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Areas ofi Review:

[Last Legislative Session

Health Insurance premmms (plan design will be
discussed at a future meeting)

Retiree Health Credit
Retirement Benetits



LEGISEATIVE
UPDATE



[Legislative Session
15 balls

i 7 Health
I PERS
6
o & Retirement

2 PERS
6

Several health amendments



B 2058 (PERS)
Deterred Comp Plan

Main Retmement System
Retmee Health Plan

Petimed Contribution
Program



SB 2058 (PERS)
Deiered Comp) Plan

PDomestic Relation Orders

. Relates to the division oif a
members acecount 1m the case
ol a diverce



SB 2058 (PERS)
MAIN RET. PLAN

Deimition off “cligible employec™ {rom: S
months to 20 weeks

Clarifics participation ofi elected and
appointed oiificials

Allows trustee to trustee transters

Changes multiple plan membership
PLOVISTONS

USERRA



SB 2058 (PERS)
MAIN RET. PLAN

Conifidentiality: Provisions

Updatertedenal compliance
PLOVISIONS

Employer purchase of up to five
years and' sick leave



SB 2058 (PERS)
Retiree Healtlh PICAN

Coordinates the etiiective date
for membets, to receive the
ictinee health credit wathi the
elitective date tior retirement
benetits



SB 2058 (PERS)

Pefined Contribution: Plan

Addrtional employer
contrbution

USERRA

Timetrame for refunds



e=Total Contributions eTotal Value




SB 2059 HP System

Provisions similar ter Main



SB 2033 — New Plan

Provides for an earlier normal
retirecment date

Cost of mcluding state was, about
$1 million (AG, DOC & G&F)

State amended out

Passed for political subs only,



SB 2335 — Investments

Required a 5% allocation offassets 1o
altermative myestments

.25% 1o be imnvested 1 North IDakota
alternative imvestment

Above provisions amended o

PERS alicady has substantial mnvestment 1
North Dakota



North Dakota Investments

4() million a’ year i pension payments

38 million myvestment pool through BND

Venture Capital commitment



Other Retirement
[Cegislation

SB 2013 — DPI Employees
HB 1063 - OASIS

HB 1064 — Job Service
Retirement



HIEALATE
INSURANCE



Health Insurance — Future Prospects

Estimated national trends
L 14.5% mecrease im 2003
2. 13%, mcrease i 2004

Eor RERS this would mean another 25%) to
30% mcrease; im 2005



M Single MFamily EIFamily 3+




M Single MFamily




FEuture rates (14% per year)

Present 2005 — 07 Rate
Non Med Single ™ [$351 $450
Non Med Fam. — [$702 $899
Non Med . 3+ | $878 $1,124
Med One/under | $522 $668
Med Single $212 $271
$415 $5311

Med Family,




PRE — Medicare Retiree

Rates set 1n statute (NDCC 54-52.1-02)

. Sigle 1s 150%, oii active simgle
2, Bamily 1s/ 2 times| single
3. Family of 3+ 1s 2.5 times single

I 2002, the nen-Medicare contracts had
$4.,292.359 in premium and the NDPERS Health
Plan paid $4,795,321 in claims & adminiStration.
This isia difference ot $502,962 or: a subsidy: of
$46.16 per contract per month costing active
contracts a little over $1 per month.






99-01 NDPERS RATE = $500.38
01-03 NDPERS RATE = $570.00
03-05 NDPERS RATE = $702.47




PRE — Medicare Retiree

Billed rates alsorbenefited [rom: gaim sharmg,
Average 1s about $ 10 per month reduction.



PRE — Medicare Rates

Total average subsidy: per contract - $56 per
monibi

i 946 per month i rating

o 910 per month m gain sharing

AVerage premium per contiact 1S approx.
$480

Avernage reduction 1s about 10%



Medicare Rates

Group rate 18 actuarial detemmined on 1ts, own

Group 1S getting an average of $ 10 per month
gain Shaning



CLAIM TYPES
HHOSPITAL  DPHYSICIAN  @PHARMACY {=TOTAL —TREND




CLAIM TYPES
HHOSPITAL  DPHYSICIAN  @OPHARMACY [=TOTAL —TREND




Medicare Retiree’s

About 1/3 of costs are for Rx
Congress presently working on Rx beneiit

Set a date o Oct 17 for conference
committee

Help i this arca could reduce our premiuinm
COSIS



Comparison of Coverage under Proposed Medicare Prescription

Drug Program

House Version

Senate Version

Deductible

$250

3275

Initial Tier of Coverage

$251 - 52,000
Beneficiaries pay 20% of

drue cosis®

$270 - 54,500
Beneficiaries pay S0 af

u".-".'.-_“..f WIATA)

Mo Coverage
(“Doughnut Hole™)

$2.001 - $4.900
Beneficiaries pay FEN%4 af

drie cosis®

54,501 - 55815
Beneficiaries pay JONEG af

u".-".'.-*..: W AT

Catastrophic Tier of
Coverage

$4.900 4
Beneficiaries pay (%% of

drie costs. (overgee

- = T, . I e T B ’
l'l"l.'.L,’:'.'.' N WREH .’:'-'.".'.'L_'.l TCHFTEN

ouf-of-pockei spending on

drues reaches 53, 3000 #

53,813 4

Beneficiaries pay 100% of
dirtie costs. Coverage beging
when beneficiaries” our-of-
pocket spending on drugs

reaches 53,700,

* The House Wavs and Means Commiittes provides a descrphion of the House version i ils Jae 27, 2003 release

{hdtp Sy sandmeains bouse gov i that 18 semewhat brefer than the summary bere. The Commitios deseniption states that Madscare
paya 805 of dnug cosis betwoon 5251 ad 52 000 aied the beneliciary pays 20% 11 also states that the catastrophic coverage begins
when a beneficiary s sut-ol-pocket spending on drugs reaches 33500 and that 10084 of the costs are covered. The description does
not e hude the S4, 900 amount, which s meladed here in order to provide an asalysis that mere closely matches the Senate version.




Retiree Health
Credit



Programs, Benefit

Vesting in Benefit: 120 months - Highway Patiol36
months - PERS Main System, Judges, National
Guard, Detined Contribution

Goal: Increase retiree health insurance credit to reduce
the health premium: (or retiiee MmSunance coverage.

Benefit Formula: $4.50 for cach year of credited
service

Example: $4.50x 25=5%112.50
Contribution_ 1%




Plan History

1989 - Plan started. Credit was $3 per year: of
SCIVICE

1991 - Credit was increased to $4.00) per
year oii Service

1993 - Credit mmcreased to $4.50) per year of
SCIVICE



Retiree Health Credt Challenge — Support for retiree premiums

Year

1989

1991

1993

1995

1997

1969

2001

740)0)¢

240)0)5)

Credit

$3.00
2000
$4.50
$4.50
$4.50
$4.50
$4.50
$4.50

$4.50

Credit with | NonMedicare

20 Years

of Service

$60.00
$80.00
$90.00
$90.00
$90.00
$90.00
$90.00
$90.00

$90.00

Family;
Premium

$360.07
$321.00
$368.00
$390.,00
436,48
$500.38
$570,00
$702.47

$835

)

17%

25%0

2495

23%

21%

18%

1656

13%

11%

Medicare
Family:
Premium

$190.50
$230.00
$230.00
$239.00
$264.98
$308.62
$339.30
$415.18

$502

)

51%

35%

359%

568%

3549

29%

2796

22%0

18%



2003 Actuarial Valuation: -
Retiree Health Insurance Credit Eund

2003 2002 Change
Total Numberoi:
Active Miembers 17,545 17,462 0.5% 1ncrease
Average Age of 4 month
Active Members, | 45.9 years 45.6 years Increase
Average Annual
Salary; $28,335 $27,285 3.8% increase
Total Payroll $497 million $476 million 4.4% increase

North Dakota Public Employees Retirement System



Retiree Health Plan

Retums tior 2005 were approx. 3.4%6
ILoss of 4.6% for year (8% -3.4%)



Retiree Health Insurance Credit Eund
2002 te 2003

Employer Cost Rate, 2002 02985
Plan Experience 0:00%

Employer Cost Rate, 2003 0.98%

Statutory: Rate; 2003
00

Contribution Margin
0:02%

North Dakota Public Employees Retirement System



Retiree Health Insurance Credit Fund

- Funded Ratio

Actuarial

Accrued Actuarial Value

[Ciabilities of Assets

(mullions) (mulliens) Funded Ratio
1994 $42.0 $ 8.1 19.3%
1995 46.6 10.7 23.0%
1996 47.0 114 24.3%
1997 51.8 184 26.4%
1998 54.7 16.3 29.7%
1999 57.6 19.4 RRNAZ
240)010) 61.9 22.6 36.5%
2001 65.5 24.8 37.8%
24010) 69.0 26.4 38.3%
2003 72.0 27.5 38.2%

North Dakota Public Employees Retirement System



Retiree FHealth Insurance Credit Eund

Assets, at Market Value, total $25.4' million

Assets, at Actuarial Value, total $27.5 million
(103% o Market Value)

Market Value rate of retumn was! 3.64%

Actuarial Value rate of return was! 0.80%;

7.20% less than the 8.00% imvestment retur
assumpLion

North Dakota Public Employees Retirement System



RHICEFE - Projected Funded Ratio and Contribution

Margin (Assumes| 8.0% returns for EYE 2004  and afier)
FYE Funded Ratio (AVA)  Eunded Ratio (MVA) Margin

_ 2003 31870 350 0:00%
2004 3956 37% -0:02%
2005 3756 39% -0:04%
2006 3756 405 -0:05%
2007 31870 42% -0:05%
2005 39% 43%0 -0.06%
2009 4070 449 -0:06%
2010 42%0 45% -0:06%
201 43% 475 -0L07%
2012 449 4850 -0L07%
2013 44% 49% -0:08%0
2014 45% 50% -0L08%0
201'S 4650 51% -0:09%
2016 47% 51% -0.10%
2015 47% 520 -0.10%
2015 48% 53% -0L 1'1%

OO0 BSOS ReQexNy =OOeORMMe TN XOMOM Ee ¢HeeM O



RHICEFE - Projected Funded Ratio and Contribution

Margin (Assumes 10.3% veturns for EYE 2004 and afier)
FYE Funded Ratio (AVA)  Eunded Ratio (MVA) Margin

_ 2003 38%0 3570 0:00%
2004 390 3756 -0:01%
2005 3756 4050 -0:03%
2006 376 4290 -0:04%
2007 39% 44% -0:045%
200 419 4650 -0L045%
2009 43%0 4850 -0L045%
2010 4450 5070 -0:03%
201 4650 5250 -0:03%
2012 4850 5450 -0L02%
20113 5070 56706 -0:02%
2014 526 8% -0L01%
201’5 545 60% 0007
20116 99% 62% 0:01%
2015 570 65%0 0:.02%
201's 60% 67% 0:03%

OO0 BSOS ReQexNy =OOeORMMe TN XOMOM Ee ¢HeeM O



Future fund prospects:

I Eund 'willinot be able torsuppori
enhancements for themext 10 years

2. Fund may necd additional
contrbutions to; SUPPOLt existing
benetit structure unless the market
mereases. Increased amount could be
1 0ror more of contributions



National trends

Privaie employens are reducing retiree health
COVerage

Public sector employers are making some
mino changes, to ieduce; the rate ol mcerease.



Where should PERS go?

Options
Mamtaim: existing system
Propose change to PiciVied rating

Request additional contribution toy Support
EXISting prograi

Propose change tor Increase Credit



Increase Credit

Increase Credit by .50 cents would cost about . 149
ol payroll

Total payroll in 2002 was, $476,500,000

Contribution mcrease would be about $667,000iper
year.

Would inecrease contributions from 1% to: 1. 14%

[ addition contributions may need to menease
existing program by .10 or more.



PERS RETIREMIENT
PLAN



RETIREMENT FUTURE EXPECTATIONS —
Three years ago

On Marxch 1052000, Nasdaqg was at 5.048. Today
it's a little over 1.800:

Threeyears ago the dot-com bubble had not
entirely burst.

Accounting firms bragged in advertisements
about theiraggressive consulting services

Eoreign policy ranked almost:dead Iast on a list
ol America’s top concerns

Hnron was trading in the neighborhood oli$30
pex: share and Fortune Viagazine called them
Americas most innovative company;

Corporate governance was a topic best left to
academics



2003! Actuarial Valuation -

Maim: System

2003 y{\ [1) Change
Total Number of
Active Members 17,101 17,039 0.4% increase
Average Age of 5 month
Active Members 46.0 years 45.6 years increase
Average Annual
Salary $27,751 $26,824 3.5% increase
Total Payroll $475 million $457 million 3.9% increase

North Dakota Public Employees Retirement System



Main System -
2002 10: 2003

Employer Cost Rate, 2002 4.42%
Employer Cost Rate, 2003 5.51%
Total Change i Contribution Rate 1209%
Statutory: Rate, 2003 4.12%
Contribution Margin, 2003 (1.39)%

North Dakota Public Employees Retirement System



Stignificant IFactors Adiecting the
Employer Cost Rate-IMain System

IE0Ss on myvestments

(Investments under performed assumptions)
Assumption changes
Benefit improvements
IE0Ss on retirenents
[Loss on actual contributions received
Effcct of mamtaimimng 20-year amortization
Gain on salary mcneases
ILess onl turnover
LLoss on active montality

(Eewer deaths than assumed)
Retired mortality,
Miscellaneous - all ethers

North Dakotp Sk applRyees REUGHRAIL SR R ate

0:94%
0:00%

0.108%
0.02%
(0.02)%
(0.08)%
0.05%
0.03%

0:00%
0.05%

1.09%

0:00%



Main- Eunded Ratio

Actuarial
Accrued:
[Liabilities
(millions)
1998 $710
1999 831
20010 879
2001 994
20102 1,087
2003 1,170

Actuarial Vialue

of Assets
(millions)

$ 766

901
11,0110
15096
151310
1,145

North Dakota Public Employees Retirement System

Eunded Ratio

1115
109%
11155
1105
1045

98%06



PERS Main - Projected Funded Ratio and Contribution

Margin (Assumes 8,056 annual market value returns for EXE

FYE Funded Ratio ( A%(%Sél ai;iﬁlnaggaﬁ)atio (MVA)  Margin

_ 2003 9870 925 -1.4%
20004 92% 1% -2.4%
2005 8670 1% -3.5%
20)0)6 83% oY% -4.1%
2%0)0)7 83% oY% -4.3%
2005 83% 1% -4.4%
2009 82% 90% -4.5%
20110 82% 90% -4.5%
2011 82% 9070 -4.6%
2012 82%0 90% -4.7%
2013 82%0 90% -4.7%
2014 82% 90% -4.8%
20115 82% 90% -4.8%
2016 82%0 90% -4.8%

Nor?(rQ[l;gkota Public Emplogge%)Retirement System 907 -4.9%
2018 830/ 90% 4.9%



PERS Main - Projected Funded Ratio and Contribution

Margin (Assumes 10.3%, annual market value returns, for EYE

FYE Funded Ratio ( A%(%Sél ai;iﬁlnaggaﬁ)atio (MVA)  Margin

_ 2003 0870 925 -1.4%
20004 925 93% -2.4%
20)0)s) 88%0 95% -3.3%
20)0)6 86%0 9% -3.7%
2%0)0)7/ &7% 99% -3.5%
2005 9% 101% -3.2%
2009 90% 103% ~-2.9%
20110 92% 1067 -2.5%
2011 95%% 10350 -2.1%
2012 9175 I11% -1.7%
2013 995 113% -1.2%
2014 102% 1'16% -0.6%
20115 105% 120% 0.0%
2016 108% 123% 0.6%

Nor%rglll;gkota Public Emplcl;yleé%r{etirement System 127% 1.3%0
201’5 1'14% 131% 2.0%



PERS ILonger-Term Margin
Analysis

Questions, to be considered:

. Whatis the estimated long-term impact to contribution margins
and' funded natios 1 8107 retunn assumption: 1s met?

2 What 1s the estimated long term impact it 10.3%, expected returnn
1S met?

3. What estimated return isineeded to return to positive mangins by:
20087

4 Is the asset smoothing method working? s there a better
2006 soadowalivedexny <OoOedRmMMe TN eXOMOM me XM O



What average retumn. 1s iedquired?

To seturn to pesitive margins, by

EYE Avg, Retunn:

2005 16.6%0
2010 13.4%
20112 111.8%

0060 sO&O655 Redexy —=odedrn me =mexXaOmomme oRemO



How: are others Doimg?

State debates KPERS funding

ILegislators mull future off KPERS

Cozy state pension deal costs taxpayers: billions
State workerslose 401(J) employer match

Ohio Teachers® Union Sues Retirement System Over
Health-Care Increase

State's pension fund almost $2.5 billion in the hole
Oregon Voters Asked for Pension Help



How: are others Doimg?

Montana retirement plan facing financial troubles
City Pension Funds/in Red
Public pensions far shoxt

The 123 public pension funds that operate statewide, covering both: state and
locall workers, have $180 billion Iess in assets than they need to cover: thein
long-term benefit obligations, reponts' Wilshire Associates, an imvestment
adviser i Santa Monica, Calif.

W.Va. in deepest pension peril
Rhode Island: cities, towns face pension hike next year
Oregon LLawmakers Struggle With ILast Pension Reformi Piece

Automatic increases in pensions hit nerve
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