TESTIMONY OF NDPERS

HOUSE BILL 1022

Mr. Chairman, members of the committee, good morning my name is Sparb Collins. |
am the Executive Director of the North Dakota Public Employees Retirement System or
PERS. With me is Sharon Schiermeister, our Chief Operating Officer. Today we
appear before you to give you an overview of our agency, our work efforts and our

budget request.

Agency Overview

First let me start by providing an overview of our agency. PERS is directed by a Board
composed of the following members:

Chair (appointed by Governor) Jon Strinden
Appointed by Attorney General Tom Trenbeath
State Health Officer or Deputy Arvy Smith
Elected Levi Erdmann
Elected Joan Ehrhardt
Elected Mike Sandal

Elected Howard Sage



Administratively PERS is organized as illustrated:
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Please note that our organization chart has changed since last reviewed with you. We
have added a COO (chief operating officer). Our Finance Manager fills both roles within
our organization, so the addition does not represent a new position but rather a

refinement of our organization.

The PERS program responsibilities fall under two broad categories — retirement and
group insurance. Section 54-52-02 states the overall mission for the retirement

program as: “...to provide for the payment of benefits to state and political subdivision
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employees or to their beneficiaries thereby enabling the employees to care for
themselves and their dependents and which by its provisions will improve state and
political subdivision employment, reduce excessive personnel turnover, and offer career
employment to high grade men and women”. Similarly, state statute establishes the
overall mission for the group insurance plan as: “In order to promote the economy and
efficiency of employment in the states service, reduce personnel turnover, and offer an
incentive to high grade men and women to enter and remain in state service, there is

hereby created a uniform group insurance program”.

Concerning the retirement programs, the following table gives you an overview of the

programs and some statistical information:

January 1, 2013 RETIREMENT PROGRAMS
MANAGED AND ADMINISTERED BY NDPERS
| TOTAL Main D.C. Highway Law Job  DEFERRED HEALTH
RETIREMENT System 401(a) Patrol Judges Guara EnforcementService COMF CREDIT
PARTICIPATION
AGENCY
State 95 95 32 1 1 1 1 1 89 95
Counties 49 48 11 35 49
School Dist 114 114 18 114
Cities 81 75 6 34 81
Others 73 73 29 73
412 205 412
EMPLOYEES
State 10,512 10,014 219 141 47 36 37 18 4,561 10,512
Counties 3,583 3,388 129 580 3,583
School Dist 4,988 4,988 75 4,988
Cities 1,475 1,431 44 225 1,475
Others 557 457 189 557
Retirees 7,816 7,214 49 109 22 12 11 120 4,442
28,931 27,492 268 250 69 48 221 138 5,630 25,557

As you will note, our agency is responsible for the administration of approximately 10
different retirement plans. The Law Enforcement Plan is divided into two plans, those
with past service and those without. Several of the above plans were assigned to our
agency by the 2001 and 2003 legislative session. Those were the Job Service
Retirement Plan and the Law Enforcement Plans for political subdivisions. The Law
Enforcement Plan has since been expanded to certain state employees. The 401(a)

plan or optional defined contribution plan for non-classified state employees was
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assigned to our agency in 1999. The other retirement programs have been a part of
PERS since the 1980’s. You will note the largest retirement plan we administer is the
Main/Hybrid retirement system which provides services to not only the state, but also to
political subdivisions. In this plan about 50% of the active members are state
employees and 50% are political subdivision employees. School districts are our second

largest group followed by counties and cities.

Some historical statistics about the retirement plan include membership:
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Of this, the number of active members has grown:

NDPERS Retirement Actives

(Main System, Judges, Guard, Law Systems)
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The number of retired members has grown as well and at an even greater rate than our

active members:
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Another interesting statistic about the retirement plan is since 1977 the PERS plan has
received approximately $1.1 billion in contributions and as of the last fiscal year we had

$1.7 billion in assets. During that same period we paid out about $1.1 billion in benefits.

As we look to the future, we see the retired membership continuing to grow and the
number of active members remaining about the same. Servicing the present and future

needs of the retired membership is going to be a growing challenge for NDPERS.

In addition to the administration of the traditional retirement plans, PERS administers
the state’s supplemental savings program as well. The membership in that program

has also grown over the years (this shows both active and inactive accounts):

NDPERS

Deferred Compensation Plan Membership
10,000

8,000 //
550% Increase
6,000 0

4,000 / /
2,000

* - Estimated

We are pleased by this growth since it is important that our members save for
retirement. In 1999 the legislature started the PEP provision in our retirement plan,
thereby turning the Main plan into a hybrid plan to encourage employees to do

supplemental savings. You can see that program has been successful.
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Deferred Compensation offers our members approximately 8 different providers to

choose from including the PERS Companion Plan (presently with TIAA-CREF) and:

American Trust Center Jackson National
AXA Equitable Nationwide Life
Bank of North Dakota VALIC

Hartford Life Waddell & Reed

Concerning the group insurance programs, the following gives you an overview of the
programs and some statistical information:

January 1, 2013 GROUP INSURANCE PROGRAMS

MANAGED AND ADMINISTERED BY NDPERS

HEALTH LIFE DENTAL VISION EAP FLEXCOMP LT Care
PARTICIPATION
AGENCY
State 95 95 85 20 95 77 95
Counties 51 51
School Dist 68 65
Cities 65 55
Others 70 34 20 3
379 335 85 20 115 80 95
EMPLOYEES
State 14,774 15,137 5,636 6,696 16,067 2,755 55
Counties 2,270 2,569
School Dist 1,273 327
Cities 1,642 270
Others 540 340
Retirees 6,389 2,800 1,531 1140
COBRA 354 41 44
27,242 21,443 7,208 7,880 16,067 2,755 55

As you will note, the largest responsibility in this area is the health plan. In this program
about 54% of members are state employees and 46% are political subdivisions or other
groups such as retirees. This biennium one of the challenges we faced with the health
program was the enactment of federal health care reform. In response, we took the
following actions:

1. Maintained the plan as a grandfathered plan under the law which means we

do not have to comply with all the provisions.
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2. Applied for the subsidy for providing services to pre-Medicare retirees

3. Implemented the required plan design changes.

The following table shows the history of the membership in the health plan:

NDPERS
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In the late 1990’s the Employee Assistance Program, Long Term Care Plan, Dental

Plan & Vision Plan were added to PERS. The other group insurance programs have

been a part of the agency since before 1990. The following table is the history

programs (not including the EAP):
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The Flex Comp Program which has been a part of the agency since 1989 allows
members to pretax certain insurance premiums, dependent care expenses and medical
expenses. The following tables show the history of the number of members and
deferrals:

NDPERS Flexcomp Participation
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NDPERS Flexcomp Participation
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As the above shows, the number of members participating in the program has
decreased slightly as well as the average and total deferrals. One of the reasons for
this decline is the Affordable Care Act (ACA) which limited the total deferrals to the
medical account to $2,500 - the old limit was $6,000. As we look to the future with the
limitation in place, we believe that we will have to make it easier for members with
smaller accounts to join the plan. The primary reason they do not is the paper work. In
recognition of this, we have changed the claims processing format this year from using
PeopleSoft to hiring a new claims payment firm - ADP. This new format will add
additional options for claims payment processing beyond the traditional paper process.
The new options are a debit card, auto adjudication and mobile applications. This will
make it easier for our members to use this program and will facilitate small accounts.
As we look to the future, we expect to see the number of users increase. Please note
that we are seeking a continuing appropriation in SB 2060 to pay the claims processor
(approximately $95,000 per year or $190,000 for the biennium) from the savings that

accrue from this program.

While we have been serving more members in more programs over time, we have also
been serving more employers as they join PERS. The following table shows each
employer relationship for each program (an employer in more than one program would

count more than once):

NDPERS
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As shown above, PERS has faced two challenges over the years. First, is the growth of
program responsibilities. Second, is the growing membership needs for assistance.
We have also tried to meet the needs of our members and monitor how we are doing by
sending to them a rating card. The following are the responses:
NDPERS
Member Report Cards

Courtesy you received from NDPERS staff?
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=
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Member Report Cards
Promptness of NDPERS response to your inquiry?
4.0+
3.0171
=
S 2.01]]
]
1.0171
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Year

As the above shows, we have been able to maintain a positive rating by the members,

but we note we can do better and will continue to work toward that goal.
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We are also concerned with maintaining the quality of what we do. To that extent, we
have sought national review of our systems and other reviews as noted in the following:

e We have received the Public Pension Achievement Award and the Recognition
Award for Administration.

e We have received the Certificate of Achievement for Excellence in Financial
Reporting for the past 16 years (1996-2011).

e We have had unqualified audit opinions for over 22 years.

At this time, I will turn the presentation over to Sharon Schiermeister to review our work

efforts and budget request.
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PERS Business System Replacement Project

Several bienniums ago, you approved funding the replacement of our business system.

The following was the schedule we discussed:
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| am pleased to report to you that our project was officially completed this last year. We

went live as projected in October of 2010 after three years of development. The

employee portal for retirees was completed in January 2012 and the portal for active

employees was completed in 2012 and was successfully piloted to employees of select

agencies in this last open enroliment. We will now roll it out to our other active

members in 2013 so it can be used by all members during the 2013 annual enrollment.

The project was completed within budget.
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The new employee portal will offer the following capabilities to our members:
* View
— Demographics
— Benefit Plan Enrollments including
* Member Account Balance
* Levels of Coverage
* Dependents
* Retirement & Life Beneficiaries
— Service Purchase Contracts
— Retirement payment history and 1099R tax forms
» Update Demographic details
* Enroll in eligible benefit plans
— Update to enrolled plans
* Report a Death
* Request an Appointment
e Submit On-line Question
* View & Enroll in Upcoming Seminars
* Perform Retirement Benefit Projections
— Includes:
* Ability to forecast salary increases
» Service purchases cost & affect
» Deductions (Insurances, Income Tax)
» Perform Service Purchase Projections
— Includes:
» Cost Calculations

* Installment Payment Schedules
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2011-2013 Initiatives

The following are some of the major initiatives done this biennium.
* Health Plan
— Completed a competitive bid process (two bidders)

— 12.9% active increase (about a 10% increase to the state)

State Health Premium Percentage Increase
From Previous Biennium

(Excludes Plan Design Changes)
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— No retiree increase

— Developed additional reserves

— Continued implementation of health care reform

— Developed a proposal to eliminate the State’s $65 Million OPEB liability
(except for legislators) (HB 1058)

— Added a new Wellness Provider

— Completed our annual flu shot clinics in Bismarck together with the Family
Practice Center (1059 shots in 2012 and 1397 in 2011)

— Implemented a new HDHP/HSA plan as part of the PERS Health Plan and

offered it to state employees
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Dental Plan

Completed a competitive bid process (over 10 bidders)
Selected a new vendor
* 7% reduction in rates
» Addition of an optional network for member use (60% of claims

already go through the new network)

Vision Plan

Completed implementation of a competitive bid process (3 Bidders)

35% increase in participation during open enrollment

Added a vision network

Life insurance

Completed implementation of a competitive bid process (9 bidders)
Basic life coverage for active employees increased from $1,300 to $3,500
Reduced the employee and spouse rates an average of 18% and 26.5%,

respectively

Flex Program

Completed a competitive bid process (12 bidders)

Selected a new vendor

Adding new services for members

* Debit cards

* On line claims submission

* Mobile applications

* Auto substantiation

* Expanded service center hours

Retirement Plans

Completed Asset liability Study for the PERS Retirement Plan
Implemented the first two years of the four year recovery plan for the
PERS Retirement plans and submitted the second 2 years of the recovery

plan for consideration this session (SB 2059)
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Selected a new Defined Contribution and Companion Plan Provider

Completed a competitive bid process (8 bidders)
Selected a new vendor

— Lower administrative fees for members

— Revenue sharing

— Greater fund selection in mutual fund window
— 280 days of on site counseling versus 21
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PERS Budget

The proposed budget before you today is basically a hold even budget and is all special
funds. With the system replacement project and our other efforts, the challenge we face
in the next biennium is just keeping up with our existing commitments. Consequently,
no new major initiatives or new FTE are being requested in the proposed budget. The
budget also does not include any increase in costs related to Health Care Reform; any
additional costs incurred as a result of this will be paid through the Contingency Line

Item if and when they arise.

The following is a summary comparing the current budget to the Governor's Executive

Recommendation, which is a 3.35% increase:

2011-2013 2013-2015

Appropriation Recommendation Change
Salaries $4,563,507 $5,206,609 $643,102
Operating 2,054,383 2,258,894 204,511
IT Project carryover 597,338 0 (597,338)
Contingency 250,000 250,000 0
Total Base $7,465,228 $7,715,503 $250,275

Breaking down the recommended budget further by percent we find:

2013-2015 Percent of
Recommendation Total
Salaries $5,206,609 67%
Operating 2,258,894 29%
Contingency 250,000 4%
Total Base $7,715,503 100%

The salaries and wage line item is 67% of our budget and supports 33 FTE. The

changes to this line item are shown below:
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Salary and Wage Line Item Adjustments

Cost to continue current salary and benefits $156,756
Executive Compensation Package $374,229
Retirement and Health Insurance Increases $112,117

TOTAL | $643,102

The following graph shows the challenge we face in the salaries for our employees by

looking at compa-ratio (C-Ratio)
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The above shows:
* 18 out of 33 (55%) of the NDPERS employees are in the first quartile, many at
the very bottom. Average years of service for these employees is 8.1 years.
* 21 out of 33 (64%) are below a .90 C-Ratio. Average years of service for these

employees is 10.1 years.
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Overall, the agency C-Ratio is .87 or 87% of the market policy point. As a result, we
support the efforts in the Executive Budget to help us move more of our employees from
the bottom of the pay grade towards the market policy point and to provide pay for
performance for our employees. If these issues are not addressed, we are concerned
that the agency will see increasing levels of turnover and create a situation where we
cannot attract new employees of the same caliber of those who leave, causing us to

lose expertise, effectiveness and efficiency.

The operating line item is 29% of our budget and you will note that it has increased

from the 2011-13 biennium. The changes to this line item are shown below:

Operating Line Item Adjustments

Remove one-time expenditures for office equipment that was $ (40,200)
purchased in the current biennium and also reduce the amount
budgeted for temporary contract labor to assist with annual

enrollment

Increase IT-Contractual Services to fund 24 months of payments $245,930
for the licensing fee paid to our software vendor for the PERSLink
System. The current biennium only includes 13 months of
payments. Funding was also included to cover projected rate
increases for services provided by our software vendor.

Increase in IT-Data Processing to fund projected rated increases
for services provided by ITD

Increase in IT Equipment to fund replacement of computer $35,200
hardware and software in accordance with the agency’s 4 year

hardware replacement cycle.

Increase in postage, office rent and OMB central service allocation | $54,581

costs due to inflation

Remove one-time expenditure to implement the High Deductible $(91,000)
Health Plan and Health Savings Account.

TOTAL $204,511
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The agency had a carryover appropriation of $597,338 from the 2009-2011 biennium for
IT contractual services, which was used to complete the PERSLInk IT project. The
project will be completed during the 2011-2013 biennium; therefore, these costs will not

be carried forward into the 2013-2015 biennium.

Mr. Chairman, members of the committee, | would also like to take this opportunity on
behalf of PERS to thank you for your past support. Together we have provided to our
members valuable benefits that have truly made a significant difference in people’s lives
and helped to support the economic health of North Dakota. We look forward to
continuing to work with you in the future. Again, thank you and this concludes our

testimony.
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