<" Bismarck Location:
ND Association of Counties
1661 Capitol Way

Fargo Location:

BCBS, 4510 13" Ave SW

July 20, 2006 Time:  8:30 AM

. MINUTES
A. June 29, 2006

Il. GROUP INSURANCE
A. BCBSND Updates: (Information)
1. Clinical Pharmacy Update
B. Dental/Long Term Care Insurance Update — Sparb (Information)
C. Dental Self Funding — Bill Robinson, GBS (Information)

lll. MISCELLANEQUS
A. PERS 2007-09 Budget — Sharon (Board Action Requested)
B. Business System Replacement Update — Sparb (Board Action Requested)
C. SIB Agenda ~ (Information)

IV. DEFERRED COMP
A. Hardship Appeal — Kathy (Board Action Requested)

Any individual requiring an auxiliary aid or service must centactthe NDPERS ADA
Coordinator at 328-3900, at least 5 business days before the scheduled meeting.
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MINUTES
North Dakota Public Employees Retirement System

Thursday, June 29, 2006
ND Association of Counties, Bismarck
BCBS, 4510 13" Ave SW, Fargo
1:30 P.M.

Members Present: Ms. Joan Ehrhardt
Mr. Ron Leingang
Mr. Howard Sage _ :
Ms. Arvy Smith
Ms. Sandi Tabor

Via Video Conference: Ms. Rosey Sand
Chairman Jon Strinden

Others Present: Mr. Sparb Collins, Executive Director, NDPERS
Ms. Cheryl Stockert, NDPERS
Ms. Deb Knudsen, NDPERS
Ms. Kathy Allen, NDPERS
Ms. Sharon Schiermeister, NDPERS
Mr. Ron Gilliam, NDPERS
Mr. Bryan Reinhardt, NDPERS
Ms. Cheryle Masset-Martz, NDPERS
Ms. Sharmain Dschaak, NDPERS
Ms. Lori Laschkewitsch, OMB
Mr. Leon Wechsler, LRWL
Mr. Andy Flewelling, LRWL z
Mr. Ron McCartney, LRWL
Ms. Patricia Hill, ND Pharmacists Association
Mr. David Peske, ND Medical Association
Ms. Nancy Kopp, ND Optometric Association
Mr. Kevin Schoenbom, BCBS
Mr. Al Pertuz, Health Dialog
Mr. Brad LaPorte, Health Dialog
Ms. Chesley Chen, Health Dialog
Mr. Weldee Baetsch

Via Video Conference: Mr. Larry Brooks, BCBSND
Ms. Susan Trosen, BCBSND
Mr. Gary Dauenhauer, BCBSND
Ms. Shari Koenig, BCBSND
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Chairman Jon Strinden called the meeting fo order at 1:30 p.m.
MINUTES

Chairman Strinden called for any comments or corrections to the May 18, 2006 Board
meeting minutes.

THERE BEING NONE, MR. LEINGANG MOVED APPROVAL OF THE MAY 18, 2006
BOARD MEETING MINUTES. MS. SMITH SECONDED THE MOTION. THE MINUTES
WERE APPROVED.

MONTHLY TOPICS

Business System Replacement Project

Mr. Collins introduced Mr. Leon Wechsler of L. R. Wechsler, Ltd, the PERS business
system replacement project consultant. LRWL was contracted to examine the current
strengths and weaknesses of the legacy system and determine whether the current
system will sustain NDPERS into the future or an alternative solution should be pursued.
LLRWL has provided similar analysis for approximately 24 other public employee
retirements systems across the country. Mr. Wechsler presented the business issues and
challenges regarding the current system which is approximately 30 years old. As a result
of discussions with PERS management and staff, the required operating environment
was identified. LRWL presented three possible options: continued enhancement of the
system, build a system, or buy a system. LRWL recommendation is to elect the buy
approach to obtain an integrated proven state of the industry system and to phase it over
- a 30-36 month time frame. The remainder of this biennium should be used to develop the
RFP with the system phase in starting July of 2007. Mr. Collins indicated staff is in
agreement with the Wechsler recommendation to buy and that if the Board elects to move
forward, staff will present a funding plan and budget to the Board at the July meeting.

The Legacy Application System Review (LASR) Project Feasibility Study report is
available at the PERS office.

MR. LEINGANG MOVED TO APPROVE STAFF RECOMMENDATION TO BUY A
BUSINESS REPLACEMENT SYSTEM. THE MOTION WAS SECONDED BY MS.
SMITH.

Ayes: Leingang, Sage, Sand, Smith, Tabor, Ehrhardt, and Chairman Strinden.
Nays: None

PASSED
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Project Charter

Mr. Collins indicated that since the Board has approved moving ahead with the business
system replacement project, the next phase of the project would fall under the “large
project” guidelines of ITD. The project charter included in the board book is for the next
phase of the project which is development of a Request for Proposal (RFP) for the
Legacy Application System Replacement (LASR) project. It is for the period July 1, 2006
through June 30, 2007.

MS. TABOR MOVED TO APPROVE THE PROJECT CHARTER FOR THE LEGACY
APPLICATION SYSTEM REPLACEMENT PROJECT. THE MOTION WAS SECONDED
BY MS. EHRHARDT.

Ayes: Leingang, Sage, Sand, Smith, Tabor, Ehrhardt, and Chairman Strinden.
Nays: None

PASSED

GROUP INSURANCE

BCBSND Health Dialog Update

Mr. Collins introduced representatives from Health Dialog to present an update. The
Health Dialog program began last October through BCBSND and is a disease
management program at a cost of $2.98 per contract. Representatives from Health

- Dialog indicated that the total estimated savings for year one was $1,077,240. The Health
Dialog program summary report is available at NDPERS office.

Coordination of Benefits

Mr. Collins reviewed the Board’s previous discussions on the banking issue from the last
two meetings. He also reviewed new information from BCBS which showed that if the
Board maintained the existing COB process it would cost $17,000. Mr. Collins also
reviewed the information from BCBSND relating to benefit provisions that are a part of
other BCBS plans but not PERS and that could be provided to members at a cost
comparable to the cost of the banking provision. Finally, Mr. Collins reviewed with the
Board information from BCBS stating that the savings from not continuing the COB would
be not subject to the financial closeout procedures at the end of the contract period.
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MS. SAND MOVED TO DISCONTINUE COORDINATION OF BENEFITS BANKING
AND NOT ADD ADDITIONAL BENEFITS. THE MOTION WAS SECONDED BY MS.
TABOR.

Ayes: Leingang, Sage, Sand, Smith, Tabor, Ehrhardt, and Chairman Strinden.
Nays: None

PASSED

Health Plan Renewal

Mr. Collins stated the Benefits Committee met in May to discuss the health plan. The
general consensus of the Benefits Committee was that the existing plan design should be
maintained for the 2007-09 biennium. As done in the past, the committee is offering
several lower cost alternative designs so there is a clear concept of the effect on
benefits/premiums that occurs as a result of a lower level of funding. The Benefits
Committee is not recommending these alternative plan designs; these are just to show
the range of additional options and give a perspective of what the costs of these options
would be.

MS. SAND MOVED TO PROCEED WIiTH THE HEALTH PLAN RENEWAL PER STAFF
RECOMMENDATION. THE MOTION WAS SECONDED BY MS. TABOR.

Ayes: Leingang, Sage, Sand, Smith, Tabor, Ehrhardt, and Chairman Strinden.
Nays: None

PASSED

Wellness Benefit Program

Mr. Collins indicated that the Wellness Benefits Program has experienced an increase in
applicants requesting funding to conduct on-site wellness programs. Two issues have
resulted: one relates to requests for reimbursement for incentive prizes/food and the other
relates to inquiries from larger employer groups regarding the reimbursement schedule
limits. The Wellness Committee met on June 14, 2006 to develop guidelines regarding
these requests and to review the current reimbursement schedule. The Board discussed
the committee’s recommendation and requested clarification and additional information
and will make a decision at the next meeting regarding the reimbursement schedule.

MS. SAND MOVED TO APPROVE THE WELLNESS COMMITTEE’S
RECOMMENDATION TO EXCLUDE FUNDING FOR WELLNESS PROGRAM
INCENTIVE PRIZES AND FOOD AND NOT ALLOW WELLNESS FUNDS TO
EMPLOYER GROUPS NOT PARTICIPATING IN THE EMPLOYER BASED
WELLNESS PROGRAM. ACTION WAS DEFERRED ON THE PROPOSED
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REIMBURSEMENT SCHEDULE UNTIL THE NEXT MEETING. THE MOTION WAS
SECONDED BY MS. TABOR.

Ayes: Leingang, Sage, Sand, Smith, Tabor, Ehrhardt, and Chairman Strinden.
Nays: None

PASSED

Vision Plan Renewal

Mr. Collins reported that Ameritas has submitted a renewal rate notification and no
increase in rates is being proposed for the January 1, 2007 through December 31, 2008
contract period. Ameritas is also offering an increased the benefit for an annual eye exam
from $35 to $40 effective January 1, 2007.

MS. TABOR MOVED TO ACCEPT STAFF RECOMMENDATION TO ACCEPT THE
AMERITAS PROPOSAL FOR THE BENEFIT PERIOD JANUARY 1, 2007 THROUGH
DECEMBER 31, 2008. THE MOTION WAS SECONDED BY MR. LEINGANG.

Ayes: Leingang, Sage, Sand, Smith, Tabor, Ehrhardt, and Chairman Strinden.
Nays:

PASSED

Group Medical Plan Surplus/Affordability Update

- Mr. Reinhardt presented the May surplus projection and affordability analysis for the
NDPERS group medical plan. The projection for the 2003-05 biennium shows an ending
balance of $15.6 million; the targeted amount for the 2005-07 buydown is $14.3 million.
The early projection for the 2005-07 biennium shows an ending balance of $1.75 million.

HIPAA Security Update

Mr. Reinhardt reported that NDPERS continues to maintain compliance with HIPAA
security through staff training. HIPAA policies and procedures are evaluated and updated
as necessary.

penta_z__,IILTC Insurance Update

Mr. Collins indicated the bid is out to market. Proposals are due July 6, then Gallagher
Benefit Services will begin their analysis, and the Board will meet in August to interview
companies.
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DEFERRED COMPENSATION

Ameriprise

Mr. Collins indicated Scott Miller has been in contact with Ameriprise relating to a
misplaced laptop computer from their company. He has negotiated credit monitoring
services at no charge for affected PERS members and that members will receive a letter
from Ameriprise. Ms. Tabor indicated that Consumer Protection in the Attorney General’s
Office can offer assistance if needed.

First Quarter 2006 Investment Report

Mr. Reinhardt presented information relating to the 401(a) and 457 Companion Plan.
Assets in the 401(a) plan increased to over $15.0 million as of March 31, 2006 with 294
participants. Assets in the 457 Companion Plan increased to about $17.7 million as of
March 31, 2006 (up from $12.1 million on 12-31-03 which is a 46% increase) and has
1,212 participants.

MISCELLANEQUS

Board Meeting Schedule

Mr. Collins stated we will need to discuss the schedule for August to convene two special
meetings, one relating to the health plan renewal and the other for interviews of
dental/long term care voluntary insurance providers. The Board decided to meet on

- August 24 beginning at 1:30 p.m. and August 29 beginning at 8:30 a.m.

IT Strateqgic Plan

Mr. Collins indicated that the IT Strategic Plan for the 2007-02 biennium must be
submitted by July 15, 2006. A draft plan was submitted to the Board for review.

Board Website Information

Mr. Collins reported the Board reference website has been developed and activated. To
go to this site, click on the PERS logo to access state statutes, administrative rules, plan
documents, PERS Board materials, as well as legislative employee benefits committee
information. Much of the information.on this reference website is also avallable on the
main PERS website.
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Audit Committee Charter

Mr. Collins stated the revised Audit Committee Charter includes addition of a third
member, the member being from outside the organization. An internal auditor from MDU
would be interested in serving on our Audit Committee.

MS. TABOR MOVED TO ADOPT THE REVISED AUDIT COMMITTEE CHARTER. THE
MOTION WAS SECONDED BY MS. SMITH.

Ayes: Leingang, Sage, Sand, Smith, Tabor, Ehrhardt, and Chairman Strinden.
Nays: None

PASSED

Audit Committee and Internal Audit Activity for the Year 2005

Information included in Board book. No further questions or comments.

Audit Committee Minutes of February 15, 2006

Minytes included in Board book. No further questions or comments.

Retiree Conference

Mr. Collins indicated that the Retiree Conference is scheduled for Medora. Brochure and
- registration information included in Board book.

SIB Minutes
SIB Minutes of April 21, 2006 and May 19, 2006 included in Board book.

NAGDCA Conference

Conference brochure included in Board book.
The meeting adjourned at 3:55 p.m.
Prepared by, |

Cheryl Stockert
Secretary to the NDPERS Board



A North Dakota Sparb Collins
B : : Executive Director
ol Public Employees Retirement System (701) 3263900

' 400 East Broadway, Suite 505 e Box 1657
%%g Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: {701) 328-3920 ¢ EMAIL: NDPERS@state.nd.us » discovernd.com/NDPERS

TO: PERS Board

FROM: Sparb
DATE: July 12, 2006
SUBJECT:  BCBS Clinical Pharmacy Update

The last educational item we have before we begin our renewal considerations
with BCBS is a presentation providing an update on pharmacy issues. Tom
Christensen, Director of Pharmacy Management for BCBS, will be at the
meeting to give this presentation.



North Dakota Sparb Collins
Public Employees Retirement System Executive Director

' g 400 East Broadway, Suite 505 ¢ Box 1657 (701) 328-3900
%%% Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 s EMAIL: NDPERS@state.nd.us e discovernd.com/NDPERS

ndum

TO: PERS Board
FROM: Sparb
‘DATE: July 12, 2006

SUBJECT: Dental/LTC Update

We received the following proposals for the dental plan:

| Ameritas Group
CIGNA Dental
Delta Dental of Minnesota
MetLife
Mutual of Omaha
Reliance Standard
UniCare/WellPoint, Inc,

Unimerica Workplace Benefits

We received no LTC proposals.

GBS is beginning their review and will report the findings to you at the Board meeting on
August 17. We will conduct interviews at the special meeting scheduled for August 29.
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North Dakota Sparb Collins

Public Employees Retirement System Executive Director
400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS@state.nd.us e discovernd.com/NDPERS

TO:
FROM:
DATE:

SUBJECT:

PERS Board

Sparb
July 12, 2006

Dental Plan — Self funded

One of the options we bid for the dental plan was 1o self fund the plan. Thé
statute allows this option:

54-52.1-04.7. Uniform group insurance program - Vision and dental plans. The -
board may establish a dental plan, a vision plan, or both, for eligible employees. The board shall .
receive bids for the plan or plans pursuant to section 54-52.1-04. The board may reject any or all-
bids and provide a plan of self-insurance. Premiums for this coverage must be paid by the
eligible employee. Any refund, rebate, dividend, experience rating allowance, dlscount or other-
reduction of premium must be credited as- prov&ded by section 54-52.1-06.

In consideration of reviewing this option in August, GBS has developed the
attached memos to provide you with background information. Bill Robinson
will also be at the meeting to discuss the memos and answer questions.

4

AR R AP camaen e 2 e e 1 e it LA



Attachment 1

GALLAGHER BENEFIT SERVICES, INc.zzM emo

To: Sparb Collins, NDPERS
From: Bill Robinson, Denver Office
Date: July 3, 2006

Re: Voluntary Dental RFP

As requested, this memo will provide the NDPERS Board with a general overview of the
issues associated with continuing to insure or to consider self-funding PERS’ voluntary
dental plan beginning in 2007.

Conventional benefits underwriting wisdom states that voluntary programs should not be
self-funded. Without a reasonable employer contribution, the potential for adverse
selection against voluntary plans create too great of a financial risk for most plan
sponsors to assume. This is certainly true with voluntary/supplemental life insurance
where the potential exists for several large claims to occur in one year. Long term
disability with its extended payment and reserve requirements is another voluntary
coverage that is insured for all but the very largest plan sponsors.

Dental and vision are two voluntary coverages that can be considered for self-funding
under certain circumstances. Unlike medical, there are no “catastrophic” dental or vision
claims that can radically skew claim experience in a plan year. Both coverages usually
have annual benefit payment maximums, which allow the plan sponsor’s optimal yearly
claim liability to be easily determined. From an underwriting standpoint, what is needed
to determine the feasibility of self-funding dental or vision is an adequate number of

insured lives and claim experience for an extended period of time. With almost 4000

covered employees and detailed claim experience for the past three years, NDPERS
meets both of these underwriting requirements.

The State of Wyoming, a current GBS client, has successfully self-funded its voluntary
major services dental plan for years. Basic (diagnostic and preventative) dental receives
a state contribution in Wyoming. All other dental services are covered under a voluntary
plan with no direct employer contribution. Wyoming initially insured the voluntary
coverage for a number of years until the enroliment was sufficient and the claim
experience stabilized. This is the same progression that NDPERS could elect to follow.

NDPERS current voluntary dental RFP allows for insured and self-funded proposals. For
those carriers submitting a self-funded proposal, we have ask them to also include an
aggregate stop-loss (ASL) insurance quote along with an annualized expected claims
calculation. GBS will analyze and evaluate the insured-and self-funded proposals,
showing total biennium costs using the carriers’ own expected claims projections.
Additionally, GBS will develop its own expected claims projections for comparison
purposes. All this information will be presented to the Board in our final report to assist
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Voluntary Dental RFP

them in determining whether it is financially advantageous to its plan participants to self-
fund the NDPERS voluntary dental plan.

Naturally, the Board will be concerned with assuming any claim risk by self-funding the
dental plan. As explained above, for larger groups such as NDPERS, dental claim
experience is relatively predictable. However, at least for the first biennium, the potential
for any adverse risk can be mitigated by including a claim fluctuation reserve (CFR) in
the initial self-funded contribution rates. Further, the initial self-funded contribution rates
can be established at a level that approximates the insured premiums to ensure that an
adequate incurred But Not Reported (IBNR) claim reserve is established. For any self-
funded health coverage, an actuarially adequate IBNR should be maintained at all times
to fund claims run-out should the plan terminate. Should the Board decide to self-fund
the dental coverage, we can develop recommended contribution rates that include
actuarially recommended CFR and IBNR margins.

In conclusion, conceptually there is no reason for NDPERS not to consider self-funding
its voluntary dental plan. it has sufficient size and years of experience to permit
underwriting of the plan. Wyoming has demonstrated the feasibility of self-funding its
voluntary employee dental plan. By thoroughly analyzing and evaluating the proposals
received, GBS can provide the data to the Board that will allow it to make an informed
decision whether to insure or self-fund PERS’ voluntary dental plan.

Please let me know if we can provide any additional information on this issue prior to the
submission of proposals in response to the dental plan RFP.



Attachment 2

GALLAGHER BENEFIT SERVICES, INc.mM emnmo

To: Sparb Collins, NDPERS
From: Bill Robinson, Denver Office
Date: July 9, 2006

Re: Dental Self-Funding Questions

As requested, we are providing the following responses to questions conceming dental
self-funding.

1. How does PERS prevent claims (plus administration) from exceeding premiums
(contributions)? As mentioned in our previous memo, dental claims are much more
predictable and less variable than medical claims. Given that NDPERS has almost
4000 employees/retirees in its dental plan and there are four years of dental claim
experience available, an actuary should be able to very accurately project claims for
the first biennium should PERS decide to self-fund the coverage. To minimize risk,
an actuary could put in a claim fluctuation reserve into the initial rates. Another
common approach for the first year of self-funding is to set the contribution rates
which consist of expected claims, administrative costs and reserves (both Incurred
But Not Reported and Claim Fluctuation) at a level equivalent to fully insured
premium rates. Carriers are very conservative with their voluntary rates and
matching those rates for the first experience period would essentially assure that
they would be sufficient to cover all self-funded costs, including reserves. If PERS
wanted o be ultra-conservative, it could purchase aggregate stop-loss (ASL)
insurance {we asked carriers to quote at 125% of expected claims) and establish the
self-funded contribution rates to cover the 25% corridor above the carrier's expected
claim level and the attachment point where ASL coverage would start. After the first
biennium, PERS could then decide if its reserves were adequate and the claim
experience stable enough to drop ASL coverage.

2. How will self-funded contribution funding levels be established? GBS and its health
actuarial division, Apex Consulting, are available to establish self-funded dental rates
for PERS. Qur analysis of the insured and self-funded proposals will include
projected total maximum biennium costs for all options submitted. Actual
contribution rate development will depend on the amount of risk PERS is willing to
assume for the initial biennium. As described in our response to question one above,
there are numerous actuarial and underwriting techniques available to mitigate or
even eliminate financial risk of self-funding. These are employed by our many self-
funded public sector clients.

3. Benefit Payment Allowances: Just like an insured plan; self-funded dental coverage
can reimburse claims using two primary methodologies. The more common is to pay
claims based on usual, reasonable and customary (UCR) at a predetermined
percentile of submitted claims. It is our understanding that your current insured plan
uses UCR at the 80" percentile as a basis for determining allowable amounts for




adjudication. The other option, although less common, is 10 use a predetermined fee
schedule which would only change over time upon PERS’ direction. As stated, either
of these approaches can be used for insured or self-funded dental plans. Whether
PERS selects a dental carrier to pay claims on an Administrative Services Only
(ASOQ) basis or an independent third party administrator (TPA), either should be able
utilize a fee schedule or UCR. Our dental RFP asks several questions about the
respondents’ methodology for determining UCR. We will thoroughly summarize the
responses in our report to PERS. If the dental vendor proposes a PPO network,
then it is very probable that network dentists have either agreed to a fee schedule or
a maximum fee allowance.

4. Claim appeals and_other administrative issues: With any self-funded plan, the plan
sponsor retains the ultimate claim decision making authority. Regardless of whether
PERS selects an ASO carrier or a TPA to adjudicate claims, either will traditionally
handle the first and second level of appeals. ASO dental carriers will have licensed
dentists on staff to review claim appeals. TPAs may not and that will need to be
addressed in any finalist interviews. Claims that appealed after the second level will
go to PERS for an ultimate decision. Compared to medical, dental claim appeals are
much less frequent and involved. Many of the potential disputes are eliminated by a
pre-authorization requirement above a predetermined amount (often $250).
However, appeals or grievances can occur. Wyoming has a statutory grievance
process that its self-funded medical, Rx and dental carriers must agree to as a
condition of contracting. If PERS does not have such a process already established,
we suggest that it adopt one if it decides to self-fund its dental plan in 2007.

5. Cash flow under self-funded plans: As explained above, there are three pieces to a
self-funded contribution rate: administration, claims and reserves. Administrative
fees are paid monthly to the ASO carrier/TPA on a PEPM basis. Submitted and
adjudicated claims are funded on a predetermined schedule with the administrator,
usually weekly or bi-weekly. Funds are usually transferred electronically. Reserves
are held by the plan sponsor. Assuming that you collect contributions from your
participating employers and covered participants in advance, PERS should have
adequate funds the first month to pay the fixed administration fees and the variable
claim costs. Reserves are accumulated over the biennium. Because there is no such
thing as a “catastrophic” dental claim, it is extremely unlikely that PERS would not
have sufficient funds on hand to cover fixed and variable claim costs early in the
biennium before reserves have had time fo accumulate.

6. Aggregate stop-loss (ASL): ASL coverage for dental is very rare. The only place
where | have encountered it is in lowa, where it was required of public sector plans
by an arcane state law, which has since been revised. Nonetheless, we requested it
in PERS dental RFP for two reasons. First, is to have the carriers provide the
expected annual claims projections that are needed to establish ASL coverage
limits. This information will be provided in our analysis as a means of comparing
insured and self-funded projected claim costs. Second, in the event that PERS
wants to establish a maximum annuat liability for its initial experience with self-
funding, ASL insurance will provide this protection. it may be something that the
Board elects to purchase for the first biennium until adequate reserves are
established.

] believe that this addresses all of the questions submitted to us. If we can provide any
additional information prior to our RFP analysis, please let me know.

Regards

¢: Don R. Heilman, GBS
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MEMORANDUM
TO: NDPERS Board
"FROM: Sharon Schiermeister
DATE: July 12, 2006

SUBJECT: 2007-2009 Biennium Budget Request

In March 2006, Governor Hoeven released the budget guidelines for the 2007-2009
biennium. He indicated that agencies would be required to submit their budget at the
same funding level as the current biennium, with the addition of the cost to continue the
fiscal year 2007 4% salary increase. Appropriation requests are not limited for agencies
with special funds; however, OMB has encouraged us to take this opportunity to
examine the level of spending in all areas to ensure the most efficient operation and
most effective use of resources from ali funding sources. The budget being presented to
you today is for $4,748,158 which is equal to our 05-07 appropriation, plus the cost to
continue the 4% salary increase of $47,921. Attached is a spreadsheet which provides
the details of the budget request. Here are the highlights:

1. The budget provides funding to maintain the existing level of services
provided by the agency.

2. Anincrease of $46,700 has been included to provide funding for 24 months
for 2 temporary employees in the accounting division.

3. An increase of $81,300 has been included for inflation.
» primarily data processing, posiage, office rent, telephone and travel
costs

4. Information Technology (IT) activities resulted in a net decrease of $122,900

* lLower hardware and software costs. Since we are on a 4 year
replacement cycle, these costs will be incurred every other biennium.

o Lower postage and printing costs due to the increased use of website and
email for providing forms, publications and communications to employers
and employees

» Reduced level of maintenance for mainframe system as a resulf of LASR
project ~ - - -

5. Miscellaneous reductions in office equipment and equipment rent.

« FlexComp Program * Retirement Programs ' * Retiree Health Insurance Credit
* Employee Health & Life Insurance - Public Employees - Judges » Deferred Compensation Program
« Dental - Highway Patrol - Prior Service * Long Term Care Program

* Vision - National Guard/Law Enforcement - Job Service



The budget guidelines also provide agencies with an opportunity to submit optional
funding requests that are in addition {o the base budget request. Staff is proposing 2
optional funding packages.

1. Salary equity package. Since 1999, PERS has been working to provide
increases to PERS staff whose salaries are less than the statewide or
national average for the respective pay grade or position, by years of service.
Currently, the statewide average comp ratio for all state agencies is .96 and
for PERS it is .896. This option includes funding for salary equity increases
which would move staff to an average comp ratio of .959.

2. Legacy Application System Replacement (LASR) project. Last month,
the Board approved moving forward with the LASR project. This optional
funding request includes the system replacement costs ($8.9, as estimated
by Wechsler), funding for 4 additional FTE, funding to lease and furnish
additional office space for the project team, computer and phone
connections, and additional salary for overtime and workload adjustments.
The system replacement cost of $8.9 million will be spent over a 3 year
period from July 2007 — June 2010; we will be requesting that the batance of
this appropriation authority be carried over into the 2009-2011 biennium. The
remaining $400,000 represents the 4 new FTE and project team costs for the
2007-09 biennium. The funding for the Kk year of these project costs will be
requested in the 2009-11 biennium budget.

Board Action Requested:

Approve 2007-09 base budget request and optional funding request to be submitted to
OMB



North Dakota Public Employees Retirement System

SALARIES AND WAGES
FTE EMPLOYEES {(Number)

Salaries

Current
Budget
05-07

Request
07-09

Request Optional Ad-justments
+ () Salary Equity IT Request
Difference Package Project 07-09

Temporary, Overtime
Benefits
TOTAL
General Fund
Special Funds

OPERATING EXPENSES
Travel _
IT - Software/Supp.
Professional Supplies & Materials
Miscellaneous Supplies
Office Supplies
Postage
Printing

" Utilities
Insurance
Lease/Rentals - Equipment
Lease/Rentals - Buildings
Repairs
IT - Data Processing
IT - Telephone
IT - Contractual Services
Professional Development
QOperating Fees & Services
Professional Services
IT-Consoilidation

Sub Total Operating
IT Equip Under $5000
Office Equip Under $5000
TOTAL
General Fund
Special Funds

CAPITAL ASSETS
Office Equip >= $5000
IT Equip >= $5000
TOTAL
General Fund
Special Funds

SPECIAL LINE ITEMS
Public Employee Contingency
TOTAL
General Fund
Special Funds

AGENCY TOTAL
TOTAL

General Fund

Speclal Funds

29,00 29.00 ) 0.00 4.00 .
2,124,800 | 2,189,340 64,540 120,000 214492 | 2,523,832
9,874 5,000 (4374) 5,000 10,000
750,852 762,168 11,316 20,136 90,620 872,004
2,885,526 | 2,956,508 70,982 140,136 310,112 | 3,406,755
2885526 | 2,956,508 70,082 140,136 310112 | 3,406,755

400 73,100

13,000 {13,200} 2,400 15,400

11,560 0 11,550

o 0 0

33,191 34,851 1,660 8,400 43,251
207,600 184,732 {22,868} 184,732
106,356 85,233 {21,123} 85,233

0 0 0 0

4,800 4,800 0 4,800
58,374 54,800 {3,574} 54,800
172,700 181,800 9,200 84,768 266,668
8,000 9,000 0 9,000
577,552 577,389 {163) 12,192 589,581
43,148 49,583 6435 6,048 55,631

0 0 0 8,900,000 8,900,000

43,444 45,616 2,172 ' 45,616
45,866 48,159 2,293 48,159
110,215 167,937 57,722 167,937

0 0 0 0
1,516,696 1,541,650 24,954 0 9,013,808 { 10,555,458
17,937 {0} {17,837) 6,400 6,400
30,078 0 {30,078) 21,700 21,700
1,564,711 1,541,650 {23,061) 0 9,041,908 | 10,583,558
1,564,711 1,541,650 {23,061) 0 9,041,908 [ 10,583,558
G 0 0

0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

250,000 250,000
250,000 250,000 0 0 0

4,700,237

%.748,158

140,136

9,352,020

U:\Financial Statements\Budget\07-09 BudgetiNDPERS Request 07-09.xis

0 0 0 0 o
4,700,237 4,748,158 47,820 140,136 9,352,020 | 14,240,313
7/13/20067:02 AM

:
]
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TO: PERS Board
FROM: Sparb
DATE: July 13, 2006

SUBJECT: Legacy Application System Replacement Project (LASR)

Background

At the last meeting we discussed the Legacy Application System Replacement Project
(LASR). As noted in the LASR feasibility report and discussed in our proposed budget the
cost of the project is approximately 9.6 million. As we have discussed this with OMB and
ITD they have indicated that we include the full amount in our 2007-2009 biennium budget

- and then carryover the remaining authorization to 2009-2011 to complete the project in the
3" year. It was also noted that we will need additional staffing during the project (4 FTE)
with us possibly needing to retain 2 FTE after the project (in the finance area).

Issue

As we move forward, the primary question that needs to be addressed is how to fund this
project. In order to address this question we need to make an assessment about:

o how the costs of this program will be charged to our various programs (Program
Costs), _
the available resources in those programs to pay the allocated costs (Resources),

¢ determine needed resources. :
Identify funding alternatives for needed resources.

R IR T e e Sl e e fa e AT

The remainder of this memo will develop an initial concept on how this may be done.
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Program Costs

To allocate the cost of this project, staff would suggest that we use the method the board
has previously adopted and referred to in Attachment #1. For the 4 major program areas,
the allocation method would be the percent of FTE method under operating expenses. For
the Retiree Health Credit, Defined Contribution and Job Service plans, the allocation
method would be a percent of membership. Pursuant to this method the allocation of costs
would be (details provided in Attachment #2):

BB G e e e e e e e e e e £k e DGR I L ete b s e betrE LTt

Project Costs 9,563,000
Allccation to Adjusted Allocation
Program Initial Percentage  Initial allocation RHC, DC, J§ Allocation Percentage  Funding source
Retirement 40.00% 3,825,200 (162,188) 3,663,012 38.30% trust assets H
Gr Insurance 30.00% 2,868,900 (121,641) 2,747,259 28.73% health/life surplus ’
Deferred Comp 20.00% 1,912,600 (81,004) 1,831,506 19.15% retirement, insurance or FICA !
FlexComp 10.00% 956,300 (40,547 915,753 9.58% FICA savings
Retiree Health Cr 3.68% 351,918 3.68% - ftrustassets
Defined Contribution 0.29% 27,733 0.29% forfeiture account
Job Service 0.27% 25,820 0.27% trust agsets
4.24%
9,563,000 100.00%
Resources

For each of the areas allocated a cost above the following is the available resources to meet
- that allocation:

Program area Funding source and avallable funds

Retirement Assets of the various frusts
$3,200,000 Health Funds

Gr Insurance $1,500,000 Life Insurance Funds

Pursuant to statute these expenses are paid from Retirement,
Health or FICA savings. Pursuant to Board action these costs

Deferred Comp have been paid from FICA tax savings
FlexComp $1,000,000 FICA tax savings
Retiree Health Cr ~ Assets of the frust

Defined Contribution $80,000 Forfiture account

Job Service Assets of the trust
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Needed Resources

Resources Available Needed
Program Required Resources Resources
Retirement 3,663,012 3,663,012 0
Gr Insurance 2,747,259 4,700,000 0
Deferred Comp 1,831,506 0 1,831,506
FlexComp 915,753 1,000,000 0
Retiree Health Cr 351,918 351,918 0
Defined Contribution 27,733 80,000 0
Job Service ' 25,820 25,820 0
9,563,000 1,831,506

TOTAL

Funding Alternatives for Needed Resources

As noted above we have sufficient resources for the allocation to each area except the
deferred comp program which is $1,831,506. As noted above the statute allows:

11. The board shali fund the administrative expenses of chapter 54-52.2 from funds
collected under chapters 54-52, 54-52.1, and 54-52.3 and from fines collected from
deferred compensation-services providers, subject to appropriation by the legislative
assembly. o -

Based upon this authority and the available resources identified the board could allocate the
- deferred comp expenses to:

1. To the retirement plan, which has sufficient income to pay these expenses.

2. To the group insurance plan which has a remaining amount of $2 million after paying

its allocations
3. Prorate the cost to the retirement plan and the health plan.

Recommendation

Staff would recommend alternative #3, prorating the $1,831,506 50% to retirement and 50%
to group insurance.



Attachment #1
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NORTH DAKOTA PUBLIC EMPLOYEES RETIREMENT SYSTEM
PROCEDURES FOR
ALLOCATING INCOME/EXPENDITURES

Effective date: April 1, 1989

Revised: July 1, 1990

Revised: April 1, 1992

Revised: October 1, 1993 :
‘Revised: July 1, 1999 :
Revised: © July 1, 2006 :
ADMINISTRATIVE EXPENSES

Salary and Fringe Benefits

The method of allocation for each Full-time Equivalent (FTE) between the programs (Retirement,
Group Insurance, Deferred Compensation and FlexComp), will be based upon the nature of the
position.

An FTE whose time is spent entirely for one program will be charged directly to that program.
FTE's spending time on more than one program will be allocated based upon one of the following
methods:

1. Percent of membership - This method will be used for FTE's that can reasonably
be allocated hased upon the number of members being served by each program.

2. Percent of program benefits paid out - This method will be used for FTE's that can
reasonably be allocated based upon the amount of benefits being paid out by each
program.

3. Equally - This method will be used for FTE's that can reasonably be allocated

equally across all programs.

4. Time estimation - This method will be used for FTE's which can not be reasonably
allocated using any of the above methods. An estimation of the time spent for
each program will be used to determine the allocation percentage. £

To ensure the reasonableness of the allocation methods listed above, time studies will be
conducted periodically. In October of each year, the allocation will be evaluated and updated
prospectively.

Qperating Expenses

Operatirig expenses that are clearly identifiable as being incurred solely for one program will be
directly charged to that program.

Operating expenses not clearly identifiable will be allocated to each program usmg one of the
following methods:
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1. Percent of FTE's - This method will be used for expenses which can be allocated
based upon the number of staff members for each program. This includes
expenses such as office rent, copier supplies, office supplies, insurance,
equipment rent, repairs and service contracts.

2. Percent of membership - This method will be used for expenses which can be
allocated based upon the number of members being served by each program.
This includes expenses such as mailing service, postage, telephone and printing.

In October of each year, the allocation will be evaluated and updated prospectively.

Eguipment

All equipment purchased (with the exception of equipment purchased for the FlexComp programy)
will be charged to Retirement. Depreciation expense will be allocated to each of the programs
based upon percent of FTE's.

Data Processing

Data processing expenses are directly allocated to each of the programs.

.RETIREMENT INCOME/EXPENSES

" The retirement incomefexpenses are allocated annually between the Public Employees
Retirement System, Highway Patrolmen’s Retirement System and Judges Retirement System.
The two methods used for allocation are:

1. Percent of market value of investment portfolio at fiscal year-end (calculated by
Northern Trust)
2. Percent of membership at fiscal year-end
Income

Employee and employer contributions are allocated to each retirement system based upon actual
contributions. Investment income is allocated based upon market value and all other income is
allocated based upon membership.

Expenses

Retirement benefits paid are allocated to each refirement system based upon actual payments.
Investment expenses are allocated based upon market value and all other expenses are allocated
based upon membership.
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RETIREE HEALTH INSURANCE CREDIT, DEFINED CONTRIBUTION PLAN AND JOB
SERVICE RETIREMENT PLAN ADMINISTRATIVE EXPENSES

Administrative expenses will be allocated to these programs annually at fiscal year-end using the
percent of membership methodology, as follows:

1. Determine the total number of participating employees for all the programs
administered by NDPERS. This includes Retirement, Health Insurance, Life
Insurance, Dental insurance, Vision insurance, Long term care insurance,
Deferred Comp, FlexComp, Retiree Health Insurance Credit, Defined
Contribution and Job Service Retirement.

2. Calculate the percentage of participating employees in each program to the total
number of participating employees.

3. Take the percentage determined in Step 2 for Retiree Health Insurance Credit,
Defined Contribution and Job Service Retirement times the total allocable
administrative expenses for NDPERS for the fiscal year.

£
H
£
H
i
i
;
H
1
i
i
1
i
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VIl.

VilL

IX.

CALL TO ORDER.

MINUTES.

ELECTION OF OFFICERS.

A. Chair

B. Vice Chair

C. Parliamentarian (Appointed by Chair)

SELECTION OF AUDIT COMMITTEE MEMBERS (enclosed).
BOARD EDUCATION.

A. Core Plus Fixed Income, Insurance Trust - Peter Taggart, Dave Bessey, Prudential Financial
B. Hay Group Compensation Study- Neville Kenning, Hay Group

GOVERNANCE.

A. Investments
1. Work on Fixed Income, Insurance Trust - Mr. Cochrane

B. Administration
1. CEO/CIO Compensation Study - Committee, Board
2. Work on FY 2007 Work Plan - Mr. Cochrane (enclosed)
3. Report on Estimated Returns - Mrs. Flanagan (enclosed

C. Entertainment
1. The Minot Saga - Mr. Cochrane

MONITORING (questions only — Board approval needed).

A. Quarterly Report on Executive Limitations/Staff Relations - Mr. Cochrane (enclosed).
B. Quarterly Report on Budget and Financial Conditions - Mrs. Flanagan (to follow).

C. Investment Program Quarterily Report - Mr. Cochrane (enclosed).

D. Retirement Program Quarterly Report - Mrs. Kopp (enclosed).

OTHER.

SiB meeting - August 18, 2006, 8:30 a.m. - Job Service -1601 E Century Ave Bismarck ND 58503
SIB Audit Committee meeting - August 18, 2006, 1:00 p.m. - Job Service -1601 E Century Bismarck ND 58503

ADJOURNMENT. - -

Any individual requiring an auxiliary aid or service must contact the Executive Director of the Retirement and In'vestment Office

(701) 328-9885 at least three (3} days prior to the scheduted meeting.

¥
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STATE INVESTMENT BOARD
MINUTES OF THE
MAY 189, 26&5, BGARB MEETING

BOARD MEMBERS PRESENT: = Lt. Governor Jack Dalrvmple
' Howard Sage, Viee Chair

Sandy Blunt, Workforce Safety & Insurance
Clatence Uorneil, TFFR Board :
Barb Evangon, TFFR Board
Ron: Leingang, PERS Board
Gary Preszler, Land Commimsioner
Rosey Sand, PERS Board
Mark Sanford, TFFR Beard
Kelly Schmzdt, State Treasurer3

MEEBERS ARSENT « Jim Paolman, Insurance Commzss;ane

swars-saxazﬁw Steve Cbchrana,'Exacutiva‘ﬁiraater
Fay Kopp, Deputy Executive Director ' S

Connie Flapagen, Fiscal & Investment Offzcer o
Susan Gefroh, Investment Acceumtant

g -, Dffice Manager

 Weldee Baectech, . former STB btrustes
| Eowell Latim TRFR/NDRTA
Chuck Martin,’ @ Street Global Advlsors
Svott Miller;. tthnay General's Office
Brvan Relnhardt, PERS- :
Ken Rood, Insurance Dept.
David Sandy, Workforce Safety & Insgrances
Joe Westby, NDER- R
LaDonna Whitmore, NDRTA cL
Gearge Primm, out-of- state vzsxtor

CALL TO ORDER:

Lt. Governor Dalrymple, Chair of the State Investment Board (SIB), called the
meeting to order at 8:30 a.m. on Friday, May 19, 2006, dt the State Capitel,
Ft. Union Room, Blsmarck HND. : S

. THE FOLLOWING MEMBERS WERE PRESENT REPRESENTING A QUORUM: MR. BLOUNT, MRS,

EVANSON, MR. LEINGANG, MR. SAGHE, TREASBURER SCHMIDT, MS. SAHE, ﬁR, €QRMEIL, DR.

-BANFORD, aﬁnvnr. GOVERNOR DALRYMPLE.

ABSENT: commmssxgaﬂz.poonuan, COMMISSIONER PRESZLER

MINUTES:

The Board considered the minutes of thégﬁpril 21, 2006, meeting,

i 51908
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TREASURER SCHMIDT MOVED AND DR. SANFORD SEC.‘GM}EB 7O APPROVE THE AFRIL 21, 2006,
MEETING.

AYES: MR. BLUNT, MRS. EVANSON, MR. LEINGANG, LT. '
MS. SAND, DR. SANFORD, MR. C@WI&; ARD TRE%SWER SCHHID‘I‘
NAYS: NONE

MOTION CARRIED - S
ABSENT: COMMISSIONER POOLMAN, COMMISSIONER PRESZLER

BOARD EDUCATION:

Enhaﬁéeé'Fikéd Incomé -  Mr. Ben Lazarua and Mr Rick Ballsrud, The Clifton
Group, Mmmeapal- MH r@vlaw&é ithe flm s Enhance—ci Fived Income preduct ith
the Board, a ~ RRT

a caopy of thas.r gresentatlon is on file at the Ret:.rement and Investment _t‘;)fflce
(RTO)} . L _

The Board recessed at 9:20 a.m. and reconvened at 9:43 &.m.

Work on Fixed Income Mr Steve Ccrchrane, _Ex.ecut:we Director, reviewed the
concept of 1nc:ozporatmg The Clifton Group’s Er
the Insurance Trust. He recommended allocat:
Trust’s fixed income aesets inte The CLif

) 559 million of the Insurance
_G.rf:my & Enhanced Fixed Income

MR. BLUNT mm m mzs. zmsan- SECG@EE# TG Aﬂcgi'i‘ BTAFF RECGMTIGH m--

INVEST $50-
CLIFTON GRO

AYES: DR. SANFORD, TREASURER SCHMIDT, MR. BLONT, MR. LETNGENG, CQMS&IGNER:-'_-
§OR DALRYUPLE, AND MS.

PRESZLER, HRS  EVANSON, HR. CORNEIL, M.R. BAGE; LT. G
SENY' '
NAYS: NONE

MOTION CARRIED
ABSENT: COMMISSTONER POOLMAN

ADMINISTRATION

Appointment of Compensation Committee - Mr. Cochrane updated the Board on
contracting with the Hay Group. He has been in contact with Mr. Neville Kenning
of the Hay Group who will be analyzing the ED/CIO position. The Board felt it
important to get a true independent market wvalue of the position because one
has never been done and also it is important toO have good sound data te justify
any decisions the Board should make regarding compensation.

2 - 5/19/06

ERNOR. DALRYMBLE, MR. SAGE,

B R L T AP ER B 5 4 Sharmie i et e B B T D ke e D e T T L mr e e e reem e e feien e 22 R VA e ) T fei e S E e i SR T

snced Fixed Inicome product ints.




"fInsurance Trust Investment Report.

" Bank of Ireland's guidelines have been
" and staff will continue to momtor that
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MR. BLUNT MOVED AND MR. SAGE SECONDED TO HIRE THE HAY GROUF TO DO A STUDY oy

THE ED/CIO POSITION AND TO CAP THE COST AT $5 006. A ROLL CALI{ WAS TAKEN
AE FOLLOWS:

AYES: MR. SAGE, I7. GOVERNOR DALRYMPL
SCHMIDT, MR. BLUNT, MR, LE IGANG, MRS Efsr____
NAYS: MS. SAND -

gemss:m PRESZLER,
N, AND MR. CORNEIL

HMOTION CARRIED.
ABSEKT COWSSIONER POOIMAN. DR. MQRB

""---'.Gavernor Dalrymple will appoint a Compensation Committee after he receives
3 atz.@ns from the PERS/TEFFR representatives.

Manager Rev:t.ew Status Rep@rt, Pensi»gﬂ Tzust Inv

'.I‘mst Company of the West (TCW) and Bank of'.":l:rel id are cmrrently-cm the review.

oard ‘on TCH.
responding well

ons. ‘before t

- 1igt. Myr. Cochrane will be brmglng e
: . and they a

~OTHER:

fbfflclal Comznlttee' af }-isbeataﬁ::' Cflalmants::

ings "~ predecessor transferred all of its ope
d subsidiary, BMCR, in order to reduce financial:

=3 s in favor of the noteholders through the issuand
- segks to recover from the noteholders the property  tr:
such propaz:ty. The NDSIE must f£ile an answsr to the Ecmp}.alnt By June 1, 2006

The New ‘Jersey bankriuptcy court rules reéguire that all plaad:.ngs, bmefs and
other papers filed with the court be slgned by lowal coungel of record who are
members in gc.toci stand:mg ef the New Jersey Bar and Wh@ shall he res};éonsxble for

counsel

The ND Attorney General’'s office hag identified the law firm of XKaplan Fox &
Kilsheimer, LLP, New York, NY as an appropriate counsel to represent it in the
proceeding. Mr. Cochrane requested a consensus from the Board to proceed with
representation. SRS : B

3 5/19/06

ed the ‘appointment of a
::m aﬁversary Elmceeding- h

oL @-1 Hold:mgs cmmenced the P
proceeding against Building Materials Corporation of BAmerica and holders of .
netes issued by BMCA including the NBSIB. The Comittee alleges that - afm_ar G-1

: s lossges reaultmg J’:z:Qm G
asbestas related personal industry suitg BMCA granted liens on the acquired

: : notes. The Committee =
ferrved or the value of

o APER AR T G it £ e e 2 e o e e i
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TREASURER SCHMIDT MOVED AND MS. SAND SECONDED TO ALLOW STAFF TO WORK WITH THE
OFFICE OF ATTORNEY GENERAL FOR PROPER REPRESENTATION.

A B e s ee e T L s

AYES: TREASURER SCHMIDT, L¥. GOVERNOR DALRYMPLE, MR. BLUNT, mmssxem_
PRESZLER, MR. LEINGANG, MS. SAND, MR. SAGE, MR. CORNEIL, AND MRS. EVANSON
NAYS: NONE .

S R B b R b e S R R H B B L

MOTION CARRIED
ARSENT: cem sxom PGQW, I}&, smn

Mrs. Evansoa will be retlrxng effectrva June 1L, 2006, L. Ge}ve.rnor Dalxymple on
hehalf of t:he Baard teachers, a.mé the 1egz.s}.ators th"_;- -;ed Mrs. Evanson fcr her

:r.-zad Mr Hewarﬁ Snertland ancl his wife

i noL: . B miple “thanked Mr.  Sportland for his! suppert of the
state educatlon ‘system and the teachers and his ‘many interests in promoting
: Horth Bakota.__ He noted' mr. Snm:tland is truly one of the glants of North

R R R R

' , Lt. Governor Dalrymple

4 SM9/06

e T T B




