
 
 
 
 
 
 
 
 
 
 
 
 
 
 
I. MINUTES          

A. September 18, 2008  
B. October 2, 2008              

 
II. RETIREMENT & RETIREE HEALTH 

A. Investment Update – Steve Cochrane (Informational) 
B. Annual Actuarial Valuations – Segal (Information)  
C. Job Service COLA – Kathy (Board Action)  
D. Retiree Health Fund – Steve Cochrane (Informational) 

 
III. GROUP INSURANCE 

A. BCBS Renewal – Sparb (Information) 
B. HB 1433 Update - Jamie Steig (Information)  
C. Surplus/Affordability Update – Bryan (Information)  
D. Health Promotion  – Rebecca (Information)  

 
IV. MISCELLANEOUS   

A. Legislation – Sparb (Board Action) 
B. Quarterly Consultant Fees – Jim (Information)  
C. SIB Agenda 

 
V. DEFERRED COMPENSATION 

A. 2nd Quarter 2008 Investment Report – Bryan (Information) 
B. Hardship Appeal – Kathy (Board Action)  

 
 
 
 
 
 
 
 
Any individual requiring an auxiliary aid or service must contact the NDPERS ADA 
Coordinator at 328-3900, at least 5 business days before the scheduled meeting. 

 
Bismarck Location: 

WSI Boardroom 
1600 East Century Avenue 

Fargo Location: 
WSI Meeting Room 

2601 12th Ave SW 

Time: 8:30 AMOctober 16, 2008
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TO:    PERS Board    
 
FROM:   Sparb      
 
DATE:   October 9   
 
SUBJECT:  Investment Update 
 
 
Steve Cochrane, state investment officer, will be at the meeting to give you an update on 

the investments.    
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TO:    PERS Board    
 
FROM:   Sparb      
 
DATE:   October 9, 2008   
 
SUBJECT:  Annual Actuarial Valuations 
 
 
Brad Ramirez from the Segal Company will be at the next Board meeting to go over the 

annual actuarial valuations for each of the retirement plans and the retiree health credit 

program.  Included with the Board materials are the valuations for your review and 

information.  As noted in the summary, the following is the results for the PERS retirement 

plans: 

   



The following is the results for the Highway Patrol Plan: 

 
The following is the results for the retiree health credit program:  

 
 

The following is the results for the Job Service Retirement Plan: 

 

 
While the results for all the plans this year are okay, overall all the plans had a significant 

loss due to negative returns and the financial position of each deteriorated.  Market returns 

for this year and next will have a significant affect on each plan’s funded status.   

 

Brad will give a presentation reviewing the above. Also he will present projections relating to 

the PERS plans performance in future years a various rates of return and he will be 

available to answer any question you may have.   
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TO:    NDPERS Board 
   
FROM:   Kathy  
 
DATE:   October 7, 2008 
 
SUBJECT:  Job Service COLA 
 
 
According to Article VII(3) of the plan document for the Retirement Plan for Employees of 
Job Service North Dakota, “effective each December 1 of any year, the monthly amount of 
each retirement annuity, death benefit, or disability benefit then payable shall be increased 
by the percent increase, if any, in the Consumer Price Index.”  It further states…”no 
increase in retirement allowance granted under the Plan, or the date for commencement of 
such increase, will become effective unless the same increase has been authorized for the 
Civil Service Retirement System, and unless the increase has been authorized by the 
NDPERS Board.”  This provision for a COLA increase was authorized by the United States 
Department of Labor as part of a larger agreement reached with the USDOL in the late 
1970’s.   Since that time the Plan practice has been to provide COLA’s consistent with the 
Federal Civil Service Plan.  The plan assumes a post-retirement COLA of 5%.   
 
The annual COLA percentage adjustment for the Federal Civil Service Plan is not available 
until October 15th.  Therefore, the increase and its effect on the system will be provided at 
the meeting.   
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TO:    PERS Board    
 
FROM:   Sparb      
 
DATE:   October 9, 2008   
 
SUBJECT:  Retiree Health Fund 
 
 

Steve Cochrane will be at the Board meeting and will discuss a proposal from State Street 

concerning an issue relating to the management of the funds in the Retiree Health Benefits 

Program.     
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TO:    PERS Board    
 
FROM:   Sparb      
 
DATE:   October 9, 2008   
 
SUBJECT:  Health Renewal 
 
 
Since our last meeting on October 3 we have: 

• Relayed to BCBS the Board’s decision 

• Reviewed and finalized all schedules 

• Set up meetings with OMB and Legislative Council to review the Board’s decision 

and the schedules 

 

Attached for your reference are the final schedules.  Attachment # 1 is the final rating sheet 

with the 1% contingency adjustment.  Attachment # 2 is the final plan design and 

alternatives spreadsheet that was forwarded to OMB and Legislative Council.  Attachment # 

3 is the final PDP rates.   

 

Please note that in the previous sheet, BCBS showed the base rate without the adjustment 

for the ideal formulary.  Since PERS did approve the ideal formulary last year the base rate 

has been adjusted to reflect that decision.  The increase remains 13% but off the smaller 

base rate.      



North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Current Plan Design

April 2008 7-07/6-09 Biennium 7-09/6-11 Biennium Rate
Contracts Rates Income Rates * Income Increase

Actives Single 3,307 $658.08 $52,230,493 $838.20 $66,526,258 27.4%
Family 11,031 $658.08 $174,222,732 $838.20 $221,908,421 27.4%

Actives LOA, COBRA, Temp. Single 293 $318.30 $2,238,286 $404.16 $2,842,053 27.0%
Family 138 $764.02 $2,530,434 $978.08 $3,239,401 28.0%

Non-Medicare Retirees Single 548 $475.32 $6,251,409 $606.22 $7,973,005 27.5%
Family 226 $946.40 $5,133,274 $1,212.46 $6,576,383 28.1%
Family 3+ 6 $1,181.95 $170,201 $1,515.58 $218,244 28.2%

Political Subs. Single 1,625 $339.56 $13,242,840 $429.58 $16,753,620 26.5%
Family 1,881 $817.58 $36,908,832 $1,043.14 $47,091,512 27.6%

Pol. Subs. All in EPO Single 378 $316.30 $2,869,474 $399.72 $3,626,260 26.4%
Family 516 $760.86 $9,422,490 $970.32 $12,016,443 27.5%

Medicare Retirees 1 Medicare only 2,965 $210.46 $14,976,334 $189.68 $13,497,629 -9.9%
2 Medicare only 1,424 $410.98 $14,045,652 $370.74 $12,670,410 -9.8%
3 Medicare only 5 $486.22 $58,346 $449.78 $53,974 -7.5%
Part A 1 Medicare 1 $480.72 $11,537 $409.76 $9,834 -14.8%
1 Medicare + others 328 $618.14 $4,865,998 $521.68 $4,106,665 -15.6%
2 Medicare + others 7 $552.18 $92,766 $485.74 $81,604 -12.0%
3 Medicare + others 1 $486.22 $11,669 $449.80 $10,795 -7.5%

24,680 $339,282,767 $419,202,511 23.6%

* - Medicare rates include the Jan 1, 2009 Part-D increase rate of $63.70 and rates will change each Jan 1.



Current Rate: $658.08

Existing Existing Existing Existing Alt 3
Plan Plan Plan - EPO Option A Alt 1 Alt 1 - A Alt 2 Alt 2 - A HDHP

BCBS  bid $846.64 $846.64 $846.64 $829.76 $839.00 $837.88 $830.64 $810.56 $803.70 $751.90

Deductions
  Remove 1% Contingency ($8.44) ($8.44) ($8.44) ($8.27) ($8.36) ($8.36) ($8.28) ($8.08) ($8.02) ($7.50)
Sub total $838.20 $838.20 $838.20 $821.49 $830.64 $829.52 $822.36 $802.48 $795.68 $744.40

27.37% 27.37% 27.37% 24.83% 26.22% 26.05% 24.96% 21.94% 20.91% 13.12%
Biennium 
Cost 
Increase: FTE's
State 8,900 $38,473,632 $38,473,632 $38,473,632 $34,904,376 $36,858,816 $36,619,584 $35,090,208 $30,843,840 $29,391,360 $18,437,952
General Fund 60% $23,084,179 $23,084,179 $23,084,179 $20,942,626 $22,115,290 $21,971,750 $21,054,125 $18,506,304 $17,634,816 $11,062,771
Other Funds 40% $15,389,453 $15,389,453 $15,389,453 $13,961,750 $14,743,526 $14,647,834 $14,036,083 $12,337,536 $11,756,544 $7,375,181

  Wellness Package With EPO + Ben W/O EPO +/-Ben W/O EPO -Ben W/O EPO +/-Ben W/O EPO +/-Ben W/O EPO +/-Ben W/O EPO +/-Ben W/O EPO +/-Ben
      EPO $0.00 ($16.71) Inc. above ($16.56) ($16.53) ($16.39) ($15.99) ($15.85)
      Benefit Standard $0.00 ($3.40) ($3.40) ($3.40) ($3.40) ($3.40) ($3.40) ($3.40)
      Wellness Benefits $7.88 $7.88 $0.00 $7.88 $7.88 $7.88 $7.88 $7.88
          Subtotal $7.88 ($12.23) ($3.40) ($12.08) ($12.05) ($11.91) ($11.51) ($11.37)

Sub Total $846.08 $825.97 $838.20 $818.09 $818.56 $817.47 $810.45 $790.97 $784.31 $744.40
Increase $'s $188.00 $167.89 $180.12 $160.01 $160.48 $159.39 $152.37 $132.89 $126.23 $86.32
Increase % 28.57% 25.51% 27.37% 24.31% 24.39% 24.22% 23.15% 20.19% 19.18% 13.12%

PERS Benefits Committee Priority: 1 3 2 7 4 5 6 8 9 10
NDPERS Priority: 1 2 3 4 5 6 7 8 9 10

Biennium 
Cost 
Increase: FTE's
State 8,900 $40,156,800 $35,861,304 $38,473,632 $34,178,136 $34,278,528 $34,045,704 $32,546,232 $28,385,304 $26,962,728 $18,437,952
General Fund 60% $24,094,080 $21,516,782 $23,084,179 $20,506,882 $20,567,117 $20,427,422 $19,527,739 $17,031,182 $16,177,637 $11,062,771
Other Funds 40% $16,062,720 $14,344,522 $15,389,453 $13,671,254 $13,711,411 $13,618,282 $13,018,493 $11,354,122 $10,785,091 $7,375,181

* - No longer funding Health Dialog at $4.18 because Disease Management is included in BCBS Administration.

*
*

* Last two are included in BCBS Adm fee

Option A Increase individual coinsurance by $250 and family by $500 
Alternative 1 Increase individual deductibles by $50 on EPO and $100 on 

PPO and Basic plans. Increase family deductible by $150 on 
EPO and $300 on PPO and Basic Plans 

Alternative 1.A Both Alternative 1 and Option A 
Alternative 2 Increase individual deductibles by $300 on EPO and $350 on 

PPO and Basic plans. Increase family deductible by $900 on 
EPO and $1050 on PPO and Basic Plans 

Alternative 2.a Both Alternative 2 and Option A 
Alternative 3  HDHP with $1250 individual deductible and $2,500 family 

deductible 
 

NDPERS Health Plan 2009-2011 Wellness Additions: 
 
$200 Screening Benefit     $5.84 
HPV Vaccine       $0.36 
Zoster Vaccine      $0.30 
Tetanus Vaccine      $0.20 
Influenza Vaccine      $0.10 
Chiropractic Copay Standardization    $0.24 
LRD Obesity Visit      $0.72 
7 Well Child Care Visits     $0.12 
Subtotal       $7.88 
 
Circumcisions       $0.18 
My Health Center      $0.72 
 
Total        $8.78 

NDPERS Health Plan 2009-2011 Benefit Reductions: 
 
Well Child Care Copays     $1.02 
PT/OT/ST Copays      $1.06 
Maintenance Drug Copays     $1.32 
 
Total        $3.40 
 



North Dakota Public Employees Retirement System
2009 Renewal for Group Prescription Drug Plan

Based on Current Plan Design

2008 2009
Enrollment on Monthly Annual Monthly Annual Rate

6/30/2008 Premium Income Premium Income Increase

6,201 56.40             $4,196,837 63.70             $4,740,044 12.9%

Notes for 2009 Renewal:

• The Centers for Medicare and Medicaid Services (CMS) reported on August 14, 2008 the national
average monthly bid amount for standard Part D individual coverage of $84.33 and the Part D 
base beneficiary premium for 2008 (average individual premium) of $30.36.  These amounts are
increases from those used in 2008, which were $80.52 and $27.93 respectively.

Further information on this topic can be found at the CMS website:
http://www.cms.hhs.gov/medicareadvtgspecratestats/Downloads/PartDandMAbenchmarks2009.pdf

• Direct CMS subsidy payments, which account for more than half of expected claim costs for the
NDPERS GPDP, are derived from bidding averages discussed above.  For the 2009 NDPERS 
GPDP rating estimated total CMS payments are expected to decrease by 12.4% from that 
assumed in the 2008 GPDP rating.

• The NDPERS Group Prescription Drug Plan (GPDP) has been rated for 2009 based on prior claim
experience from 2007 and the first half of 2008.



North Dakota Public Employees Retirement System
2009 Renewal Rate Calculation for Group Prescription Drug Plan

Based on 2008 Plan Design

1A. Allowed Claims Amounts (Incurred 1-1-07 thru 12-31-07, paid thru 7-25-08) 12,140,460    
1B. Benefit Adjustment to Current Period [ (1) x 0.900 ] 10,926,414    

2A. Allowed Claims Amounts (Incurred 1-1-08 thru 6-30-08, paid thru 7-25-08) 6,156,709      
2B. Benefit Adjustment to Current Period [ (2) x 0.990 ] 6,095,142      

3. Incurred Allowed Claims [ (1B) + (2B) ] 17,021,556    

4. Member Months Exposed (1-1-07 thru 6-30-08) 109,661         

5. Adjusted Experience Period Allowed Claims PMPM [ (3) / (4) ] 155.22           

6. Trend [ 21 months @ 7.5% annual ] 1.13125         

7. Rating Period Allowed Claims PMPM [ (5) x (6) ] 175.59           

8. Rating Period Plan Paid PMPM [ (7) x 0.661 ] 116.07           

9. Rating Period Member Cost Share PMPM [ (7) - (8) ] 59.53             

10. Estimated 2009 Rx Drug Rebate PMPM 18.00             

11. 2009 Plan Payments PMPM [ (8) - (10) ] 98.07             

12. 2009 Anticipated Loss Ratio 85%

13. 2009 Gross Premium to BCBSND [ (11) / (12) ] 115.38           

14. CMS Payments to BCBSND 51.72             

15. Calculated Member Premium [ (13) - (14) ] 63.66             

16. Rounded to Nearest $0.10 63.70             



North Dakota State Health Plan 2009-2011 Planning 

05-07 Plan 07-09 Plan Alt #1 Alt #2 Alt #3 - HDHP PLAN FEATURES 

Basic PPO EPO Basic PPO EPO Basic PPO EPO Basic PPO EPO Single Family  

Deductible for Non-Physician Services* 
  - Per Person 
  - Per Family 
  * Services billed by a physician or psychiatrist. 

All 
$250 
$750 

services 

All 
$250 
$750 

services 

All 
$100 
$300 

services 

All 
$400 
$1200 

services 

All 
$400 
$1200 

services 

All 
$200 
$600 

services 

  
$$550000  
$$11550000  

  
$$550000  
$$11550000  

  
$$225500  
$$775500  

  
$$775500  
$$22225500  

  
$$775500  
$$22225500  

  
$$550000  
$$11550000  

  
$$11225500  

  

  
$$22550000  

Copayment for Physician Office Visits 
Copayment for Emergency Room Visits 

$25 
$50 

$20 
$50 

$15 
$50 

$30 
$50 

$25 
$50 

$20 
$50 

$30 
$50 

$25 
$50 

$20 
$50 

$30 
$50 

$25 
$50 

$20 
$50 

  

Co-Insurance on  covered services EXCEPT Physician Office Visits 75/25 80/20 85/15 75/25 80/20 85/15 75/25 80/20 85/15 75/25 80/20 85/15 80/20 80/20 
Prescription Formulary Generic Drug 
  - Copayment 
  - Co-Insurance  

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

 
$5 

15% 

  

Prescription Formulary Brand-Name Drug 
  - Copayment 
  - Co-Insurance 

 
$15 
25% 

 
$15 
25% 

 
$15 
25% 

 
$20 
25% 

 
$20 
25% 

 
$20 
25% 

 
$20 
25% 

 
$20 
25% 

 
$20 
25% 

 
$20 
25% 

 
$20 
25% 

 
$20 
25% 

  

Prescription Non-Formulary Drug 
  - Copayment 
  - Co-Insurance 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

 
$25 
50% 

  

Co-Insurance Maximum 
  - Individual 
  - Family 

 
$1250 
$2500 

 
$750 
$1500 

 
$500 
$1000 

 
$1250 
$2500 

 
$750 
$1500 

 
$500 
$1000 

 
$1250 
$2500 

 
$750 
$1500 

 
$500 
$1000 

 
$1250 
$2500 

 
$750 
$1500 

 
$500 
$1000 

 
$1250 

 

 
$2500 

 Out of Pocket Maximums (Deductible & Coinsurance)*               
   -Single $1500 $1000 $600 $1650 $1150 $700 $1750 $1250 $750 $2000 $1500 $1000 $2500 $5000 
   -Family $3250 $2250 $1300 $3700 $2700 $1600 $4000 $3000 $1750 $4750 $3750 $2500   
* - Copayments and Prescription Drugs are Additional               
 Prescription Drug Coinsurance Maximum (Formulary Only) $1000 $1000 $1000 $1000  $1000 $1000  $1000 $1000 $1000  $1000  $1000 $1000    
               
Option A               
Co-Insurance Maximum 
  - Individual 
  - Family 

     
$$11550000  
$$33000000  

  
$$11000000  
$$22000000  

  
$$775500  
$$11550000  

  
$$11550000  
$$33000000  

  
$$11000000  
$$22000000  

  
$$775500  
$$11550000  

  
$$11550000  
$$33000000  

  
$$11000000  
$$22000000  

  
$$775500  
$$11550000  

  

 Out of Pocket Maximums (Deductible & Coinsurance)*               
   -Single    $1900 $1400 $950 $2000 $1500 $1000 $2250 $1750 $1250   
   -Family    $4200 $3200 $2100 $4500 $3500 $2250 $5250 $4250 $3000   
* - Copayments and Prescription Drugs are Additional               
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TO:    PERS Board    
 
FROM:   Sparb      
 
DATE:   October 8, 2008   
 
SUBJECT:  HB 1433 Update 
 
 
Jamie Steig, the project manager for implementation of HB 1433 for the Pharmacy 

Association, will be at the Board meeting to give you an update.  Attached is his  

presentation.    



About the Patient Diabetes 
DSM Program

Program Update

Jayme Steig, PharmD, RPh
Frontier Pharmacy Services, Inc

Clinical Coordinator Provider
1-877-364-3932

jsteig@frontierpharmacyservices.com



Diabetes care services are provided by a 
network of pharmacists and other providers 
who have completed an accredited diabetes 
certification program 

Providers will “coach” eligible participants 
on how to self-manage their diabetes

Modeled after successful “Asheville Project”
Program delivery and patient incentives

Program Overview



o Providers will provide an assessment, 
develop a care plan and provide follow-up 
services and referrals

o Clinical, humanistic, and economic 
measures will be recorded for analysis 

o Foster Collaboration with health care 
providers

Program Overview Continued...



Pharmacist - Provider Network

Over 80 provider sites in North Dakota
Over 200 hundred individual providers
Urban & Rural Providers
Creation of NDPSC Provider Data Base
Clinical Coordinator – network oversight
Provider Network Agreements – roles & 
responsibilities
Medication Management Systems (MMS)
Communication Hub - website



Patient Enrollment

Patients can enroll:
Via Internet website
Via providers at their practice location
Via Clinical Coordinator by telephone or 
direct mail

Enrollment thus far
50% - web
40% - phone
10% - other



Current Enrollment Status
Current Enrollment

320 patients
Patients cover the entire state  

From Forman to Hettinger; Williston to Cavalier

Majority of patients are type II diabetics 
age 50+

We do have all ages and both type I and 
type II patients enrolled

Run the full spectrum as far as time 
diagnosed  

From newly diagnosed to having been a diagnosed 
with diabetes for 30+ years



Current Enrollment Status
Majority of patients live near Bismarck, 
Grand Forks, Dickinson, Jamestown, Fargo, 
Devils Lake

Carrington, Cavalier, Grafton, and Rugby 
are “secondary” hubs

There are 7 patients requesting “traveling”
services

No provider geographically close 
providers
We have trained pharmacists traveling to 
those locations and pharmacies in those 
areas wanting to join the network



Current Enrollment Status

72 of 82 provider sites being utilized
17 different provider sites have 7 or 
more patients assigned to them
Two largest sites have 19 and 14 
patients assigned
Most locations have 2-3 patients 
assigned



www.aboutthepatient.net
Hub of the program
Contains patient and provider areas

Listserv and eventual e-newsletter

Patient area  
Program enrollment
Educational materials
Patient blog

Thousands of hits since launching in July
Visits have come from the United States (19 different states), 
Philippines, Nigeria, Germany, Canada, and India
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TO:    PERS Board    
 
FROM:   Rebecca    
 
DATE:   October 2, 2008 
 
SUBJECT:  iPod Give-away 
 
 
During the month of June, PERS conducted a promotion through the wellness program in 
order to encourage employees and their eligible dependents age 18 or over to complete the 
health risk assessment survey available on the Health Dialog website.  The average number 
of individuals that complete the survey in a non-promotional month is 47.  The incentive to 
participate was an opportunity to win an iPod.  The iPod was donated by Blue Cross Blue 
Shield for this purpose.  You may recall that we did a similar promotion in March 2007 and 
there were 1,216 individuals that participated in this promotion. 
 
Information was posted on the PERS website and also sent to the wellness coordinators 
weekly throughout the month of June.  The coordinators were to forward these emails to 
their eligible employees.  The notices provided details regarding the promotion and assured 
employees that the actual results of their survey questionnaire were confidential.   
 
During the month of June, a total of 681 eligible employees and dependents completed the 
health risk assessment survey.  On September 16, PERS staff performed the random 
drawing of the iPod winner.  The winner has been contacted and announced through the 
wellness coordinators.  We will also be publishing the winner in the next active 
PERSpectives Newsletter. 
 
This item is informational.  Staff will be available at the Board meeting to answer any 
questions that you may have. 
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TO:    PERS Board    
 
FROM:   Sparb      
 
DATE:   October 9, 2008   
 
SUBJECT:  Legislation 
 
 
Attached is a summary of the proposed legislation and the column on the right is the final 

recommendation of staff concerning amendments.  Also attached is the most recent 

technical and actuarial comments on the proposed bills from GBS and Segal (please note 

the new review for bill #LC 118, this has been changed substantially since being originally 

submitted by Senator Lyson, also note that the reviews have not been updated as yet for 

the last amendments but the actuarial information has been updated).  After the Board’s 

review of the proposed bills at this meeting, the information will be presented to the 

Legislative Employee Benefits Committee on October 21st.  At that time, we will request any 

final changes on the proposed bills and the committee will then add their recommendation 

(favorable, unfavorable or no recommendation).  At the November meeting the Board will 

again review the final bill drafts and the recommendations of the Legislative Employee 

Benefits Committee.  At that time you will determine if we should file all or some of the bills 

with the Legislative Council for consideration by the Legislature next session.   

 

Board Action Requested 

 

To approve the proposed amendments to the bills suggested by staff.    



2009 Legislative Session 
North Dakota Public Employees Retirement System 

 
 

 
LC Bill 

Number 

 
Sponsor 

 
Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(These recommendations were 
forwarded and accepted at the last 

Employee Benefits Committee meeting)

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

90033.0300 Senator 
Mathern 

A BILL for an Act to provide for 
establishment of the healthy 
North Dakota health insurance 
plan; to amend and reenact 
section 54-52.1-02 of the North 
Dakota Century Code, relating to 
subgroups under the uniform 
group health insurance plan; to 
provide an effective date; and to 
provide a continuing 
appropriation.  

PERS remain neutral on the bill 
at this time subject to final Board 
considerations in October 

Staff Recommendation:  
PERS remain neutral. 
 

90084.0100 Senator 
O’Connell 

A BILL for an Act to create and 
enact a new section to chapter 
26.1-36 and a new section to 
chapter 54-52.1 of the North 
Dakota Century Code, relating to 
parity for health insurance 
coverage of prosthetics.  

PERS remain neutral on the bill 
at this time subject to final Board 
considerations in October 

Staff Recommendation:  
PERS remain neutral. 
 

90111.0100 PERS A BILL for an Act to create and 
enact a new subsection to 
section 39-03.1-09 and a new 
subsection to section 54-52-05 
of the North Dakota Century 
Code, relating to payment of 
employee contributions under 
the highway patrolmen’s 

Several item have been 
highlighted in the review: 

1. ITD has estimated the cost of 
programming the 
enhancements as follows: 

a. Enhanced purchase 

Issues and actuarial costs: 
1. The actuarial report indicates 

that allowing members to 
designate nonspouse 
beneficiaries has an actuarial 
effect on the judges and the HP 
plans.  On the HP plan it would 
increase employer contributions 
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LC Bill 

Number 

 
Sponsor 

 
Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(The
forward

Employee Be )

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

se recommendations were 
ed and accepted at the last 

nefits Committee meeting
retirement plan and public 
employees retirement system; 
and to amend and reenact 
sections 21-10-01(1), 
39-03.1-08.2, 39-03.1-11(8) and 
(9), 39-03.1-11.2, 54-52-17(6), 
(8), and (9), 54-52-17.4(6), 54-
52-28, 54-52.1-03(7), and 
54-52.1-03.4 of the North Dakota 
Century Code, relating to 
membership on state investment 
board, purchase of service 
credit, member benefit options, 
Internal Revenue Code 
compliance, and board elections 
under the highway patrolmen’s 
retirement plan and public 
employees retirement system, 
and participation and employer 
payments under uniform group 
insurance program. 

for the HP system 
 $22.500 

b. Enhanced.puchase for 
PERS - $22,500 

c. Graduated Benefit 
Option HP - 
 $27,500 

d. Graduated Benefit 
Option PERS -  
 $27,500 

Since PERS is replacing its 
existing business system and 
the new system is schedule 
to be operational by January 
2011 the above amount could 
be saved if the effective date 
of these provision was 
effective on the same date.  
This would save adding this 
functionality to the old system 
for a shout period of time.  
Staff would recommend 
modifying the bill to have 
the effective date of these 
provisions be January 
2011. 

2. The provision of the bill that 

by .3% and the judges plan by 
.54% 

2. The bill also allows the 
designation of subsequent 
beneficiaries 

Staff Recommendation:  
Withdraw this provision for HP and 
judges due to the actuarial cost.  
Also withdraw it for the PERS 
system at this time.  In addition  
withdraw the subsequent 
beneficiary provision since that 
was originally proposed as a 
companion to the nonspouse 
beneficiary provision 
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LC Bill 

Number 

 
Sponsor 

 
Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

were 

)

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

(These recommendations 
forwarded and accepted at the last 

Employee Benefits Committee meeting
provides a graduated 
increase of 1% or 2% in 
monthly retirement benefits 
may need to be clarified to 
indicate the frequency of the 
increase (e.g., each year, 
every two years).   

Staff would recommend 
modifying the bill to 
indicate the change would 
be each year in January. 

3. Pursuant to previous action 
of the board, propose a 
change to the automatic 
distribution provision 

 
90112.0100 PERS A BILL for an Act to create and 

enact a new subsection to 
section 54-52-17.4 of the North 
Dakota Century Code, relating to 
purchase of service credit under 
the public employees retirement 
system; to amend and reenact 
sections 39-03.1-10, 
39-03.1-11(9), 39-03.1-11.3, 
54-52-06, 54-52-17.5, 
54-52-17.11, 54-52-17.13, and 
54-52.6-09(2) of the North 
Dakota Century Code, relating to 

The following issues were 
discussed in the review: 

1. The timeframe for political 
subdivision elections is 
short 

2. Limiting the time eligible 
for the subsidized 
purchase to what can be 
electronically determined 
(from 2000 forward). 

3. The cost of the PEP 
enhancement is about 
$24,000.  Changing the 

Issues and Actuarial Costs:  The 
actuarial report identifies the 
following actuarial costs: 
1. The PEP enhancement would 

have an actuarial cost of .3%. 
2. The retiree 2% increase would 

have an actuarial cost effect of  
1.3% on the main, .49% on the 
National Guard plan, .8% on 
the Law Enf with prior service, 
.03 on the Law Enf. Without 
prior service and 5.34% on the 
HP plan. 
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Number 

 
Sponsor 

 
Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(The
forwa

Employee Be

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

se recommendations were 
rded and accepted at the last 

nefits Committee meeting)
employer contributions, cost of 
living adjustments and 
supplemental retiree payments 
under the highway patrolmen’s 
retirement system and public 
employees retirement system. 
 

effective date to after 
implementation of the new 
business system would 
mean the expense of this 
change would not have to 
be made to the existing 
system. 

Staff would recommend 
modifying the bill to have the 
effective date for the PEP 
enhancement to be January of 
2011 and limiting the 
retroactivity of the provision 
to 2000.  
Based upon action at a previous 
board meeting we will be 
requesting the addition to this bill 
of an increase for OASIS retirees

3. The increase in the normal form 
of benefit for the HP from an 
automatic 50% J&S benefit to a 
100% benefit would increase 
contributions by 3.02%.   

4. The election timeframe for 
political subdivisions is short 

5. The provision for those retiree 
that would be eligible is limited 
to those that immediately retire 
from an employer that elects to 
participate.  This could result in 
an inequitable situation if a long 
term employee of an employer 
that elects to participate 
actually works for their last year 
of employment with one that 
does not would result in them 
not being able to get the 
increase. 

6. It is not clear if an employers 
election applies to all PERS 
plans of it the election applies 
individually. 

Staff recommendation: 
1. Drop the PEP enhancement 

provision due to the actuarial 
cost. 

2. Drop the increase in the normal 
form of benefit for the HP plan 
from 50% to J&S to 100%. 
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Number 

 
Sponsor 

 
Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(These recommendations were 
forwarded and accepted at the last 

Employee Benefits Committee meeting)

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

3. Amend the bill to add an 
appropriation for the increased 
employer contribution to 
support the 2% increase in 
retiree contributions.  Also 
consider reducing the return 
assumption in calculating the 
actuarial effect from 8% to 3%.  
We previously discussed this 
and decided not to make the 
change but in light of the 
markets performance since 
then we may want to consider 
this again since it would the risk 
to the system of a shortfall.  
Staff is working with the 
consultant to prepare some 
additional information for your 
consideration at the board 
meeting.  We will also meet 
with the retiree committee to 
discuss this as well a couple of 
days before the board meeting 
to solicit their thoughts for your 
consideration as well. 

4. Amend the bill to provide that 
retirees who would be eligible 
to receive the increase would 
be those that had 3 years of 
employment with an employer 
that elects to pay the increased 



 
LC Bill 

Number 

 
Sponsor 

 
Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(These recommendations were 
forwarded and accepted at the last 

Employee Benefits Committee meeting)

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

benefits instead of having 
retired from an employer that 
elects to participate. 

5. Amend the bill to add a late 
election opportunity for 
participating employers who do 
not elect by July 1, 2009. Allow 
them to participate if they agree 
to pay with interest at 8% 
contributions on payroll from 
July 1, 2008 to the date of 
election and then agree to the 
increased rate for the 
remainder of the period.  The 
late election should only be 
available to July 2010.   

6. Amend the bill to clarify that 
employer elections to 
participate are by plan.  For 
example a county that 
participated in both PERS and 
the Law Enforcement Plan 
would have to make two 
elections.   

90113.0100 PERS A BILL for an Act to amend and 
reenact section 54-52.1-02 of the 
North Dakota Century Code, 
relating to non-Medicare retiree 
insurance rates. 
 

No issues Issues and actuarial costs:  The 
board has previously indicated its 
preference to fund this bill from 
reserves and requested that up to 
$2 million be used.  As written the 
bill would require about 2.5 million.  
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LC Bill 

Number 

 
Sponsor 

 
Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(These recommendations were 
forwarded and accepted at the last 

Employee Benefits Committee meeting)

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

The bill proposed to drop the ratio 
of preMedicare premiums to active 
from 150% to 125%.  To get into 
the range of available funds the 
minimum would be 130% which 
would result in an increase of 
about a 13% increase and a ratio 
of 135% would be a about a 17% 
increase.  The existing 150% ratio 
would be about a 30% increase 
Staff recommendation:   
Propose a ratio of 135%.   

90114.0100 PERS A BILL for an Act to amend and 
reenact sections 54-52.1-03.2(1) 
and 54-52.1-03.3(2) of the North 
Dakota Century Code, relating to 
the retiree health benefits fund. 

No issues Issues and actuarial costs:  The 
actuarial report shows a cost of 
.15% of employer contributions to 
pay for the benefit.  Since we have 
requested that this be funded in the 
Executive Budget, we do not need 
to request an appropriation on the 
bill.  If it is not included in the 
Executive Budget, we will need to 
request the appropriation during 
the session. 

90118.0100 Senator 
Lyson 

A BILL for an Act to create and 
enact a new section to chapter 
54-52 of the North Dakota 
Century Code, relating to 
participation by peace officers 
and correctional officers in the 
defined benefit retirement plan; 

PERS remain neutral on the 
bill at this time subject to final 
Board considerations in 
October. 

Staff Recommendation:  
PERS remain neutral. 
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Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(These recommendations were 
forwarded and accepted at the last 

Employee Benefits Committee meeting)

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

and to amend and reenact 
sections 54-52-01(3) and (11), 
54-52-05(3), and 54-52-17(3) of 
the North Dakota Century Code, 
relating to participation by peace 
officers and correctional officers 
in the defined benefit retirement 
plan.  

90124.0100 Rep. Potter A BILL for an Act to create and 
enact a new section to chapter 
54-52.1 of the North Dakota 
Century Code, relating to public 
employees retirement system 
health insurance coverage of 
colorectal cancer screening; and 
to provide an expiration date.  

PERS remain neutral on the 
bill at this time subject to final 
Board considerations in 
October. 

Staff Recommendation:  
PERS remain neutral. 
 

90125.0100 Senator 
Mathern 

A BILL for an Act to create and 
enact a new subsection to 
section 54-52-04, a new 
subsection to section 54-52.1-
01, and five new sections to 
chapter 54-52.1 of the North 
Dakota Century Code, relating to 
the expansion of the uniform 
group insurance program to 
allow participation by permanent 
and temporary employees of 
private sector employers and by 
any other individual who is 
otherwise without health 

PERS remain neutral on the 
bill at this time subject to final 
Board considerations in 
October with the exception of 
requesting that the Executive 
Director’s assignment to chair 
the board of the new agency 
be withdrawn.  This request 
would be made to the bill 
sponsor.  If this bill was 
approved this would be a full 
time effort.    

Staff Recommendation:  
PERS remain neutral. 
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Bill Summary 

Technical Review Issues and 
Recommendations as 

Approved at 07/08 PERS 
Board meeting  

(These recommendations were 
forwarded and accepted at the last 

Employee Benefits Committee meeting)

Hearing Issues, Technical 
Review Issues, Implementation 
Issues and Recommendations 

insurance coverage; to amend 
and reenact section 54-52.1-02 
of the North Dakota Century 
Code, relating to subgroups 
under the uniform group 
insurance program; to provide an 
appropriation; to provide a 
continuing appropriation; and to 
provide an effective date.  

90206.0100 Rep. Klemin A BILL relating to the creation 
and enactment of a new 
subsection to section 54-52-04 
of the North Dakota Century 
Code to provide the public 
employees retirement system 
the authority to create a trust 
health care savings plan for all 
supreme and district court 
judges participating in the public 
employees’ retirement system.  

PERS remain neutral on the 
bill at this time subject to final 
Board considerations in 
October. 

Staff Recommendation:  
PERS remain neutral. 
 

 



DRAFT 

Revised July 9, 2008 

 

Re: North Dakota Senate Bill 90033.03 

 

Introduction 

The North Dakota Public Employees Retirement System (NDPERS) has directed Gallagher 
Benefit Services (GBS) to review and analyze Senate Bill 90033.03 (the Bill). Our analysis is to be 
limited in scope to only the potential financial, administrative and technical compliance impacts 
to NDPERS. We are not to assess the impact of the Bill on the State of North Dakota, private 
insurers, employers, individuals or medical providers. Evaluating the potential impact to those 
constituencies is beyond the scope of our engagement and would require extensive additional 
consulting, financial, legal and actuarial resources. 

Bill Summary 

As drafted, the Bill includes the following key provisions. 

• It would add a new subgroup under the Uniform Group Insurance Plan for “Healthy 
North Dakota insurance coverage.” (Section 1) 

• It would establish a Healthy North Dakota Authority, Board and Executive Director. 
(Section 2) 

• The Healthy North Dakota Authority would offer coverage to every eligible individual in 
North Dakota under the age of 65 with some very limited exceptions. (Section 4) 

• It would establish a funding mechanism from employers, employees, the self employed 
and all other eligible individuals. (Section 11) 

• It would establish a standard Healthy North Dakota health benefit plan design (including 
prescription drugs) for all covered plan participants. (Sections 6 and 7) 

• It would establish mandated individual health care provider and network selection and 
reimbursement methodologies. (Section 8)  

• It would establish an Office of Outreach, Enrollment and Advocacy under the Authority. 
(Section 5) 
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Financial Impact 

Projecting the overall monetary impact to NDPERS and its plan participants cannot accurately 
be done without additional detailed analysis.  However, we do point out the following areas 
where the Bill is likely to affect NDPERS and its plan participants from a direct or indirect 
financial perspective. 

• The Bill does not exempt the State or local governments from required funding of the 
Authority. As written, it appears that the State would need to continue its required 
funding of the existing NDPERS health plan while providing the required employer 
funding to the Healthy ND plan.  Consequently, the State would be required to make 
double health plan payments for its employees. 

• State employees currently do not contribute towards the cost of their medical/Rx 
benefit plan. The Bill does not appear to exempt State employees from the Authority’s 
funding requirements. If required to participate in the Healthy ND plan, State employees 
would then be required to contribute towards the cost of coverage, which would be a 
dramatic change from the current state. 

• Local governments can currently voluntarily elect to participate in the NDPERS health 
plan. Their premiums help support the administrative overhead costs of NDPERS.  Also, 
their added participant volume assists NDPERS by adding leverage for its carrier’s 
negotiations with medical providers The Bill appears not to exempt governmental 
employers from the Authority’s funding requirements. If the Bill was enacted, local 
governmental plans would likely withdraw from NDPERS to avoid double premium 
payments. This would result in a reduction in premium income for NDPERS with a 
potential negative impact in financial support for administrative functions and reduced 
leverage with providers. 

• Eligible State retirees receive a health care credit to subsidize their health care 
premiums. The Bill would require pre‐Medicare retirees to fund the Healthy ND plan in 
addition to having to pay premiums to NDPERS. To avoid double payments, these 
retirees would likely drop the NDPERS plan and therefore forfeit their earned health 
care credit. Under current NDPERS rules, they could re‐enroll in that plan when they 
reach age 65 and no longer eligible for Healthy ND. 

• To the extent pre‐Medicare retirees drop NDPERS coverage, its GASB 45 implicit subsidy 
liability would decrease. However, the liability would likely transfer to the Healthy ND 
plan if, as it appears, the retirees would pay the same blended premium rates as active 
employees and individuals. 
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• Benefits contained in the Bill are much richer than those currently offered under the 
NDPERS health plan. If the State is required to offer the Health ND plan rather than 
NDPERS, its costs (less required employee contributions) may increase. Further actuarial 
study would be required to confirm this possibility. Total mental health parity, the 
mandated no‐cost benefits and an enhanced prescription drug plan all could cause the 
Healthy ND plan to cost more than NDPERS. If the Bill allowed State and local 
governments the option to remain in the NDPERS plan without having to fund Healthy 
ND, this potential cost differential would provide an incentive for more local 
governments to join NDPERS due to its relative lower costs. 

 
Technical Compliance and Administrative Impact 
 
In Section 1.12, the Bill addresses any concerns that the Health North Dakota plan would 
jeopardize NDPERS governmental status under the federal ERISA law, by stating “the 
[NDPERS] board shall apply to the federal government to receive exempt status under that 
Act [ERISA] or other applicable federal law.”  Therefore the Bill would not be enacted 
without federal confirmation that the Healthy North Dakota subgroup would not change 
the current governmental status of the NDPERS health plans. 
 
The ERISA issue above aside, the Bill would create administrative and technical compliance 
challenges for NDPERS, including: 
 

• If State and local governmental employers did have to fund Healthy ND, they would 
have little financial choice but to withdraw from the current NDPERS health plans (to 
the extent allowed by law). NDPERS would still have a role in administering existing 
ancillary coverages such as life insurance, voluntary dental, voluntary vision and 
voluntary long term care insurance.  It would also continue to have the responsibility 
to oversee health benefits for over age 65 retirees.  NDPERS’s reduced scope of 
responsibility would likely require a reassessment of staffing and other resources 
needed to administer a diminished operation. 

• Under the Bill, State and local governmental employers and employees would be 
required to interact with two separate governmental agencies administering 
employee benefits, NDPERS and the Authority. The Authority would oversee 
medical/Rx benefits and NDPERS all other coverages. Not only would this increase 
the administrative complexity for public employees and employers, it could increase 
administrative expenses as dual eligibility, customer service and payroll functions 
could be necessary. 
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• The proposed implementation schedule in the Bill is extremely aggressive. If 
approved, the Bill would become effective January 1, 2009. NDPERS and the 
Authority would have until January 1, 2010 to fully implement the Healthy ND plan, 
select the insurance carrier(s), negotiate with and establish provider networks. It is 
questionable to us whether this timeline is realistic. 

• Because the Bill creates the Healthy ND plan as a sub‐group of the existing Uniform 
Group Insurance Plan operated by NDPERS, it is our assumption that the plan would 
need to be insured rather than self‐funded. If this assumption is correct, then the 
offering of the plan is contingent upon one or more insurance companies willing to 
underwrite the plan. As designed, finding an insurer willing to underwrite the plan, 
especially considering its relative richness and its universal availability, may prove 
very problematic. 

 
Summary and Conclusions  
 
From a strictly NDPERS perspective, the Bill would create a number of financial and 
administrative challenges.   By far the most critical financial issue would be the impact 
on PERS from the Bill’s apparent requirement that State and local governments must 
participate in the funding of the new Healthy North Dakota plan.  If so, the State would 
have to make dual payments for employee health care, one to NDPERS as currently 
required by statute and another to the new Authority. Clearly, this would untenable for 
the State. Local governments would be forced to withdraw from the NDPERS uniform 
group health plan to avoid dual payments for their employees. The loss of these non‐
State health plan participants could have a financial impact on the overall operations of 
NDPERS. 
 
For State employees, the Bill would also have a profound financial impact. It would 
introduce mandatory employee funding contributions for employees that currently do 
not pay any of their medical/Rx plan premiums.  This could create employee morale, not 
to mention recruitment and retention, challenges for the State. 
 
Pre‐Medicare retirees, under the Bill, would be faced a similar financial dilemma. Either 
they participate in the Healthy ND plan, which they are required to fund, and lose their 
earned retiree credit.  Or, they stay in the NDPERS plan and use their earned retiree 
credit while continuing to contribute to Healthy ND. 
 
A large unknown to NDPERS if the Bill passes is the financial impacts on its benefit 
operations if its responsibilities are scaled back to only include ancillary and Medicare 
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retiree coverages. Organizational changes would likely occur. Administrative costs for 
Medicare retirees and ancillary plan participants probably would increase as fixed 
expenses are spread over a smaller participant population. 
 
Financial concerns aside, the Bill’s implementation schedule is extremely aggressive.  A 
January 2009 effective date would give NDPERS little time to plan and prepare for the 
many complex organizational and administrative changes that it would need to make to 
accommodate the Bill’s requirements. Further, having the new Healthy ND plan and 
networks in place and fully operational for January 2010 would be challenging, to say 
the least and subject existing NDPERS plan participants to any transitional difficulties 
that may occur with such an aggressive timeline. 
 
Although, as stated, the scope of our Bill analysis is limited to direct and indirect impacts 
on NDPERS, it would have a profound effect on the State’s private sector insurance 
market and medical providers as well. Because this Bill touches so many different 
constituencies in North Dakota, a January 2009 effective date may not be at all practical. 
Much more time is needed to thoroughly assess the financial, social and administrative 
consequences of the Bill. 
 
GBS is not licensed to practice law. Nothing in this memo should be construed as legal 
advice. As with all matters regarding complex legislation, qualified legal counsel should 
be consulted. 
 
Thank you for the opportunity to review this Bill. Please let us know if we can provide 
any additional information or assistance. 
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Prosthetics
State of North Dakota Authorized FTE's

07-09 Monthly
Department FTE Change General Other General Other

101 Office of the Governor 18 $0.90 100.00% 0.00% $388.80 $0.00
108 Office of the Secretary of State 27 $0.90 95.88% 4.12% $559.16 $24.04
110 Office of Management and Budget 132.5 $0.90 80.48% 19.52% $2,303.35 $558.65
112 Information Technology Department 312.2 $0.90 6.28% 93.72% $423.43 $6,320.09
117 Office of the State Auditor 54.8 $0.90 69.40% 30.60% $821.52 $362.16
120 Office of the State Treasurer 6 $0.90 100.00% 0.00% $129.60 $0.00
125 Office of the Attorney General 181.3 $0.90 83.11% 16.89% $3,254.51 $661.57
127 Office of the Sate Tax Commissioner 133 $0.90 100.00% 0.00% $2,872.80 $0.00
140 Office of Administrative Hearings 8 $0.90 0.00% 100.00% $0.00 $172.80
150 Legislative Assembly 125 $0.90 100.00% 0.00% $2,700.00 $0.00
160 Legislative Council 33 $0.90 100.00% 0.00% $712.80 $0.00
180 Judicial Branch 343 $0.90 97.42% 2.58% $7,217.71 $191.09
188 Legal Counsel of Indigents 29 $0.90 100.00% 0.00% $626.40 $0.00
190 Retirement and Investment Office 17 $0.90 0.00% 100.00% $0.00 $367.20
192 Public Employees Retirement System 33 $0.90 0.00% 100.00% $0.00 $712.80
201 Department of Public Instruction 98.25 $0.90 29.95% 70.05% $635.68 $1,486.52
226 State Land Department 18.75 $0.90 0.00% 100.00% $0.00 $405.00
250 State Library 29.75 $0.90 86.36% 13.64% $554.92 $87.68
252 School for the Deaf 48.44 $0.90 95.13% 4.87% $995.40 $50.91
253 N.D. Vision Services 27 $0.90 76.89% 23.11% $448.42 $134.78
270 Dept of Career and Technical Ed 27.5 $0.90 92.70% 7.30% $550.66 $43.34
301 North Dakota Department of Health 331.5 $0.90 30.77% 69.23% $2,203.04 $4,957.36
313 Veterans Home 90.97 $0.90 29.87% 70.13% $586.91 $1,378.04
316 Indian Affairs Commission 4 $0.90 100.00% 0.00% $86.40 $0.00
321 Department of Veterans Affairs 6 $0.90 100.00% 0.00% $129.60 $0.00
325 Department of Human Services 2085.68 $0.90 63.11% 36.89% $28,431.62 $16,619.07
360 Protection and Advocacy Project 27.5 $0.90 19.64% 80.36% $116.67 $477.33
380 Job Service North Dakota 308 $0.90 0.45% 99.55% $29.71 $6,623.09
401 Office of the Insurance Commissioner 46.5 $0.90 0.00% 100.00% $0.00 $1,004.40
405 Industrial Commission 55.37 $0.90 89.61% 10.39% $1,071.77 $124.22
406 Office of the Labor Commissioner 11 $0.90 71.47% 28.53% $169.81 $67.79
408 Public Service Commission 42 $0.90 65.77% 34.23% $596.62 $310.58
412 Aeronautics Commission 6 $0.90 0.00% 100.00% $0.00 $129.60
413 Department of Financial Institutions 27 $0.90 0.00% 100.00% $0.00 $583.20
414 Office of the Securities Commissioner 9 $0.90 100.00% 0.00% $194.40 $0.00
471 Bank of North Dakota 176.5 $0.90 0.00% 100.00% $0.00 $3,812.40
473 North Dakota Housing Finance Agency 43 $0.90 0.00% 100.00% $0.00 $928.80
475 North Dakota Mill & Elevator Association 131 $0.90 0.00% 100.00% $0.00 $2,829.60
485 Workforce Safety & Insurance 223.14 $0.90 0.00% 100.00% $0.00 $4,819.82
504 Highway Patrol 197 $0.90 66.00% 34.00% $2,808.59 $1,446.61
530 Department of Corrections and Rehabilitation 706.79 $0.90 94.47% 5.53% $14,422.88 $843.78
540 Adjutant General 232 $0.90 35.00% 65.00% $1,753.84 $3,257.36
601 Department of Commerce 73 $0.90 73.19% 26.81% $1,153.99 $422.81
602 Department of Agriculture 67 $0.90 53.11% 46.89% $768.66 $678.54
616 State Seed Department 30 $0.90 0.00% 100.00% $0.00 $648.00
627 Upper Great Plains Transportation Institute 43.4 $0.90 10.75% 89.25% $100.75 $836.69
628 Branch Research Centers 95.26 $0.90 73.68% 26.32% $1,516.09 $541.53
630 NDSU Extension Service 257.86 $0.90 56.98% 43.02% $3,173.45 $2,396.33
638 Northern Crops Institute 11.2 $0.90 56.12% 43.88% $135.77 $106.15
640 NDSU Main Research Center 348.08 $0.90 68.32% 31.68% $5,136.58 $2,381.94
649 Agronomy Seed Farm 3 $0.90 0.00% 100.00% $0.00 $64.80
670 Racing Commission 2 $0.90 17.34% 82.66% $7.49 $35.71
701 State Historical Society 60 $0.90 88.90% 11.10% $1,152.20 $143.80
709 Council on the Arts 5 $0.90 100.00% 0.00% $108.00 $0.00
720 Game & Fish Department 155 $0.90 0.00% 100.00% $0.00 $3,348.00
750 Department of Parks & Recreation 50.5 $0.90 94.96% 5.04% $1,035.81 $54.99
770 State Water Commission 84 $0.90 90.85% 9.15% $1,648.37 $166.03
801 Department Of Transportation 1052.5 $0.90 0.00% 100.00% $0.00 $22,734.00

 
Subtotal 8800.24 $0.90 48.31% 51.69% $93,734.20 $96,350.99

 
Higher Education 5970 $0.90 0.00% 100.00% $0.00 $128,952.00

 
State Total 14770.24 $0.90 $93,734.20 $225,302.99

 
Political Sub Divisions  
Counties 1832 $0.90 0.00% 100.00% $0.00 $39,571.20
School Districts 1185 $0.90 0.00% 100.00% $0.00 $25,596.00
Cities 1023 $0.90 0.00% 100.00% $0.00 $22,096.80
Others 448 $0.90 0.00% 100.00% $0.00 $9,676.80

0  

07-09 Funding Adjustments07-09 Funding Adj Sources

 
 
 
 
 
 
 
 
 
 
 



 SUGGESTED AMENDMENT  
 
 
 SECTION 2.  APPROPRIATION.  The funds provided in this section, or so much of the funds 
as may be necessary, are appropriated out of any moneys in the general fund in the state treasury, not 
otherwise appropriated, and from other funds derived from federal funds and other income, to the following 
departments for the purpose of defraying the cost of additional health  insurance premiums necessary to pay 
the cost of the provisions of this bill, for the biennium beginning July 1, 2009 and ending June 30, 2011 as 
follows: 

Department General Other
101 Office of the Governor $388.80 $0.00
108 Office of the Secretary of State $559.16 $24.04
110 Office of Management and Budget $2,303.35 $558.65
112 Information Technology Department $423.43 $6,320.09
117 Office of the State Auditor $821.52 $362.16
120 Office of the State Treasurer $129.60 $0.00
125 Office of the Attorney General $3,254.51 $661.57
127 Office of the Sate Tax Commissioner $2,872.80 $0.00
140 Office of Administrative Hearings $0.00 $172.80
150 Legislative Assembly $2,700.00 $0.00
160 Legislative Council $712.80 $0.00
180 Judicial Branch $7,217.71 $191.09
188 Legal Counsel of Indigents $626.40 $0.00
190 Retirement and Investment Office $0.00 $367.20
192 Public Employees Retirement System $0.00 $712.80
201 Department of Public Instruction $635.68 $1,486.52
226 State Land Department $0.00 $405.00
250 State Library $554.92 $87.68
252 School for the Deaf $995.40 $50.91
253 N.D. Vision Services $448.42 $134.78
270 Dept of Career and Technical Ed $550.66 $43.34
301 North Dakota Department of Health $2,203.04 $4,957.36
313 Veterans Home $586.91 $1,378.04
316 Indian Affairs Commission $86.40 $0.00
321 Department of Veterans Affairs $129.60 $0.00
325 Department of Human Services $28,431.62 $16,619.07
360 Protection and Advocacy Project $116.67 $477.33
380 Job Service North Dakota $29.71 $6,623.09
401 Office of the Insurance Commissioner $0.00 $1,004.40
405 Industrial Commission $1,071.77 $124.22
406 Office of the Labor Commissioner $169.81 $67.79
408 Public Service Commission $596.62 $310.58
412 Aeronautics Commission $0.00 $129.60
413 Department of Financial Institutions $0.00 $583.20
414 Office of the Securities Commissioner $194.40 $0.00
471 Bank of North Dakota $0.00 $3,812.40
473 North Dakota Housing Finance Agency $0.00 $928.80
475 North Dakota Mill & Elevator Association $0.00 $2,829.60
485 Workforce Safety & Insurance $0.00 $4,819.82
504 Highway Patrol $2,808.59 $1,446.61
530 Department of Corrections and Rehabilitation $14,422.88 $843.78
540 Adjutant General $1,753.84 $3,257.36
601 Department of Commerce $1,153.99 $422.81
602 Department of Agriculture $768.66 $678.54
616 State Seed Department $0.00 $648.00
627 Upper Great Plains Transportation Institute $100.75 $836.69
628 Branch Research Centers $1,516.09 $541.53
630 NDSU Extension Service $3,173.45 $2,396.33
638 Northern Crops Institute $135.77 $106.15
640 NDSU Main Research Center $5,136.58 $2,381.94
649 Agronomy Seed Farm $0.00 $64.80
670 Racing Commission $7.49 $35.71
701 State Historical Society $1,152.20 $143.80
709 Council on the Arts $108.00 $0.00
720 Game & Fish Department $0.00 $3,348.00
750 Department of Parks & Recreation $1,035.81 $54.99
770 State Water Commission $1,648.37 $166.03
801 Department Of Transportation $0.00 $22,734.00

Total $93,734.20 $96,350.99  
Renumber accordingly 



 











































 
 

A Division of Gallagher Benefit Services, Inc. 
 

APEX Management Group 125-310 Village Boulevard, Princeton, New Jersey 08540  609-452-2488 FAX 609-452-2668 
 

 
September 23, 2008 
 
Mr. William F. Robinson, RHU, FLMI 
Area Vice President 
Gallagher Benefit Services, INC. 
6399 South Fiddler’s Green Circle 
Greenwood Village, Co 80111 
 
RE: North Dakota Public Employees Retirement System FY 2009 GASB 45 ARC – Impact of 
Legislative Bill #90113.0100 
 
Dear Bill: 
 
North Dakota Public Employees Retirement System (“NDPERS”) has requested APEX Management 
Group (“APEX”), a division of Gallagher Benefit Services, Inc., to estimate the impact of 
Legislative Bill #90113.0100 on NDPERS’ fiscal year 2009 GASB 45 Annual Required 
Contribution (ARC). The intent of this letter is to document and present the results of the study. 
 
Legislative Bill #90113.0100 
 
Legislative Bill #90113.0100 is a bill intended to amend and enact section 54-52.1-02 of the North 
Dakota Century Code (Act) relating to non Medicare retiree insurance rates under the uniform 
group insurance program. Under the Act, the insurance rate for a non Medicare retiree choosing 
single coverage is to be 125% of the active member single plan rate. Currently, non Medicare 
retiree rates are 150% of the active member single plan rate. Furthermore, the Act states that the 
rates for a non Medicare retiree family of two and a non Medicare retiree family of three or more 
are twice and two and a half times the non Medicare retiree single plan rate, respectively. It should 
be noted that the bill does not change the relationship between the non Medicare two party and 
family rate and the non Medicare retiree rate. Rather, the bill changes the relationship between the 
non Medicare retiree single coverage rate and the active member single plan rate. The bill also 
provides an expiration date of June 30, 2011 for the Act. 
 
NDPERS Fiscal Year 2009 GASB 45 ARC 
 

Based on the July 2007 health insurance rates, a NDPERS non Medicare retiree would pay a 
monthly premium for single coverage of $471.09. The $471.09 represents the full monthly rate 
since NDPERS does not provide an explicit subsidy and requires retirees to pay the full rate. If the 
above Act were in effect in July 2007, the premium would be $392.57, a decrease of approximately 
17%. The decrease in the premium also represents an increase in the implicit subsidy provided by 
NDPERS to its non Medicare retiree population under GASB 45.  

The table below provides an estimate of the fiscal year 2009 GASB 45 Annual Required 
Contribution (ARC), July 1, 2008 accrued liability and June 30, 2009 Net OPEB Obligation under 
two scenarios. To provide a basis of comparison, the baseline represents the status quo or the 
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situation where there is no change. Scenario 1 assumes that the bill passes and once the Act expires, 
the non Medicare rate returns to 150% of the active rate. Scenario 2 assumes that the bill passes and 
the non Medicare rate is 125% of the active rate even after the Act’s expiration date. 
 

 Baseline Scenario 1 Scenario 2 
Estimated July 1, 2008 Accrued 
Liability 

$33,479,000 $49,108,000 $63,578,000 

  
Estimated FY 2009 GASB 45 ARC  
Normal Cost $2,788,000 $2,788,000 $5,293,000 
Interest on Normal Cost $139,000 $139,000 $265,000 
Amortization of Unfunded Accrued 
Liability 

$1,278,000 $1,874,000 $2,426,000 

Interest on Amortization $64,000 $94,000 $121,000 
  
Total $4,269,000 $4,895,000 $8,105,000 
  
Change in GASB 45 ARC $0 $626,000 $3,836,000 
  
Change in June 30, 2009 Net OPEB 
Obligation 

$0 $626,000 $3,836,000 

 
The estimated impact of the bill under Scenario 1 and Scenario 2 is to increase the July 1, 2009 
accrued liability from $33.5 million to $49.1 million and $63.6 million under Scenarios 1 and 2, 
respectively. The fiscal year 2009 GASB 45 ARC and June 30, 2009 Net OPEB Obligation will 
change by $626,000 and $3,836,000 under Scenarios 1 and 2, respectively. 
 
The reason for the difference in the magnitude is that under Scenario 1, the change in the non 
Medicare retiree rate from 150% to 125% of active rate is temporary in that it only affects current 
retirees and those actives expected to retiree prior to the expiration date of the Act. Under Scenario 
2, the change is permanent and will affect current retirees as well as all NDPERS future retirees. 
Note that the relative small decrease in the non Medicare retiree rate (17%) can have a potentially 
large impact on the GASB 45 ARC under Scenario 2 where the change in the GASB 45 ARC is 
$3.8 million, almost a 90% increase. 
 
As was noted above, the impact of the bill is to decrease the non Medicare retiree rate and increase 
the GASB 45 implicit employer subsidy. In this case, the implicit subsidy is the difference between 
the retirees’ age adjusted health costs and the amount that the retirees pay for health coverage. The 
table below provides the projected implicit subsidy under the baseline and two scenarios for fiscal 
years 2009 to 2017. 
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  Implicit Subsidy  
Fiscal Year Baseline Scenario 1 Scenario 2 
2009 $3,137,000 $7,852,000 $7,852,000 
2010 $2,257,000 $7,915,000 $7,915,000 
2011 $2,686,000 $9,204,000 $9,204,000 
2012 $3,129,000 $3,129,000 $10,606,000 
2013 $3,431,000 $3,431,000 $11,841,000 
2014 $3,700,000 $3,700,000 $13,063,000 
2015 $3,973,000 $3,973,000 $14,324,000 
2016 $4,286,000 $4,286,000 $15,638,000 
2017 $4,629,000 $4,629,000 $17,032,000 
 
Assumptions and Methodology 
 
The fiscal year 2009 GASB 45 ARC estimates are developed using the July 1, 2007 valuation 
results as well as the methods and assumptions from that valuation and an investment return 
assumption of 5%. The methods and assumptions are outlined in the report dated October 1, 2007. 
 
2009-2011 Biennium Medical Plan Funding Impact 
 
In addition to the GASB 45 impact noted above, the proposed bill would also affect the funding of 
the medical plan for the next biennium. The table below shows the estimated total premium for the 
for non Medicare retirees for the period July 1, 2009 to June 30, 2011 for five single plan rate caps, 
120%, 125%, 130%, 135% and 140%. The assumed active renewal monthly premium for July 1, 
2009 to June 30, 2011 is $408.22.  
 
Non-Medicare – Single 
Plan Rate Cap 

150% 140% 135% 130% 125% 120% 

Non-Medicare Retiree 
Renewal Biennium 
Premium (1) 

$14,916,356 $13,921,932 $13,424,720 $12,927,508 $12,430,297 $11,933,085 

Premium Impact (1) N/A $994,424 $1,491,636 $1,988,847 $2,486,059 $2,983,271 
(1) Total costs are estimated using all three Non-Medicare rate tiers and BCBSND renewal enrollment 
 
The impact of the proposed legislation is to lower non Medicare retiree premiums for the two year 
period from $14.9 million to $12.4 million (125% plan rate cap). 
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If you have any questions, please call me at 609-452-2488 x212. 
 
Sincerely, 

 
Don Henson, FSA, MAAA 
Consulting Actuary 
 
cc: Mark Rosenberg 
 Mike Miele 



 

THE SEGAL COMPANY 
6300 South Syracuse Way, Suite 750  Englewood, CO 80111 
T 303.714.9900  F 303.714.9990  www.segalco.com 
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July 10, 2008 

Mr. Sparb Collins 
Executive Director 
State of North Dakota Public Employees Retirement System 
400 East Broadway, Suite 505 
Bismarck, ND 58502 
 
Re: Technical Comments – Bill Draft No. 90114.0100 

Dear Sparb: 

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

Systems Affected:  Retiree Health Benefit Fund  

Summary:   The proposed legislation would increase the required monthly contribution to the 
Retiree Health Benefit Fund from 1.00% of monthly salary to 1.15% of monthly salary and 
increase the monthly retiree health credit from $4.50 per year of credited service to $5.00 per 
year of credited service.  There are also corresponding contribution rate increases for both 
nonteaching employees of the superintendent of public instruction and employees of the state 
board for career and technical education, with higher contribution rates for these two groups for a 
specified period that are intended to fund past service. 

Actuarial Cost Analysis:  We have calculated that the additional contribution of 0.15% of salary 
would be sufficient to offset the cost of the additional monthly benefit of $0.50 per year of 
credited service.  

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

General 

The purpose of the provision of the bill that increases the required contribution to the Retiree 
Health Benefit Fund is to provide adequate funding for an increased monthly retiree health credit 
in order to help members keep up with the rising cost of health care. 
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Benefits Policy Issues 

 Adequacy of Retirement Benefits 

The bill has no direct impact on retirement benefits.  However, the bill indirectly enhances 
retirement benefits by reducing the need for retirees to use their retirement benefits to pay for 
retiree health benefits. 

 
 Benefits Equity and Group Integrity 

The increase in contributions to and benefits payable from the Retiree Health Benefit Fund 
impact the Hybrid Plan, Highway Patrolmen's Retirement System and Defined Contribution 
Plan equally. 

 
 Purchasing Power Retention 

The retiree health credit has diminished in value over the years in terms of offsetting the cost 
of health insurance.  Since the credit has remained fairly constant over time but the cost of 
insurance has continued to escalate, the percentage offset by the credit has been getting 
smaller.  The following table+ shows the effect on retirement benefits of paying for health 
insurance: 

 

75

NDPERS Retirees with Health Credit
2007 Average Health Premium & Remaining Benefit

(Excludes COBRA Retirees)

$0

$500

$1,000

$1,500

$2,000

Retiree Benefit 1068.13 1001.65 0 674.2 807.12 913.82
Health Premium 363.73 824.41 1166.36 121.72 315.16 511

Non-Med 
Single

Non-Med 
Family

Non-Med 
Family 3+

Medicare 
Single*

Medicare 
Family*

Medicare 
One On*

Contracts:                        315                    89     2                    2128                 922   183

$1431.86

$1826.06

$795.92

$1122.28

$1424.82

25%

45%

15%
28%

36%

75%

55%

85%

72%

64%

* - Medicare contracts must pay $93.50 per person for Medicare coverage.

100%

 

The following table+ shows the effect that the rising cost of health insurance has had on the 
retiree health credit over time: 
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Example for 20-year employee 

Year Credit 
Credit with 20 

Years of Service
Non-Medicare 

Family Premium % 
Medicare 

Family Premium % 
1989 $3.00 $60.00 $360.07 17% $190.50 31% 
1991 $4.00 $80.00 $321.00 25% $230.00 35% 
1993 $4.50 $90.00 $368.00 24% $230.00 39% 
1995 $4.50 $90.00 $390.00 23% $239.00 38% 
1997 $4.50 $90.00 $438.48 21% $264.98 34% 
1999 $4.50 $90.00 $500.38 18% $308.62 29% 
2001 $4.50 $90.00 $570.00 16% $339.30 27% 
2003 $4.50 $90.00 $702.47 13% $415.18 22% 
2005 $4.50 $90.00 $781.86 12% $427.24 21% 
2006 $4.50 $90.00 $781.86 12% $329.24 27% 
2007 $4.50 $90.00 $946.42 10% $418.46 22% 
2008 $4.50 $90.00 $946.42 10% $418.46 22% 
2009 $4.50 $90.00 $1,059.99 8% $468.68 19% 
2011 $4.50 $90.00 $1,187.19 7.5% $524.91 17% 
2013 $4.50 $90.00 $1,329.65 7% $587.91 15% 

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

NDPERS Retiree Health Credit
2007 Average Premiums & Health Credit

(Excludes COBRA Retirees)

$0
$200
$400
$600
$800

$1,000
$1,200
$1,400

Health Credit 111.61 122.01 15.62 92.48 103.3 110.88
Retiree Paid 363.73 824.41 1166.36 121.72 315.16 511

Non-Med 
Single

Non-Med 
Family

Non-Med 
Family 3+

Medicare 
Single

Medicare 
Family

Medicare 
One On

Contracts:                    315                    89         2                    2128                  922     183

$475.34

$946.42

$1181.98

$214.20

$418.46

$621.88

77%

87%

99%

57%
75%

82%

23%

13%

1%

43%

25%

18%

 
+  

These three tables are based on information provided by PERS’ staff that has not been independently verified by Segal. 
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 Preservation of Benefits 

No impact. 
 

 Portability 

No impact. 
 

 Ancillary Benefits 

No impact. 

Funding Policy Issues 

 Actuarial Impacts 
 $4.50 

Multiplier 

$5.00 
Multiplier 

1. Actuarial accrued liability on July 1, 2007: $85,342,012 $94,824,458

2. Assets at actuarial value ($45,278,720 at market value): 38,882,121 38,882,121

3. Unfunded actuarial accrued liability - equals (1) minus (2): 46,460,891 55,942,337

4. Normal cost for ensuing year*: 2,698,131 2,997,923

5. Amortization payment - equals 23-year amortization of 
item (3) as a level percent of total payroll*: 2,945,326 3,546,390

6. Administrative expenses: 65,000 65,000

7. Total cost for ensuing year - equals (4) plus (5) plus (6): 5,708,457 6,609,313

8. Total payroll of covered members: 602,853,327 602,853,327

9. Total employer cost as percentage of payroll - equals (7) 
divided by (8): 0.95% 1.10%

* Adjusted for interest to recognize payments throughout the year. 

Even though the additional contribution is sufficient to offset the additional cost, the bill 
would cause the funded ratio to decrease, since it causes an immediate increase in the 
actuarial accrued liability, but no corresponding immediate increase in fund assets.  

These cost estimates are based on the July 1, 2007 actuarial valuation results, including the 
participant data and actuarial assumptions on which that valuation was based.  Calculations 
were completed under the supervision of Kurt Schneider, ASA, MAAA, Enrolled Actuary. 

 Investment Impacts 
 

♦ Asset Allocation:  The bill does not create new investment asset allocation issues. 
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♦ Cash Flow Impacts:  The bill would have an immediate, positive impact on cash flow to 
the Retiree Health Benefit Fund that would be offset to some extent by higher benefit 
payouts in the future. 

Administration Issues 

 Implementation Issues 

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

 Administrative Costs 

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

NDPERS Main System Costs 
$5.00 Health Credit/1.15% Contribution 

 

Group Employees 
Monthly 
Payroll 

Biennial 
Payroll* 

1.00% 
Health 
Credit 

1.15% 
Health 
Credit Increase 

General
Increase
(45.83%) 

Other 
Increase 

State 6,965 $21,436,119 $514,466,856 $5,144,669 $5,916,369 $771,700 $353,670 $418,030 

Higher 
Ed 

2,683 5,791,137 138,987,288 1,389,873 1,598,354 208,481 0 208,481 

County 3,162 7,910,106 189,842,544 1,898,425 2,183,189 284,764 0 284,764 

Schools 4,145 6,866,897 164,805,528 1,648,055 1,895,264 247,209 0 247,209 

Cities 519 1,482,604 35,582,496 355,825 409,199 53,374 0 53,374 

Others 434 1,047,747 25,145,928 251,459 289,178 37,719 0 37,719 

Totals 17,908 $44,534,610 $1,068,830,640 $10,688,306 $12,291,553 $1,603,247 $353,670 $1,249,577 

* Assumes no increase in salaries over the 24-month period. 

 Needed Authority 

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

 
 Cross Impact on Other Plans 

As noted earlier, an increase in the monthly amount of the retiree health credit will reduce the 
need for retirees to use benefit payments from the retirement systems for retiree health 
benefits. 
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 Employee Communications 

Employee communications will be necessary to describe the increase in the retiree health 
credit amount. 

Please call if you have any questions or comments. 

Sincerely, 

    

Brad Ramirez, FSA, MAAA, EA   Melanie Walker, JD 
Consulting Actuary     Vice President 
 
 
4048272v3/01640.004 
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Colorectal Cancer Screenings

State of North Dakota Authorized FTE's
07-09 Monthly

Department FTE Change General Other General Other
101 Office of the Governor 18 $4.04 100.00% 0.00% $1,745.28 $0.00
108 Office of the Secretary of State 27 $4.04 95.88% 4.12% $2,510.03 $107.89
110 Office of Management and Budget 132.5 $4.04 80.48% 19.52% $10,339.48 $2,507.72
112 Information Technology Department 312.2 $4.04 6.28% 93.72% $1,900.73 $28,370.18
117 Office of the State Auditor 54.8 $4.04 69.40% 30.60% $3,687.73 $1,625.68
120 Office of the State Treasurer 6 $4.04 100.00% 0.00% $581.76 $0.00
125 Office of the Attorney General 181.3 $4.04 83.11% 16.89% $14,609.12 $2,969.72
127 Office of the Sate Tax Commissioner 133 $4.04 100.00% 0.00% $12,895.68 $0.00
140 Office of Administrative Hearings 8 $4.04 0.00% 100.00% $0.00 $775.68
150 Legislative Assembly 125 $4.04 100.00% 0.00% $12,120.00 $0.00
160 Legislative Council 33 $4.04 100.00% 0.00% $3,199.68 $0.00
180 Judicial Branch 343 $4.04 97.42% 2.58% $32,399.50 $857.78
188 Legal Counsel of Indigents 29 $4.04 100.00% 0.00% $2,811.84 $0.00
190 Retirement and Investment Office 17 $4.04 0.00% 100.00% $0.00 $1,648.32
192 Public Employees Retirement System 33 $4.04 0.00% 100.00% $0.00 $3,199.68
201 Department of Public Instruction 98.25 $4.04 29.95% 70.05% $2,853.50 $6,672.82
226 State Land Department 18.75 $4.04 0.00% 100.00% $0.00 $1,818.00
250 State Library 29.75 $4.04 86.36% 13.64% $2,490.99 $393.57
252 School for the Deaf 48.44 $4.04 95.13% 4.87% $4,468.23 $228.51
253 N.D. Vision Services 27 $4.04 76.89% 23.11% $2,012.91 $605.01
270 Dept of Career and Technical Ed 27.5 $4.04 92.70% 7.30% $2,471.86 $194.54
301 North Dakota Department of Health 331.5 $4.04 30.77% 69.23% $9,889.19 $22,253.05
313 Veterans Home 90.97 $4.04 29.87% 70.13% $2,634.59 $6,185.86
316 Indian Affairs Commission 4 $4.04 100.00% 0.00% $387.84 $0.00
321 Department of Veterans Affairs 6 $4.04 100.00% 0.00% $581.76 $0.00
325 Department of Human Services 2085.68 $4.04 63.11% 36.89% $127,626.38 $74,601.16
360 Protection and Advocacy Project 27.5 $4.04 19.64% 80.36% $523.73 $2,142.67
380 Job Service North Dakota 308 $4.04 0.45% 99.55% $133.35 $29,730.33
401 Office of the Insurance Commissioner 46.5 $4.04 0.00% 100.00% $0.00 $4,508.64
405 Industrial Commission 55.37 $4.04 89.61% 10.39% $4,811.04 $557.63
406 Office of the Labor Commissioner 11 $4.04 71.47% 28.53% $762.24 $304.32
408 Public Service Commission 42 $4.04 65.77% 34.23% $2,678.18 $1,394.14
412 Aeronautics Commission 6 $4.04 0.00% 100.00% $0.00 $581.76
413 Department of Financial Institutions 27 $4.04 0.00% 100.00% $0.00 $2,617.92
414 Office of the Securities Commissioner 9 $4.04 100.00% 0.00% $872.64 $0.00
471 Bank of North Dakota 176.5 $4.04 0.00% 100.00% $0.00 $17,113.44
473 North Dakota Housing Finance Agency 43 $4.04 0.00% 100.00% $0.00 $4,169.28
475 North Dakota Mill & Elevator Association 131 $4.04 0.00% 100.00% $0.00 $12,701.76
485 Workforce Safety & Insurance 223.14 $4.04 0.00% 100.00% $0.00 $21,635.65
504 Highway Patrol 197 $4.04 66.00% 34.00% $12,607.43 $6,493.69
530 Department of Corrections and Rehabilitation 706.79 $4.04 94.47% 5.53% $64,742.71 $3,787.65
540 Adjutant General 232 $4.04 35.00% 65.00% $7,872.79 $14,621.93
601 Department of Commerce 73 $4.04 73.19% 26.81% $5,180.15 $1,897.93
602 Department of Agriculture 67 $4.04 53.11% 46.89% $3,450.45 $3,045.87
616 State Seed Department 30 $4.04 0.00% 100.00% $0.00 $2,908.80
627 Upper Great Plains Transportation Institute 43.4 $4.04 10.75% 89.25% $452.26 $3,755.80
628 Branch Research Centers 95.26 $4.04 73.68% 26.32% $6,805.56 $2,430.85
630 NDSU Extension Service 257.86 $4.04 56.98% 43.02% $14,245.26 $10,756.85
638 Northern Crops Institute 11.2 $4.04 56.12% 43.88% $609.46 $476.49
640 NDSU Main Research Center 348.08 $4.04 68.32% 31.68% $23,057.56 $10,692.28
649 Agronomy Seed Farm 3 $4.04 0.00% 100.00% $0.00 $290.88
670 Racing Commission 2 $4.04 17.34% 82.66% $33.63 $160.29
701 State Historical Society 60 $4.04 88.90% 11.10% $5,172.10 $645.50
709 Council on the Arts 5 $4.04 100.00% 0.00% $484.80 $0.00
720 Game & Fish Department 155 $4.04 0.00% 100.00% $0.00 $15,028.80
750 Department of Parks & Recreation 50.5 $4.04 94.96% 5.04% $4,649.62 $246.86
770 State Water Commission 84 $4.04 90.85% 9.15% $7,399.36 $745.28
801 Department Of Transportation 1052.5 $4.04 0.00% 100.00% $0.00 $102,050.40

 
Subtotal 8800.24 $4.04 48.31% 51.69% $420,762.39 $432,508.88

 
Higher Education 5970 $4.04 0.00% 100.00% $0.00 $578,851.20

 
State Total 14770.24 $4.04 $420,762.39 $1,011,360.08

 
Political Sub Divisions  
Counties 1832 $4.04 0.00% 100.00% $0.00 $177,630.72
School Districts 1185 $4.04 0.00% 100.00% $0.00 $114,897.60
Cities 1023 $4.04 0.00% 100.00% $0.00 $99,190.08
Others 448 $4.04 0.00% 100.00% $0.00 $43,438.08

0  
P.S. Total 4488 $4.04 $0.00 $435,156.48

 
Retirees/COBRA 5931 $4.04 0.00% 100.00% $0.00 $575,069.76

Grand Total 25189.24 $420,762.39 $1,446,516.56

07-09 Funding Adjustments07-09 Funding Adj Sources
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SUGGESTED AMENDMENT TO  

 
 
 SECTION 2.  APPROPRIATION.  The funds provided in this section, or so much of the funds 
as may be necessary, are appropriated out of any moneys in the general fund in the state treasury, not 
otherwise appropriated, and from other funds derived from federal funds and other income, to the following 
departments for the purpose of defraying the cost of additional health  insurance premiums necessary to pay 
the cost of the provisions of this bill, for the biennium beginning July 1, 2009 and ending June 30, 2011 as 
follows: 

Department General Other
101 Office of the Governor $1,745.28 $0.00
108 Office of the Secretary of State $2,510.03 $107.89
110 Office of Management and Budget $10,339.48 $2,507.72
112 Information Technology Department $1,900.73 $28,370.18
117 Office of the State Auditor $3,687.73 $1,625.68
120 Office of the State Treasurer $581.76 $0.00
125 Office of the Attorney General $14,609.12 $2,969.72
127 Office of the Sate Tax Commissioner $12,895.68 $0.00
140 Office of Administrative Hearings $0.00 $775.68
150 Legislative Assembly $12,120.00 $0.00
160 Legislative Council $3,199.68 $0.00
180 Judicial Branch $32,399.50 $857.78
188 Legal Counsel of Indigents $2,811.84 $0.00
190 Retirement and Investment Office $0.00 $1,648.32
192 Public Employees Retirement System $0.00 $3,199.68
201 Department of Public Instruction $2,853.50 $6,672.82
226 State Land Department $0.00 $1,818.00
250 State Library $2,490.99 $393.57
252 School for the Deaf $4,468.23 $228.51
253 N.D. Vision Services $2,012.91 $605.01
270 Dept of Career and Technical Ed $2,471.86 $194.54
301 North Dakota Department of Health $9,889.19 $22,253.05
313 Veterans Home $2,634.59 $6,185.86
316 Indian Affairs Commission $387.84 $0.00
321 Department of Veterans Affairs $581.76 $0.00
325 Department of Human Services $127,626.38 $74,601.16
360 Protection and Advocacy Project $523.73 $2,142.67
380 Job Service North Dakota $133.35 $29,730.33
401 Office of the Insurance Commissioner $0.00 $4,508.64
405 Industrial Commission $4,811.04 $557.63
406 Office of the Labor Commissioner $762.24 $304.32
408 Public Service Commission $2,678.18 $1,394.14
412 Aeronautics Commission $0.00 $581.76
413 Department of Financial Institutions $0.00 $2,617.92
414 Office of the Securities Commissioner $872.64 $0.00
471 Bank of North Dakota $0.00 $17,113.44
473 North Dakota Housing Finance Agency $0.00 $4,169.28
475 North Dakota Mill & Elevator Association $0.00 $12,701.76
485 Workforce Safety & Insurance $0.00 $21,635.65
504 Highway Patrol $12,607.43 $6,493.69
530 Department of Corrections and Rehabilitation $64,742.71 $3,787.65
540 Adjutant General $7,872.79 $14,621.93
601 Department of Commerce $5,180.15 $1,897.93
602 Department of Agriculture $3,450.45 $3,045.87
616 State Seed Department $0.00 $2,908.80
627 Upper Great Plains Transportation Institute $452.26 $3,755.80
628 Branch Research Centers $6,805.56 $2,430.85
630 NDSU Extension Service $14,245.26 $10,756.85
638 Northern Crops Institute $609.46 $476.49
640 NDSU Main Research Center $23,057.56 $10,692.28
649 Agronomy Seed Farm $0.00 $290.88
670 Racing Commission $33.63 $160.29
701 State Historical Society $5,172.10 $645.50
709 Council on the Arts $484.80 $0.00
720 Game & Fish Department $0.00 $15,028.80
750 Department of Parks & Recreation $4,649.62 $246.86
770 State Water Commission $7,399.36 $745.28
801 Department Of Transportation $0.00 $102,050.40

Total $420,762.39 $432,508.88  
Renumber accordingly 
 



 
Chairman, Legislative Employees Benefits Committee 
State of North Dakota 
Bismarck, ND 58502 
 
Re: Review of Proposed Senate Bill 90125.0100- A bill relating to the expansion of the 
uniform group insurance program to allow participation by permanent and temporary 
employees of private sector employers and other individuals as well as allowing agents to 
sell the group insurance program and receive commissions. 
 
Dear_____, 
 
The following summarizes the above referenced proposed legislation and our assessment 
of the financial and technical impacts of the bill. 
 
Overview of the Proposed Bill 
 
As proposed, this bill would modify the State Century Code relating to the expansion of 
the uniform group insurance program as follows: 
 

• Allow “permanent employees” (as defined) of private employers to join the 
uniform group insurance program. 

• Allow “temporary employees” (as defined) of private employers to join the 
uniform group insurance program. 

• Allow “private citizens” (as defined) to join the uniform group insurance 
program. 

• Allow licensed agents to sell the uniform group insurance program and receive 
commissions for sales. 

• Appropriate up to $300,000 to implement the changes in the uniform group 
insurance program 

• Authorize the NDPERS Board to add up to three full-time equivalent positions to 
implement the prescribed changes in the uniform group insurance program. 

 
Expected Financial Impact 
 
The proposed bill addresses three distinct categories of individuals that would be newly 
eligible to enroll in the uniform group insurance program (“Program”).  We will address 
the expected financial impact separately for each category. 
 
Permanent Employees of Private Sector Employers 
 
Section 4 of the bill would allow private sector employers with one or more employees to 
join the Program. The bill allows the formation of an additional “subgroup” consisting of 
“private sector employee and private citizen group medical and hospital coverage”. 
Interestingly, there is no mention of adding prescription drugs, dental or vision coverages 



for this new subgroup. We presume that the bill’s intent is to at least include prescription 
drugs along with medical and hospital coverages. This should be clarified with the bill’s 
sponsor. 
 
A critical aspect of projecting the financial impact of the bill allowing permanent private 
sector employees is the interpretation of the word “subgroup” If the word “subgroup” is 
meant to imply that private sector employees would become their own category for 
experience and premium rating purposes, then the financial impact to the existing 
NDPERS plan would be limited to the additional administrative costs needed to oversee 
an expanded plan. Adverse selection, which would likely occur as groups that are unable 
to secure coverage in the existing private sector insurance markets join the NDPERS 
plan, would be contained in the risk pool of like entities. As the bill specifically identifies 
that the coverage is to offered by an “insurer”, covering a distinct private sector 
permanent employee subgroup would be contingent upon an insurance company being 
willing to underwrite this group with limited adverse risk selection protections. 
 
In discussions with the PERS Executive Director, we have been told that the board does 
have the authority to establish actuarially distinct subgroups under the uniform group 
insurance plan.  If private sector employers were assigned their own subgroup, there 
would be no financial impact from the bill on the existing NDPERS group. However, as 
written, the bill would likely cause concerns for NDPERS’ insurer (who would have to 
assume the financial risk) of any private sector groups that join the uniform group 
insurance plan for the following reasons: 
 

 The prospective private employer is allowed to determine the amount of its 
contribution to the Program. This runs counter to traditional insurance 
underwriting and actuarial practices where there is a minimum required employer 
contribution to protect a plan against adverse risk selection. Read literally, this 
bill would allow the plan to be offered with no employer contribution. It is highly 
questionable that an insurer would underwrite such an arrangement where there 
is no mandated employer cost participation. 

 The bill does not contain a minimum eligible employee participation 
requirement, which is standard in group insurance plans. Insurers generally 
require a minimum percentage of eligible employees to participate in the plan to 
achieve a reasonable mix of risks. Without that protection, the insurer could end 
up just covering the higher risk (and high cost) individuals. 

 The bill indicates that the “board may apply medical underwriting 
requirements…” As discussed under the Technical Comments section below, 
HIPAA essentially eliminates the ability for a group health plan to use any 
individual medical underwriting. Group underwriting and pre-existing condition 
limitations are permitted, but evaluating individual prospective plan participants 
is prohibited. Therefore, the insurer would only be able to determine if a private 
sector group met minimum underwriting standards to join the Program. If it did 
not, then all individuals in the group would be denied coverage. 

 The bill also allows the board to use “risk adjusted premiums” for new private 
sector groups applying for coverage under the Program. This does offer some 



protection to the insurer, as risk adjusted premiums, if applied to the entire group, 
are not prohibited under HIPAA. However, having one or more risk adjusted 
premium levels would add to the administrative complexity of the Program.  

 
The bill allows the board is to establish “minimum requirements” for private sector 
participation.  If passed, we would recommend that the board adopt participation 
standards for all of the issues raised above to be consistent with insurance industry 
standards, not only to protect the financial integrity of the Program, but to increase the 
likelihood that an insurer would agree to underwrite the risk. 
 
The bill does recognize the need for a long term financial commitment for any new 
private sector employers applying for coverage by requiring a minimum participation 
period of sixty months. Failure to meet this sixty month participation period would result 
in financial penalties to the employer. This is a sound underwriting requirement. 
 
Temporary Employees of Private Sector Employers 
 
Section 5 of the bill would allow temporary employees of private sector employers to 
participate in the Program. The board would be allowed to establish minimum 
requirements. 
 
If, as discussions have indicated, NDPERS could require that a separate subgroup for 
rating and experience purposes be established for temporary employees only of private 
sector employers, we would have no concerns about adverse financial impact on the 
existing NDPERS health plan. Assuming a carrier would underwrite the group as defined 
in the bill (which is questionable, as noted below) premiums would be established for this 
distinct risk pool independent of the existing NDPERS’ health plan experience. 
 
We should point out that traditional insurance industry underwriting and actuarial 
practices exclude temporary employees from group coverages. The potential for adverse 
selection against a group insurance plan is extreme when a temporary employee can gain 
coverage only by working a minimal number of hours and timing insurance coverage to 
correspond with health care needs. Requiring an employee to be full time and to 
consistently work a minimum number of hours (usually 30 or more per week) helps 
ensure that the employee is relatively healthy and not working just to get access to 
insurance coverage. For these reasons, we seriously question whether any insurer would 
agree to underwrite coverage for temporary employees as stipulated in the bill. 
 
Even if a separate subgroup was established for temporary employees, the likely 
insurance company underwriting concerns noted above for permanent employees apply to 
this group also. In summary, these include: 
 

• No mandated employer contribution amount 
• No mandated minimum participation requirement 
• Inability to apply medical underwriting to individual applicants due to HIPAA 

restrictions 



• Risk adjusted premiums can be used for entire groups, but application to specific 
individuals, such as temporaries within a group, is prohibited by HIPAA 

 
As with permanent private sector employees, the bill allows the Board to set minimum 
standards. If the bill passes, the Board should consider adopting standards that would 
make this group reasonably palatable to insurers. 
 
Participation by Private Citizens 
 
Section 6 of the bill would allow an individual who is a resident of ND and does not have 
health insurance through a private insurer or a public plan to participate in the Program, 
subject to minimum standards established by the Board.  
 
The bill includes the language “individual insurance contracts” in its summary of the 
coverage to be offered. As long as the actual intent is to offer true “individual” insurance, 
then our financial impact concerns on the existing NDPERS health plan are limited to a 
(significant) increase in administrative costs is inherent in any individually underwritten 
plan. As noted with the two subgroups addressed above, we have presumed that 
NDPERS is allowed to isolate individuals into a separate subgroup whose claim 
experience and administrative costs do not financially impact the existing Program 
employers and plan participants. 
 
HIPPA portability and non-discrimination standards do not apply to individual coverages. 
Individual insurance carriers are free to medically underwrite all applicants, including 
dependents. Consequently, as long as NDPERS or its insurer conducts thorough medical 
underwriting of individuals and dependents, the underlying risk characteristics of the 
individual coverage pool should be no different than those of a comparable private sector 
insurer that utilizes standard industry underwriting techniques.  
 
Administrative costs, on the other hand, are significantly greater for individual plans due 
to the relative labor-intensive nature of underwriting and plan operations compared to 
group coverages. We note that the bill appropriates up to $300,000 for the biennium 
beginning July 1, 2009 to expand the Program to include all new plan participants. It also 
authorizes three additional full time employees to implement the bill. It is beyond the 
scope of this analysis to determine if the additional funding and staff allocations would be 
adequate to cover the additional administrative services that NDPERS would be required 
to provide due to the expansion of the Program. We suggest additional study be done to 
estimate additional administrative costs to PERS. 
 
Technical Comments 
 
The bill anticipates many of our technical concerns with similar previously proposed 
legislative initiatives. Specifically, it includes these conditions: 
 

• “The Board shall apply to the federal government to receive exempt status under 
the Employee Retirement Income Security Act (ERISA) to allow for the 



expansion of the uniform group insurance program [as contained in the proposed 
bill].” (Section 1). Further, the bill would not become effective until the Board 
receives notification that the proposed changes to the Program will not revoke its 
governmental exemption from ERISA (Section10). 

• The Board must determine that “utilizing medical underwriting requirements and 
risk-adjusted premiums does not violate [HIPAA].” (Section 10) 

 
Section 1 of the bill confirms that NDPERS must obtain prospective approval from the 
federal government that adding private sector employees and individuals would not cause 
the Program to lose its preferred governmental status and subsequently become subject to 
the regulations required of ERISA plans. 
 
Section 2 of the bill confirms that the Board cannot institute any underwriting practices 
that violate HIPAA’s portability provisions. As mentioned previously, adherence to 
HIPAA restricts the Program’s ability to exclude high risk individuals under group health 
plans. Of particular concern, temporary employees could not be individually medically 
underwritten.  
 
A nonfederal governmental employer that provides self-funded group health plan 
coverage may elect to exempt the plan from the portability requirements of HIPAA. 
However, because the proposed bill specifically calls for “an insurer to provide coverage” 
(Section 10), there is a question whether the self-funding option is available to NDPERS 
as a means to avoid HIPAA’s medical underwriting restrictions. Further, because the bill 
would extend coverages to private sector employees, there is also a question whether the 
governmental self-funding exemption option would even be available. These are 
questions for qualified legal counsel if NDPERS wishes to explore the pursuit of a 
possible HIPAA exemption by self-funding. 
 
Other Issues 
 
As written, the bill would cause NDPERS to compete with commercial carriers for non-
governmental group and individual coverages. This is likely to evoke challenges from the 
private sector. A less contentious alternative might be to enact small group/individual 
insurance reform legislation that creates better access for citizens of the State. 
 
Another area of discussion is how this proposed bill would interact with the 
Comprehensive Health Association of North Dakota (CHAND) program. CHAND does 
provide coverage to residents of the state who have been denied coverage or have 
excessive premiums due to high risk conditions. CHAND is offered on a guaranteed issue 
basis, without medical underwriting. There appears to be some potential overlap between 
what the proposed bill is attempting to provide (universal access to coverage) and this 
existing program for some, but not all, state residents that cannot obtain insurance 
coverage.. 
 
In recent months, there has been considerable national activity involving legislation to 
allow private sector access to public sector plans. Most of the activity has been with state 



retirement plans, but there have also been efforts to allow private sector participation in 
governmental health plans. Wisconsin, Minnesota, Connecticut. Michigan and California 
are five states that have considered such a concept. To our knowledge nothing similar to 
the bill proposed in North Dakota has yet passed in any state. Other jurisdictions, such as 
Massachusetts, New Hampshire and the City of San Francisco have enacted universal 
coverage plans, but none involve a state or local retirement system as the health plan 
access vehicle. 
 
Conclusions 
 
The proposed bill has addressed most of the technical concerns mentioned in previous 
legislation to expand coverage in the Program to private sector and individuals. Advance 
federal approval that adding private employees would not jeopardize the Program’s 
governmental status would be required. Also, the Board is required to comply with 
HIPAA portability and nondiscrimination provisions. 
 
Financially, the bill has two primary areas of impact. The first, added administration 
costs, have not been addressed in this analysis other than to point out that they could be 
significant depending to what extent they are handled by NDPERS staff rather than 
insurers. Section 9 of the bill appropriates up to $300,000 per biennium to fund added 
administrative costs for NDPERS. It is beyond the scope of this analysis to determine 
whether this appropriation or the additional three full time employees would be 
sufficient. 
 
As long as NDPERS is allowed to separate private sector groups, temporary employees 
and individual plan participants into their own distinct rating subgroups, there should be 
no direct financial impact to the existing Program. Any adverse claim experience from 
these non-governmental plan participants would be restricted to their own subgroup(s). 
The question then becomes whether the uniform group insurance private sector group and 
individual subgroups could effectively compete against comparable insurance company 
plans. The marketplace would ultimately make that determination. 
  
If individuals are not required to be offered group coverage, the ability to medically 
underwrite them should make their risk pool comparable to the private sector equivalent. 
Administrative costs, however, for individual coverage are substantially greater than for 
group coverages and it would have to be determined whether a NDPERS administered 
individual plan could compete on overall costs. 
 
The Bill is predicated upon the assumption that an insurance company will be willing to 
underwrite the new subgroups that would be offered coverage under the Program. 
Temporary employees have historically have not been a market segment that carriers 
have been willing to underwrite. Further, unless the board adopts insurance industry 
underwriting standards for private sector groups (which would result some being denied 
coverage), it is also doubtful carriers will underwrite this market segment. 
 



Gallagher Benefit Services, Inc. is not licensed to provide legal advice. If NDPERS 
desires to have a qualified legal opinion concerning this proposed legislation, we suggest 
that it consult qualified employee benefits legal counsel. 
 
We appreciate the opportunity to provide input on this proposed bill. Please let me know 
if we can provide any further assistance. 
 
Sincerely, 



 

 

DRAFT 
 
Date 
 
Representative Bette Grande, Chair 
Employee Benefits Programs Committee 
State of North Dakota 
Bismarck, North Dakota 
 
Dear Representative Grande, 
 
Re: Review of Proposed House Bill 90206.0100 – A bill relating to the creation and 
enactment of a new subsection to section 54-52-04 of the North Dakota Century Code 
to provide the public employees retirement system the authority to create a trust health 
care savings plan for all supreme and district court judges participating in the public 
employees’ retirement system. 
 
The following summarizes the above referenced proposed legislation and our 
assessment of the financial and technical impacts of the bill. 
 
Overview of the Proposed Bill 
 
As proposed, this bill would modify the State Century Code as follows: 

• It allows the NDPERS Board to create and implement an IRC Section 115 
(integral part governmental) Trust for retiree healthcare expenses for all state 
supreme and district court judges that participate in NDPERS if at least 75% of 
the active participating supreme and district court judges vote to approve the 
program. 

• If at least 75% approve the program, the contribution level specified in the vote 
applies to all current and future participating supreme and district court judges 
according to the plan document developed by the NDPERS Board. 

• The approved contribution level can only be changed by a vote of at least 75% of 
the total active participating supreme and district court judges at that time. 

 
Technical Discussion 
 
The state supreme and district court judges want a supplemental financial vehicle to 
allow pre-funding of eligible retiree healthcare expenses in a tax efficient manner. An 
IRC Section 115 Trust is one of several permissible funding vehicles that can be used 
by public sector employers and their employees to pre-fund retiree healthcare 
expenses. 
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Employee contributions can be made pre-tax to a Section 115 Trust.  In order to obtain 
this tax-favored treatment, all employees in the defined group must participate in the 
retiree healthcare pre-funding plan.  Participation cannot be elective. Contributions to a 
Section 115 Trust and interest earnings accumulate without taxation. Employees can 
direct their contributions to different investment options, if the plan is designed to allow 
this.  As long as the accumulated funds are used for qualified medical expenses, they 
are not taxed upon distribution. 
 
The Minnesota State Retirement System (MSRS) currently offers a Health Care 
Savings Plan (HCSP), which uses a Section 115 Trust as its funding vehicle.  For 
employees subject to collective bargaining, all employees in the bargaining group must 
participate.  For non-bargaining employees, all employees in a defined group must 
participate. 
 
What constitutes a “group” for Section 115 purposes is subject to some debate. 
However, one common definition is: 
 

“…individuals who become entitled to participate by reason of their being 
employees and whose membership is defined by objective standards that 
constitute an employment related common bond. This can include….members of 
a bargaining unit….nonunion administrative staff. Further membership can be 
restricted. Restrictions can be based on any objective criteria related to 
employment such as…job classification.”(1) 

 
Section 115 Trusts are subject to the non-discrimination rules for health reimbursement 
arrangements under IRC Section 105(h).  Violation of the non-discrimination rules by 
any participating employer has no effect on the tax exemption of the Trust. However, 
violation of the non-discrimination rules will cause the health reimbursement 
arrangement payments to be taxable for highly compensated employees of the violating 
employer. As long as the established Trust contribution arrangement is uniformly 
applicable (such as flat dollar amount or percentage of salary) to all members of the 
group, meeting the non-discrimination rules should not be problematic. 
 
IRS approval of a Section 115 Trust is not required. However, NDPERS may wish to 
consider requesting an IRS private letter ruling (PLR), especially if it intends to develop 
a proto-type plan document to be used by other employee groups that may request a 
health care savings plan in the future.  The PLR will give assurance to any future 
employee groups and NDPERS that the judges’ program meets IRS guidelines for 
compliance. MSRS obtained a private letter ruling from the IRS confirming the tax 
exempt benefit status of its HCSP  in July 2002, although it started  offering its HCSP a  
 
(1) International Foundation for Employee Benefits, “VEBA, Who May Be Eligible?” 
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full year earlier.  It is our understanding that IRS rulings on Section 115 Trusts take a 
minimum of six months after submission.  Because the ruling is not required, NDPERS 
could implement its plan before receiving the IRS opinion. This appears to be the 
approach that MSRS used. 
 
As drafted, HB 90206.01 will not reduce NDPERS’ GASB 45 OPEB liability. In order to 
affect its OPEB liability, the retiree healthcare funds must come from the employer, 
GASB’s irrevocable trust requirements must be satisfied and the funds would need to 
legitimately offset expenses otherwise incurred by NDPERS. 
 
Analysis 
 
There are two key questions to be answered regarding this proposed legislation.  First, 
do the supreme and district court judges constitute a “group” for the purposes of 
achieving tax favored status of employee contributions?  Second, does the bill meet the 
IRC requirements that all members of the group participate in the Trust with no 
opportunity for individual election? 
 
Regarding the first question posed above, it does appear that the state supreme and 
district court judges do constitute a distinct group. They are already a distinct group 
within retirement system. Presumably, they are not subject to collective bargaining. 
Therefore, using the definition cited above, supreme and district court judges constitute 
a group whose membership is “defined by objective standards that related an 
employment related common bond.”  The group is exclusive and limited to a finite 
number of active employees who are active participants in NDPERS. 
  
We have confirmed that the Minnesota State Retirement System (MSRS) does offer its 
Health Care Savings Plan (HCSP) to state judges.  MSRS is comfortable that the 
judges qualify as a group for the purposes of allowing pre-tax employee contributions.  
This should be reassuring to NDPERS in its consideration of HB 90206.01. 
 
The answer to the second question is relatively straightforward.  The bill requires 100% 
of the supreme and district court judges to participate in the health care savings plan if 
ratified by vote of the entire group.  Consequently, this IRC requirement for tax favored 
treatment of contributions would be met. 
 
Financial Discussion 
 
Although the bill is not specific about the sources of funding, we have assumed that 
there will be no direct employer contributions to the proposed health care savings plan. 
Consequently, contributions would be made by employees either through redirection of 
salary or transfer of future sick or vacation leave accruals. 
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If the above assumptions are correct, then the financial impact to the State from the 
passage of this bill would be twofold.  First, there would be implementation and start-up 
costs. These would include development of the plan document, communications 
materials/website development, external administrator selection (if applicable) and any 
indirect costs associated with NDPERS staff time to roll out the new plan.  These would 
be essentially one-time costs and would not normally recur.  We do not have enough 
information to accurately estimate total implementation costs, but they should not be 
significant. 
 
There would also be ongoing costs for the administration of the program. If plan 
participants are given different investment choices for their accumulated contributions, 
there may be financial management costs associated with these functions also.  
NDPERS would need to determine if it will absorb the administrative and financial costs 
or whether these costs will be assumed by the plan participants.  MSRS, for example, 
presently assesses participants in its HCSP .65% of their account balances annually to 
cover administrative costs. We are unable to determine if this assessment level would 
be adequate to sustain a similar NDPERS program whether claims processing is done 
internally (as MSRS does) or externally by a third party vendor, but it could serve as a 
reasonable starting point should the program be established. 
 
Conclusions 
 
From our understanding of the proposed bill, it does appear to meet the two critical IRS 
requirements for a retiree healthcare pre-funding vehicle to allow pre-tax contributions, 
tax free accumulations and tax-exempt distributions for qualified expenses. The 
supreme and district court judges appear to qualify as a distinct group to which the 
health care savings plan will be offered.  Further, the bill requires that 100% of the 
group participate in the plan, with no ability to opt-out. The fact that the MSRS offers a 
similar health care savings plan to its judges is reassuring that the proposed bill meets 
the IRS requirements. 
 
To confirm presumed tax favored status of the health care savings account (particularly 
if PERS expects other groups to request a similar plan in the future), we suggest that it 
consider obtaining an IRS private letter ruling, similar to the one obtained by MSRS. As 
a PLR is not required for Section 115 Trusts, NDPERS could implement the program 
prior to receiving the formal ruling from the IRS. 
 
Financially, the start-up costs for the health care savings plan should be nominal, but 
further discussion is needed to determine whether NDPERS or the plan participants will 
pay the one-time expenses.  On an ongoing basis, there will be recurring administration 
and financial management expenses. The amount of these expenses will depend 
greatly on the plan design selected and features offered.  A decision will need to be 
made whether these recurring costs will be paid by the State or NDPERS, the plan 
participants or both in some shared arrangement. 

U:\NDPERS Board\Memos\2008 Board Memos\October\Bill 206 analysis.doc 



Representative Bette Grande, Chair 
Date 
Page 5 
 
 

U:\NDPERS Board\Memos\2008 Board Memos\October\Bill 206 analysis.doc 

 
GBS is not qualified to render legal advice. As with all matters involving the 
interpretation of complex laws and regulations, we suggest that NDPERS obtained 
qualified legal counsel input before any final decision on this bill is made. 
 
 
We appreciate the opportunity to review and analyze this proposed legislation.  Please 
let us know if we can provide any further assistance. 
 
Sincerely, 

 
 
William F. Robinson, Jr. 
Area Senior Vice President 
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