0111212001

Blll/Resolution No.; HB 1217

Amendment to:

1A. State flscal effact: /dentity the state fiscal offoct und the fiscal etfoct on agency appropriotions
compared to funding levels and appropriations anticipated under current faw.

1999-2001 Biennium 2001-2003 Blennium [ 2003-2008 Biennium
Ger.oral Fund [Other Funds |General Fund [ Other Funds [General Fund | Other Funds
Revenues '
Expenditires $418,602 $247,524
Appropriations $262,524 T gear.5ed
1B. County, city, and school distriot fisoal effect: /dentify the fiscai effect on the appropriate political
subdivision,
1999-2001 Blennium ~2001-2003 Blennium 2003-2006 Blennlum
School | School ] 1 "School
Countles Citles Districts Countles Citles Districts | Countles Citlex Districts

2. Narrative: /fdentify the aspects of the measure which cause fiscal impact and include any comments
relevant to your analysis.

3. State fisoal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Provide detall, when appropriate, for vach ravenue type
and fund affected and any amounts includad in the executive budget.

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

4
The "Technical Analysis” of the proposed bill that was prepared for the Legislative
Employee Benefits Committee identified "Transactions Costs" and "Administrative Issues
and Costs" associated with the implementation of the DC plan. The following excerpts firom
that report disuss these issues and costs.

Administration Issues
@ Implementation Issues

. The first administrative requirement is the calculation of the transfer amount, which is the present valuc of




the acerued benetlt or the actunl employer and employee contributions plus interest, The member gets the
higher of these caleulations to transfer to the defined contributions system i they so ¢lect. Last time the
nctual contributions were higher for 78% of the eligible group and Y0% of the members that elected the
defined contribution plan. ‘The calculution of the present value is done by the actuary and is expected o
not tuke more than six weeks including auditing of the numbers. The caleulution of the employer und
employee contribution is much more extensive, For the onginal implementation of the new DC plan, the
initial calenlation took six weeks for the 640 cligible members. This means that it takes .375 boups per
member, Expanding this to the entire eligible group under this bill means that it would take 21 months of
effort or 3 people 7 months to complete this effort. “This ealeulation needs 1o be complete before PERS can
send the member a personal benefit compuaris~a also required under the proposed legistation.
Consequently, it must be completed before the educational meetings,  Also a final caleulation of these
numbers needs to he done for those people electing the defined contribution plan prior to transter, Similar
to the first eftort this does not take long for the present value caleulation, However for the employer and
employee contribution this took on average of 15 minutes for cach electing member, [ 38% would eleet
this, PERS would require an estimated 885 hours (9316%.38*15/60) to complete the tinal calewlation or

three people 2 months (o complete this eftfort.

The tecond administrative requirement is the educational meetings. The format for the previous optiona]
program was to have two sets of meetings, The first set of meetings was Pension Education Meetings, The
focus of these meetings was to provide greater detail on the two types of retirement plans, to review the
personalized illustration, and to discuss what personal factors they may want to consider when selecting o
plan, The second set of meetings was [nvestment Strategy Workshops, ‘These interactive meetings were
designed to help members deve lop o retirement investment strategy for the defined contribution plan, In
order to be effective these meetings should have no more then 30 people in attendance. With approximately
9316 cligible this means PERS would need to conduct an estimated 311 Pension Education meeting, For
the original implementation of the DC Plan, PERS conducted an equal number of Investiment Strategy
Workshops; however some people had made up their minds and did not attend the second sct of meetings,
Therefore, PERS has indicated that it could possibly reduce the number of Workshops by 20%. This means
that PERS would need to conduct 250 of these Investment Strategy Workshop mectings, The total number
of Pension Education and Investment Strategy Workshops would require an estimated 561 meetings. 1f
PERS can average 3 meetings a day, it will require 187 days (561/3) to complete the required
implementation meetings. If PERS uses two teams, it appears the meeting time frame could be reduced to
93.5 days. Recognizing that only 80% of the number of days in month (21*.8=17) could be devoted
mecting days (the remainder would be for travel and other administrative activities) this would mean it
would take two tcams about 5.5 months (187/2/17=5.5) to complcte this effort.

O Administrative Costs

The PERS Board will incur three types of costs for this proposed legislation, These are implementation,
operation and consulting,

" Implementation: Concerning implementation PERS has indicated it would need an appropriation of
$282,524 added to this bill for the 2001 to 2003 bicnnium. These costs can be broken down into the

following areas:




. I Caleulation of employer and employee contribution.

Based upon the information presented under the Implementation Issues seetion of this memo it will take 3
people 7 months (o do the initial caleulation and 3 people 2 months 1o do the final calewlation, PERS woulkd
hire 2 temporary employee v assist with this effort, However on an ongoing basis, PERS estimates there
would be about 100 new ¢ligible employees each month, A similar caleulation would need to be done for
them requiring PERS to need one permanent account teeh. ‘Fherefore, PERS would need $131,197 and

authorization for one FTE to accomplish this ¢ftort,

2. Educational meetings

As diseussed under Lmplementation Issues PERS will need to conduet about 561 meetings (Pension
Education Meeting and Investment Strategy Workshops), To get this done in 5.5 months two teams would
be needed. The teams would be composed of one PERS Benetits Specialist and a representative lrom its
defined contribution plan administrator, PERS would need two additional specialists to assist with this
cffort, One would be temporary the second would be needed on a full time busis, This permanent 1TE
would be needed for new employees. As discussed above there would be about 100 new eligible members
a month, Because of the dispersion of the membership and the need for timely meetings under the bill the
average size of these meetings would 1010 15, This means that each month their would be o need for 8
Pension Education Meeting and 8 Investment Strategy Workshops, One permanent Benefits Specialist
would be required for this effort, The estimated appropriation authority for this effort for the 2001 to 2003

. biennium is $91,269 and an authorized FTE,
3. Travel

PERS estimates that for the 561 meetings PERS will need additional appropriation for travel, Todging and
per diem of $15,623,

4. Administrative support

To assist PERS staft with the additional requirements of correspondence, scheduling of meetings, working
with agencics, etc.,, PERS estimates one additional seeretarial position would be required during part of the
2001 - 2003 bicnnium and permanently in future bienniums. The needed appropriation authority for 2001

to 2003 is $44,435 and one authorized FTE,

" Opceration: Concerning cost for operating the plan, these will oceur in future bienniums beginning in
2003, The costs in future bicnniums would be for the account tech, benefits specialists and secretarial
positions, The additional costs would be for travel, lodging, per diem, printing and other general support

activities,
" Consulting Expcnses: Consulting expenses are expected to be minimal since the 401(a) plan is already

set up, The main costs for implementation will be the calculation of the present value of the acerued
benefit. It is estimatcd that this will cost $11,000, Last time PERS also had these numbers and the method

. audited by a second actuary. PERS would propose to do the same wi'h implementation of this program. It




is estimated that this would cost $8,800,

ESTIMATED FRANSACTION COSTS

‘Total Change In Equities $ 29.526,316
Average Stock Prico $ 45
Estimated # of Stocks 650,140
Average Cost per Share $ .06
Estimated Cost for Equities $ 3930842
Totei Change in Bonds $ 22,000,000
Average Cost (2) 0.3500%

Estimated Cost for Fixed Income  $ 77,000.00

Total Estimated Cost $ 116,368.42

(2) Bsond Transaction Cost Assumptions
20% treasurics at 1/32 20% 0.031%
65% Corp at 1/2 65% 0.500%

5% agencies at 1/8 15% 0.125%

C. Appropriations:

Explain the appropriation amounts.

Provide detall, when appropieiate, of tha offect

on the blennial appropriation for each agency and fund affected and any amounts inchuded in tho

executive budgeat,
appropriations.

Indicate the relationship between the amounts shown for exponditures and

The appropriated amount is those costs identified on the above as lmplementation and
operation costs, The transaction cost and the consulting costs are paid directly from the
fund and do not require a supplemental appropriation.

Name: Sparb Collins

gency: Public Employees Relirement System

Phone Number: 328-3901

Date Prepared: 01/18/2001




10080.0301 Prepared by the Legislative Council staff tor
Title.0400 Representatllve Grande
February 8, 2001

OUSE AMENDMENTS TO HB 1217 HOUSE GVA 2--09-01
Fage 1, line 1, replace the second "and" with a comma

Page 1, line 2, remove "and" and after "64-52.6-03" insert ", 54-52.6-06, and subsection 2 of
section 64-52.6-09"

Page 1, line 3, afler "In" Insert "and payment of administrative expenses of" and after "plan”
Insert "; tv authorize the borrowing of fun is; lo provide an appropriation; to provide an
effective date; and to provide for application”

HOUSE AMENDMENTS TO HB 1217  HOUSE GVA 2-09-0l

Page 3, line &, after the perlod Insert " ligible employee may not glect {o pariicipate In the
I t plan untll the sligible employee has attended an

education program developed by the board,”

HOUSE AMEINDMENTS TO HB 1217  HOUSE GVA 2-09-01

Page 4, line 1, after the perlod insert "An eligible employee may not elect 1o participate In the
defined contribution retirement plan_until the eligible employeg has alfended an
educetion pregram developed by the board,”

HOUSE AMENDMENTS TO HB 1217  HOUSE GVA 2-09-01
Page 5, line 23, oversirike "and employee” and overstrike "pursuent to sections"

Page 6, line 24, overstrike "64-52-06 and 54-62-06" and Insert Immediately thereafter ", less
vested employer. contributions made purguant to section 54-62-11.1"

Page 5, line 26, after "slection” insert "plug the employee account balance”

Page 5, after line 27, Insert:

"SECTION 5. AMENDMENT, Section 54-52.6-06 of the 1989 Supplement to
the North Dakota Century Code Is amended and reenacted as follows:

54-52.6-08, Administrative expenses - Continuing appropriation. The
administrative expenses of the plan must be pald by the participating members in a
manner determined by the board, The board e+ and vendors contracted for by the
board may charge reasonable administrative expenses and deduct those expenses
from the gontribution to & participating member's account m-the-deﬂﬁed-eem#buﬁend

- ORI a8 R NS ReE Bivan HE-OHaDTe r n

participating member's account, or from both, In determining r dminisirative
expenses, the board may include an amount necessary to Implement an appropriate
investment education program. The board shall place any money deducted by the
board In an administrative expenses accotint with the state treasurer, The board may
also use funds from the payroll clearing account established pursuant to section
54-52,3-03 to pay for consulting expenses. All moneys in the payroll clearing account
and the administrative expenses aggount, not otherwise appropriated, o1 so much of the
moneys as may be necessary, are appropi'ated to the board on & contlnulnf basis for
the purpose of refaining a consultant as required for the administration of this chapter.

Page No. 1 100560.0301
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SECTION 6. AMENDMENT, Subseclion 2 of section 54-52.6-09 of the 1999
Supplement 1o the North Dakota Century Coue Is amended and reenacted as follows:

2. The employer shall contribute an amount equal to four and twelve
hundredths percent of the moriihly salary or wage of a participating
member. If the employee's contribution is paid by the emplocyer under
subsection 3, the employer shall contribute, in additicn, an amount equal to
the required employee's contribution. Of the amount contributed by the
employer on behalf of an employee first slecting to participate in this
program after June 39, 2001, the board may withhold up to six hundredths
percent of the monthly salary or wage of the participating member for
general administrative expenses, which moneys must be deposited into the
administrative expenses account, The employer shall pay monthly such

contribution into the participating member's account from lts funds
appropriated for payroll and salary or any other funds available for such
purposes. If the employer falls to pay the contributions monthly. it is
subject to a clvil penalty of fifty dollars and, as interest, one percent of the
amount due for each month of delay or fraction thereof after the payment
became due.

SECTION 7. AUTHORITY TO BORROW FUNDS, The public employees
retirement system board may borrow up to $250,000 from the Bank of North Dakota for
the purpose of defraying the administrative expenses of the defined contribution
retirement program untll such time as there are sufficlent assets in that program to pay
off any loan and support the administrative expenses of the program. The term of the
loan may not be longer than thirteen years. If requested by the public employees
retirement system board, the Bank of North Dakota shall make any loan, at a rate
agreed to by the parties.

SECTION 8. APPROPRIATION. There is appropriated out of any moneys in
the administrative expense account created by section 54-52.6-06 and the payroll
clearing account crealed by section 54-52.8-03, in the slate treasury, the retirement
{und, and the loan authorized by section 7 of thls Act, not otherwlse appropriated, the
sum of $260,000, or so much of the sum as may be necessary, o the public employees
retirement system board for the purpose of administering this chapter, for the blennium
beginning July 1, 2001, and ending June 30, 2003. The public employees retirement
system board Is authorized two additional full-lime equivalent positions to imrlement
thig Act. The transaction costs experlenced by the fund In liquidating securities to
transfer to the defined contribution program on behalf of employses electing to transfer
lo that program must be relmbursed to the retirement tund In the same manner as
contributions to the fund.

SECTION 8. EFFECTIVE DATE. Sections 5, 6, 7, and 8 of this Act become
ggggtlve July 1, 2001, and sections 1, 2, 3, and 4 of this Acl become effective July 1,

SECTION 10. APPLICATION OF ACT. This Act does not apply to
nonclassifled employees who did not elect to transfer 1o the defined contribution
retirement plan within the timeframe provided by section 54-52,6-02 as that sectlon was
in effect on June 30, 2001."

Renumber accordingly
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REPORT OF STANDING COMMITTEE (410) Modul2 No: HR-24-2854
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Insert LC: 10050.0301 Title: .0400

REPORT OF STANDING COMMITTEE
HB 1217: Government and Vuterans Affairs Committee (Rep. M. Klein, Chairman)
racommends AMENDMENTS AS FOLLOWS and when so amended, recommends
DO PASS and BE REREFERRED to the Appropriations Committee (13 YEAS,
2 NAYS, 0 ABSENT AND NOT VOTING). HB 1217 was placed on the Sixth order on

the calendar.
Page 1, line 1, replace the second "and” with a comma

Page 1, line 2, remove "and" and after "54-52.,6-03" insert ", 54-52.6-06, and subsection 2 of
section 54-52.6-09"

Page 1, line 3, ater "in" insert "and payment of administrative expenses of" and after "plan”
Insert “; lo authorize the borrowing of funds; to provide an appropriation; to provide an
effective date; and to provide for application”

Page 3, line 5, after the petiod Insert "An_eliglble_employee may not elect to participate In the
defined_contributlon _retirement plan until the eligible employee has attended an

education program developed by the board."
Page 4, line 1, after the perlod Insert "An ellgible employee_may not elect to participate In the

deflned_contribution _retirement_plan _until the eligible employee has atlended an
gducation program developed by the board."

Page 5, line 23, overstrike "and employee" and overstrike "pursuant to sections"

Page 5, line 24, overstrike "54-52-05 and 54-52-06" and insert Immediately thereafter ", less
vested employer contributions made pursuant to section 54-52-11.1"

Page 5, line 25, after "election” insert "plus the employee_account balance”

Page 5, after line 27, insert:

“SECTION 5. AMENDMENT. Section 54-52.6-06 of the 1999 Supplement to
the North Dakota Century Code is amended and reenacted as follows:

54-52.6-06. Administrative expenses - Continuing appropriation. The
administrative expenses of the plan must be pald bv the particlpating members in a
manner determined by the board. The board e¢ aud vendors contracted for by the
board may charge reasonable administrative expenses and deduct those expenses
from the ¢ b & participating member's account ia-the-defined-eanitbution
from the moneys already In_a
particlpating member's accounl, or from both. In determining reasonable administrative

ens e

expenses, the hoard may include an amount necessaty to implement an appropriate

nvestment educgation prograrn. The board sht  place any money deductedby. the
board in an administrative expenses account with the state treasurer, The board may
also use funds from the payroll clearing account establishad pursuant to section
54-52.3-03 to pay for consulting expenses. All moneys In the payroll clearing
accountand the administrallve expenses account, not otherwise appropriated, or 8o
much of the moneys as may be necessary, are approptiated to the board on a
continuing basis for the purpose of retaining a consultant as required for the
administration of this chapter,

SECTION 6. AMENDMENT. Subsection 2 of section 54-52.6-09 of the 1998
Supplement to the North Dakola Century Code Is amended and reenacted as follows:

O
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‘ 2, The employer shall contribuie an amount equal to four and twelve
hundredths percent of the monthly salary or wage of a parlicipating

member, If the employee's contribution is paid by the employer under
subsection 3, the employer shall contribute, in addition, an amount equal
to the required employee's contribution.Of the amount contributed by the
employer on_behalf_of an employee first electing to participale in this
program after June 30, 2001, the board may withhold up to six hundredths
percent of the monthly salary or wage of the participating member_for
general administrative expenses, which moneys must be deposited into
the administrative expenses account. The employer shall pay monthly
such contribution Into the participating member's account from its funds
appropriated for payroll and salary or any other funds avallable for such
purposes. If the employer falls to pay the contributions monthly, it Is
subject to a civil penalty of fifty dollars and, as interest, one percent of the
amount due for each month of delay or fraction thereof after the payment
became due.

SECTION 7. AUTHORITY TO BORROW FUNDS. The public employees
retirement system board may borrow up to $250,000 from the Bank of North Dakota for
the purpose of defraying the administrative expenses of the defined contribution
retirement program until such time as there are sufficient assets In that program to pay
off any loan and support the administrative expenses »f the program. The term of the
loan may not be longer than thirteen years. |f requested by the public employees
retirement system board, tha Bank of North Dakota shall make any loan, at a rate
agreed to by the partles.

SECTION 8. APPROPRIATION. Thure Is appropriated out of any monays in
the administrative expense account created by section 54-52.6-06 and the payroll
clearing account created by section 54-52.3-03, in the state treasury, the retirement
fund, and the loan authorized by section 7 of this Act, not otherwise appropriated, the
sum of $250,000, or so much of the sum as may be necessary, to the public
emplo?/ees retirement system board for the purpose of administering this chapter, for
the blennium beginning July 1, 2001, and ending June 30, 2003. The public
employees retirement system board ls authorized two additional full-time equivalent

ositions to Implement this Act. The transaction costs experlenced by the fund in
iquidating securlties to transfer to the defined contribution program on behall of
employees electing to transfer to that program must be reimbursed to the retirement
fund In the same manner as contributions to the fund.

SECTION 9. EFFECTIVE DATE. Sections 5, 6, 7, and 8 of this Acl become
efiective July 1, 2001, and sections 1, 2, 3, and 4 of this Act become effactive July 1,

20083.

SECTION 10. APPLICATION OF ACT. This Act does not apply to
nonclassified employees who did not elect to transfer 1o the defined contribution
retirament plan within the timeframe provided by section 54-52.8-02 as that section
was In eftect on June 30, 2001."

Renumber accordingly
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Minutes:
The committee was called to ordet, and opencd the hearing on HB 1217,

Rep, Grande: Did not go completely through the bill, It is the defined contribution bill,
opening defined contribution to all employees. We have an appropriation, on the amendments its
section 6. First there is an administration expense, continuing appropriation that takes
participating members' accounts and determining a reasonable administration expense for the
PERS board, and take that amount and implement it into a program, so we end up with a step
process. They have an opportunity to have the money, but then also the authority to spend the
money. That's why there is a dicference in here, money coming out of cach of the employee's
retirement fund. Section 5 of the engrossed bill. ‘The amendment ot 6 then is that the board be
uble to withhold up to 6/100's of a percent of a monthly salary that goes into a pool of money that
helps to administer switching over from a defined benefit to a defined contribution. Mr. Collins

is the expert on this, Scetion 7 provides for the uuthiority to botrow funds, They need a line of
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credit so that they can start administering this because the will do the administering of this to set
it up, but the money doesn't come out of‘thc employees fuads until 2 years later when they enter
the program, So they need to be working on things before they can take the money from the
employces., The 6/100' percent is the same amount we used Jast session when we opened this up
to the non classifieds. We've given them the line of credit in 7 and then in 8 we give them the
right to spend the money. Mr. Coilins will go over what other types of appropriations wetce
asked for in this bill, and this is what otr committee came up with for its recommendations;,
There is another expense in there for 2 new FIE's. There is quite a large number of people
involved in the opportunity to switch from DB to DC plan. There will be a lot of personnel
needs in there, This cormittee had earlicr taken an FTE out of PERS that had been used for the
defined contribution program, so they now had no one working on that, so we went witi 2, even
though they had asked for 3.

Rep, Kerzman: Can you explain DB and DC plans?

Rep. Grande: DB means defined benefit plan and DC is defined contribution plan. This
s a defined contribution plan. The defined benefit plan is what is currently in place, other than
the non classifieds that have opted out into the defined contribution plan. Either you will retire
with a definite dollar amount, ot you went into defined contribution where you invested and you
have whatever is in your investiment plan,

Rep. Wald: Last session we passed legislation that allowed elected, appointed and non
classified employees to join a defined contribution plan, This bill opens it up to all state
employees, {f they want to,

Rep, Wartier: Did the commidttee hear any testimony regarding what percentage of

employees you expect to switch over and which will remain in the old plan?
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Rep, Grande: Yes. The actuary looked at the test group from last change, and 37%
moved out, They believe out of this group it would be closer to 30 - 33% who would opt in.

Rep. Huether: s there more or less risk in one or the other plan?

Rep. Grande: If you are in a defined benefit plan you have a set dollar amount you will
retire with. In a defined contribution plan you have the opportunity to invest in whatever level
you choose. Fidelity holds those plans and they have it in mostly stable, mutuad plans. It's
overscen by PERS.

Rep, Delzer: s portability casicr under defined contribution?

Rep, Grande: Yes. That's why we are trying lo move this, This is a good selling point for
bringing young professionals into state employment. They want the flexibility of investing their
own money and they want the flexibility of taking it when they move on to another position,

The PEP program has some of the funds that are portable when you go.

Sparb Collins, Exceutive Director PERS: Provided written testimony. In the interest of

time, he did not read through it. At the end uf the testimony, on the Tast two pages, theye is a
table relating to the work efforts that are associated with the implementation ol this bill, He
reviewed the table, Basically the bill before you, as Rep. Grande pointed out, provides for two
things in the funding, an appropriation to PERS for $250,000 in 2 FTE's. and the authority for a
bank loan of up to $250,000. We are suggesting amendments, and are requesting an
appropriation authority of $283,000 and 3 FTE. And a bank loan authority of $450,000. In the
implementation of this bill there are busically three tasks that are required. One, the task required
of PERS: two, transuction costs; and three, consulting costs,

Tusk one is the cost to PERS, There are three sub-tasks to do under the bitl, First, they

must do o transfer caleulation for each person who is offered the option. There are 9,300 people
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who are cligible under this program to decide. We need to caleulate for cach of these people
what the actual employer and employce contribution plus interest is, and provide that to them so
they can make their consideration of making the transfer or not, When we did this calculation for
the non classified group, 630 people, it took us an average of 30 minutes to do the caleuwlation per
employee. 11'we extend that calculation out to the entire group that we need to do it for under the
bill, it will take about 21 man months of ¢ffort, We slso need to do a final caleulation for those
employees that do elect to make the transfer, about 38% that ¢lected to do so in the non classified
group, ot maybe 2,900 people that will elect to transfer out of the defined benefit plan, Again we
will need to do a final calculation of the transfer amount priot to the time they Icave the system,
that takes us about 15 minutes, but coties to about 800 hours of work effort, Also during the

interim process there will be about 700 people that come into the program while implementing

that we will have to do calculations for, and during the bicnnium we have about 9 months of
operations in the bill. Therefor, what we are requesting for the transfer calculation portion of
this, is about $131,197, and [ FTE. Second, is the education effort associated with the
implementation of the bill, Last time we had two sets of meetings for the employees. one for
pension education, and one for investment education. Those two meetings we provided to
groups of about 30, recognizing that there are about 9,300, we would have to do about 531
meetings. That will involve 11 man months of effort just for the initial implementation group,
and then we have the additional new employees, 900 plus 700, The education and travel
associated with that is idendified under sub-task B on the chart, $106,892, and | FTE, ‘Third,
there iy administrative support during the election period, all puper and election materials to be

distributed, That comes to about $44,435. Totul the effort for PERS {s $282,524, and three FTE.
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The sccond task that we have is transaction costs. When the 2900 people elect to join the
DC system, the actuaries who did the interim study, estimate that we will have to transtfer about
$59 miltion from the defined benefits plan to the defined contribution plan, We will have to sell
some stocks, scll some bonds in order to come up with that transfer, and there are transactions
costs associated with that, and those transaction costs are about $106,000.

The third task is an actuarial calculation of the transfer amount, which is the present value
caleulation, We will have to retain actuarics to do this caleulation, and estimate that will run
about $20,000. Those three tusk total up to be about $420,000, That is why wu are requesting,
the bank loan authority be increased trom #250,000 to $450,000 to cover those tasks, The
appropriation authority for PERS tasks be increased from $250,000 1o $283,000,

Chairman Titam: Mr. Collins, did you not know about these costs when the bill was

before the Government Affiars committece?

Sparb Colling: Yes, and we presented the same testimony, They decided (o include

$250,000 in appropriation authority and 250,000 in bank loun authority.

Rep, Wald: On page 3 of the engrossed bill, on line 9: it an ¢lection is made by an
eligible employee under this section is it irrevocable, and you are in it forever? What is the fogic
behind that,

Spurb Colling: Yes. That was in the original bill, the sume lunguage that was there from
last session. It's just to let the employee know that once the switeh is made, they cannot come
back.

Rep, Wald: Top of page 4, lines 5-7: an eligible employee need not elect to participate in

the defined conteibution plan until the employees has attended an education program developed

by the board, 1f1'm a state employee and 1 want to have some control over the investing of my

]
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own retirement funds, why do [ have to go to this session if you're not enthusiastic about a
defined contribution plan?

Sparb Collins: The purpose of that is that the education meetings are to provide

information regarding the implementations, Back in 1977 PERS used to be a defined
contribution plan, and at that time was switched to a defined benefit plan. Tn the years afler that
we had employees wanting other opportunities because they did not understand the program
correetly, or because someone gave them incorrect information, The purpose is to make sure
everyone has a clear understanding of what they do, come to the meeting, hear the information |
make their decision, We can be assured that the information was given the same to all.

Rep. Wald: On the bottom of page 6, you withhold 6/100th of | % of their monthly
salary if they switch to a defined contribution plan, Is that the same amount that goes or is
subtracted if they remain in the defined benefit plan?

Sparb Collins: That actually is a change. In the present bill, the defined benefit plan has
a charge against the gross assets of the plan. "That's the same in the present defined contribution
plan. The problem with that methodology is that there is now about $8 million in the defined
contribution plan, roughly $4 million is held by about 25 people. Of the 230 in the plan, roughly
25 have half the assets, The remaining 210 have the other half assets. 11 we use the same
methodology we use in the DB plan, that means that 20 people pay half the administrative
assessment, Therefor, this is being suggested to be changed so that administrative assessment
will come out of payroll, and be more evenly distributed among the base,

Rep, Wald: On the bottom of page 7, section 9 of the bill, it says scetions 8, 6, 7 and 8

are effective July 1, 2001, Then scctions 1, 2, 3 and 4 become effective July 1, 2003, Are there

any confliets in those two implementation dates?
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Sperb Colling: Yes. The 2003 will maybe need to be moved back carlier, Suggesting

something about | year carlicr.

Rep. Martinson: What kind of program did we have before we changed to the defined

benefit plan, and why did we change?

Sparb Colling: PERS 1966 to 1977 was a defined contribution plan, The plun was
changed to the existing plan because under the previous defined contribution plan, and the
investment environment at that time, was flat and the carnings were poor, ‘They were incurring
losses and being unable to retire.

Rep, Martinson: What happens in 10 years [rom now if the investment environment isn'l

any good, And can you change again if you make the election? Compliments Sparb Collins in

that we were the only retirement sysfem in the country that did not have an unfunded liability at

one time.

Spurb Colling: That is basically part of the educational effort, and that in the defined

contribution plan the amount you have to retire on s your account value, ouly, [f the account
value is sufficient to carry you a lifetime through retirement then that's good, H it is insufTicient,
then it is your responsibility when you make the election to muke sure you invest in a manner
that is going to provide for you. This can be done with no actuarial effect on the plan, but we
know that we are not going to be able to allow people to come back into the plan without
incurring an actuarial cost in the future.

Rep, Mattinson: Wasn't there a five year period you were not able to take money out, 1f
you have young employces that come to the state and move quickly, they aren't able to take their

money out, That's the portability fuctor. But the program was geared to those who were making

state governiment a career, and to guarantee them a benefit when they retired, What pogsible
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reason would a new state employee just out of colege, why would they even think of getting into
the defined benefit plan.

Sparb Colling: The defined benefit plan was changed last session to become a hybrid
plan, “That means that the plan is kind of a DB-DC plan. 1t incorporates @ lot of the DC features
init. In terms of portability now a brand new employee can come into the hybrid plan und if
they put additional savings into the 457 plan, they can pow make that enmployer contribution
portable to them just like they can in the DC plan,

Rep, Wald: Would it be fair to say that if you are §5 years old, you may want to stay
with the DB plen, But if you are young, wouldn't they go into a DDC plan. ‘They would have
mote control over investments, be more aggressive, more conservative, but at least they have
some input into their future, that they won't have in the DB plan, Also under the DC plan you
have quicker vesting and better portability. This is better Tor young professionals.

Sparb Colling: The defined benelit plan really is not a straight DB plan, it really is mose
of'a hybrid plan, and is as portable as the DC plan, The only difference is the directing of
(nvestiments or guarantee plan,

Chairman Tinnn: What happens if you don't get the proposcd amendments passed, and
the bill is passed out the way it is now. Will you be able to do the job?

Sparb Colling: 1t will be much more challenging for us without the higher levels, The
other issue 1y the bank loan authority at $450,000. We will incur these transuction costs and the
consulting costs no matter what, The question on the bank loau authority is where does this
moticy get paid from, to the extent that the bank loan authority goes up we can incur the costs
and pay for them through the operation of the DC plan, and those costs arc apportioned to the

costs of implementing the program, To the extent that the bank loan authority doesn't go up, we




Puge 9

House Appropriations Commitlee
Bill/Resolution Number HB 1217
Hearing Date February 16, 2001

will have 1o look at paying for that somewhere else, like in the DB plan, and that will raise
questions. We also need the appropriation authority to be inereased, and the T,

Rep. Skarphol: The $200,000 increase in borrowing authority, is that for the educational
process?

Sparb Colling: The additional $200,000 will be to cover the transaction costs, $30,000
would be educationnl costs of PERS,

Rep. Aarsvold: Has the PERS Board taken a position on the legislation,

Sparb Colling: The PERS Board is neutral, Because it has no actuarial impacet, the board

felt it better for the legislature to decide.

The chairman closed the hearing on this bill,
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Minutes:
The committee was called to order, and opened committee work on I3 1217, This is a bill on
the benefit program for employees.

Rep, Wald: We had a hearing on this bill, and Sparb Collins appeared from PERS and
Rep. Grande has been taking care of this bill in committee. Basically what the bill does is open
up the state employee retirement plan to a concept called defined contribution. This allows
younger workers more mobility, quicker vesting. Its not mandatory, its optional, 1t would
appeal to young professional type people who may not want to make employment in state
government a 40 year career, Moves a DO PASS, Sceconded by Rep. Delzer,

Rep. Glassheim: At the forum on this | had some questions on this as to whether this was

still in PERS or undermining PERS if money was being taken out of the overall system, My

impression was that this was a different account within PERS, can you explain?
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Rep. Wald: 11 you had a defined contribution plan, your account would be identified. nol
just part of the big pool. Its still under PERS, managed by PERS and the money is invested by
PERS, it's just simply a difTerent coneept in funding the retirement. 11 is attractive to younger
professional people. Many states are moving in this direction, This opens the choice up toall
classificd employees. Two years ago we opened this up to appointed, elected, and non classified
positions. [t will not weaken those remaining in the other plan.

Rep, Wentz: Does all of the retirement get triansferred or just a pereentage?

Rep. Wald: 11 they make the election to panicipate all the fund is transferred. They
cannot participate in both defined benefits plan and defined contribution plan,

Rep. Grande: Under the PERS employee benefits package there are various plans. You
have a defined benefit plan, a PEP plan (a combination), or defined contribution plan. 11 they
want to do a PEP plan, they could do both.

Rep, Martinson: The PERS board really doesn't invest that money. The money is taken

out of the PERS system. He does not understand how this cannot affect the PERS system, [f
everyone took their money out, the system would disappear. What has nade this system work is
that the investment has been greater than what has been paid out. That's what's made the system
sound. 1f you take out that, you take out the ability to have the money get a better investment
return,

Rep. Wald: Argues there is no problem with the program. That if half the employees
went with a defined contribution, and take their money out of the pot, the remaining half still
have their money invested to guarantee their retirement plan. There is no liability to those who

stay in the defined benefit plan,
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Rep, Murtinson: He argues that there would be a Toss of investment equal to the amounts
fuken out.

Rep. Wald: The only benefit to remaining in the defined benefit plan is that all torfeiture,
those people who leave without being vested, go into the pot, That is a benefit to the older
workers, We are trying to make it more attractive to young professionals where they will vest
quicker and have more portability and if they work here you can take more with them than in the
defined benefit plan. Remember it is strictly optional,

Rep, Grande: There is an actuary study that was done on two different scenarios, We
have just finished a 2-year test period on the non classifieds. We only had 37% of the people
move, and that was the highest % that would leave it is felt. The actuaries took the study 1o 40%
leaving. They did a survey and feel that only 33% will want to move. The actuary studies are
finding that this will increase the actuary soundness of the fund because of the deereased
liability. The PERS fund does so well, because they do not have to follow ERISA, and can keep
all funds of leaving individuals not vested. In private business that would be against the Jaw,

Rep. Skarphol: To make this clear, we have a defined benefits program, a defined

contributions program, and a PEP program. Can they opt out and do a percentage of their
program into PEP?

Rep. Grande: The PEP plan is an opt in program, There is no window, whereas the
defined contribution plan does have a two year window that this is only open for. The PEP plan
you could any day any time decide to join in. What you would do is taking a percentage of what

you wish to invest outside of your defined bencfit contribution. It doesn’t affect your defined

benefits, it is an added to portion,
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Rep Gulleson: Regarding the additional FTE that PERS feels is necessary 1o deal with
this, are those included in the PERS budget, or are we allowing them additiona) administrative
support for this?

Rep. Cirande: T believe that in the amendment there were two FTE'S, appearing in the
engrossed bill,

Rep, Glgssheim: The PEP plan is over and above the normal plan, and the state does not

participate,
Rep Grande: 1 don't deal with the PEP plan.

Christine Runge, Exeeutive Director of the North Dakota Public Employees Assoeiation:

The PEP plan is a companion plan to the current defined benefit plan. Basically what happened
is that the defined benefit plan became a i brid plan, where the state makes a mateh, Homakes
the plan more portable. She gives an example of herself personally. 1t is an incentive plan,
She prefers the PEP plan, not cither of the other two solcly.

Rep. Skarphol: Is the PEP plan a hybrid? How much is defined benefits and how much

is defined contribution? Shouldn't a person be able to invest their own money”?

Christine Runge: 1f the employee chooses to participate, they get the best of both worlds,

They get the defined benefit plan, plus they are able to also manage their own money in the
401-k deferred plan (PEP). When you leave, you get it all, Sclf investing really is a public
policy issuc, but should be looked at as what is best for the employce. Her organization is

against the bill,

Rep. Koppelman: In the current program, can someone elect to go only in the PEP plan

and not participate in the defined benefits program, or you do the defined benefits first and then

have the option of the PEP,




Page

House Appropriations Commitiee
Bill/Resolution Number HB 1217
Hearing Date February 21, 2001

Christine Bunge: Right, Thut's one of the benefits, that you are automatically i the
defined benefits plan. You can optin at anytime. 1 is an additional thing, an enhancement done

Jast session,

Rep. Gulleson: A large portion of our state employees are under TIAA CREF which is

much more similar to a defined contribution plan.

Rep. Koppelman: Makes some comments on fearning about these plans. Cannot see how
this plan would be bad for the employee.

Rep. Delzer: Will support the bill also. [t gives the employee better portability and all
around the fund will be fine,
Yote on Do Pass: 12 yes, 9 no, 0 absent and not voting, Motion passes.

Rep, Wald is assigned to carry this bill to the floor.
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Minutes: Chalrman Krebsbach opengd the hearing on HB 1217 which relates to eligibility to
participate in the defined contribution retirement plan. Appearing before the committee to
explain the proposed legislation was Representative Bette Grande, District 41, She indicated
this bill is based on a defined contribution retirement plan, What this bill lays out to us is the
current plan only has the non classified employces involved. This plan also includes classified
employees, The normal exemptions of TIAA-CREF, Judges, and a couple of other exemptions
that already have their own retirement plans and programs, This bill is similar to a bill
introduced last session, It simply is opening it up to a larger group of people. Chairman
Krebsbach noted that there were some extensive amendments by the house. She asked if
Representative Grande had an cxplanation for that, Representative Grande noted that what

they needed to do was put some form of appropriation on this bill. As the bilf was written there

was no appropriation made so the housc added for administrative expenses set aside that they
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will take money alrendy in the participating members account, then determining any reasonable
administrative expenses the board may determine an amount necessary to implement an
appropriate investment education program. I setting that up it looks a little awkward in that we
have an authority to borrow but we also have an appropriation and those dollwrs mateh, They can
get the dollars together but we must also give them the nuthority to spend the dollars. The
:ulministrutivé expenses will be that they need to take cach of these employees, do an assessment
of how much money they have to invest and to ensure that they aware of what they are stepping
into, We have also put in an appropriation for authorizing two additional FT12s for the
administration of this program, Senator T, Mathern inquired who would bear the burden of this
$250,000 expenditure, Representative Grande indicated those who wish elect to do this, if you
look at scetion 6, part two, there will be an amount contributed by the employer on behalf of the
employee first clecting to particiyate in this program. The board may hold out up 10 .06% ol the
monthly salary or wage of the participating mernber. Senator T, Mathern indicated so all of the
people going into the defined contribution program will pay the administrative expenses, No
defined benefit administrative money would pay for this, Representative Grande indicated as
far as she understands, no. Senator Wardner indicated if you are an employee and you have [0
years as a state employee and you are under the defined benefits and you want to go to the
defined contribution program. Do you take your defined benefit money with you or are you in
two different systems, Representative Grande indicated you will take your portion and you go
to one plan or the other, Senator C. Nelson inquired if after the extensive arnendments were
added it went back to employee benefits committee, She also wondered what the actuaries had
to say about the administrative expenses for the costs, Representative Grande indicated she did

not recall, Sparb Collins indicated that these amendments were talked about during the
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employee benefits committee meeting, ‘These were offered at the October empleyee benefits

committee meeting so they were a part of the discussion, ‘The only thing that wasn™t iaiked abou
al that tine was the bank Toan because o Tunding source hadn't been identified specitically.
Senator C, Nelson inquired if there was a reason that wasn’t put into the bill before it was
printed the first time. Mr, Collins indicated he wasn’t sure. Sparh Collins appeared before the
committee in a neutval position on HI3 1217, A copy of his written testimony is attached. He
also handed out amendments which are proposed and an explanation of administrative costs and
funding requirements for Engrossed HI3 1217, Senator T Muthern inquired if there is an
actuarial analysis of the potential adverse selection fssue. Are there people of different abilitics
who tend to move between these two different programs at a difterent history of life or length of
life? Is in your actuarial work any consideration done regarding adverse selection?  Mr, Collins
indicated, the actuarial analysis looked at several things. First of all whether there would be an
adverse cffect on the retirement plan itself as a result of some of these people withdrawing. That
conclusion was no, the retitement plan itself would not have an adverse actuarial impact based on
the assumptions that were made. The technical analysis that was done by the Sicgal Company
indicated that if you took 8% and went into the defined contribution plan and you got an 8%
return, would you be able to get the same level of benefits as you did in the defined benelfit plan?
The answer was no. It would be about 1/3 less, If you are under the defined contribution plan
you would need to do higher risk investing to receive the same return as those who are under the
defined benefit program. Further questions were offered by Senators Kilzer and C. Nelson.
Mr. Collins responced (Tape 2, Side A, Meter #'s 1.8-5.4). Appearing in opposition to HB {217
was Chris Runge, Executive Director of NDPEA. A copy of her written testimony is attached.

There were no questions for Ms. Runge, Howard Snortland, representing the Association of
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Former Public Employees, appeared in opposition to HB 1217, He indicated that he does not
believe the bill is good public policy. It means that the individual has bauer investment
judgement than the state investment board. The state investment board has o wonderfid record of
what they have done over the years and there aren't many individuals who can beat the record of
the state investment board. 1f this plan goes into effect it will no longer be i state employees
trust fund. 1t will primarily become the political subdivisions retirement program. The state
investment board guarantees a protection for the employee by first of all guaranteeing 8%. There
were no questions from the committee, Former State Senntor Evan Lips appeared in
opposition to the bill, He presented a history fesson on the pension program to the committee.
He indicated that he was not in favor of remodeting the plan every session, There were no
questions from the committee. Tom Toupa representing INDSEA appeared in opposition. The
indicated members of his organization are concerned somewhat that if there is a major shift over
to the defined contribution plan that in the future is there going to be sufficient money and
margins left to adjust future, current as well as future retirees, The actuaries say that there won't
be adverse impact on the fund. That may be, but is it going to gencrate a margin, This whole
thing is a matter of timing, Senator T. Mathern inquired if some of the people of those who
lost money in the last year by switching retirement plans were members of Mr, Toupa’s
organization, Mr. Toupa indicated yes. Mr. Dennis Fewless, a state employee, appeared
befoie the committee on his own behalf. He indicated he has been a state employee for 25 years.
He testified as to his concerns about HB 1217, 'Fl]én‘e wete no questions from the committee.
Representative Grande appeared before the committee once again. She indicated that this plan
will be a recruiting tool for bringing new employecs with technical skills into state positions.

She talked about the smoothing plan for losses suffered under the investment program. The
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investment education program is an important part of steering employees in the right direction
with investment advice which should make for suceessful investment with good returns, 10is the
job of the investment agencies to provide the investment education 1o those who are o pirt of the
program. There was nothing further, Chaleman Krebsbaeh closed the hearing on HIB 1247,
On March 22, 2001, Chatrman Krebshach reopened the discussion on B 1217, Chalrman
Krebsbaeh inguired of the committee if there were any proposed amendments to this il it was
indicated that Sparb Collins had offered an number ul'znm-m!mvcnts. Sparb Collins indicated
that there wore tive issues addressed as they related to the bill, These issues were investment
education, administrative costs methodology, disability, administrative support, and
implementation date and applicability. The first was investment education. PERS has suggested
that some additional funding be set aside so that they could try and provide for some one on one
investment education for members who join the defined contribution plan, That is what the
amendment proposes and provides that .15 of the contribution woulu go into a fund 1o provide
for investment counseling., The second thing is the administrative costs methodology. Presently
the PERS administrative costs are assessed as a percent of the value of the account. Half of the
amount of money in this plan is held by 20 people. What that means is 20 people pay half the
administrative costs, They arc suggesting that rather than doing it as part of the value of the
account rather it be spread across or taken out of the employer contribution and that would more
evenly spread it across all of the patticipants. The house agreed with that. PERS had suggested
that should be up to .12 of the employer contribution, The house sct it at .06, We are asking for
the authority to go up to .12. The third issue is disability retirement. Onc of the benefits in the
defined benefit plan is that if you become permanently and totally disabled while you are under

covered cmployment, there is a benefit that is 25% of your final average salary that you become
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payable for, There is no equivalent benefit in the defined contribution plan at the present time,
We are suggesting that if this plan is going to be expanded to eligibility for al! stite employees
that should be some disability component ta it just like there is in the defined benefit plan, Wo
ure suggesting that based on our advice from the consultant it has to be a mandatory provision,
The Tast time we looked at it a disability insuaranee policy would have cost up o o half of
pereent. That would come out of the employer contribution. The dth arca is the administrative
support and funding for this bill. In order to provide the same enrollment procedure as we did
for the non classifieds we estimated that it will require $283,000 and 2 to 3 staff. The house
funded $250,000 and 2 staff. We are asking that be increased to $283,000 and 3 stalf. Withowt
that we know that we will not be providing an equivalent enrollment for the classified group as
we did for the non classified group, The other issue is who is going to pay for all of this. In
addition to the PERS cost of $283,000 there is $116,000 in transaction costs *hat have been
identificd. What are these, Sparb explained, Questions were offered from Senators T,
Matkern, Krebsbach, Wardner, C, Nelson and Dever. Sparb Collins offered responses to
cach question. (Tape 2, Side B, Meter #'s 35.9 to End. Following this discussion it was decided
to hold on further action on HAB 1217 at this time. On March 29, 2001 the committee again took
up the discussion of HB 1217, Senators participating in the discussion were Senaters Wardner,
C. Nelson, T, Mathern, Kilzer and Dever participating. Since it was late in the day Chalrman
Krebshach decided to table further discussion until the following day. The committee was
adjourned. The committec met on March 30, 2001 to further discuss HE 1217, Sparb Collins,
NDPERS, further reviewed the amendments which had been proposed by PERS to be amended
into the bill, Chalrman Kyebsbach indicated her first quesvion centers around why on page 7

line 7 you need $450,000 as a loan rather than $250,000. Mr. Collins indicated the $450,000
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includes their costs which were identified during the interim were three portions of the cost, The
first cost was the PERS administrative cost which was estimated at $283.000 and 3 staff. The
sccond cost was the transaction cost, They estimate or he should say Watson/Wyatt estimated
that about 2900 people could potentiatly make the ¢lection to switeh to the defined contribution
system, Based on the clection rates that were for the non-classified employcees. Further they
estimated that would be about $59 million, and amount that would be transferted from the
defined benefit to the defined contribution program. In order for PERS to come up with $59
million they are going to have to sell some stocks and bonds to do that, When the trades arce
executed there is a transaction fee to pay for those trades so that is what will be paid for out of
the DB Plan, the money managers to make these trades, sell these instruments and conie up with
cash, We're suggesting that that should be paid as part of the DC costs because those trades are
being executed for the benefit of the DC participants. 1f it wasn't for this plan we wouldn’t be
making those trades, That is about another $100,000 in there, The third cost item is for
consulting expenses. Underneath the statute we are required to provide to the members the
higher of either the present value of the acerued benefits or the actual employer, employec
contributions plus interest. PERS staff will compute the employer/employee contributions plus
interest, An actuary has to calculate the present value, Then we compare the two to get the
higher of, We suggesting that potentially that could cost $20,000 plus, and that is a charge that
should be charged to the DC participants,  Then there is about $20-$30.,000 extra in case we
have to go out and bid or rebid the plan with someone other than fidelity, These three costs are
what make up that $450,000.00 loan amount. Senator T. Mathern inquired if these
amendments that you handed out 1o us previously to your estimation still reflect what the costs

are? Are they pretty much the same? Nothing has changed here? Mr, Collins indicated that
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these cost figures were generated during the interim study, Chairman Krebsbach noted that the
amendments also delay the implementation to what date?  Mr, Collins indicated that the
delayed implementation date was January 1, 2003, What was done in the amendment was a
clarification of a couple of dates. One was just the result of an error we had made. Senator
Wardner inquired about the disability benefit aspect of the bill,  He wondered if' it had to be a
part of this bill. Mr, Collins claborated on this. Mr. Collins claborated at length on the need for
3 FTE’s which are required in this bill. Questions on the issuc were offered by Senators,
Wardner, 'T'. Mathern.Krebshach, and Dever (Tape 1, Side A, Meter #'s 9.3-18.9). Sparb
Collins’ discussion of issues continued throughout the remainder of the question and response
period of this meeting, For specific questions and answers listen to Tape 1, Side A, Meter #'s
19-55.). Following the discussion the conrni'tice felt they had discussed this bill sufficiently to
take action. Senator Wardner moved the adoption of the amendments presented by Sparb
Collins to the committee, seconded by Senator T, Mathern,  Roll Call Vote indicated 6 Yeus.,
0 Nays, and 0 Absent or not voting, At this point the committee temporarily adjourned until later
in the day due to members requited attendance at conference committees, Chairman
Krebsbach called the committee back to order. At this point she indicated that there was one
concern that she still had concerning this bill. 1 we were to mandate that disability be a part il
parcel of the defined contribution, s it clear that you can do that without any further legislation
or do we need to amend to do so? Mr, Collins indicated that the other option that he does not
believe the bill provides for is it could continue to be provided through the defined benefit plan,
Chalrman Krebsbach and then just assess the DC plan for that coverage. Mr Collins indicated
what happens then is the actuary would determine what the amount which the actuary had

recently caleulated at 41, That .41 in payroll would be deducted from the payroll of the DC
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participants, They would retain the membership in the DB plan for the purposes of disability.
There was some discussion if this was workable and was it fair to the people in the DB plan vs.
The DC plan. Senator T, Mathern felt that the costs would be different for the two groups and
that would cause problems. A discussion continued with Senators ‘T, Mathern, C.Nelson, and
Wardner participating (Tape 1, Side B, Meter #'s 3.5-8.8), Senatar Wardner moved a Do Pass
as amended on HB 1217, seconded by Senator Kilzer, A fow remarks were offered by Senator
Dever concerning choices and representation of his district. He spoke about the fears that
employees have about the defined benefit program being hurt by the defined contribution
program. He indicated he has two choices, the first is to vote for this bill and convinee people
that it was & good decision, The second is to vote no on this bill, go out and give the kind of
education that he thinks the people need in order to understand the benefit of the options and wiy
it might be a good decision for us to make two years from now. Some of the fear that he hears in
the state employees has been played to and he thinks it has been played to by the NDPEA and by
his predecessors in this legislature, As a matter of good marketing and as a matter of politics for
the people he represents he thinks he has to vote no on this, More comments were offered from
Senators C, Nelson, 'T. Mathern, Kilzer, Dever, and Krebsbach, A Roll Call Vote was taken
on the Do Pass as Amended motion, Roll Call Vote indicated 3 Yeas, 3 Nays, and 0 Absent or
not Voting, The vote fails. Senwtor ‘T, Mathern moved a Do Not Pass as Amended, seconded
by Senator C. Nelson,  Roll Call Vote indicated 3 Yeas, 3 Nays, and 0 Absent or Not Voting,
The motion fafls, Senator C. Nelson moved Without Commitice Recommendation, seconded
by Senator Wardner, Comments were offered by Senator T Mathern, Senator Dever also

offered a few closing remarks before the vote, Senator Kilzer offered a few remarks as well,
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. Roll Call Vote indicated 5 Yeas, 1 Nays, and 0 Absent or Not Voting. Senator Wardner will

carry the bill, Chairman Krebsbach adjournced the committee,
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REPORT OF STANDING COMMITTEE (410) Module No: SR-57-7486

April 2, 2001 2:09 p.m. Carrier: Wardner
insert LC: 10050.0401 Title: .0500

REPORT OF STANDING COMMITTEE
HB 1217, as engrossed: Government and Vaterans Affairs Committee (Sen. Krebsbach,
Chairman) recommends AMENDMENTS AS FOLLOWS and when so amended,
recommends BE PLACED ON THE CALENDAR WITHOUT RECOMMENDATION
(5 YEAS, 1 NAY, 0 ABSENT AND NOT VOTING). Engrossed HB 1217 was placed on

the Sixth order on the calendar.
Page 1, line 2, remove "and" and after "54-52.6-09" insert ", and section 54-52.6-14"

Page 1, line 4, after "plan” insert "and disability benefits under the defined contribution
retirement plan”

Page 1, line 5, after the first semicolon insert "and" and remove "; and {o provide for
application”

Page 5, after line 9, insert:

may not have more than one opportunity to make an elecuon 1o parucipate
in the retirement plan established under this chapter."

Page 6, Iine 30, after "gxpenses" insert "and_up to fifteen-hundredths percent of the monthly
salarv or_wage_of_the participating member specifically for investment education

expenses”
Page 7, after line 5, insert:

"SECTION 7. AMENDMENT. Seclion 54-52.6-14 of the 1999 Supplement to
the North Dakota Century Code Is amended and reenacted as follows:

54-52.6-14. Disability benefits. The board shall provide a r.*ocedure wheraby
a patielpating membermeay who first becomes eligible to_particlpate in this plan after
September 30, 2002, shall use a portion of that person's account conlributions under
this chapter to purchase disability insurance. For members eligible to participate in this
plan_before Oclober 1, 2002, the board shall allow distribution of the participating
member's vested account balance If the board determines the_participating member
has become totally and permanently disabled. If approved, the disabled member tas
the_same distribution options_as_provided in_subdivisions a_and ¢ _of subsection 3 of
section §4-52.6-13. However, If tha member chooses the perlodic distribution option,
the member may only recelve distributions for as long as the disabillly continues and
the_member submits_the necessary documentation and undergoes medical_testing
tequlred by the board, ot for as ....Igng._gaJhg_mgmbg_ggmLp.aLLn._@J. habillitation
QLQL&L‘Q..@QLJ_[QQ__LM_bQQLQJ.QLb oth, If the board determines that a member no
lon.. the board shall_discontinue the disability
rgﬂtemgm_aenﬁLL"

Page 7, line 7, replace "$250,000" with "$450,000"
Page 7, line 16, replace "7" with "8" and replace "$260,000" with "$283,000"

Page 7, line 19, replace "two" with "three"
Pagn 7, line 24, remove "7, and" and after "8" insert *, and 9"

Page 7, line 25, replace "July 1, 2003" with "October 1, 2002"
(2) DESK, (3) COMM Page No. 1 SR.b7-7486




REPORT OF STANDING COMMITTEE (410) Module No: SR-57-7486

April 2, 2001 2:09 p.m. Carrier: Wardner
Insert LC: 10050.0401  Title: .0500

Page 7, remove lines 26 through 28

Renumber accordingly

(2) DESK, (3) COMM Page No. 2 $11.57-7486
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REPORT OF THE LEGISLATIVE COUNCIL'S
EMPLOYEE BENEFITS PROGRAMS COMMITTEE
BILL NO. 50

. Sponsor; Representatives Francis J. Wald and Bette Grande

Proposal: Provides that all state employees except Supreme Court or district court judges or employees of the
State Board of Higher Education and state institutions under the jurisdiction of the board who are eligible to
participate In TIAA-CREF may elect to bacome members of the defined contribution retirement plan.

Actuarial Analysis: Concerning the impact of this propasal on the defined benefit plan, the consulting actuary
concluded that a guaranteed cost-of-living adjustment for the defined benefit plan cannot be adopted by either 2005
or 2007, without higher Investment relurn or additional conlributions or other changes or gains; that based on
assumptions and methods, the defined benefit plan Is not harmed by the optional defined contribution program; that
expansion of the optional program to palitical subdivisions helps, not hurts, the defined bensefit plan; that diversion of
some members to the defined conlribution program allows a guaranteed cost-of-living adjustment to be pald out of
overfunding as the overfunding goes further when spread over fewer defined banefit members; and that external
cash flow may become an issue In 15 to 20 years but will not force significant changes to allocation or assumed
Investment return. However, the acluarial consultant identified several administration issuas and recommended
delaying the Implemantation date of the expanded plan to January 1, 2003, moving the eligibility date to September
30 and allowing all employees after that date the normatl six months to make a decision; moving the end of the
election window to December 15; excluding existing nonclassified employees who had an opportunity to choose the
defined contribution plan under prior legislation from the provisions of the bill; and consldering an alternative
methodology to allocate administrative expenses. One such methodotogy identified by the consulting actuary would
be to pay adminisiralive cosls out of contributions inslead of account assets. As an example, pursuant to this
methodology the employer contribution would remain at 4.12 percent but .12 percent would be deposited into an
administrative account, and the remaining 4.00 percent would go lo the employee's account. This methodology

would distribute administrative costs to all members.

. Committee Report: Favorable recommendation.
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Mr. Chairman, members of the commitiee, good morning, My name is Sparb Collins. |

am the Executive Director of the North Dakot