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North Carolina General Assembly
House Committee on Pensions & Retirement

'MINUTES

~

Wednesday, March 4, 2009

The House Committee on Pensions and Retirement met Wednesday, March 4,
2009 at 10:00 a.m. in Room 415 of the Legislative Office Building. Members
present were: Representative Tucker, Chair, Representatives Bell, Folwell, Hurley,
and McGee, Vice Chairs, Representatives Farmer-Butterfield, McLawhorn, Ross and
Tolson. Twenty visitors attended and a visitor's registration sheet is attached and
made part of these minutes.

Chairman Tucker called the meeting to order and welcomed everyone. He
then recognized the Pages and asked them to introduce themselves. They were:
Melissa Young, Caswell County, sponsored by Representative Faison and Van,
Johnson, Chowan County, sponsored by Representative Spears. Sergeant-at-Arms
assisting with the meeting were Reggie Sills, Michael Martin and Dusty Rhodes. He
also recognized Staff, Karen Cochrane-Brown, Theresa Matula and Stanly Moore.

The Chair introduced State Treasurer, Janet Cowell to make a few remarks
on the North Carolina Retirement System. She introduced Michael Williamson,
Director of the North Carolina Retirement Systems Division to give a PowerPoint
presentation. (Attachment #1). He also passed out a worksheet that lists the total
number of active and retired members within the Chair's respective district that
have accounts with the retirement system. (4ttachment #2). Mr. Williamson
introduced Tony Solari, Legislative Director, David Starling, Director of External
Relations and David Vanderweide, Policy Director and stated they would be
available to answer any constituent issues. Questions and discussion followed.
Chairman Tucker thanked the presenters.

The Chair recognized Representative Howard to present HB 5 - AN.ACT
TO INCREASE-THE MONTHLY PENSION FOR MEMBERS OF THE FIREMEN'T
AND RESCUE SQUAD WORKERS' PENSION FUND. (Attachment #3). A PCS
was presented and Representative McLawhorn moved to approve the PCS for



consideration. Motion passed. Representative Howard explained the bill.
Representative Farmer-Butterfield made a motion to give the PCS a favorable
report, unfavorable to the original and refer to the Committee on Appropriations.
Motion Carried. Chair asked Staff to comment on the actuarial note.

Chairman Tucker called on Representative Owens to present HB 94 - AN
ACT TO AMEND THE DEFINITION OF RETIREMENT TO CLARIFY THAT
SERVICE AS AN UNPAID VOLUNTEER IN A LOCAL SCHOOL
ADMINISTRATIVE UNIT IS NOT CONSIDERED SERVICE FOR THE
PURPOSE OF THAT DEFINITION. (Attachment #4). A PCS was presented and
Representative Tolson made a motion to approve it for consideration. After
Representative Owens explained the bill, Representative Falwell moved for a
favorable report to the PCS, unfavorable to the original and go directly to the
house floor. Motion carried.

There being no further business, the meeting adjourned at 10:45 a.m.
Respec‘rfully submitted,

Represen'ra'hve Russell Tucker, Chair

Sally Gillis] Committee Assistant



NORTH CAROLINA HOUSE OF REPRESENTATIVES
COMMITTEE MEETING NOTICE
2009-2010 SESSION

You are hereby notified that the Committee on Pensions and Retirement will meet as
follows:

DAY & DATE: Wednesday, March 4,2009 '
TIME: 10:00 A.M.

LOCATION:  Room 415SLOB

The following bills will be considered (Bill # & Short Title & Bill Sponsor):

Bill # Short Title Sponsor .
HBS Increase Fire and Rescue Benefits Representative Howard
HB 94 Clarify Definition of Retirement Representative Owens, Jr.

A presentation by State Treasurer Janet Cowell and her staff will be made prior to
taking up the bills.

Respectfully, .

Representative Russell Tucker
Chairman '

I hereby certify this notice was filed by the committee assistant at the following offices at
3:00 p.m. on March 2, 2009.

___ Principal Clerk
___Reading Clerk - House Chamber

Sally Gillis (Committee Assistant)



AGENDA

HOUSE COMMITTEE ON PENSIONS AND RETIREMENT
Wednesday, March 4, 2009

Room 415 LOB
10:00 A.M.

Presentation by State Treasurer Janet Cowell and Staff

HB 5 INCREASE FIRE AND RESCUE BENEFITS
Representative Howard

HB 94  CLARIFY DEFINITION OF RETIREMENT
Representative Ownens

ADJOURNMENT



Retirement Systems
Briefing

‘w\ures for 2, 0

North Carolina Retirement Systems

-

*My name.is_Michael Williamson., - For the past eight years, | have been
the retirement Director.

*|-have three people with me today: Tony Solari, Legislative Director
*David Vanderweide, Policy Director
> *David Starling, Director of External Relations

*The chair asked that we come today to present an overvnew of the
retirement programs that we manage.

Time is limited so | only intend to hit the key points about the work we
do. '

+Divided presentation into three categories

1. Who we are and what programs we manage
2. Retirement System Funding

3. Retirement System Administration

[

‘ Aﬁachmenf #1



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Who We Are:

m First created by the General Assembly in 19411

m Oth largest public pension plan in the country

m 14t [argest pension plan overall ~

m 2 in state funding levels by Standard & Poor S
_m Total Membership: 820,000 ~

= 1 in 8 working North Carolinians are members of
system

1Establishment date of the Teachers' and State Employees’ Retirement System _(NCGS 1 55-2)

-

«Local System established in 1940; Teachers
and State System in 1941

*According to Pensions and Investments
rankings as of earlier this year, we have the 9th
largest public plan (up from 10th in 2002) and
the 14th largest plan overall (up from 17t) by
asset size.

*We have over 820,000 members in the systems
that we administer. Virtually every public
employee in NC, except federal and some
university professors and administrators are
covered by one of our plans.

*Funding, relative to other public systems, is
strong. We will discuss more about this later.

*The astounding fact is that 1 in 8 working North
Carolinians are members of these systems.



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Retirement Systems and
Benefit Plans Purpose:

m Help the State recruit and retain good . .
employees for a career in public service

m Provide deferred income after retirement
'm Provide replacement income for disability
m Death benefits for an employee’s survivors

3

-t -

*While it may appear obvious to many of you, |
thought it important to address why any
organization, especially state government, would
want to have a strong retirement system

*Main purpose is to recruit and retain a skilled
and committed workforce

*Increasing more important in workplace of today
and tomorrow

*Pay has never kept pace with private sector
*Always known for its benefits

*Goal is to provide stable income for employees
who have given much of their life in service to
the citizens of this state whether that be in
retirement, or after that have become
incapacitated due to an injury or to their
beneficiaries in the event of a death



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Major Benefit Programs

m Teachers' & State Employees’ Retirement System
> Active Members: 392,768 -
> Retired Members: 142,675
Local Governmental Employees’ Retirement System o
- > Active Members: 146,514
> Retired Members: 40,728
= Consolidated Judicial Retirement System
» Active Members: 569
> Retired Members: 463
Legislative Retirement System & Legislative Fund
> Active Members: 262
> Retired Members: 250

- -

*The Treasurer’'s Office administers four major
retirement systems and a host of pension and
benefit plans.

*Here are the four key retirement systems and
their current membership.

*We have enclosed a worksheet in your packet
that lists the total # of active and retired
members within your respective districts that
have accounts with the retirement system.



NC RETIREMENT SYSTEMS DIVISION
House Pensions Commiittee Briefing

- Other Benefit Programs

m Firemen’s & Rescue Squad Workers’ Pension
Fund ' ‘ B

= National Guard Pension Plan |
m Registers of Deeds Supplemental Pension Plan:
u Disability Plan o
m Death Benefit _ .

= 401(k) and 457 Defined Contribution Plans

-

*As you can see from this slide, we also
administer a number of other programs for
employee groups that cover the spectrum- from
the National Guard to volunteer firemen and
rescue squad workers.

-Taken together, they play a critical role in the
lives of virtually every public employee in your
district. ‘



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Defined Contfibution Plans

= NC 401(k)
m 457 Deferred Compensation Plan
m UNC Optional Retirement Program

-

*The Retirement Systems Division administers the
largest 401(k) program in the country.

oIt has ap'proximately'217,000 accounts and over $3.5
bil
*The 401(k) plan is voluntary for most state employees

and the state does not make any contributions to it for
any employees, except law enforcement.

However, several hundred local governments do
make contributions on behalf of their employees.

«In addition to our 401(k) plan, the State also offers a
457 or Deferred Compensation program. Transferred
to our department a couple of years ago and it is
voluntary. Over 30,000 members and $600,000

*The ORP or Optional Retirement System was created
as a defined contribution plan for university faculty and
high level administrators and is administered by the
university system



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Defined Benefit Formula for the
Teachers and State Employees

= Years of Service x Average Final
Compensation (48 highest consecutivé =~ -
months salary) x Accrual Factor (1. 82) =
Benefit Level = .

‘m After 30 years of service, pension will be
approximately 54 % of F|naI Average
Salary

- -

*Primarily two kinds of benefit systems- Defined
benefit and Defined Contribution. We administer
both.

DB, which is our primary responsibility is based
on a formula that is shown here.

*Formula takes your years of service times your
. average final compensation times an accrual or
formula factor to generate a defined benefit for
the remainder of your life, and depending upon
which option you take, for you're the life of your
beneficiary. :

*TSERS has 1.82 and yields 54%

*LGERS has 1.85 and yields roughly 56% after
30 years



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Cost of Living Adjustments
(COLASs)

“m History of COLAs in NC

m Ad-hoc in NC vs. Statutory

m Historically funded W|th undlstrlbuted
gains

*North Carolina has established a.tradition of prowdmg Cost of Living
Adjustments or COLAs to our retirees.

*COLAs are intended to help the incomes of those persons who have
retired keep pace with inflation.

*Many of our former employees draw meager benefits due to their low
final average salaries or the length of time that they have been
retired. Average benefit is slightly above $19,000 a year.

*They depend on regular inflationary adjustments to keep pace with
the increasing cost to live in our state.

*NC does not have a statutory or mandatory requirement to provide
COLAs.

*Rather, the Legislature used undistributed gains in the system or
appropriates additional funds in order to provide COLAs.

*These COLAs are provided to retirees in all the systems we
administer, including the Teachers and the Local Government.

*| am confident that the retirees in your districts will let you know, if
they have not already, how important this is to them.



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

_Actual Effect of Inflation in TSERS

Years Retired as
of 2008

Cumulative
Inflation

Cumulative
COLA

Purchasing Power
Today as % of Original

20 ..

82%

86%

102%

.15

48%

54%

104%

" 10

30%

25%

96%

5

16%

12%

96%

-

*This table shows you how retirees in NC have

faired in relationship to inflation as measured by

the Consumer Price Index.

*As you will note, those retirees who retired 15
and 20 years ago are still holding their own due

to larger COLAs provided in the past.

*However, more recent retirees are beginning to

fall behind inflation.




NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Death Benefit Plan

m The Retirement System administers the
Death Benefit Plan, which is alife = ¢
insurance policy for active employees.

m An active employee’s family is eligible to

~ receive between $25,000 and $50,000--
depending on salary at the time ofan”
active employee’s death.”

10

*Administers two death plans- one for active .
employees and employees within 6 months of
separation of public service

*Pays a death benefit to the beneficiaries equal

to one year’s salary with a minimum of $25, 000
and a max of $50,000

*The other is a voluntary plan knowh as the
contributory death benefit

10



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing.

Contributory Death Benefit

" m Optional Participation |
m Funded.by Employee Contributions
m Contribution Rate Dependent on Age

m General Assembly passed legislation in the
2007 session to increase the Contributory .
Death Benefit from $9,000 to $10,000

1"

Optional

Member contributions that are determined
based on the age of the individual when they
signup

-~ Have 60 days after retirement to join this
program

Due to investment gains and actuarial
experience, we have been able to increase this
benefit without an increase in the premium from
$6,000 to $10,000 over recent years

Some members may remember that this
committee did significant work to create an Open
enroliment period last year to allow individuals
who did not sign up to have access the program-
13,051 enrolled.

1



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Disability Income Plan

m North Carolina provides replacement income
to employees who become physically or
mentally disabled and unable to work. .

m Disability income is provided initially through
the disabled employee’s employerasa
Disability benefit.

m Extended short-term and long-term disabillity
benefits are provided through the Retirement
System.

12

o -

*As | mentioned earlier, state provides a program
for individuals who become incapacitated and
can no longer do the duties of their job.

-Short term, long term

*GA created study committee in the past. Met
once. No recommendations. Potential exists to
improve this program and have better
coordination with workers comp and social
security disability.

12



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

'RETIREMENT SYSTEMS
" FUNDING o

13

—

*Many other programs that we administer but in
the interest of time | would like to move to my
second category retirement systems funding,
which has been a topic of considerable concern

lately

13



2.1 STATE PENSIONS: FUNDING LEVELS, 2006

! funded
: W55%-69%

T 70%79%

; EB0%es%
eSSy
Ll S

*One of the things you might have heard about NC's retirement systems is our
strong financial health for many years

Standard and Poors, the Wall Street Journal and others have reported that NC
ranks 2" among its peers in actuarial funding ratio for plans covering state
employees.

*This map shows that in 2006 there were 9 major public retirement systems
funded from 96% to 110%.

*Despite some rather volatile market conditions in recent years, we continue to
be among the top performing pension funds in the U.S.

*While we, like virtually every other retirement system, have seen our
investments rise and fall in recent years, the Treasurer has done better than
almost any other system '

*This experience is captured in the next slide

14



NC RETIREMENT SYSTEMS DIVISION

House Pensions Committee Briefing

Funding Levels

120 : —_—

, 110 — &=

100 =
% \-\-\
20

80

T ——- . =

., 70

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | '

-—e— North Carolina* (111.6|108.4|108.1|108.1|106.5|106.1|104.7

—&— National 101.8| 976 | 1.8 | 88.5 | 86.8 | 85.7 | 86.1
Average

*Based on “Report on the Sixty-Fifth Annual Valuation of
the Teachers' and State Employees’ Retirement System . 15
of North Carolina, Prepared as of December 31,2007° -

-

This chart shows the funding level of NC's TSERS as compared to the national
average through 2007 '

When | took this job in 2001, over 50% of the major public retirement systems
were funded over 100%. This means that they had the assets to cover all of
their current liabilities.

Now there are only roughly'5 public retirements left that are funded over 100%

While NC has dropped in its funding status, relative to other public systems, we
are still doing much better. 104% vs 86%

15



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

3 Sources of Funding

= Working employees contribute 6% of each. .
paycheck -
m Employers contribute annually basedon  *
_recommendations from the Systems’ actuary ~

‘= State Treasurer invests funds in the System,
which generates investment earnings .

16

*Funding for the system is provided by three
sources- Employee Contributions, Employer
Contributions, and r_eturn from our Investments.

*Together, these three sources have p'rovided us .
with a financially strong retirement system.

16



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

Teachers’ and State Emplovees’ Redrement System
Yeur Ended December 31, 2007

Sources of Funds

Empl
m? oyt-:c Other
Contributions Income
797,724,1
$797.124,190 $3,622,875
13.8%
A%

Employer
Contributions

$388,477,830
6.7% Investment

Income
$4,600,596,414
79.5%

- P>y

*This slide shows the percentages of where the funding comes from and may
well be the most surprising slide that | show you today.

*Many people often think that the State, the employer, is the biggest source of
funding for our retirement.

*It is not nor is it supposed to be. Rather, one of the strengths of a well
managed Defined Benefit system is that returns from the investments account
for the bulk of the funds needed to pay benefits

17
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Contribution Rates:
Teachers’ & State Employees’ Retirement System

12.00%

RAscal Year Baginning

—o—Employer Contribution as % of Satary -8 Employee Contiibution as % of Salary I

18

*This graph shows the contribution rates for the employer (the State)
‘and the employee for the last 25 years.

*The upper line represents the employer contribution that has
exceeded the 6% paid by the employee for most years.

*However, you will note that it has dropped below the employee rate
for the past eight years.

*The strong funding basis of the system has allowed the General
Assembly to reduce its contribution in recent years.

*It should be remembered that in a Defined Benefit retirement
system like we have in NC, the employer ultimately must provide the
funding to fund the promised benefits.

*While the reduced employer contributions can be defended
actuarially, the diminished income, coupled with a volatile stock
market, has placed significant financial pressure on the system.

*You may recall the recent press conference held by Treasurer
Cowell where she stated that the state’s contribution would need to
increase by $29 million next year and approximately $330 million the
following year to meet the required contributions reported by the
actuary.

18



State Contributions to TSERS
General Fund Only
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$700,000,000 - 6.00%
$600,000,000
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-

*This chart translates the percent of salary to actual dollars needed to fund the
retirement system.

*As you can see, the funding will need to increase from $328 million in the
current fiscal year to $686 in the second year of the next biennium.
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Economlc Impact

Taxpayer Conmhutlon Factor Eath 81 intuxpayercontriby te 5
o North Crraling's sioteand enl

S _— i pension plons supperted $1108 |
fy \3 T mﬂ p P Lo

wlotlentputinthestate, This

reflects tho fect that taxpayer |
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51 00 SI] 08 of financing fer retirement i
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Centeibued by wapiyess 1o 1S ioves °

N e DEns 20 totel guipat crd emplayge comtribiutions
orth Carcling pensians over 30 years firante the Haefs share,

State and local pension payments support:
m 29,070 jobs in the state
= $4.2 billion in annual economic output

Source: National Institute on Retirement Security

*As you can see from this slide, we also
administer a number of other programs for
employee groups that cover the spectrum- from
the National Guard to volunteer firemen and
rescue squad workers.

*Taken together, they play a critical role in the

lives of virtually every publlc employee in your
district.



NC RETIREMENT SYSTEMS DIVISION
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Asset Allocation
December 31, 2008

Alternatives,
5.87%

Real Estate, 6.67

Total Equity,
41.25%

Fixed income,
46.21%

- -

+This chart shows our current asset allocation as of december 31 last year.

*As you can see, we still have over 40% of our investments in the stock market
and slightly over 46% in the bonds with smaller amounts in real estate and
alternatives (hedge funds and private equity)(venture capital and leveraged
buyouts).

*One of the reasons we have fared better than other public retirement systems,
is that we have been more conservatively invested than other public systems

20



NC RETIREMENT SYSTEMS DIVISION

House Pensions Committee Briefing
Pension Investments Total Returns
As of December 2008
1 Year -19.72 %
3 Years . -1.05 %
5 Years | 2.83 %
10 Years 3.66 %

- -

*However, as this chart shows, we still experienced losses last year of 19.72%.
*Wish my personal investments had only lost 20%



NC RETIREMENT SYSTEMS DIVISION
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RETIREMENT SYSTEMS .
ADMINISTRATION |

‘_\‘

)

-

| would like to take a few minutes to cover my
last category which focuses on our effortsto
improve administration of the retirement systems



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

MISSION

and Timely Manner

23

.. To Provide Excellent Customer Service,
Information, and Benefits in an Accurate

Our mission

23
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UNPARELLED GROWTH

~ m Total Membershlp up 63% since 1990

m Retirements Processed up 144% since 1991 *

» Deaths Reported up 193% since 1991 f
- m’Disability Applications up 54% since 1994:-

‘m Member Service Request up 148% since 1998

-, !
\ . e L 2R
KR .

24

-

It has been a tremendous challenge in recent years to accomplish this mission
due to the significant increases in workload that we have experienced in virtually
every program we administer
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Growth in Retirement System Membership
From 1990-2007
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This chart shows the steady growth in retirement system membership that has
occurred over the past 17 years.

*Many people do not realize that once a working employee retires, they do not
go away.

*Rather they simply move into another category for us called retiree and a new
person is usually hired to replace them.

25
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Recent Retiree Trend 1990 — 2007
State and Local Systems

180,000

-
-~

130,000

Total Number of Retirees nereased
by 123% between 1990 and 2007

Total Retitees in Systems

80’000 T L] T T L] L] L] L} |‘.| T L) L L 7 T L) L]
Y/
N N S N W S S
ARG R U g i I SN SN

Year

P -

*This chart shows you the actual increase in the number of retirees over this
same period of 17 years.

+This represents a 125% increase in the number of retirees we have to serve
and pay each month.
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Projected Retiree Trend for 2008 - 2028
TSERS and LGERS

400,000

350,000

300,000

250,000

200,000

150,000

Total Number of Retirees Projected

o Increase another 73% between
100,000 2008 and 2028.
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[~ Total Retirees and 1
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*What is even more startling is the number of employees projected to retire in
- the next 20 years.

27
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Retirements Requested by Month

Ratirements Requestod By Month
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+This chart shows the number of employees who have retired by month over the
past six years.

*As you will see, we have two times of the year when retirements spike- January
and July.

*While we constantly work to improve the process we use to retire these
employees, it is virtually mpossuble to handle these spikes twice a year without
experiencing delays.

*Your constituents will get paid and the pay will be retroactive to their retirement
date but | hope that they, and you, will be patient Wlth us during these tlmes of
the year.

*When | took this job eight years ago, | tried to find some way to measure how
we were doing relative to other public retirement systems

*| discovered and signed up for a service that compares us on several factors
with other public retirement systems.

*This is what we found out.
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Customer Serwce (2002)

Total Service Scores

901 [mPeer

- o

v

4y

e Arsrage e

20 1

20 o

1O 4

T

North Carolina — CEM Benchmark Survey . 2

*As you can see, the service we provided to our members was not very good.

*In fact, we were dead last in customer service.
~*The next question was why. Were folks just not working hard?

*It turns out there were several answers: outdated technology, poor process
management and a lack of resources.
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Administrative Costs (2002)

Your Total Cost of $16 per active member and annuitant is
" the lowest of all pamclpants and is 1/3 of the $49 peer median
cost.

Total Cost (excluding both Major Projects and
Supplemental Benetits) per Active llembar &
Annuitant

e
A

' No:"th Carolina — CEM Benchmark Survey 30

- -

*Once again, when compared to a number of our peer public retirement systems
we were dead last. :

“«While the other public retirement systems spent $49 on average to serve each
of their members, NC spent $16, less than a third of what other systems were
spending to administer thelr programs.

.*We are good, but we are not that good.

*It is a constant challenge to try and run a vast retlrement system on a half
vast budget
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Total System Total Members Served
Retirement System Membership Employees /Employee
. PA State Emp. Ret. Syst. - - - 264,000 221 1,195 -
MO State Emp. Ret. System 79,147 59 1,341
Ret. Syst. Of Alabama 292,594 . 168 1,742 -
OH Pub. Emp. Ret. Syst. 810,166 474 1,709 -
Pub. Emp. Ret. Syst. Of Idaho 112,111 59 1,900 '
CO Pub. Emp. Ret. Assoc. 375,266 165 2,274~
‘WA State Dept of Ret. Systems 567,192 218 2,602
Virginia Ret. Systems - 555,895 203 2,738
KA Pub. Emp. Ret. Syst. 250,145 73 73,427
TN Consolidated Ret. Syst. 205,000 * 59 3,475
Michigan Office of Ret. Services 602,637 N » 158 3,814
NC Retirement Systems 781,350 163 4,794
NC peer system employee to member ratio averages 1:2,383
NC employee to member ratio is 1:4,794 3
(Dala as of Feb-06)

—r -

Another comparison showed that the average staffing ratio in public retirement
systems similar to use in size and complexity were 1 staff person to every 2,383
members they served

NC'’s member ratio was 1 to 4,794 over twice as many members per staff person



NC RETIREMENT SYSTEMS DIVISION
House Pensions Committee Briefing

What Have We Been Doing
About It?

m Improving our business processes

‘% Requesting additional resources

s Upgrading information technology

32
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*Being dead last was not an acceptable alternative- to our members, to
us or even to you if the number of complaints we were gettmg from the
General Assembly was any indication.

*So what have we done about it?
*Three things:
*Improving our business processes so that we work more efficiently.

*Over the past two years, we have studied and improved several of our
key business processes.

*The improvements are noticeable.
*But we are no where near where we need to be.

*It will take months more of hard work to have a retirement system that
we can all be proud of.

*In recent years, we came to the General Assembly and requested more
positions to help us manage the workload

*You provided us with new positions, funded from the Retirement Trust
Fund, not the General Fund.

*We want to thank you for that support

*| want to let know that those positions have helped us significantly, along .
with the work we have been doing to improve our efficiency.
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*One of our attempts to improve efficiency was to build a new integrated
technology system which we completed in October of 2007
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Web Access for Active Employees

Active Employees Can...
m View their service history, credit and salary information

m View beneficiary information

m Access member annual statements

= Calculate estimated retirements using actual reported
salary and service credit

- -

When ORBIT went live, active employees were able to go online 24 hours a day
and access the following information:

+View their service history, credit and salary information
*View beneficiary information
*Access member annual statements

Calculate estimated retirements using actual reported salary and service credit

Though employees have access to this information, the Retirement Systems
Division continues to be available to answer questions and process requests.
But with ORBIT, we’'ll are using state-of-the-art technology that will improve the

level of service we offer to you and the efficiency with which we can perform our
work.

In summary, NC has a strong retirement system, one of the strongest in the
country. We provide a very diverse group of services to over 820,000
employees and retirees in this state and with your help we have been able to
drastically improve our service to those individuals and their families.

So how are we doing as a result of these improvements
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Customer Service:
Our service score is 70; Peer median score is 72.

Total Servico Score - 2007

[—————— 7"

20 - oEE— P eer

Peer Median
----- All Median =1 ]

70O A ——

——

- =

A 2007 comparison of our customer service with the same group of public
pension systems indicates that we have moved to the middle of the pack.

«Are we where we want to be? No, but the implementation of ORBIT and other
changes have helped us continue on this path of providing the benefits to the
people who have given their lives to serving the citizens of this state
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$160

$40

$20

Total Adjusted Administration Cost per Active Member &
Annuitant - 2007

$140
$120
$100
$80 -

$60

N You

I Peer

— PeerMedian
""""" AllMedian

il

$0 -

-

*And we are still dead last in terms of cost.
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Service Audit Team (SAT)

m Service reported under old computer systems—
was not always accurate and required : &M.“
verification from old documents. -

BONIN
= ACS/Buck Consultants hired for systematic

~reviews of serwce to insure accuracy of records
2 in ORBIT. :

'm About 300, 000 accounts already audlted many
of these could be automated

= About 68,000 accounts remalnlhg
m Goal is to complete audits over next'2 years

h
i) A
‘!

-

There are two areas that we need additional assistance.

One is continued funding for our Service Audit Team that is worklng to clean up
and validate the many of our oldest accounts.

This will be the fourth year of a five year contract.
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Employer Reporting

- m Pre- ORBIT requiréd 7 itéms of mformatlon.
from employers o L IS

e

1
- ORBIT requires 37 items of information. '
~" from employers. .f,““"
" 'DOver 500,000 updates monthly e

015,000 errors per month N a

- -

~ *The second need we have is for some additional staff to help us process the
new monthly reports we are receiving from our over 1,100 employers.

*The new system provides us with 37 pieces of information on each member
every month rather than the 7 we used to receive.

*It also generates 7-14,000 errors that we have to correct before all our

- “members accounts can be posted.

*We simply do not have the staff to get this done in a timely manner and we will
be working with. the General Assembly to try and address this need during the
upcoming budget discussions
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Upcoming Issues

m Ongoing Funding of the Retirement
System

| = Return to Work Policy
"m Work Force Changes

39
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HOW TO CONTACT THE RETIREMENT DIVISION

* Website: www.netreasurer.com
* Retirees call: Toll free: 1-877-733-4191, or
. Local (919) 733-4191 ————
R
¢ Active Employees call: . Toll free 1-877-627-3287, or .
o, Local (919) 807-3050 ST
* E-mail: S ne.retirement@trensurerstate.nc.us .
eFax: -~ (919) 508-5350 :
* Mail: . Retirement Systems Division )

Department of State Treasurer
Albemarle Building

325 North Salisbury Street
Raleigh, NC 27603-1385

*Retirement Director: Michael Williamson, 508-5303

*Constituent Concerns: Anthony Solari, 807-4994 ,
David Starling, 807-3042

* Legislator’s Personal Retirement:
Don Perry, Research-and-Planning-Offices, 508-5304— 40

«Contact information.

*Feel free to have your staff contact any of the three of us listed at the bottom of
this chart

*If you have a partlcular question about your legislative retirement, pIease call
Con Perry
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Who We Are:

m First created by the General Assembly in 19411
m Oth largest publlc pension pIan |n the country

= 14t Jargest pension plan overall - ‘

m 2" in state funding levels by Standard & Poor's
‘m Total Membershlp 820,000 |

m 1in 8 working North Carollnlahs are members of
System SR .

'Establishment date of the Teachers' and State Employees’ Retirement System (NQGS"} 35-2)
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. Retirement Systems and
- Benefit Plans Purpose: -
“mHelp the S ir
._ ~m Death benefits for ane
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Major Benefit Programs

m Teachers’ & State Employees’ Retlrement System .
» Active Members: 392,768 - o | h
> Retired Members 142 675 o
m |ocal Governmental Employees Retlrement System“ o
~ > Active Members 146,514 | -
> Retired Members: 40,728
" m Consolidated Judicial Retlrement System |
> Active Members: 569
> Retired Members: 463 o
m Legislative Retirement System & Leglslatlve Fund
> Active Members: 262
> Retired Members: 250
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‘Other Benefit Programs

n F|remen s & Rescue Squad Workers Pensron :

m Natronal Guard Pensron Plan

m Regrsters of Deeds Supplemental Pensron Plan
' m Disability Plan | |
m Death Benefit

n 401(k) and 457 Defined Contrrbutron Plans
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Deflned Contnbutlon Plans

m NC 401(k) BT :
m 457 Deferred Compensatlon Plan
- m UNC Optional Retlreme_nt!?rogra.m
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- Defined Benefit Formula for the
- Teachers and State Employees

m Years of S¢

'approi(imate_ly 54 % of F
~Salary

K

s PR PNy P Ty
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Cost of Living Adjustments
(COLAs)

n H|story of COLAs in NC
" m Ad-hoc in NC vs.lstatutory"_

m Historically funded W|th undlstrlbuted
gains |
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Actual Effect of Inflation in TSERS

Years Retired as Cumulative . Cumulative - ~ Purchasing Power |
of 2008 . Inflation -~ | - COLA | Today as % of Original

20 .| 8% | 8% |- 102%

15 | 48% | 54% o 104%

10 - 30% 25% c . .96%

5 Sl 18% . | 12% | 96%
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‘ . Death Benefit Plan.

o actlve employee S death
, | S " | 10
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.

"~ Contributory Death B‘ehefit

BemeCon
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RETIREMEN SYSTEMS
FUNDING
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Funding Levels

%

120

110 ——— o\,___‘\‘ __

100 B _ ' —

- \ | ’

80

70

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
—e&— North Carolina* {111.6[108.4(108.1(108.1|106.5|106.1|104.7
—&— National 101.8| 97.6 | 91.8 | 88,5 | 86.8 | 85.7 | 86.1
Average

*Based on “Report on the Sixty-Fifth Annual Valuation of

the Teachers’ and State Employees’ Retirement System
of North Carolina, Prepared as of December 31,2007”
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3 Sources of Funding

m Working employees contrlbute 6% of each
payCheCk gf3~r%&7« o ‘

_ Employers contrlbute annuaIIy based on .
recommendations from the Systems actuary

m State Treasurer invests funds in the System
which generates mvestment earmngs

16 .
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Teachers’ and State Employees’ Retirement System
Year Ended December 31, 2007

Sources of Funds

Employee
ploy Other

Income
$3.622,875

/1%

Contributions
$797,724,190
13.8%

Employer
Contributions
$388,477,830 -
6.7% Investment

,: Income
§)$4,600,596,414
79.5%
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Contribution Rates:
Teachers’ & State Employees’ Retirement System |

12.00%
10.03% S o
10.00% ¢——e@——@— — —
‘ S\ T 85%
8.00% = _ \\'?),, _ &

6.00%

4.00% —

'6.63%

2.00%

0.00%

1984

1989

1994 : 1998 .

Fiscal Year Beginning

T 2004 2009

—&— Employer Contribution as % of Salary

—— Employee Contribution as % of Salary |

18




State Contributions to TSERS

General Fund Only
$800,000,000 — : — _ — 7.00%
: $7oo,ooo,qoo 1 + 6.00%
$600,000,000 -
1 5.00%
$500,000,000 -
: + 4.00%
$400,000,000 -
' + 3.00%
$300,000,000 - _ :
_ | + 2.00%
$200,000,000 1 : .
$100,000,000 { I l : . o 1.00%
$0 ' . T . T T _ | ' I- T T 0.00%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Fiscal Year Beginning July 1,

= Actual and Projected Contribution ——Current Normal Contribution as % of Salary ~—4— Contribution as a % of Salary
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Asset Allocation
December 31, 2008

Alternatives,

5.87% \
Real Estate, 6.67% o

; Total Equity,
B 41.25%

Fixed Income,
46.21%
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- Pension Invéstments Total Returns |
o | As of December 2008

- 1 Year. | -19.72 %

3 Years - | -1.05 %

5 Yéars

- 10 Years

- et % D R Sy R S

B LT oL, iy
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RETIREMENT SYSTEMS
ADMINISTRATION
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MISSION

To Prov1de Excellent Customer SerV|ce
Informatlon and Benefits in an Accurate
and T|mer Manner |

23
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Growth in Retirement System Membership
‘From 1990-2007

800,000 ——— T
R e R oessoss|
600,000 R . ﬂ g I 1667,262 1

| R B B B 658,582 | H '

S , } 628,677
- 400,000+ 15,410 554,979 ‘

4 ' 607,164 : '.
. ‘ ‘ Bl B P | @514.882 | §ssoro) B | : e |

504,446 | 539,744

300,000+

2 ,00__' : . AN B BR “ ’ |
00,00 :_ | Total Number of Members Increased by
100,000 : 63% between 1990 and 2007
459,069

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

TSERS and LGERS only, includes inactives ' Year
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Recent Retiree Trend 1990 — 2007
State and Local Systems

208,619

w

;

2 180,000

>

77

g

w

]

2 130 000

g. 130,000 - & 4

-?3" | Total Number of Retirees Increased

é i by 125% between 1990 and 2007
80,000 T | T | T | T | T ‘ l l I_*‘  /| | ] T T I
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Projected Number of Retirees and Beneficiaries

400,000

350,000,

House Pensions Committee Briefing

Projected Retiree Trend for.2008 -2028

TSERS and LGERS

300,000

250,000

200,000 -

150,000

Total Number of Retirees Projected
to Increase another 75% between
100,000 2008 and 2028.
50,000
0 2008 2009 2010 | 2011 ;012 2013 2014 I 2015 | 2016 2017 | 2018 | 2019 2020 | 2021 2022 2023 [2024 2025 2026 2027 2028
|To(a| Retirees and Beneficlaries 202,400 211,900 220,800 229.700 238,800 (248,200 257,300PSS,BOD I273.800 281,700 PBS.‘IOO PQB.SOO 302,800 P09.700 316,500 32 3,100 P29,400 335,400 [341,800 [349,600 p57,6 00

| Total Retirees and Beneficiaries |
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3500

3000 4—

N
[4))
o
o

Number of Retirements Requested
5\
o
o

500 H4iH

Retitements Requested by Month

Retirements Requested By Month

2000 -

1500 -

H
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Customer Service (2002)

Total Service Scores

Wghad Averegs Sanr

North Carolina — CEM Benchmark Survey 29
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Administrative Costs (2002)

Your Total Cost of $16 per active member and annuitant is

. the lowest of all participants and is 1/3 of the $49 peer median

cost.,

ls120

*00 -

Total Cost {axcluding both Major Projects and
Supplementst Banafita) per Active Mamber &

Anouitent

$300

|Your|
Purk

Notth Carolina — CEM Benchmark Survey
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Total System Total Members Served
Retirement System Membership Employees [Employee

PA State Emp. Ret. Syst. | 264,000 221 1,195
MO State Emp. Ret. System - = - 79,147 =~ 59 1341
Ret. Syst. Of Alabama 292,594 - 168 1,742
OH Pub. Emp. Ret. Syst. 810,166 - 474 1,709
Pub. Emp. Ret. Syst. Of Idaho 112,111 - 59 1,900
CO Pub. Emp. Ret. Assoc. 375,266 165 2,274
‘WA State Dept of Ret. Systems 567,192 218 2,602
Vitginia Ret. Systems 555,895 203 2,738
KA Pub. Emp. Ret. Syst. 250,145 73 3427
TN Consolidated Ret. Syst. 205000 -~ . 59 3475
Michigan Office of Ret. Services 602,637 - 158 3814
NC Retirement Systems | 781,350 163 4,794

NC peer system employee to member ratio averages 1:2,383

NC employee to member ratio is 1:4,794 31
(Data as of Feb-06)
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What Have We Been Doing
. - About It?

= Improving our business processes

m Requesting ‘add_itic.)nal resources

m Upgrading information techin‘o,logy

32
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Web ACcess for Active Employees

Active Employees Can

View thelr serwce hlstory, credlt and salary mformatlon

View be_neficia.ry .information 3

Access member annual stateménts o

Calculate estimated retlrements usmg actuaI reported
salary and service credit

34
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Customer Service:
Our service score is 70; Peer me d‘i‘an score is 72.

L!

To.tal Sewiée Score - 2007
100

90 — CC.—/ Peer
: Peer Median

————— All Median

80 -

7O A T T T a1 T T 1T 1T

S0 -

S0 -

20 -
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Total Adjusted Administration Cost per Active Member &
- Annuitant - 2007
$160 - -
| | | NEEEE You
$140 - ] Peer
PeerMedian
$120 1 L——— All Median
$100 -
$80 -
$60 -
$40 -
520 I
. $0 | J—
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Service Audit Team (SAT)

m Service repdrted undérold.computer systems
was not always accurate and required =
verification from old documents. . R

m ACS/Buck Consultants hired for systematic

-reviews of service to insure accuracy of records
in ORBIT. o - o

m About 300,000 accounts already audited, many
of these could be automated -

m About 68,000 accounts remaining

m Goal is to complete audits over next 2 years.
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Employer Reportmg

m Pre-ORBIT reqwred 4 ltems of |nformat|on
from employers | | |

m ORBIT requires 37 |tems of mformatlon
from employers

C0Over 500,000 updates monthly
015,000 errors per month
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Upcomlng Issues

= Ongoing Fundmg of the Retlrement

System |
N Return to Work Pohcy |
m Work Force Changes (R
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HOW TO CONTACT THE RETIREMENT DIVISION

* Website: ' www.nctreasurer.com.
* Retirees call: ~ Toll free: 1-877-733-4191, or
- Local (919) 733-4191
« Active Employees call:  Toll free 14877?627~3287, or
.. Local (919) 807-3050 - . |

* E-mail: ) - knc.retirémént@tlfeaSurer.state;né.us
* Fax: : . (919) 508-5350
» Mail: S " Retirement Systems Division -

| Department of State Treasurer

Albemarle Building |

325 North Salisbury Street
Raleigh, NC 27603-1385

*Retirement Director: Michael Williamson, 508-5303 | |
*Constituent Concerns: Anthony Solari, 807-4994

* Legislator’s Personal Retirement:

Don Perry, Research and Plannihg Officer, 508-5304

40
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House District 4

Representative Russell E. Tucker

NC Retirement Systems Membership within District

Active Emplovee'e
Count '
Annual Salaries

Retirees a‘nd Beneficiaries
Count
Annual Benefits

Inactives (Dormant Accounts)
Count

Total Mem.bershi_p

NC Department of State Treasurer
Data as of October, 2008

s

$

3,670
120,298,059

© 1,773
28,474,757

1,367

6,710

Attachment #2 F

—
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009

H . 1
HOUSE BILL 5

Short Title: Increase Fire and Rescue Benefits. (Public)

Sponsors:  Representatives Howard, Williams, Randleman, Brubaker (Primary
Sponsors); Burr, Burris-Floyd, Dockham, Frye, Grady, Gulley, Harrell,
Holloway, Justus, McLawhorn, Moore, Neumann, Setzer, Spear, Steen,
Tarleton, West, and Wray.

Referred to: Rules, Calendar, and Operations of the House. .

January 29, 2009

A BILL TO BE ENTITLED
AN ACT TO INCREASE THE MONTHLY PENSION FOR MEMBERS OF THE
FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION FUND.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-86-55 reads as rewritten:
"§ 58-86-55. Monthly pensions upon retirement.

Any member who has served 20 years as an "eligible fireman" or "eligible rescue squad
worker" in the State of North Carolina, as provided in G.S. 58-86-25 and G.S. 58-86-30, and
who has attained the age of 55 years is entitled to be paid a monthly pension from this fund.
The monthly pension shall be in the amount of ene-hundred-seventy-dolars—($176-00) one

hundred seventy-five dollars ($175.00) per month. Any retired fireman receiving a pension
shall, effective July—=4:2008; July 1, 2009, receive a pension of ene-hundred-seventy-dollars

¢$170-00) one hundred seventy-five dollars ($175.00) per month.
Members shall pay ten dollars ($10.00) per month as required by G.S. 58 86-35 and

G.S. 58-86-40 for a period of no longer than 20 years. No "eligible rescue squad member" shall
receive a pension prior to July 1, 1983. No member shall be entitled to a pension hereunder
until the member's official duties as a fireman or rescue squad worker for which the member is
paid compensation shall have been terminated and the member shall have retired ‘as such
according to standards or rules fixed by the board of trustees.

A member who is totally and permanently disabled while in the discharge of the member's
official duties as a result of bodily injuries sustained or as a result of extreme exercise or
extreme activity experlenced in the course and scope of those official duties and who leaves the
fire or rescue squad service because of this disability shall be entitled to be paid from the fund a
monthly benefit in an amount of ene—hundred—seventy—deHars—($170-00) one hundred
seventy-five dollars ($175.00) per month beginning the first month after the member's
fifty-fifth birthday. All applications for disability are subject to the approval of the board who
may appoint physicians to examine and evaluate the disabled member prior to approval of the
application, and annually thereafter. Any disabled member shall not be required to make the
monthly payment of ten dollars ($10.00) as required by G.S. 58-86-35 and G.S. 58-86-40.
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A member who is totally and permanently disabled for any cause, other than line of duty,
who leaves the fire or rescue squad service because of this disability and who has at least 10
years of service with the pension fund, may be permitted to continue making a monthly
contribution of ten dollars ($10.00) to the fund until the member has made contributions for a
total of 240 months. The member shall upon attaining the age of 55 years be entitled to receive
a pension as provided by this section. All applications for disability are subject to the approval
of the board who may appoint physicians to examine and evaluate the disabled member prior to
approval of the application and annually thereafter.

A member who, because his residence is annexed by a city under Part 2 or Part 3 of Article
4A of Chapter 160A of the General Statutes, or whose department is closed because of an
annexation by a city under Part 2 or Part 3 of Article 4A of Chapter 160A of the General
Statutes, or whose volunteer department is taken over by a city or county, and because of such
annexation or takeover is unable to perform as a fireman or rescue squad worker of any status,
and if the member has at least 10 years of service with the pension fund, may be permitted to
continue making a monthly contribution of ten dollars ($10.00) to the fund until the member
has made contributions for a total of 240 months. The member upon attaining the age of 55
years and completion of such contributions shall be entitled to receive a pension as provided by
this section. Any application to make monthly contributions under this section shall be subject
to a finding of eligibility by the Board of Trustees upon application of the member.

The pensions provided shall be in addition to all other pensions or benefits under any other
statutes of the State of North Carolina or the United States, noththstandmg any exclus1onary
provisions of other pensions or retirement systems provided by.law."

SECTION 2. This act becomes effective July 1, 2009.

Page 2 House Bill 5-First Edition



HOUSE BILL 5:
Increase Fire and Rescue Benefits

2009-2010 General Assembly

Committee: House Pensions and Retirement, if favorable, Date: March 3, 2009
Appropriations
Introduced by: Reps. Howard, Williams, Randleman, Prepared by: Theresa Matula
Brubaker Committee Staff
Analysis of: PCS to First Edition
.  H5-CSLL-2

SUMMARY: The Proposed Committee Substitute for House Bill 5 increases the benefit paid to
retirees of the North Carolina Firemen's and Rescue Squad Workers' Pension Fund from $170.00 to
$172.00 per month. The PCS changes the amount of the increase.

BILL ANALYSIS:

Chapter 58, Article 86 of the General Statutes pertains to the North Carolina Firemen’s and Rescue
Squad Workers’ Pension Fund.

Section 1 of the PCS for House Bill 5 amends G.S. 58-86-55 to increase the pension paid to a retired
“eligible fireman” or “eligible rescue squad” worker from $170.00 to $172.00 per month. The bill also
makes a conforming change to increase from $170.00 to $172.00 the monthly benefit paid to members
who become totally and permanently disabled in the line of duty. The contribution amount of ten
dollars ($10.00) paid per month by members for a period of no longer than 20 years remains unchanged.

This bill would become effective July 1, 2009.

BACKGROUND:
Recent Increases in the Fire and Rescue Pension

T R ST T T Moy Pension 5| Tredse Oer Previvis e
1997 $141 $6/month
1998 $146 $5/month
2000 $151 ‘ $5/month
2002 $156 $5/month
2003 . $158 $2/month
2004 $161 $3/month
2005 $163 $2/month
2006 $165 $2/month
2007 $167 : $2/month
2008 $170 ' $3/month
2009 $172 proposed ' $2/month proposed

H5-SMSH-14(CSLL-2) v2

Research Division O. Walker Reagan, Director (919) 733-2578
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RETIREMENT

BILL NUMBER: House Bill 5 (Proposed Committee Substitute)

SHORT TITLE: Increase Fire and Rescue Benefits.

FUNDS AFFECTED: General Fund

SYSTEM OR PROGRAM AFFECTED: Firemen and Rescue Squad Workers’ Pension Fund

EFFECTIVE DATE: July 1, 2009

BILL SUMMARY: Increases the monthly benefit for retirees and future retirees of the Flremen
- and Rescue Squad Workers' Pension Fund from $170 to $172.

ESTIMATED IMPACT ON STATE: Both the Fund’s actuary, Buck Consultants and the
General Assembly’s actuary, Hartman & Associates, LLC, estimates the cost to be as follows:

2009-2010 2010-2011 2011-2012  2012-2013  2013-2014
$2 Benefit Increase  $708,400 $708,400 $708,400 $708,400 $708,400

ASSUMPTIONS AND METHODOLOGY:

Firemen and Rescue Squad Workers’ Pension Fund

The cost estimates of the System's Actuary are based on the employee data, actuarial assumptions and
actuarial methods used to prepare the June 30, 2008 actuarial valuation of the fund. The data included
36,160 active members, 10,509 retired members in receipt of annual pensions totaling $21.4 million
and actuarial value of assets equal to $317 million. Significant actuarial assumptions used include (a)
an investment return rate of 7.25%, (b) the 1974 George -B. Buck Mortality Table for deaths after
retirement and (c) rates of separation from active service based on Fund experience. The actuarial cost
method used was the entry age method with open-end unfunded accrued liability and a frozen
unfunded liquidation period of nine years. Detailed information concerning these assumptions and
methods is shown in the actuary’s report, which is available upon request from Stanley Moore.

SOURCES OF DATA: System Actuary — Buck Consultants
General Assembly Actuary - Hartman & Assomates LLC

TECHNICAL CONSIDERATIONS: None
FISCAL RESEARCH DIVISION: (919) 733-4910. The above information is provided in

accordance with North Carolina General Statute 120-114 and applicable rules of the North
Carolina Senate and House of Representatives.

House Bill 5 (Proposed Committee Substitute) ' 1



PREPARED BY: _Stanley Moore Sy YW

APPROVED BY: Marilyn Chism, Director (/37
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Fiscal Research Division / {

DATE: _February 24,2009

Hoﬁse Bill S (Proposed Committee Substitute)
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2009

HOUSE BILL 5§
PROPOSED COMMITTEE SUBSTITUTE HS-PCS40049-LL-2

Short Title:  Increase Fire and Rescue Benefits. (Public)

Sponsors:

Referred to:

January 29, 2009

A BILL TO BE ENTITLED
AN ACT TO INCREASE THE MONTHLY PENSION FOR MEMBERS OF THE
FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION FUND. :
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-86-55 reads as rewritten:
"§ 58-86-55. Monthly pensions upon retirement.

Any member who has served 20 years as an "eligible fireman" or "eligible rescue squad
worker" in the State of North Carolina, as provided in G.S. 58-86-25 and G.S. 58-86-30, and
who has attained the age of 55 years is entitled to be paid a monthly pension from this fund.
The monthly pension shall be in the amount of ene-hundred—seventy—doHars—($176-00) one
hundred seventy-two dollars ($172.00) per month. Any retired fireman receiving a pension
shall, effective July-1-—2008; July 1. 2009, receive a pension of eﬁe—hundfed—seﬁﬁe&t-y—del-}afs
$170-00) one hundred seventy-two dollars ($172.00) per month.

Members shall pay ten dollars ($10.00) per month as required by G.S. 58-86- 35 and
G.S. 58-86-40 for a period of no longer than 20 years. No "eligible rescue squad member" shall
receive a pension prior to July 1, 1983. No member shall be entitled to a pension hereunder
until the member's official duties as a fireman or rescue squad worker for which the member is
paid compensation shall have been terminated and the member shall have retired as such
according to standards or rules fixed by the board of trustees.

A member who is totally and permanently disabled while in the discharge of the member's
official duties as a result of bodily injuries sustained or as a result of extreme exercise or
extreme activity experienced in the course and scope of those official duties and who leaves the
fire or rescue squad service because of this disability shall be entitled to be paid from the fund a
monthly benefit in an amount of ene—hundred——seventy—doHars—($170-08) one hundred
seventy-two dollars ($172.00) per month beginning the first month after the member's
fifty-fifth birthday. All applications for disability are subject to the approval of the board who
may appoint physicians to examine and evaluate the disabled member prior to approval of the
application, and annually thereafter. Any disabled member shall not be required to make the
monthly payment of ten dollars ($10.00) as required by G.S. 58-86-35 and G.S. 58-86-40.

A member who is totally and permanently disabled for any cause, other than line of duty,
who leaves the fire or rescue squad service because of this disability and who has at least 10
years of service with the pension fund, may be permitted to continue making a monthly
contribution of ten dollars ($10.00) to the fund until the member has made contributions for a
total of 240 months. The member shall upon attaining the age of 55 years be entitled to receive

NG ERRORID
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a pension as provided by this section. All applications for disability are subject to the approval
of the board who may appoint physicians to examine and evaluate the disabled member prior to
approval of the application and annually thereafter.

A member who, because his residence is annexed by a city under Part 2 or Part 3 of Artlcle
4A of Chapter 160A of the General Statutes, or whose department is closed because of an
annexation by a city under Part 2 or Part 3 of Article 4A of Chapter 160A of the General
Statutes, or whose volunteer department is taken over by a city or county, and because of such
annexation or takeover is unable to perform as a fireman or rescue squad worker of any status,
and if the member has at least 10 years of service with the pension fund, may be permitted to

" continue making a monthly contribution of ten dollars ($10.00) to the fund until the member

has made contributions for a total of 240 months. The member upon attaining the age of 55
years and completion of such contributions shall be entitled to receive a pension as provided by
this section. Any application to make monthly contributions under this section shall be subject
to a finding of eligibility by the Board of Trustees upon application of the member.

The pensions provided shall be in addition to all other pensions or benefits under any other
statutes of the State of North Carolina or the United States, notwithstanding any exclusionary
provisions of other pensions or retirement systems provided by law."

SECTION 2. This act becomes effective July 1, 2009

Page 2 ~ House Bill 5 H5-PCS40049-LL-2



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:

By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT.
[CJCommittee Substitute for
HBS A BILL TO BE ENTITLED AN ACT TO INCREASE THE MONTHLY PENSION
FOR MEMBERS OF THE FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION FUND.

With a favorable report as to the committee substitute bill, ﬁnfavorable as to the original bill, and
recommendation that the committee substitute bill be re-referred to the Committee on .
APPROPRIATIONS.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

Pursuant to Rule 36(b), the (House/Senate) committee substitute bill/(joint) resolution

(No ) is placed on the Calendar of . (The original bill resolution No. ) is placed
on the Unfavorable Calendar.

The (House) committee substitute bill/(joint) resolution (No. ) is re-referred to the
Committee on . (The original bill/resolution) (House/Senate Committee Substitute Bill/(Joint)
resolution No. _ ) is placed on the Unfavorable Calendar.
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A BILL TO BE ENTITLED

AN ACT TO INCREASE THE MONTHLY PENSION FOR MEMBERS OF THE FIREMEN'S AND RESCUE
) SQUAD WORKERS' PENSION FUND.

AR/ o

For a complete list of cosponsors for this bill, please see the report inside the bill Jacket
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 9%4
Short Title:  Clarify Definition of Retirement. (Public)
Sponsors:  Representatives Owens, Insko (Primary Sponsors); Coates, Lewis, and Lucas.

Referred to:  Rules, Calendar, and Operations of the House.

February 10, 2009

A BILL TO BE ENTITLED
AN ACT TO AMEND THE DEFINITION OF RETIREMENT TO CLARIFY THAT
SERVICE AS AN UNPAID VOLUNTEER IN A LOCAL SCHOOL ADMINISTRATIVE
UNIT IS NOT CONSIDERED SERVICE FOR THE PURPOSE OF THAT DEFINITION.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 135-1(20) reads as rewritten:
."(20) "Retirement" means the termination of employment and the complete
separation from active service with no intent or agreement, express or
implied, to return to service. A retirement allowance under the provisions of
this Chapter may only be granted upon retirement of a member. In order for
a member's retirement to become effective in any month, the member must
render no service, including part-time, temporary, substitute, or contractor
service, at any time during the six months immediately following the
effective date of retirement. For purposes of this subdivision, service as a
member of a school board or as an unpaid volunteer in a local school
administrative unit shall not be considered service."
SECTION 2. This act is effective when it becomes law.

t #4



HOUSE BILL 94:
Clarify Definition of Retirement

‘‘‘‘‘‘‘‘‘‘ "

2009-2010 General Assembly

Committee: House Pensions and Retirement Date: March 3, 2009
Introduced by: Reps. Owens, Insko : Prepared by: Karen Cochrane-Brown -
Analysis of: First Edition " Committee Counsel

SUMMARY: House Bill 94 amends the definition of the term "Retirement” to clarify that service as
an unpaid volunteer in a public school is not considered service for purposes of the Teachers' and
State Employees’ Retirement System.

CURRENT LAW:

G.S. 135-1(20) contains the definition of "Retirement" which means termination of employment and the
complete separation from active service with no intent or agreement, express or implied, to return to
-service. The definition also specifies that a retirement allowance under the provisions of Chapter 135
may only be granted upon retirement of a member and that in order for a member's retirement to become
- effective in any month, the member must render no service, including part-time, temporary, substitute,
or contractor service, at any time during the six (6) months immediately following the effective date of
retirement.

G.S. 135-1(23) contains the definition of "Service" which means service as a teacher or State employee
as described in definition of "employee" G.S. 135-1(10), or "teacher" G.S. 135-1(25).

In 2007, the law was amended to clarify that for the Teachers' and State Employees' Retirement System,
service as a member of a school board is not considered service under the definition of retirement.

BILL ANALYSIS:

House Bill 94 would amend the law to further clarify the definition of retirement. The bill proposes to
add a provision stating that service as an unpaid volunteer in a local school administrative unit shall not
be considered service that would prevent a. member's retirement from becoming effective.

EFFECTIVE DATE: This act is effective when it becomes law,

H94-SMRO-6(el) vi

Research Division O. Walker Reagan, Director (919) 733-2578
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GENERAL ASSEMBLY OF NORTH CAROLINA
’ SESSION 2009 -

HOUSE BILL 94 '
PROPOSED COMMITTEE SUBSTITUTE H94-PCS50157-LL-5 -

Short Title:  Clarify Definition of Retirement. u ' (Public)

Sponsors:

Referred to: .

February 10, 2009

. ABILL TO BE ENTITLED ‘

AN ACT TO AMEND THE DEFINITION OF RETIREMENT TO CLARIFY THAT
SERVICE AS AN UNPAID VOLUNTEER IN A LOCAL SCHOOL ADMINISTRATIVE
UNIT IS NOT CONSIDERED SERVICE FOR THE PURPOSE OF THAT DEFINITION.

The General Assembly of North Carolina enacts:

SECTION 1. G.S. 135-1(20) reads as rewritten:

"(20) "Retirement" means' the termination of employment and the complete
separation from active service with no intent or agreement, express or
implied, to return to service. A retirement allowance under the provisions of
this Chapter may only be granted upon retirement of a member. In order for
a member's retirement to become effective in any month, the member must
render-no service, including part-time, temporary, substitute, or contractor
service, at any time during the six months immediately following the
effective date of retirement. For purposes of this subdivision, service as a
member of a school board or as an unpaid bona fide volunteer in a local
school administrative unit shall not be considered service."

SECTION 2. This act is effective when it becomes law.

*H9® 4=-PCS50157-SLL=-S5nx



NORTH CAROLINA GENERAL ASSEMBLY
- Legislative Services Office

Geotge R. Hall, Legislative Services Officer -

al Research Division Maribyn Chism
N. Salisbury Street, Suite 619 : , Director
Raleigh, NC 27603-5925 -
Tel. 919-733-4910 Fax 919-715-3589

March 2, 2009
MEMORANDUM
TO: Representatives Verla Insko andBill Owens

FROM: Stanley MooéN\/

Fiscal Research Division
SUBJECT: Actuarial Note House Bill 94
‘Re:  Clarify Definition of Retirement

In accordance with North Carolina General Statute 120-114 and applicable Rules of the North
Carolina Senate and House of Representatives, attached is a certified copy of an original
actuarial note on the above subject as prepared by the General Assembly’s Consulting Actuary.
A certified copy of an original actuarial note on the same subject from the Plan Administrator’s
Consu}fing Actuary is also attached for your review.

cc: Rep. Russell Tucker

., House Principal Clerk
Attachment(s):
(1) Legislative Actuarial Note
2) Actuarial Note, Buck Consultants -
?3) Actuarial Note. Hartman & Associates

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER
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RETIREMENT
BILL NUMBER: House Bill 94 (First Edition)
SHORT TITLE: Clarify Definition of Retirement.

SPONSOR(S): Representatives Insko z{nd Owens

FUNDS AFFECTED: General Fund, Highway Fund, and Receipt Funds
SYSTEM OR PROGRAM AFFECTED: Teachers’ and State Employees’ Retirement System.
EFFECTIVE DATE: When it becomes law

BILL SUMMARY: Amends the definition of “Retirement” to clarify that service as an unpaid
volunteer in a local school administrative unit is not considered service for the purpose of
retirement.

ESTIMATED IMPACT: Both the Retirement System Actuary, Buck Consultants, and the
General Assembly Actuary, Hartman & Associates, agree that there would be no cost as a result of
the enactment of this bill. '

ASSUMPTIONS AND METHODOLOGY:

Teachers’ & State Employees' Retirement System

The cost estimates of the System's Actuary are based on the employee data, actuarial assumptlons
and actuarial methods used to prepare the December 31, 2007 actuarial valuation of the fund. The
data included 338,490 active members with an annual payroll of $12.7 billion, 145,855 retired
members in receipt of annual pensions totaling $2.9 billion and actuarial value of assets equal to
$55.3 billion. Significant actuarial assumptions used include (a) an investment return rate of
7.25%, (b) average salary increase rate of 6.25%, (c) the 1994 Group Annuity Mortality Tables
(tables are not adjusted for male teachers, set forward one year for female teachers, set forward
two years for general employees and law enforcement officers and set forward two years for the
beneficiaries of deceased member), and (d) rates of separation from active service based on
System experience. The actuarial cost method used was the entry age normal cost method and a
frozen liquidation period of nine years. Detailed information concerning these assumptions and
methods is shown in the actuary's report, which is available upon request from Stanley Moore.

SOURCES OF DATA: Buck Consultants
Hartman & Associates, LLC

TECHNICAL CONSIDERATIONS: None

House Bill 94 (First Edition) 1



FISCAL RESEARCH DIVISION: (919) 733-4910. The above information is provided in
accordance with North Carolina General Statute 120-114 and apphcable rules of the North
Carolina Senate and House of Representatives.

PREPARED BY: . Stanley Moore

APPROVED BY: Marilyn Chism, Director
' Fiscal Research Division

Official ’7;54‘, ‘
Fiscal Rg:eareh Dwnslon
\W Publication

DATE: March 2, 2009 | \%gj
Signed‘Copy‘ Located in the NCGA Principal Clerk's Offices

House Bill 94 (First Edition) 4 ) : 2
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Februag'y 16, 2009

-Mr. David Vanderweide
Policy Director
State of North Carolina
Department of State Treasurer
Retirement Systems Division
325 North Salisbury Street

. Raleigh, NC 27603-1385

Re: House Bill 94
Dear Mr. Vanderweide:

We have received your letter of February 12 regarding House Bill 94, which affects the Teachers’
and State Employees’ Retirement System (TSERS).

This legislation amends G.S. 135-1(20) and appears to clarify that service as an unpaid volunteer in
a local school administrative unit shall not be considered service in the definition of retirement. .

Smce this bill is only codifying that service that was not previously treated as service under TSERS
is not service under TSERS, this proposal will not increase the liabilities or contribution rates of

TSERS.

If you have any questions or need additional assistance, please let us know.
Very truly yours,

7

ichard A. Mackesey, FSA, EA, MAAA
Principal, Copsulting Actuary .

RAM:km

ANC\COR\90213RM1.DOC

14911 Quorum Drive, Suite 200 + Dallas, TX 75254-7534
972.628.6800 - 972.628.6801 (fax)



HARTMAN & ASSOCIATES, LLC

ACTUARIAL CONSULTING

MARK V. HARTMAN, FSA, MAAA, MCA, EA - hartman@triad.rr.com
Phone: (336) 731-4038 ‘ 668 Link Road
Fax:  (336) 731-2583 Lexington, NC 27295

February 18, 2009

Mr. Stanley Moore

Fiscal Research Division

North Carolina General Assembly
300 N. Salisbury Street

Raleigh, NC 27603-5925

Re: House Bill 94: An Act to Amend the Definition of Rétirement under the TSERS to
Exclude Service as an Unpaid Volunteer .

Dear Mr. Moore:

Currently, G.S. 135-1(20) defines retirement from the Teachers' and State Employees'
Retirement System (TSERS) as the termination of employment and the complete separation
from active service with no intent or agreement, express or implied, to return to service. - For
retirement to be effective in any month, the member must render no service, including part-time,
temporary, substitute, or contractor service, during the six months immediately following
retirement,

This bill would clarify that service as an unpaid volunteer in a local school administrative unit will
not be considered service under this provision. This act is effective when it becomes law.

This act is not expected to have to have a financial impact on the TSERS.
If you have any questions, let me know.

Sincerely,

Madh 58

Mark V. Hartman, FSA, MAAA, FCA, EA
Consulting Actuary

MVH/mt



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:

By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT
[CJCommittee Substitute for
HB %4 A BILL TO BE ENTITLED AN ACT TO AMEND THE DEF INlTlON OF
RETIREMENT TO CLARIFY THAT SERVICE AS AN UNPAID VOLUNTEER IN A LOCAL
SCHOOL ADMINISTRATIVE UNIT IS NOT CONSIDERED SERVICE FOR THE PURPOSE OF
THAT DEFINITION.

With a favorable report as to the committee substitute bill, unfavorable as to the original bill.

]

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

Pursuant to Rule 36(b), the (House/Senate) committee substitute bill/(joint) resolution
(No. ) is placed on the Calendar of . (The original bill resolution No. ) is placed
on the Unfavorable Calendar. )

The (House) committee substitute bill/(joint) resolution (No. ) is re-referred to the
Committee on . (The original bill/resolution) (House/Senate Committee Substitute Bill/(Joint)
" resolution No. _ ) is placed on the Unfavorable Calendar.



PUBLIC BILL

0034

HB. B | | ~ SESSIONLAW
" A BILL TO BE ENTITLED
« ANACT TO AMEND THE DEFINITION OF RETIREMENT TO CLARIFY THAT SERVICE AS AN UNPAID

VOLUNTEER IN A LOCAL SCHOOL ADMINISTRATIVE UNIT IS NOT CONSIDERED SERVICE FOR
THE PURPOSE OF THAT DEFININON.

For a complete list of cosponsors for this bill, please see the report inside the bill ]acket
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VISITOR REGISTRATION SHEET

PENSIONS AND RETIREMENT Wednesday, March 4, 2009

Name of Committee Date

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK
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PENSIONS AND RETIREMENT
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North Carolina General Assembly
House Committee on Pensions & Retirement

MINUTES

~

Wednesday, March 18, 2009

The House Committee on Pensions and Retirement met Wednesday, March
18, 2009 at 10:00 a.m. in Room 415 of the Legislative Office Building. The
following members were present: Representative Tucker, Chair, Representatives
Bell, Folwell, Hurley and McGee, Vice Chairs, Representatives McLawhorn, Ross and
. Tolson. Fourteen visitors attended and a visitor's registration sheet is attached as
part of these minutes.

The meeting was called to order by Representative Tucker, Chair. He asked
the pages to introduce themselves. They were Najiyyah Phipps and Deshawn Henry
Adams, from Guilford County and their sponsor was Representative Wiley. The
Chair also recognized Sergeant-at-Arms Reggie Sills, Dusty Rhodes, John Brandon
and Michael Martin.

Representative Tucker, Chair recognized Representative Folwell to present
HB 556 AN ACT TO ANACT THE TREASURER'S GOVERNANCE AND
TRANSPARENCY ACT OF 2009. (Attachment #1). Representative Folwell -
explained the bill. He stated this bill that came from the newly elected Treasurer
which adds two members to the Investment Advisory Committee. Representative
Tolson moved to give the bill a favorable report and re-refer to Committee on
Finance. Motion carried.

The Chair asked Representative McGee, Vice Chair to preside while he
stepped down to present two of his bills. The first bill being HB 429 AN ACT TO
ADDRESS COST-OF-LIVING ADJUSTMENTS FOR RETIREES OF THE |
TEACHERS' AND STATE EMPLOYEES' RETIREMENT SYSTEM, THE
JUDICIAL RETIREMENT SYSTEM, AND THE LOCAL GOVERNMENTAL
EMPLOYEES' RETIREMENT SYSTEM. (Attachment #2). A PCS was presented and
Representative Tolson moved to accept the PCS for consideration. Motion carried.
Representative Tucker explained the bill. He said this bill was brought to him by



the Retirement System as their recommendation from their board. He asked
Staff to comment. Representative McLawhorn moved to give the PCS a favorable
report, unfavorable to the original and be re-referred to the Committee on
Appropriations. Motion carried.

The second bill presented by Representative Tucker was HB 549 AN ACT .
TO INCREASE THE MONTHLY PENSION FOR MEMBERS OF THE FIREMEN'S
AND RESCUE SQUAD WORKERS' PENSION FUND AND TO APPROPRIATE
FUNDS TO REPAY THE FIREMEN'S AND RESCUE SQUAD WORKERS' *
PENSION FUND IN FULL AND TO FULLY FUND THE ANNUAL REQUIRED
CONTRIBUTION. (Attachment #3). Representative Tucker explained the bill
stating it was a recommendation directly from the board to increase benefits paid
to retirees of the North Carolina Firemen's and Rescue Squad Workers' Pension
Fund from $170.00 to $173.00 per month. Staff was called on to help explain.
Representative Tolson moved for a favorable report and re-refer to
Appropriations. Motion carried.

There being no further business, the Chair adjourned the meeting at 10:15
AM. '

Respectfully submitted,

M

Repr‘esen'ra‘hve Russell Tucker, Chair

Sally Gillis;Committee Assistant



AMENDED MEETING NOTICE

NORTH CAROLINA HOUSE OF REPRESENTATIVES
COMMITTEE MEETING NOTICE
AND “
BILL SPONSOR NOTIFICATION
~2009-2010 SESSION

You are hereby notified that the Committee on Pensions and Retirement will meet as follows:

DAY & DATE: Wednesday, March 18, 2009 ot
TIME: 10:00 am
LOCATION: 415L0B
COMMENTS Bill Sponsor requested HB 345 be postponed
HB 549 will be added

HB 556 Also added to agenda

_ The following bills will be considered:

HB 429 RETIREMENT SYTEM COLAs
: Representatives Tucker

HB 549 . INCREASE FIRE AND RESCUE PENSION
Representative Tucker

Respectfully,
Representative Tucker, Chair

I hereby certify this notice was filed by the commlttee assistant at the following offices at
11:00 a.m. on March 17, 2009.

Principal Clerk
Reading Clerk — House Chamber

Sally Gillis (Committee Assistant)

;o



HOUSE COMMITTEE ON PENSIONS AND RETIREMENT
Wednesday, March 18, 2009

Room 415 LOB
10:00 A.M.

HB 429 RETIREMENT SYSTEM COLAs
- Representative Tucker |

HB 549 INCREASE FIRE AND RESCUE PENSION
| Representative Tucker

HB 556 Treasurer's Governance & Transparency Act
Representatives Folwell, McGee, Owens & Randleman

ADJOURNMENT



i Attachment ft!

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 556
Short Title:  Treasurer's Governance & Transparency Act. (Public)
Sponsors: Representatives Folwell, McGee, Owens, Randleman (Primary Sponsors);

Brown, Faison, Justice, and Lewis.

Réferred to:  Pensions and Retirement, if favorable, Finance.

O 0~ P WN -

March 12, 2009

A BILL TO BE ENTITLED

AN ACT TO ENACT THE TREASURER'S GOVERNANCE AND TRANSPARENCY ACT

OF 2009.
The General Assembly of North Carolina enacts:

SECTION 1. G.S. 147-69.2(b1) reads as rewritten: :

"(b1) With respect to investments authorized by subsections (b)(8) and (b)(9) of this
section, the State Treasurer shall appoint an Investment Advisory Committee, which shall
consist of five-seven members: the State Treasurer, who shall be chairman ex officio; two
members selected from among the members of the boards of trustees of the Retirement
Systems; and-twe_four members selected from the general public. The-twe _four public members
must have experience in areas relevant to the administration of a large, diversified investment

grogram, mcludmg but _not llmlted to, ene—er—mere—ef—the—fel-lewmg—afeas—ma‘esuﬂent

er—absek;te—setum—s@;ategnes:mvestment management, securltles law, real estate development, or

absolute return strategies. The State Treasurer shall also appoint a Secretary of the Investment
Advisory Committee who need not be a member of the committee. Members of the committee
shall receive for their services the same per diem and allowances granted to members of the
State boards and commissions generally. The committee shall have advisory powers only and
membership shall not be deemed a public office within the meaning of Article VI, Section 9 of
the Constitution of North Carolina or G.S. 128-1.1."

SECTION 2. This act is effective when it becomes law.

NTARN



HOUSE BILL 556:
Treasurer's Governance & Transparency Act

Committee: House Pensions and Retirement, if favorable, Date: March 17, 2009
Finance :

Introduced by: Reps. Folwell, McGee, Owens, Randleman  Prepared by: Karen Cochrane-Brown

Analysis of: First Edition : Committee Counsel

SUMMARY: House Bill 556 increased the membership of the Treasurer's Investment Advisory
Committee from five to seven members. The bill also changes the experience requirements of the
public members.

[As introduced, this bill was identical to S632, as introduced by Sen. Nesbitt, which is currently in
Senate Finance.]

CURRENT LAW:

Under current law, The State Treasurer is authorized to invest the assets of the all of the State
administered retirement systems. The law includes several limitations on the amount and types of
investiments that can be made with these funds. '

The law also authorizes the State Treasurer to appoint an Investment Advisory Committee. The
Jommittee consists of five members: The State Treasurer, two members from the board of trustees of
_he Retirement System, and two public members. The public members must have experience in one or
more of the following areas: investment management, real estate investment trusts, real estate
development, venture capital investment, or absolute return strategies. The committee has only advisory
powers.

BILL ANALYSIS:

House Bill 556 amends the law to increase the membership of the Investment Advisory Committee from
five to seven members, with the two additional members to be appointed by the Treasurer as public
members. The bill also changes the experience requirements for the public members by removing the
requirement for experience in real estate investment trusts and venture capital investments, and
substituting experience in securities law. '

EFFECTIVE DATE: This act is effective when it becomes law.

H556-SMRO-9(el) vi

Research Division O. Walker Reagan, Director 919 733-25‘78,



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing commlttee(s) is/are presented:
By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT.

[[JCommittee Substitute for
HB 556 - ABILL TO BE ENTITLED AN ACT TO ENACT THE TREASURER'S
GOVERNANCE AND TRANSPARENCY ACT OF 2009.

DX With a favorable report and recommendation that the bill be re-referred to the Committee on
FINANCE.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

]

___The bill/resolution is re-referred to the Committee on
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H.B. . SESSION LAW

A BILL TO BE ENTITLED

AN ACT TO ENACT THE TREASURER'S GOVERNANCE D TRANSPARENCY ACT OF 2009.

Introduced by Representatzve(s); gwell McGee, Owens and Randleman (anary Sponsors)

_QM-S‘{TOL s L.{’wi(

For a complete list of cosponsors for this bill, please see the report inside the bill jacket.
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,’ Aﬂ'achmenf #2

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H ' 1
HOUSE BILL 429
Short Title:  Retirement System COLAs. . - (Public)
Sponsors: . Representaiives Tucker; Farmer-Butterfield and Hughes.

Referred to:  Pensions and Retirement, if favorable, Appropriations.

March 5, 2009

A BILL TO BE ENTITLED -

AN ACT TO ADDRESS COST-OF-LIVING ADJUSTMENTS FOR RETIREES OF THE
TEACHERS' AND STATE EMPLOYEES' RETIREMENT SYSTEM, THE JUDICIAL
RETIREMENT SYSTEM, AND THE LOCAL GOVERNMENTAL EMPLOYEES'
RETIREMENT SYSTEM.

The General Assembly of North Carolina enacts:

SECTION 1. 1t is the intent of the General Assembly to provide cost-of-living
adjustments to the benefits provided to members of the Teachers' and State Employees'
Retirement System, the. Consolidated Judicial Retirement System, and the Local Governmental
Employees' Retirement System for the 2009-2010 fiscal year of the same percentage as those
pay increases provided to State employees for the 2009-2010 fiscal year, not to exceed one
percent (1.0%).

SECTION 2. This act becomes effective July 1, 2009.

AN DA



HOUSE BILL 429:
Retirement System COLAs

Committee: House Pensions and Retirement, if favorable, Date: March 17, 2009
Appropriations . .

Introduced by: Rep. Tucker Prepared by: Theresa Matula

Analysis of: PCS to First Edition Committee Staff
H429-CSSH-5

. SUMMARY: The Proposed Committee Substitute for House Bill 429 states that it is the intent of the
General Assembly to provide a cost-of living adjustment to the benefit paid to beneficiaries of the
Teachers' and State Employees' Retirement System and the Consolidated Judicial Retirement System

Jor the 2009-2010 fiscal year that amounts to the same increase as the pay increase provided to State
employees for the 2009-2010 fiscal year, not to exceed 1.0%.

BILL ANALYSIS:

The PCS for House Bill 429 provides that it is the intent of the General Assembly to provide a cost-of-
living adjustment (COLA) to the benefits provided to members of the Teachers' and State Employees'
Retirement System (TSERS) and the Consolidated Judicial Retirement System (CJRS) for the 2009-
2010 fiscal year. The COLA shall be the same percentage as the pay increase provided to State
employees for the 2009-2010 fiscal year, but shall not exceed one percent.

The PCS amends the original bill by changing the word "members" to "beneficiaries" and removes the
Local Governmental Employees' Retirement System (LGERS) from the bill.

EFFECTIVE DATE:
This bill would become effective July 1, 2009.

H429-SMSH-25(CSSH-5) vi

Research Division O. Walker Reagan, Director (919) 733-2578
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2009

HOUSE BILL 429
PROPOSED COMMITTEE SUBSTITUTE H429—CSSH-5 [v.1]

3/17/2009 11:04:23 AM

Short Title:  Retirement System COLAs. _ (Public)
Sponsors:
Referred to:
March 5, 2009
A BILL TO BE ENTITLED

AN ACT TO ADDRESS COST-OF-LIVING ADJUSTMENTS FOR RETIREES OF THE
TEACHERS' AND STATE EMPLOYEES' RETIREMENT SYSTEM AND THE
CONSOLIDATED JUDICIAL RETIREMENT SYSTEM.

The General Assembly of North Carolina enacts:

SECTION 1. It is the intent of the General Assembly to provide cost-of-living .
adjustments to the benefits provided to beneficiaries of the Teachers' and State Employees'’
Retirement System and the Consolidated Judicial Retirement System for the 2009-2010 fiscal
year of the same percentage as those pay increases provided to State employees for the
2009-2010 fiscal year, not to exceed one percent (1.0%).

SECTION 2. This act becomes effective July 1, 2009.

R AR
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2009

HOUSE BILL 429 .
- PROPOSED COMMITTEE SUBSTITUTE H429-PCS50243-SH-5

Short Title: | Retirement System COLAs. . _ ‘ (Public)
Sponsors:
Referred to:
| March 5, 2009
A BILL TO BE ENTITLED

'AN ACT TO ADDRESS COST-OF-LIVING ADJUSTMENTS FOR RETIREES OF THE

TEACHERS' AND STATE EMPLOYEES' RETIREMENT SYSTEM AND THE
CONSOLIDATED JUDICIAL RETIREMENT SYSTEM.
The General Assembly of North Carolina enacts: _
SECTION 1. It is the intent of the General Assembly to provide cost-of-living -
adjustments to the benefits provided to beneficiaries of the Teachers' and State Employees'
Retirement System and the Consolidated Judicial Retirement System for the 2009-2010 fiscal
year of the same percentage as those pay increases provided to State employees for the
2009-2010 fiscal year, not to exceed one percent (1.0%).
SECTION 2. This act becomes effective July 1, 2009.

* H&4 29 -PCS50243~-C€CS S H-=-S5»



NORTH CAROLINA GENERAL ASSEMBLY
Legislative Services Office

George R. Hall, Legislative Services Officer

wal Research Division . Marilyn Chism
) N. Salisbury Strect, Suite 619 Director
Raleigh, NC 27603-5925 )
Tel. 919-733-4910 [Fax 919-715-3589

March 17, 2009

MEMORANDUM
TO: . Representative Russell Tucker
FROM: Stanley Mooresm
Fiscal Research Division
- SUBJECT: | Actuarial Note for Proposed Committee Substitute for@@

Re: Retirement System COLAs

In accordance with North Carolina General Statute 120-114 and applicable Rules of the North
Carolina Senate and House of Representatives, attached is a certified copy of an original
actuarial note on the above subject as prepared by the General Assembly’s Consulting Actuary.
A certified copy of an original actuarial note on the same subject from the Plan Administrator’s
Consulting Actuary is also attached for your review.

cc: House Principal Clerk

Attachment(s):

(1) Legislative Actuarial Note

2 Actuarial Note, Buck Consultants

3) Actuarial Note. Hartman & Associates

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER



Legislati ee Actuarlal Note
\‘\ K?‘M“ \7‘9‘ i

- RETIREMENT

REVISED
BILL NUMBER: House Bill 429 (Proposed Committee Substitute)
SHORT TITLE: Retirement §ystem COLAs.

SPONSOR(S): Representati.ve Tucker

FUNDS AFFECTED: General Fund, Highway Fund, and Receipt Funds for the Teachers’ and
State Employees’ Retirement System and General Fund for the Consolidated Judicial Retirement

System.

SYSTEM OR PROGRAM AFFECTED: Teachers’ and State Employees’ Retirement System
and Consolidated Judicial Retirement.

EFFECTIVE DATE: July 1, 2009

BILL SUMMARY: States the General Assembly’s intent to provide for a cost-of-living
adjustment to the benefits provided to retirees of the Teachers’ and State Employees’ Retirement
System and the Consolidated Judicial Retirement System for the 2009-2010 fiscal year that is the
same percentage increase as those salary increases that are provided to state employees for the
2009-2010 fiscal year and provides that the increase is not to be more than 1%.

ESTIMATED FISCAL IMPACT: The estimated cost to grant a 1% COLA for Teachers'
and State Employees’ Retirement System and the amounts needed to be appropriated are as
follows:

Retirement System Actuary: Buck Consultants estimates the cost to be 0.32% of the payroll of all

members of the Teachers' and State Employees’ Retirement System.
2009-10 2010-11 2011-12 2012-13 2013-14

General Fund $32.6M $34.4M $36.3M $38.3M $40.4M
Highway Fund $1.5M $1.6M: $1.7M $1.8M $1.9M
Receipt Funds - $12.5M $13.2M $13.9M $14.7M $15.5M
Total Cost $46.7M $49.2M $51.9M $54.8M $57.8M

House Bill 429 (Proposed Committeec Substitutc) 1



General Assembly Actuary: Hartman & Associates estimates the cost to be 0.31% the payroll of
all members of the Teachers' and State Employees’ Retirement System.
2009-10 2010-11 2011-12 2012-13 2013-14

General Fund $31.6M $33.3M $35.2M $37.1M $39.1M
Highway Fund $1.5M $1.5M $1.6M $1.7M $1.8M
Receipt Funds $12.1M $12.8M $13.5M $142M  $15.0M
Total Cost $45.2M $47.TM $50.3M $53.0M $55.9M

The estimated cost to grant a 1% COLA for the Consolidated Judicial Retirement System
and the amount needed to be appropriated is as follows:

Retirement System Actuary: Buck Consultants estimates the cost to be 0.52% of the payroll of all

members of the Consolidated Judicial Retirement System.
2009-10 ' 2010-11 2011-12 2012-13 2013-14
General Fund $353,600 $371,139 $389,547 $408,869 $429,148

General Assembly Actuary: Hartman & Associates estimates the cost to be 0.51% the payroll of
all members of the Consolidated Judicial Retirement System.

2009-10 2010-11 2011-12 2012-13 2013-14
General Fund $346,800 $364,001 $382,056 $401,006 $420,896

ASSUMPTIONS AND METHODOLOGY:

Teachers’ & State Employees' Retirement System

The cost estimates of the System's Actuary are based on the employee data, actuarial assumptions
and actuarial methods used to prepare the December 31, 2007 actuarial valuation of the fund. The
data included 338,490 active members with an annual payroll of $12.7 billion, 145,855 retired
members in receipt of annual pensions totaling $2.9 billion, and actuarial value of assets equal to
$55.3 billion. Significant actuarial assumptions used include (a) an investment return rate of
7.25%, (b) average salary increase rate of 6.25%, (c) the 1994 Group Annuity Mortality Tables
(tables are not adjusted for male teachers, set forward one year for female teachers, set forward
two years for general employees and law enforcement officers and set forward two years for the
beneficiaries of deceased member), and (d) rates of separation from active service based on
System experience. The actuarial cost method used was the entry age normal cost method and a
frozen liquidation period of nine years. Detailed information concerning these assumptions and
methods is shown in the actuary's report, which is available upon request from Stanley Moore.

Consolidated Judicial Retirement System

The cost estimates of the System's Actuary are based on the employee data, actuarial assumptions
and actuarial methods uscd to prepare the December 31, 2007 actuarial valuation of the fund.. The
data included 548 active members with an annual payroll of $61.3 million, 482 retired members in
receipt of annual pensions totaling $26 million, and actuarial value of assets equal to $430.4
million. Significant actuarial assumptions used include (a) an investment return rate of 7.25%, (b)
salary increase rate of 6.25%, (c) the 1994 Group Annuity Mortality Tables, (tables are set forward
two years for post-retirement period and set back one year for pre-retirement period and special
mortality tables are used for period after disability retirement), and (d) rates of separation from
active service based on System experience. The actuarial cost method used to determine the
liabilities is the projected unit credit. Projected benefits and the corresponding liabilities are

House Bill 429 (Proposed Committee Substitute) 2



allocated based on proration by creditable service. The method used to determine the contribution
- rate is the projected unit credit method with a frozen unfunded liquidation period of nine years.
Detailed information concerning these assumptions and methods is shown in the actuary's report,
which is available upon request from Stanley Moore.

SOURCES OF DATA: Buck Consultants
Hartman & Associates, LLC

TECHNICAL CONSIDERATIONS: None

FISCAL RESEARCH DIVISION: (919) 733-4910. The above information is provided in
accordance with North Carolina General Statute 120-114 and applicable rules of the North
Carolina Senate and House of Representatives.

.......

PREPARED BY: Stanley Moore

APPROVED BY: Marilyn Chism, Director /// / JCYAERN
Fiscal Research Division AN % acd {Ator)

DATE: March 17, 2009

House Bill 429 (Proposed Committee Substitute) 3
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February 3, 2009

Mr. David Vanderweide
Policy Director

State of North Carolina
Department of State Treasurer
Retirement Systems Division
325 North Salisbury Street
Raleigh, NC 27603-1385

Re: Cost of Living Adjustment for State, Local and Judicial Retirement Systems

Dear Mr. Vanderweide:

We have received Mr. Stanley Moore’s request of January 29 regarding the cost associated with a
cost of living adjustment for the Teachers’ and State Employees’ Retirement System, the Local
Government Employees’ Retirement System and the Consolidated Judicial Retirement System.

These requested costs are based on a post-retirement increase in the allowances of retirees and other
beneficiaries of the respective systems equal to 1.0% for those who commenced retirement on or
before July 1, 2008 and a prorated portion of the 1.0% post-retirement increase for those who
commenced retirement after July 1, 2008 and before June 30, 2009, with all increases payable

effective July 1, 2009.

Teachers’ and State Employees’ Retirement System

Based on a nine-year liquidation period, the annual cost for this proposed change is 0.32% of
payroll. Assuming that the contribution rate is increased 0.21% of payroll to cover the gap between
the required contribution for the 2009 - 2010 fiscal year and the contribution rate for the
2008 - 2009 fiscal year, and based on the estimated state payrolls for the 2008 Session of the
General Assembly, the cost of this proposed change for the 2009 - 2010 fiscal year is:

Estimated State Payroll for
Retirement Appropriations

Purposes for the - Estimated Increase in
2008 Session of the Contributions for
General Assembly 2009 - 2010 Fiscal Year
General Fund $ 9,754,000,000 $ 31,212,800
Highway Fund 471,600,000 1,509,120
Receipts/Other Funds - 3,509,780,000 11,231,296
Total $13,735,380,000 $ 43,953,216

14911 Quorum Drive, Suite 200 « Dallas, TX 75254-7534
972.628.6800 + 972.628.6801 (fax)
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Consolidated Judicial Retirement System

Based on a nine-year liquidation period, the annual cost for this proposed change is 0.52% of
payroll. Assuming that the contribution rate is increased 1.90% of payroll to cover the gap between
the required contribution for the 2009 - 2010 fiscal year and the contribution rate for the
2008 - 2009 fiscal year, and based on the estimated state payrolls for the 2008 Session of the
General Assembly, the cost of this proposed change for the 2009 - 2010 fiscal year is:

Estimated State Payroll for
Retirement Appropriations

Purposes for the Estimated Increase in
2008 Session of the Contributions for
u General Assembly 2009 - 2010 Fiscal Year
Consolidated Judicial S § 61,000,000 - § 317,200

3

Local Governmental Employees’ Retirement System

The annual cost for this proposed change is 0.17% of payroll. Assuming that none of the
undistributed gains are used to cover the costs of this proposed change and based on the estimated
state payrolls for the 2008 Session of the General Assembly, the cost of this proposed change for the
2009 - 2010 fiscal year is:

Estimated State Payroll for
Retirement Appropriations

Purposes for the Estimated Increase in
2008 Session of the Contributions for
General Assembly 2009 - 2010 Fiscal Year
General Employees $ 4,100,000,000 $ 6,970,000
Law Officers 865,000,000 1,470,500
Total $ 4,965,000,000 $ 8,440,500

These estimates are based on the results of the December 31, 2007 valuations and do not reflect the
asset experience that occurred during calendar year 2008. The asset experience that occurred during
2008 will result in an increase in the required contributions for the 2010 - 2011 fiscal year.
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If you have any questions or need additional assistance, please let us know.
Very truly yours,

A7 ;

Richard A. Mackgfey, FSA, EA, MAAA
Principal, Consdlting Actuary

RAM:km

ANC\COR\90202RM2.DOC



HARTMAN & ASSOCIATES, LLC

ACTUARIAL CONSULTING

MARK V. HARTMAN, FSA, MAAA, MCA, EA hartman@triad.rr.com
Phone: (336) 731-4038 668 Link Road
Fax:  (336)731-2583 Lexington, NC 27295

December 18, 2008

Mr. Stapley Moore

Fiscal Research Division

North Carolina General Assembly
300 N. Salisbury Street

Raleigh, NC 27603-5925

Re: 1% COLA for Retirees in the TSERS, LGERS, and CJRS Systems

Dear Mr. Moore:

¢
You have requested the cost of providing a 1.0% cost of living adjustment, effective July 1,
2009, for beneficiaries of the Teachers' and State Employees' Retirement System (TSERS), the
Local Governmental Employees’ Retirement System (LGERS), and the Consolidated Judicial
Retirement System (CJRS). The specific benefit increases include a 1.0% increase the
retirement allowance for all beneficiaries who retired on or before July 1, 2008, with a prorated
increase for retirements between July 1, 2008 and June 30, 2009.

The estimated costs for a 1% COLA are shown below for each system. Costs are for the fiscal
year beginning July 1, 2009 and are expressed as a percentage of payrolls.

.+ . .| Costof1% -| Amort.Period for Unfunded
"System . [  COLA - | -~ -Liability
TSERS 0.31% 9 years
LGERS 0.16% N/A
CJRS 0.51% 9 years

These estimates are based on the most recent actuarial valuations prepared as of December
31, 2007. Costs for COLA adjustments other than 1.0%.would be proportionate to the above

values. .

" If you have any questions, let me know.
Sincerely,
Mark V. Hartman, FSA, MAAA, FCA, EA
Corisulting Actuary

MVH/mt



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:

By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT
[CJCommittee Substitute for
HB 429 A BILL TO BE ENTITLED AN ACT TO ADDRESS COST-OF-LIVING
ADJUSTMENTS FOR RETIREES OF THE TEACHERS' AND STATE EMPLOYEES' RETIREMENT:
SYSTEM, THE JUDICIAL RETIREMENT SYSTEM, AND THE LOCAL GOVERNMENTAL
EMPLOYEES' RETIREMENT SYSTEM.

X] With a favorable report as to the Egse.committee substitute bill, which changes the title, unfavorable‘
as to the original bill, and recommendation that the Hesuse committee substitute bill be re-referred to the
Committee on APPROPRIATIONS.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee.on

Pursuant to Rule 36(b), the (House/Senate) committee substitute bill/(joint) resolutiom

MNo.___)is placed on the Calendar of . (The original bill resolution No. ) is placed-
on the Unfavorable Calendar.

The (House) committee substitute bill/(joint) resolution (No. ) is re-referred to the
Committee on . (The original bill/resolution) (House/Senate Committee Substitute Bill/(Joint)
resolution No. ) is placed on the Unfavorable Calendar.
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HB. SESSION LAW

A BILL TO BE ENTITLED

AN ACT TO ADDRESS COST-OF-LIVING ADJUSTMENTS FOR RETIREES OF THE TEACHERS' AND
STATE EMPLOYEES' RETIREMENT SYSTEM, THE JUDICIAL RETIREMENT SYSTEM, AND THE
LOCAL GOVERNMENTAL EMPLOYEES' RETIREMENT SYSTEM. :

P ~
Introduced by Representative(s): Tucker.% _.Z)QM /' W,W

For a complete list of cosponsofs for this bill, please see the report inside the bill jacket.
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Attachment #3

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 549
Short Title:  Increase Fire and Rescue Pension. (Public)
Sponsors: Representatives Tucker; Brown, Faison, Gulley, Hughes, McLawhorn, Spear,

Starnes, Stewart, Tarleton, Wainwright, and E. Warren.

Referred to:  Pensions and Retirement, if favorable, Appropriations.

March 12,2009
A BILL TO BE ENTITLED

IAN ACT TO INCREASE THE MONTHLY PENSION FOR MEMBERS OF THE

FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION FUND AND TO

APPROPRIATE FUNDS TO REPAY THE FIREMEN'S AND RESCUE SQUAD

WORKERS' PENSION FUND IN FULL:- AND TO FULLY FUND THE ANNUAL

REQUIRED CONTRIBUTION. ' :

The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-86-55 reads as rewritten: ,
"§ 58-86-55. Monthly pensions upon retirement. '

Any member who has served 20 years as an "eligible fireman" or "eligible rescue squad
worker" in the State of North Carolina, as provided in G.S. 58-86-25 and G.S. 58-86-30, and
who has attained the age of 55 years is entitled to be paid a monthly pension from this fund.
The monthly pension shall be in the amount of ene-hundred-seventy—dellars—($170-06) one
hundred seventy-three dollars ($173.00) per month. Any retired fireman receiving a pension

shall, effective July1+;2008; July 1, 2009, receive a pension of one-hundred-seventy-dolars

$4-70-00) one hundred seventy-three dollars ($173.00) per month.
Members shall pay ten dollars ($10.00) per month as required by G.S.58-86-35 and

G.S. 58-86-40 for a period of no longer than 20 years: No "eligible rescue squad member" shall
receive a pension prior to July 1, 1983. No member shall be entitled to a pension hereunder
until the member's official duties as a fireman or rescue squad worker for which the member is
paid compensation shall have been terminated and the member shall have retired as such
according to standards or rules fixed by the board of trustees.

A member who is totally and permanently disabled while in the discharge of the member's
official duties as a result of bodily injuries sustained or as a result of extreme exercise or
extreme activity experienced in the course and scope of those official duties and who leaves the
fire or rescue squad service because of this disability shall be entitled to be paid from the fund a
monthly benefit in an amount of ' : one hundred
seventy-three dollars ($173.00) per month beginning the first month after the member's
fifty-fifth birthday. All applications for disability are subject to the approval of the board who
may appoint physicians to examine and evaluate the disabled member prior to approval of the
application, and annually thereafter. Any disabled member shall not be required to make the
monthly payment of ten dollars ($10.00) as required by G.S. 58-86-35 and G.S. 58-86-40.

A member who is totally and permanently disabled for any cause, other than line of duty,
who leaves the fire or rescue squad service because of this disability and who has at least 10
years of service with the pension fund, may be permitted to continue making a monthly
contribution of ten dollars ($10.00) to the fund until the member has made contributions for a
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total of 240 months. The member shall upon attaining the age of 55 years be entitled to receive
a pension as provided by this section. All applications for disability are subject to the approval
of the board who may appoint physicians to examine and evaluate the disabled member prior to
approval of the application and annually thereafter.

A member who, because his residence is annexed by a city under Part 2 or Part 3 of Article
4A of Chapter 160A of the General Statutes, or whose department is closed because of an
annexation by a city under Part 2 or Part 3 of Article 4A of Chapter 160A of the General
Statutes, or whose volunteer department is taken over by a city or county, and because of such
annexation or takeover is unable to perform as a fireman or rescue squad worker of any status,
and if the member has at least 10 years of service with the pension fund, may be permitted to
continue making a monthly contribution of ten dollars ($10.00) to the fund until the member
has made contributions for a total of 240 months. The member upon attaining the age of 55
years and completion of such contributions shall be entitled to receive a pension as provided by
this section. Any application to make monthly contributions under this section shall be subject
to a finding of eligibility by the Board of Trustees upon application of the member. ,

The pensions provided shall be in addition to all other pensions or benefits under any other
statutes of the State of North Carolina or the United States, notwithstanding any exclusionary
provisions of other pensions or retirement systems provided by law."

SECTION 2. There is appropriated from the General Fund to the Department of
State Treasurer the sum of five hundred twenty-two thousand one hundred ninety-one dollars
($522,191) for the 2009-2010 fiscal year to repay the Firemen's and Rescue Squad Workers'
Pension Fund in full for funds not transferred to the Fund in 2001 with interest since 2001 at
the valuation rate. '

SECTION 3. There is appropriated from the General Fund to the Department of
State Treasurer the sum of three hundred seventeen thousand dollars ($317,000) for the
2009-2010 fiscal year to provide the additional amount needed for the annual required
contribution.

SECTION 4. This act becomes effective July 1, 2009.

Page 2 House Bill 549-First Edition



HOUSE BILL 549: .
Increase Fire and Rescue Pension
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2009-2010 General Assembly

Committee: House Pensions and Retirement, if favorable, Date: March 17, 2009
Appropriations
Introduced by: Rep. Tucker Prepared by: Theresa Matula

Analysis of: First Edition Committee Staff

SUMMARY: House Bill 549 increases the benefit paid to retirees of the North Carolina Firemen's
and Rescue Squad Workers' Pension Fund from 3170.00 to $173.00 per month.

[As introduced, this bill was identical to S559, as introduced by Sen. Foriest, which is currently in
Senate Ref to Pensions & Retirement & Aging. If fav, re-ref to Appropriations/Base Budget.]

BILL ANALYSIS:

Chapter 58, Article 86 of the General Statutes pertains to the North Carolina Firemen’s and Rescue
Squad Workers’ Pension Fund.

Section 1 of House Bill 549 amends G.S. 58-86-55 to increase the pension paid to a retired “eligible
fireman” or “eligible rescue squad” worker from $170.00 to $173.00 per month. The bill also makes a
conforming change to increase from $170.00 to $173.00 the monthly benefit paid to members who
become totally and permanently disabled in the line of duty. The contribution amount of ten dollars
($10.00) paid per month by members for a period of no longer than 20 years remains unchanged.

This bill would become effective July 1, 2009.

BACKGROUND:
Recent Increases in the Fire and Rescue Pension
-0 o Year. . < | . Monthly Pension., . | . Increase.Over Previous.Year

1997 $141 $6/month
1998 $146 $5/month
2000 $151 $5/month
2002 $156 $5/month
2003 $158 $2/month .
2004 $161 $3/month
2005 $163 $2/month
2006 $165 $2/month
2007 ' $167 $2/month
2008 : $170 $3/month
2009 $173 proposed . $3/month proposed

H549-SMSH-24(el) v1

Research Division O. Walker Reagan, Director (919) 733-2578




"2% NORTH CAROLINA GENERAL ASSEMBLY
dBa) Legislative Services Office

George R. Hall, Legislative Services Officer

scal Research Division Marilyn Chism
0 N. Salisbury Strect, Suite 619 Director
Raleigh, NC 27603-5925
Tel. 919-733-4910 Fax 919-715-3589

March 16, 2009 .-

MEMORANDUM

" TO: Representative Russell Tucker

FROM: - Stanley MOO@N\

Fiscal Research Division
SUBJECT: Actuarial Note for House Bill 549
Re: Increase Benefits from the Firemen’s and Rescue Squad Workers’ Pension Fund

In accordance with North Carolina General ‘Statute 120-114 and applicable Rules of the North
Carolina Senate and House of Representatives, attached is a certified copy of an original
actuarial note on the above subject as prepared by the General Assembly’s Consulting Actuary.
A certified copy of an original actuarial note on the same subject from the Plan Administrator’s
Consulting Actuary is also attached for your review.

cc: House Principal Clerk

Attachment(s):

¢)) Legislative Actuarial Note

2 Actuarial Note, Buck Consultants

3) ‘Actuarial Note. Hartman & Associates

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER



Leglslatheﬂg\ctuaif}al Note

52 Ouara ‘1‘9‘
"\'i\ SRR G

RETIREMENT

House Bill 549 (First Edition)

BILL NUMBER:
SHORT TITLE: Increase Fire and Rescue Pension.
SPONSOR(S): Representative Tucker

FUNDS AFFECTED: General Fund
SYSTEM OR PROGRAM AFFECTED: Firemen and Rescue Squad Workers’ Pension Fund
EFFECTIVE DATE: July 1,2009

BILL SUMMARY:
(1)  Increases the monthly benefit for retirees and future retirees of the Firemen and Rescue

Squad Workers' Pension Fund from $170 to $173. ,
(2)  Appropriates $522,191 for-2009-10 from the General Fund to the Department of the State
Treasurer to repay the Firemen’s and Rescue Squad Workers’ Pension Fund in full for
funds not transferred to the Fund in 2001 with interest since 2001 at the valuation rate.
(3)  Appropriates $317,000 for 2009-10 from the General Fund to the Department of the State
Treasurer to provide the additional amount needed for the annual required contribution.

ESTIMATED IMPACT ON STATE: Both the Fund’s actuary, Buck Consultants and the
General Assembly’s actuary, Hartman & Associates, LLC, estimates the cost to increase the
benefit from $170 per month to $173 to be as follows:

2009-10 2010-11 2011-12 2012-13 2013-14
$3 Benefit Increase  $1,062,609 $1,062,609 $1,062,609  $1,062,609  $1,062,609 _
The additional appropriations will be as follows: .

2009-10 2010-11 2011-12 2012-13 2013-14
Repayment 2000-01  $522,191 $522,191 $522,191 $522,191 $522,191
Required Contribution $317,863 $317,863 $317,863 $317,863 $317,863

2009-10 2010-11 2011-12 2012-13 2013-14
Total Recurring $1,380,472 $1,380,472 $1,380,472  $1,380,472 $1,380,472

$522,191 $522,191 $522,191 $522,191

Total Nonrecurring $522,191 -

House Bill 549 (First Edition)




ASSUMPTIONS AND METHODOLOGY:
Firemen and Rescue Squad Workers’ Pension Fund
The cost estimates of the System's Actuary are based on the employee data, actuarial assumptions and
actuarial methods used to prepare the June 30, 2008 actuarial valuation of the fund. The data included
36,160 active members, 10,509 retired members in receipt of annual pensions totaling $21.4 million,
and actuarial value of assets equal to $317 million. Significant actuarial assumptions used include (a)
an investment return rate of 7.25%, (b) the 1974 George B. Buck Mortality Table for deaths after
" retirement and (c) rates of separation from active service based on Fund experience. The actuarial cost
method used was the entry age method with open-end unfunded accrued liability and a frozen
unfunded liquidation period of nine years. Detailed information concerning these assumptions and
methods is shown in the actuary’s report, which is available upon request from Stanley Moore.

SOURCES OF DATA: System Actuary — Buck Consultants
General Assembly Actuary - Hartman & Associates, LLC

TECHNICAL CONSIDERATIONS: None
FISCAL RESEARCH DIVISION: (919) 733-4910. The above information is provided in
accordance with North Carolina General Statute 120-114 and applicable rules of the North
Carolina Senate and House of Representatives.

PREPARED BY: Stanley Moore

APPROVED BY: Marilyn Chism, Director

Fiscal Research Division Official ﬁg’* Dad)
) Fiscal Research l)_lylslfbn )
DATE: March 15, 2009 QLG s ovicaron

Signed Copy Located in thel NCGA Principal Clerk's Offices

House Bill 549 (First Edition) ' 2
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February 3, 2009

Mr. David Vanderweide
Policy Director

State of North Carolina
Department of State Treasurer
Retirement Systems Division
325 North Salisbury Street
Raleigh, NC 27603-1385

Re: Firemen’s and Rescue Squad Workers’ Pension Fund

Dear Mr. Vanderweide: .

We have received Mr. Stanley Moore’s request of January 29 regarding enhancing the Firemen’s
and Rescue Squad Workers' Pension Fund’s monthly retirement pensions from $170 per month to
$171 per month for current and future retired members, effective July 1,-2009.

Under the assumption that $9,756,581 is the budgeted annual contribution ameunt for the
2009 - 2010 fiscal year and assuming no repayment of the net pension obligation of $522,191, the
contribution will need to increase to $10,074,444 (an increase of $317,863) to cover the gap
between the required contribution for the 2009 - 2010 fiscal year and the contribution for the
2008 - 2009 fiscal year. The following table shows the required annual contribution for an increase

in Fund benefits of $1 per month.

ADDITIONAL ANNUAL CONTRIBUTIONS PAYABLE BY THE STATE
TO INCREASE MONTHLY BENEFITS FROM $170 TO $171

Additional contribution for proposed legislation:
Normal . $ 46,285
Accrued liability - 307,918
Total ' $ 354,203
Increase in required contribution $ 317,863
Additional appropriation required . $ 672,066

)

14911 Quorum Drive, Suite 200 « Dallas, TX 75254-7534
972.628.6800 - 972.628.6801 (fax)
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These estimates are based on the results of the June 30, 2008 valuations and do not reflect the asset
experience that occurred during the second half of 2008. The asset experience that occurred during
the second half of 2008 will result in an increase in the required contributions for the 2010 - 2011

fiscal year.

If you have any questions or need additional assistance, please let us know.

Very truly yours,

RAM:

ANC\COR\90202RM3.DOC



HARTMAN & ASSOCIATES, LLC

ACTUARIAL CONSULTING .

MARK V. HARTMAN, FSA, MAAA, MCA, EA hartman@triad.rr.com

Phone: (336) 731-4038 ’ 668 Link Road
Fax:  (336) 731-2583 Lexington, NC 27295

December 18, 2008

Mr. Stanley Moore

Fiscal Research Division

North Carolina General Assembly
300 N. Salisbury Street

Raleigh, NC 27603-5925

Re:  $1 Increase in the Monthly Pension for Members of the FRSW

Dear Mr. Moore:

You have requested the cost of a $1.00 increase in the monthly retirement benefit in the
Firemen's and Rescue Squad Workers' Pension Fund (FRSW). Currently, the FRSW provides
a retirement benefit of $170 per month for current and future retirees.  The increase would
become effective July 1, 2009.

An increase in the retirement benefit amount will increase both the normal cost rate and the
unfunded accrued liability. Based on a nine year amortization period for the additional accrued
liabilities, the estimated cost for each $1.00 increase in the benefit amount for the fiscal year
beginning July 1, 2009, is $353,621.

This estimate is based on the data contained in the most recent actuarial valuation prepared as
of June 30, 2008. Costs for benefit adjustments other than $1.00 would be proportionate to the

above amount.
If you have any questions, let me know.

Sincerely,t

Marh Heitmm

Mark V. Hartman, FSA, MAAA, FCA, EA
Consulting Actuary

MVH/mt



'NORTH CAROLINA GENERAL ASSEMBLY
v v Legislative Services Office

George R. Hall, Legislative Services Officer

scal Research Division Maribyn Chism
0 N. Salisbury Street, Suite 619 Director
Raleigh, NC 27603-5925
Tel. 919-733-4910 Fax 919-715-3589

Marc‘h 16, 2009
MEMORANDUM
TO: Representative Russell Tucker
FROM: Stanley Mom§
Fiscal Research Division
SUBJECT: Actuarial Note for House Bill 549

Re: Increase Benefits from the Firemen’s and Rescue Squad Workers’ Pension Fund

In accordance with North Carolina General ‘Statute 120-114 and applicable Rules of the North
Carolina Senate and House of Representatives, attached is a certified copy of an original
actuarial note on the above subject as prepared by the General Assembly’s Consulting Actuary.
A certified copy of an original actuarial note on the same subject from the Plan Administrator’s
Consulting ‘Actuary is also attached for your review. ‘

cc: House Principal Clerk
Attachment(s):

@) Legislative Actuarial Note

2) Actuarial Note, Buck Consultants

3) Actuarial Note. Hartman & Associates

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER
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BILL NUMBER: House Bill 549 (First Edition)
SHORT TITLE: Increase Fire and Rescue Pension.
SPONSOR(S):

Representative Tucker -

FUNDS AFFECTED: General Fund
SYSTEM OR PROGRAM AFFECTED: Firemen and Rescue Squad Workers’ Pension Fund
EFFECTIVE DATE: July 1, 2009

BILL SUMMARY:

(1)  Increases the monthly benefit for retirees and future retirees of the Firemen and Rescue
Squad Workers' Pension Fund from $170 to $173. ' .

(2)  Appropriates $522,191 for 2009-10 from the General Fund to the Department of the State
Treasurer to repay the Firemen’s and Rescue .Squad Workers’ Pension Fund in full for
funds not transferred to the Fund in 2001 with interest since 2001 at the valuation rate.

3) Appropriates $317,000 for 2009-10 from the General Fund to the Department of the State
Treasurer to provide the additional amount needed for the annual required contribution.

ESTIMATED IMPACT ON STATE: Both the Fund’s actuary, Buck Consultants and the
General Assembly’s actuary, Hartman & Associates, LLC, estimates the cost to increase the
benefit from $170 per month to $173 to be as follows:

2009-10 2010-11 2011-12 2012-13 2013-14
$3 Benefit Increase  $1,062,609 $1,062,609 $1,062,609  $1,062,609 $1,062,609
The additional appropriations will be as follows: _

2009-10 2010-11 2011-12 2012-13 2013-14
Repayment 2000-01  $522,191 $522,191 $522,191 $522,191 $522,191
Required Contribution $317,863 $317,863 $317,863 $317,863 $317,863

| 2009-10 2010-11 2011-12 2012-13 2013-14
Total Recurring $1,380,472 $1,380,472 $1,380,472 $1,380,472  $1,380,472
Total Nonrecurring $522,191 $522,191 $522,191 $522,191 $522,191

House Bill 549 (First Edition)




ASSUMPTIONS AND METHODOLOGY:

Firemen and Rescue Squad Workers’ Pension Fund

The cost estimates of the System's Actuary are based on the employee data, actuarial assumptions and
actuarial methods used to prepare the June 30, 2008 actuarial valuation of the fund. The data included
36,160 active members, 10,509 retired membérs in receipt of annual pensions totaling $21.4 million,
and actuarial value of assets equal to $317 million. Significant actuarial assumptions used include (a)
an investment return rate of 7.25%, (b) the 1974 George B. Buck Mortality Table for deaths after
retirement and (c) rates of separation from active service based on Fund experience. The actuarial cost
method used was the entry age method with open-end unfunded accrued liability and a frozen
unfunded liquidation period of nine years. Detailed information concerning these assumptions and
methods is shown in the actuary’s report, which is available upon request from Stanley Moore.

SOURCES OF DATA: System Actuary — Buck Consultants
General Assembly Actuary - Hartman & Associates, LLC

TECHNICAL CONSIDERATIONS: None
FISCAL RESEARCH DIVISION: (919) 733-4910. The above information is provided in
accordance with North Carolina General Statute 120-114 and applicable rules of the North

Carolina Senate and House of Representatives.

PREPARED BY: Stanley Moore

APPROVED BY: Marilyn Chism, Director pos
Fiscal Research Division Official 15,4

§- 2 g“-.- ~3
Fiscal Research Division
DELLEY) Publication

DATE: March 15, 2009

+ Signed Copy Located in the NCGA Principal Clerk's Offices

House Bill 549 (Kirst h‘dition) ' 2
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February 3, 2009

-

‘Mr. David Vanderweide
Policy Director

State of North Carolina .
Department of State Treasurer
Retirement Systems Division
325 North Salisbury Street
Raleigh, NC 27603-1385

Re: Firemen’s and Rescue Squad Workers’ Pension Fund

Dear Mr. Vanderweide:

We have received Mr. Stanley Moore’s request of January 29 regarding enhancing the Firemen’s
and Rescue Squad Workers' Pension Fund’s monthly retirement pensions from $170 per month to
$171 per month for current and future retired members, effective July 1, 2009.

Under the assumption that $9,756,581 is the budgeted annual contribution ameunt for the
2009 - 2010 fiscal year and assuming no repayment of the net pension obligation of $522,191, the
contribution will need to increase to $10,074,444 (an increase of $317,863) to cover the gap
between the required contribution for the 2009 - 2010 fiscal year and the contribution for the
2008 - 2009 fiscal year. The following table shows the required annual contribution for an increase

in Fund benefits of $1 per month

ADDITIONAL ANNUAL CONTRIBUTIONS PAYABLE BY THE STATE
TO INCREASE MONTHLY BENEFITS FROM $170 TO $171

Additional contribution for proposed legislation:
Normal $ 46,285
Accrued liability : 307,918
Total ' $ 354,203
Increase in required contribution $ 317,863
Additional appropriation required $ 672,066

14911 Quorum Drive, Suite 200 « Dallas, TX 75254-7534
972.628.6800 « 972.628.6801 {fax)
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These estimates are based on the results of the June 30, 2008 valuations and do not reflect the asset
experience that occurred during the second half of 2008. The asset experience that occurred during
the second half of 2008 will result in an increase in the required contributions for the 2010 - 2011

fiscal year.

If you have any questions or need additional assistance, please let us know.

Very truly yours,

RAM:

ANCICOR\90202RM3.DOC



HARTMAN & ASSOCIATES, LLC

ACTUARIAL CONSULTING

hartman@triad.rr.com

MARK V. HARTMAN, FSA, MAAA, MCA, EA

668 Link Road

Phone: (336) 731-4038 )
Lexington, NC 27295

Fax:  (336) 731-2583

December 18, 2008

Mr. Stanley Moore

Fiscal Research Division

North Carolina General'Assembly
300 N. Salisbury Street

Raleigh, NC 27603-5925

Re:  $1 Increase in the Monthly Pension for Members of the FRSW

Dear Mr. Moore:

You have requested the cost of a $1.00 increase in the monthly retirement benefit in the

. Firemen's and Rescue Squad Workers' Pension Fund (FRSW). Currently, the FRSW provides

a retirement benefit of $170.per month for current and future retirees. The increase would

become effective July 1, 2009.

An increase in the retirement benefit amount will increase both the normal cost rate and the
unfunded accrued liability. Based on a nine year amortization period for the additional accrued
liabilities, the estimated cost for each $1.00 increase in the benefit amount for the fiscal year

beginning July 1, 2009, is $353,621.

This estimate is based on the data contained in the most recent actuarial valuation prepared as
of June 30, 2008. Costs for benefit adjustments other than $1.00 would be proportionate to the

above amount.

If you have any questions, let me know.
Sincerely,

Mark V. Hartman, FSA, MAAA, FCA, EA
Consulting Actuary :

MVH/mt



2009 COMMITTEE REPORT
% HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representative Tucker (Chalr) for the Committee on PENSIONS AND RETIREMENT

[|Committee Substitute for..

HB 549 A BILL TO BE ENTITLED AN ACT TO INCREASE THE MONTHLY PENSION
FOR MEMBERS OF THE FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION FUND AND
TO APPROPRIATE FUNDS TO REPAY THE FIREMEN'S AND RESCUE SQUAD WORKERS'
PENSION FUND IN FULL AND TO FULLY FUND THE ANNUAL REQUIRED CONTRIBUTION.
X Wlth a favorable report and reuommendatlon that the bill be re-referred to the Committee on
APPROPRIATIONS.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

The bill/resolution is re-referred to the Committee on
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A BILL TO BE ENTITLED :

AN ACT TO INCREASE THE MONTHLY PENSION FOR MEMBERS OF THE FIREMEN'S AND RESCUE :
SQUAD WORKERS' PENSION FUND AND TO APPROPRIATE FUNDS TO REPAY THE FIREMEN'S
AND RESCUE SQUAD WORKERS' PENSION FUND IN FULL AND TO FULLY FUND THE ANNUAL
REQUIRED CONTRIBUTION. :

{ . '
Introduced by Representative(s): Tuckeﬁgz;m_ku—/

: JQe0nr

For a complete list of cosponsors for this bill, please see the report inside the bill jacket.

.“'_Mf'r_iqcmqll Clerk’s Use Only

i{  SED 1st READING |
MAR 12 2009 3

APPROPRIATIONQ
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North Carolina General Assembly
House Committee on Pensions & Retlrement

MINUTES

~

Wednesday, April 15, 2009

The House Committee on Pensions and Retirement met Wednesday, April 15,
2009 at 10:00 a.m. in Room 415 of the Legislative Office Building. The following
members were present: Representative Tucker, Chair, Representatives Bell,
Folwell, Holloway, Hurley and McGee, vice Chairs and Representatives Farmer-
Butterfield, McLawhorn, Ross and Tolson. Twenty-six visitors attended and a
visitor's registration sheet is attached as part of these minutes.

The Chair called the meeting to order and announced there were no Pages
for the meeting. Reggie Sills, Michael Martin and Martha Gadison served as
Sergeant-at-Arms.

Representative Tucker, Chair recognized Representative Underhill and

. Representative Cleveland to present HB 345 - AN ACT TO PROVIDE EQUAL
INCOME TAX TREATMENT OF GOVERNMENT RETIREES' BENEFITS.
(Attachment #1). Representative Underhill explained the bill which amends the tax
law to provide a full income tax exclusion for all North Carolina State, local or
federal retirees. She called on Representative Cleveland to explain the handout
“Investment in North Carolina's Future”, (4ttachment #2). After questions and
discussion, Representative Bell moved for a favorable report and r'e-refer' to the

© committee on Finance. Motion carried.

Representative Folwell was recognized by the Chair to present HB 862 - AN
ACT TO ESTABLISH A SPECIAL COMMISSION TO STUDY RETIREMENT
AND HEALTH BENEFITS FOR TEACHERS AND STATE EMOPLOYEES.
(Attachment #3). Representative Folwell explained the bill. Representative Ross
moved for a favorable report and re-refer to Committee on Rules.

The Chair announced that HB 556 was pulled from the calendar awcu‘rmg
further wording for a PCS.



|‘i

The Chair called on Staff to present Representative Holliman's bill, HB 872
- AN ACT TO ESTABLISH A DEFERRED RETIREMENT OPTION PLAN FOR
MEMBERS OF THE FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION
FUND. (Attachment #4). Stanley Moore, Fiscal Research Staff explained the bill.
The Chair recognized David Andrews with PFFPNC from Asheville who spoke in
favor of the bill and Paul Miller with NCSFA. who spoke against the bill.
After questions and discussion, Representative Farmer-Butterfield moved to give

the bill a favorable report and re-refer to the Committee on Finance. Motion
carried.

There being no further business, the meeting adjourned at 10:40 a.m.

Respectfully submitted,

Representative Russell Tucker, Chair Sally GillisyLommittee Assistant



NORTH CAROLINA HOUSE OF REPRESENTATIVES
" COMMITTEE MEETING NOTICE |
AND |
BILL SPONSOR NOTIFICATION
£ 2009-2010 SESSION

) You are hereby notified that the Committee on Pensions and Retirement will meet as follows:
DAY & DATE: Wednesday, April 15, 2009

TIME: 10:00 A.M.

LOCATION: Room 415 LOB

The following bills will be considered (Bill # & Short Title & Bill Sponsor):

Bill # Short Title : Sponsor
' HB 345 Equal Tax Treatment of Gov’t Representatives Underhill ..

Retiree Benefits & Cleveland

HB 556 Treasurer’s Governance & ' Representatives Folwell,
Transparency Act McGee, Owens &

Randleman

HB 862 Study Retirement and Health Representatives Crawford
Benefits & Folwell

HB 872 Deferred Retirement Option/Fire Representative Holliman

' And Rescue

Respectfully,

Representative Russell Tucker
Chairman

I hereby certify this notice was filed by the committee assistant at the following offices at 11:00
a.m. on April 13, 2009.

___Principal Clerk
__Reading Clerk - House Chamber

Sally Gillis, Committee Assistant



AGENDA

. "HOUSE COMMITTEE ON PENSIONS AND RETIREMENT
Wednesday, April 15, 2009

Room 415 LOB
10:00 AM.

HB 345 = EQUAL TAX TREATMENT OF GOV'T RETIREE BENEFITS
Representatives Underhill & Cleveland

HB556  TREASURER'S GOVERNANCE & TRANSPARENCY ACT
Representatives Folwell, McGee, Owens & Randleman

HB862  STUDY RETIREMENT AND HEALTH BENEFITS
‘ Representatives Crawford & Folwell

HB872  DEFERRED RETIREMENT OPTION/FIRE AND RESCUE
Representative Holliman

ADJOURNMENT
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 345
Short Title:  Equal Tax Treatment of Gov't Retiree Benefits. (Public)
Sponsors: Representatives Underhill, Cleveland, Glazier, Martin (Primary Sponsors);

M. Alexander, Blackwood, Blust, Braxton, Cole, Dickson, Dollar, Faison,
Goforth, Gulley, Holloway, Hurley, Killian, Samuelson, Tarleton, Tillis,
Wainwright, West, Wiley, and Wilkins.

Referred to:  Pensions and Retirement, if favorable, Finance.

March 2, 2009

A BILL TO BE ENTITLED

AN ACT TO PROVIDE EQUAL INCOME TAX TREATMENT OF GOVERNMENT

RETIREES' BENEFITS.
The General Assembly of North Carolina enacts:

SECTION 1. G.S. 105-134.6(b) reads as rewritten:

"(b) Deductions. — The following deductions from taxable income shall be made in
calculating North Carolina taxable income, to the extent each item is included instaxable
income:

© e

. TFhe—amount—calculated—in—this—subparagraph—is—theThe amount
received during the taxable year from one or more retirement plans
other than state, local, or federal government retirement plans, not to
exceed a total of two thousand dollars ($2,000) in any taxable year-

& Inyear. In the case of a married couple filing a joint return—where
return, if both spouses received retirement benefits during the taxable

year, the maximum dollar ameunts—provided—in-this-subdivision—for
%Heuﬁ—&pes—ef—reﬂ-pemem—beneﬁts—applyamount applies separately

to each spouse's benefits.
(6a) The amount received during the taxable year under North Carolina State and
local government retirement plans and under federal government retirement
plans.

(6b) The greater of the following:
a. The amount received during the taxable year under a state or local

government retirement plan of a state other than North Carolina, to
the extent that other state would not subject to individual income tax
the equivalent amount received under a North Carolina State or local

government retirement plan.

RV
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b. Up to four thousand dollars ($4.000) received during the taxable year

under a state or local government retirement plan of a state other than

North Carolina. In the case of a married couple filing a joint return, if

both spouses received benefits from a retirement plan during the

taxable year, the maximum dollar amount applies separately to each
spouse's benefits."

SECTION 2. G.S. 105-134. 1(13) reads as rewritten:
"(13) Retirement bene :

ef—a—fepmer—empleyee—mader—aplan - wrltten retlrement plan establlshed

by the employer to provide payments to an employee or the beneﬁcnary of an
employee after the end of the employee's employment with the employer
where the right to receive the payments is based upon the employment
relationship. With respect to a self-employed individual or the beneficiary of

a self-employed individual, the term means ameunts-paid-te-the-individual-or
beneficiar-of the-individual-under-a written retirement plan established by

the individual to provide payments to the individual or the beneficiary of the
individual after the end of the self-employment In addltlon the term

' mcludes AROUH

desenbed—m—seehen—ll-%—efan md1v1dua| retlrement plan as deﬁned in the

Code and any plan treated as an individual retirement plan under the Code.
For the purpose of this subdivision, the term "employee" includes a
volunteer worker."

SECTION 3. This act is effective for taxable years beginning on or after January 1,

House Bill 345-First Edition



HOUSE BILL 345: .
Equal Tax Treatment of Gov't Retiree Benefits

2009-2010 General Assembly

Committee: House Pensions and Retirement, if favorable, Date: April 14, 2009

: Finance :
Introduced by: Reps. Underhill, Cleveland, GlaZIer Martin.  Prepared by: Karen Cochrane-Brown
Analysis of: First Edition Committee Counsel

SUMMARY: House Bill 345 amends the Tax Law to provide a full income tax exclusion for all
North Carolina State, local or federal retirees, regardless of their vesting status. The bill also provides
deduction for governmental retirees from other states equal to the greater of the amount a North
Carolina retiree would be allowed in the other state or $4,000.

[As introduced, this bill was identical to S233, as introduced by Sen. Hoyle, which is currently in
Senate Finance.]

CURRENT LAW:

Until 1989, North Carolina exempted from income tax 100% of the pensions of State and local
government employees. Originally, both federal and private pensions had been fully taxable. In the
years leading up to 1989, the General Assembly granted a tax exemption of a few thousand dollars to
federal retirees; the 1989 law set the federal pension exemption at $4,000.

In 1989, the United States Supreme Court held that the doctrine of intergovernmental tax immunities
requires states to tax federal pensions the same way as state pensions. The 1989 General Assembly
determined that the State could not afford to grant federal retirees the 100% tax exemption then allowed to
State and local government retirees. Instead, it granted federal, State, and local retirees an exemption for
$4,000 of retirement income annually. :

In 1998, the North Carolina Supreme Court rendered a decision in the Bailey case, ruling that State and
local retirees who vested in the retirement system on or before August 1989, are entitled to a full income
tax exemption of their government retirement income. It indirectly granted this same exemption to
similarly situated federal retirees since a state must treat federal retirees in the same manner as State
retirees. All other governmental retirees, such as those North Carolina and federal retirees who were not
vested as of August 1989, and all retirees from other states are not affected by the Bailey decision.

The federal doctrine of intergovernmental tax immunities, which requires equal treatment of federal and
state retirees, does not apply to private retirees. The equal protection clause does not prohibit differential
tax treatment of private and public retirees as long as there is a rational basis for the distinction. The
public service rendered by public retirees in the State supplies such a rational basis.

Currently, all state, local and federal retirees who-vested after August 1989 receive a $4000 deduction for
retirement income, while private retirees receive a $2000 deduction.

BILL ANALYSIS:
House Bill 345 amends the law to do the following:
e Continue the $2000.00 tax deduction for retirees from private plans.

e Grant a full exemption for all North Carolma governmental and federal retirees, regardless of
when they became vested.

Research Division ) O. Walker Reagan, Director (919) 733-2578



House Bill 345 : | | -
Page 2

¢ ' Provide a deduction for governmental retirees from other states equal to the greater of:

o The amount that the other state would allow a retiree from a North Carolina
governmental plan to deduct; or

o Upto $4000.00, if the other state would allow a lower deduction.

EFFECTIVE DATE:

This act is effective for taxable years beginning on or after January 1, 2009.

H345-SMRO-30(e1) v1

Research Division .‘ O. Walker Reagan, Director (919) 733-2578



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT.

[JCommittee Substitute for ]
HB 345 A BILL TO BE ENTITLED AN ACT TO PROVIDE EQUAL INCOME TAX
TREATMENT OF GOVERNMENT RETIREES' BENEFITS.

With a favorable report and recommendation that the bill be re-referred to the Committee on
FINANCE.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

The bill/resolution is re-referred to the Committee on
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INVESTING IN
NORTH CAROLINA’S FUTURE

THE POSITIVE ECONOMIC IMPACT
OF EXTENDING THE BAILEY SETTLEMENT
TO ALL GOVERNMENT RETIREES

Ci#t Juawyooyyy

-~



NORTH CAROLINA CURRENTLY OPERATES UNDER A
COURT SETTLEMENT THAT EXEMPTS CERTAIN
MiLITARY, FEDERAL, STATE, AND LOCAL GOVERNMENT
RETIREES FROM PAYING NC STATE INCOME TAXES ON

GdVERNMENT PENSION/ ANNUITY BENEFITS.

THE 4TH BRANCH,, A COALITION REPRESENTING
300,000 RET*REES, INITIATED A STUDY THAT
IiETERMINED THE ECONOMIC BENEFITS TO THE
STA.'I'E ARE SUFFICIENT TO OFFSET THE REVENUE

LOSSES FROM THE INCOME TAX EXEMPTION.



{ THIS RAISES THE QUESTION: }

Should NC invest in its future by exempting
all military, federal, state, and local retirees

from paying state income taxes?

If NC benefits from economic development and from
state/local revenue offsets sufficient to more than cover
these income tax rﬁ'venues, then the pension incpme tax
elimination is a vis ble alternative that deserves full sup-
port as a state stafute.

.



STUDIES HAVE SHOWN THAT THERE ARE A
WIDE RANGE OF RETIREE BENEFITS

TO STATES AND LOCALITIES.

RETIREES PROVIDE BENEFITS THROUGH
PURCHASE OF GOODS AND SERVICES,
EXTENSIVE ASSETS
INCLUDING HOME OWNERSHIP, TAXES PAID,
AND VOLUNTEER/CHARITABLE CONTRIBUTIONS.
‘OVE'RAI.I., RETIREES COMPRISE AN IMPORTANT
NON-SMOKESTACK ECONOMIC SECTOR

RESISTANT TO ECONOMIC RECESSION.

4



THE BENEFITS OF
RETIREES TO COMMUNITIES




{ The 12 groups of rétiree benefits to NC }

Increase in local Increase in

sales and sales taxes volunteer services
Enhancement of local Increase in community
property tax base supported services
Increase in local Stimulation of the

capital pool economic sectors
-Increase in 1 Stimulation of additional
community jobs in-migration

- Increase in incomes 1 Benefits relative to other
and expenditures economic development options

Stabilization of 12 Environmental
business cycle friendly growth



National home equity in 02 Increase in

§90,000 v $85,500. ... Local & Sales Taxes
$80,000 ---ooeoeieeieeniennns L ke Nationally, senior homes average more equity
(Y[ (17 P —— S S — and higher value than the average home.
$60,000 - orvoreireninens .-; I
$50,000 “$41;5007 - - S SOOI Increase in
$40,000 - NN | 0 e - -
$30,000 Local Capital Pool
$20,000 ... N . [ L. Persons aged 50+ have the following
(enigyskﬁféal::s, financial asset features:
HOME HOME 2003
EQUITY EQUITY SAVINGS ACCOUNTS
NATIONAL 65 AND

AVERAGE OLDER that are 90% above the average

Rate of home ownership CHECKING ACCOUNTS

in NC by age group that are 50% above the average

SAVINGS BONDS
that are 50% above the average

AGES AGES OTHER SECURITIES
45-64 65-74

. that are 50% greater than the average
SOURCE: NC Dept. of Health and Human Services, 2007

1



MANY STATES BELIEVE THAT INCOME TAX INCENTIVES
FOR RETIREES ARE AN IMPORTANT E CONOMIC

DEVELOPMENT TOOL AND ACCORDINGLY HAVE LOWERED

OR E LIMINATE D THFIR INCOME TAXES.

RETIREE DECISIONS AS TO WHERE TO LOCATE ARE
INFLUENCED BY NATURAL AMENITIES, WEATHER, FRIENDS/
RELATIVES, STATE TAXES, AND MANY OTHERS. STUDIES
HAVE FO“ND THAT STATE INCOME TAXES ARE ONE OF

THE MOST IMPORTANT INFLUENCES OF LOCATION CHOICE.

HIGH INCOME axp weLL EDUCA'I‘ED-

RETIREES, SUCH AS GOVERNMENT RETIREES, ARE

MOST INFLUENCED BY LOWER STATE INCOME TAXES.



R R A

RETIREES BHRE CONSIRERED BY WMIANY STHATIE
TO BE AN ECONOWIC & FISCHL BORKUS.

THEY EXPAND THE LOCAL ECONOMY WITH THEIR
ABOVE AVERAGE INCOMES AND PROPERTY WEALTH
BUT PLACE FEW DEMANDS ON PUBLIC SERVICES.
9




A SIGNIFICANT STATISTICAL RELATIONSHIP
EXISTS BETWEEN MIGRATION AND THE STATE
INCOME TAX, WHEREBY THE LOWER THE TAX

THE HIGHER THE IN-MIGRATION.

DURING THE 1990°’S, THE LOWEST TAX
STATES GAINED ABOUT 2 - 8 MILLION

RESIDENTS VIA IN-MIGRATION FROM OTHER STATES.

DURING THE SAME PERIOD, THE HIGHEST TAX
STATES LOST ABOUT 2 = 2 MILLION

RESIDENTS VIA OUT-MIGRATION.

10



THE GOVERNMENT
INDUSTRY HAS EXPERIENCED
RAPID GROWTH IN
NORTH CAROLINA.

TODAY IT SURPASSES
MANUFACTURING AS OUR
LEADING INDUSTRY.

GOVERNMENT RETIREE
BENEFITS — MILITARY, STATE,
LOCAL, AND FEDERAL —
HAVE OFFSET INCOME
STAGNATION IN FARMING,
TEXTILES, AND FURNITURE.

THE GOVERNMENT/RETIREMENT
ECONOMIC FUTURE
LOOIKS STRONG.




The Government and
Government Enterprises Industry

\v/\ | 1990

NC GOVERNMENT & GOVERNMENT ENTERPRISES industry earnings: $17.0 billion.
NC MANUFACTURING industry earnings: $22.6 billion.

2006
EARNINGS in the government industry increased by 152% to: $42.8 billion.
EARNINGS in the manufacturing industry increased by 50% to: $34.6 billion.

TODAY
1 . MANUFACTURING in NC is now eclipsed by government industry by: $8 billion.

North Carolina Federal Total
Civilian, Military, State and ;q95
Local Retirement Benefits

in 1995, 2000, and 2005 2°°°

2005

INCREASE: 98% $ INBILLIONS

12



Govermrmemt Retirememt Bemefiits Relative to
Earmimgs from North Careolima Imdustries

Computer earnings, chemical earnings, and government retirement benefits all started about
even in 1995 — $2.7 7O 2.8 BILLION DOLLARS — but, by 2005, retirement benefits have expanded
to $5.6 billion, leaving the other two behind at $3.8 BELLEORN for computers and $4.3 BELLION for
chemicals. Motor vehicle and parts dealers expanded earnings by about 80% from 1995 to 2005,
but this increase failed to match the 98% increase in government retirement benefits.

Earnings from Growth Industries in NC

Computer & Chemical

Electronic Products Manufacturing

1995 Y672 1995 2.809

2005 ¥e20, 2005
Motor Vehicle &

Parts Dealers Retirement

CLE 1556 1995 2.837
2000 [ 2000 4.008
2005 [IEERSH 2005

13 ' $ INBILLIONS



Factors in Future
Retiree Benefit Growth

In the military arena, the implementation of the BRAC commission
report, which became law in November 2005, has MAJOR POSITIVE
IMPLICATIONS FOR NC, particularly Fort Bragg and the surrounding
communities.

Two major headquarter commands are being moved from Fort
McPherson, GA to Fort Bragg — Headquarters, US Army Forces
Command and US Army Reserve Command. As a result of these
recommendations, FORT BRAGG will gain more than 8,000 ADDITIONAL
MILITARY PERSONNEL, civil employees, and private contractors by
2013 (NC Department of Commerce, June 2008). Other BRAC and
non-BRAC changes are also being implemented. Some offsetting
losses are being incurred at Pope Air Force Base.

14



{ Implications }

H The government sector has shown pramaric and consistent growth in

recent years.
B Approximate pouBLING of retirement benefits from 1995 to 2005. -

B An increase in government retirement benefits has helped to orrser

manufacturing losses in some sectors.

B The government sector has surPasSED manufacturing as the major

economic sector in NC.

B Future military and government growth, plus the accompanying retiree
growth, serves to underpin the STRENGTH of this sector.

B The government sector deserves consideration as a MAJOR GROWTH
leader in NC

H This growth foretells increases in the number and incomes of government
employees retiring to NC bringing with them major ECONOMIC BENEFITS.

15



WHEN THIS STUDY WAS INITIATED THERE WAS A
LACK OF ECONOMIC AND DEMOGRAPHIC
INFORMATION ON MILITARY, FEDERAL, STATE,

AND LOCAL RETIREES IN NORTH CAROLINA.

IN RESPONSE, A MAJOR SURVEY OF RETIREES WAS
INITIATED. OVE R 9 5 0 0 o GOVERNMENT

RETIREES WERE RANDOMLY SELECTED TO

COMPLETE A COMPLEX ECONOMIC SURVEY.

16



Are Federal, State, and Local Retirees
Widely or Narrowly Distributed?

COVERAGE OF SURVEY RESPONDENTS

B ALL 100 COUNTIES are represented in government retiree

residential locations.

B Federal Civilian retirees are located in 27 OF THE 100 COUNTIES
l State government retirees are located in 76 COUNTIES

B Local government retirees are located in 72 COUNTIES

H Military retirees are in 79 COUNTIES

17



{ Educatiom of Respomdlemnts }

Less than high school graduate

2%

High school graduate
22%

Some college

30%

Bachelors and higher

6%

18



RETIREES ARE

COMMUNITY VOLUNTEERS

19




BY RETIREES - - ® q®
W12 Volumteer Activities

O 56 From Qur Survey

Governmental/civic/organization
9+ (board of education, county com-
missioners, recreating committee)

13
(.88%) . : . .
- Community Club (Lions, Rotary, Kiwanis,
976 y Jaycees, American Legion)
(65.86%) L2
(13%) Churches/
Religious Organizations
4 Schools
TOTAL REPORTED.
1,482
Senior
Centers
BY OTHER HOUSEHOLD MEMBERS | BB
Health
Ozxganizations
Environmental
Oxganizations

Habitat for

Humanity
425
(60%) : Meals on
Wheels

]1 Homeowners Associations/
Retirement Associations

TOTAL REPORTED.

708 ]]. ]1 Othex
NUMBER OF REPORTED ACTIVITIES Organizations
20



{ Volunteer Activities from our Survey }

1649 of the 2707 retiree respondents, or 61%, reported that they

participated in volunteer activities in their communities.

m 976 reported 1 or 2 activities
l 404 reported 3 or 4 activities
H 87 reported 5 or 6 activities
H 13 reported 7 or 8 activities
M 2 reported 9 + activities

These individuals reported that they spent 51,481 ‘hours doing
volunteer activities. This represents an average of 31 hours volunteer
service per respondent for 2006.

21



RETIREE HOUSEHOLDS CONTRIBUTED
8 9 3 0 6 o HOURS OF VOLUNTEER

SERVICE IN 2006.

IF¥F AN HOURLY VALUE OF $15 IS PLACED

UPON THIS SERVICE, WE GET A TOTAL
vaLveor $1,335,900 1n

COMMUNITY SERVICE

22



WIES -
North Carolina should pass a
= statute to exempt all resident
military, federal, state and local

government retirees from

paying income tax in this state.

It is trﬁly an investment

in North Carolina’s future.

23



{ Survey Respondents Reported }

STATE INCOME TAXES
Government Retirees Paid an average of

$826 in State Income Tax in 2006

REAL ESTATE OWNERSHIP AND TAXES
Government Retirees Paid an average of $1,675 in 2006

MOTOR VEHICLE TAXES
Government Retirees paid an average of
$358 property tax on their vehicles in 2006

SALES TAXES
The survey did not include sales tax information

since it was considered very difficult
24



I DIRECT

IMPLAN [C] INDIRECT/
Multiplier INDUCED
Results Increased R $245.50
Output ......... $148.30
| TOTAL:
$393.80

DOLLARS IN MILLIONS

Increased 2,337
Jobs : 1,671

TOTAL:

3,671

“Direct effects” represent the increase in incomes associated with an income tax exemption;

“indirect / induced” effects represent all other economic impacts in NC.
25



Military, Federal, State and
Local Government Retirees Create
a Positive Economic Impact By:

ENHANCING THE LOCAL PROPERTY TAX BASE AND

LOCAL AND STATE SALES TAX

INCREASING LOCAL CAPITAL AND COMMUNITY JOBS,

AND STIMULATING AND STABILIZING THE ECONOMY
INCREASING VOLUNTARY SERVICES IN THE COMMUNITY

PROVIDING ENVIRONMENTALLY FRIENDLY GROWTH



{ Benefit and Cost Summary, 2007}

Costs Summary
$36.3

STATE & LOCAL OFFSETS TO COSTS,
EXCLUDING RETIREE INCOME TAX

Ratio of
benefits to
costs: 2.5:1

Benefits
$283

TOTAL COSTS EXCLUDING STATE/LOCAL OFFSETS

Benefits Summary

In these graphics, all benefits and costs are projected
out ten years using 2007 data. Each year’s benefits
and costs are then discounted to present value

$319.3
BENEFITS TO EXISTING RETIREES

$390

BENEFITS TO REITREES RESPONDING TO
INCOME TAX EXEMPTION

$709.3

TOTAL DOLLARS IN MILLIONS
21



RETIREES ARE A LARGE GROWING
IN D us T RY IN NORTH CAROLINA 'I‘I-IAT

PROMISES CONTINUING FUTURE GROWTH.

THEY ARE A MAJOR PLAYER IN THE STATE,
SURPASSING TRADITIONAL INDUSTRIES, AND

RIVALING THE GROWTH INDUSTRIES, AND

raripty OUTGROWING tuEM.

28
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' Attachment #3

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 862*
Short Title:  Study Retirement and Health Benefits. (Public)
Sponsors: Representatives Crawford, Folwell (Primary Sponsors); Bell, Earle, Faison,

E. Floyd, Hughes, Hurley, and Neumann.

Referred to:  Pensions and Retirement, if favorable, Rules, Calendar, and Operatioris of the
- House.

March 30, 2009

A BILL TO BE ENTITLED
AN ACT TO ESTABLISH A SPECIAL COMMISSION TO STUDY RETIREMENT AND
HEALTH BENEFITS FOR TEACHERS AND STATE EMPLOYEES.
The General Assembly of North Carolina enacts:

SECTION 1. There is established the Special Commission to Study Retirement and
Health Benefits for Teachers and State Employees.

SECTION 2.(a) The Commission shall be composed of 14 members as follows:

(1)  The State Treasurer or her designee.

(2)  The Executive Administrator of the State Health Plan for Teachers and State

Employees.

(3)  Four members appointed by the President Pro Tempore of the Senate.

(4)  Four members appointed by the Speaker of the House of Representatives.

(5)  Four members appointed by the Governor. .

Vacancies on the Commission shall be filled by the appointing authority. The
Commission shall choose from among its membership a chair and two vice-chairs. A quorum
of the Commission shall be nine members. '

The Commission, while in the discharge of its official duties, may exefcise all
powers provided for under G.S. 120-19 and G.S. 120-19.1 through G.S. 120-19.4, including the
power to request all officers, agents, agencies, and departments of the State to provide any
information, data, or documents within their possession, ascertainable from their records, or
otherwise available to them, and the power to subpoena witnesses.

The Commission may meet at any time upon call of the chairs. The Commission
may meet in the Legislative Building or the Legislative Office Building. The Commission may
contract for professional, clerical, or consultant services as provided by G.S. 120-32.02.

The Legislative Services Commission, through the Legislative Services Officer,
shall assign professional staff to assist the Commission in its work. The House of
Representatives' and Senate's Directors of Legislative Assistants shall assign clerical staff to the
Commission, and the expenses relating to the clerical employees shall be borne by the
Commission. Members of the Commission shall receive subsistence and travel expenses at the
rates set forth in G.S. 120-3.1, 138-5, or 138-6, as appropriate.

SECTION 2.(b) The initial meeting of the Commission shall be called by the State
Treasurer or her designee.

SECTION 3. The Commission shall study retirement and health benefits for
teachers and state employees. As a part of its study, the Commission may examine issues

A0SR
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Whether the changing: demographics among State employees require
changes to the current defined benefit plan and the health plan.

Whether there is a need to establish a normal retirement age when retirement
and health benefits are to begin.

" Whether the retirement plan should have a defined contribution component.

Whether the current benefits plan serves the need to recruit and retain the
best teachers and State employees.

Any other issues the committee deems relevant to improvement of the
retirement systems and the State Health Plan.

The relationship between the State Health Plan, the Teachers' and State
Employees' Retirement System, and the Disability Income Plan.

SECTION 4. The Commission shall make an interim report to the 2009 Regular
Sessnon of the General Assembly prior to its reconvening in 2010 and shall make a final report
to the 2011 Regular Session of the General Assembly prior to its convening. The report shall
include any proposed legislation. The Commission shall terminate upon filing its final report or
upon the convening of the 2011 General Assembly, whichever is earlier.

SECTION 5. This act is effective when it becomes law.

Page 2

House Bill 862*-First Edition



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT.

[JCommittee Substitute for .

HB 862 A BILL TO BE ENTITLED AN ACT TO ESTABLISH A SPECIAL COMMISSION
TO STUDY RETIREMENT AND HEALTH BENEFITS FOR TEACHERS AND STATE
EMPLOYEES. | | -

With a favorable report and recommendation that the bill be re-referred to the Committee on RULES
.CALENDAR, AND OPERATIONS OF THE HOUSE.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

The bill/resolution is re-referred to the Committee on
[4



PUBLIC BiLL
(0862 .
HB. . : SESSION LAW
A BILL TO BE ENTITLED

AN ACT TO ESTABLISH A SPECIAL COMMISSION TO STUDY RETIREMENT AND HEALTH BENEFITS
FOR TEACHERS AND STATE EMPLOYEES

Introduced by Representatzve(s) (M FDLivsLe ( ﬂimﬁj? pm.SW(S)

For a complete list of cosponsors for this bill, please see the reporf' inside the biil jacket.
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‘ Aﬁach;\;n; #4

GENERAL ASSEMBLY OF NORTH CAROLINA '

SESSION 2009

H : 1
HOUSE BILL 872
Short Title:  Deferred Retirement Option/Fire and Rescue. (Public)
Sponsors: Representatives Holliman; Faison, Glazier, Howard, Insko, Lucas, Wainwright,
and Wray.

Referred to:  Pensions and Retirement, if favorable, Finance.

March 31, 2009

A BILL TO BE ENTITLED

AN ACT TO ESTABLISH A DEFERRED RETIREMENT OPTION PLAN FOR MEMBERS

OF THE FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION FUND.

The General Assembly of North Carolina enacts:

SECTION 1. Article 86 of Chapter 58 of the General Statutes is amended by
adding a new section to read:
"§ 58-86-95. Deferred Retirement Option Plan. '

Any member who has served 20 years as an eligible fireman or eligible rescue squad
worker in the State of North Carolina, as provided in G.S. 58-86-25 and G.S. 58-86-30, and
who has attained the age of 55 years may elect to continue full-time employment with a fire
department or rescue squad and have a Deferred Retirement Option Plan account established in
the member's name and managed by the Fund. Effective with a member's election to participate
in the Plan, receipt of the member's monthly pension is deferred and shall be deposited into the
member's account until the member retires or separates from service with the fire department or

rescue squad. Interest on funds in a Deferred Retirement Option Plan account shall be applied '

at a rate and in a manner to be determined by the Board of Trustees. Upon retirement or
separation from service: (i) the member's account funds and accumulated interest shall be paid
in_either a lump sum or equal payments, at the election of the member; and (ii) the member's

monthly pension shall be paid directly to the member."
SECTION 2. This act becomes effective January 1, 2010.

* H87 2 -V - 1=



NORTH CAROLINA GENERAL ASSEMBLY
Legislative Services Office

George R. Hall, Legislative Services Officer

il Research Division " ' Maribn Chism
_ .- N. Salisbury Street, Suite 619 . « Director
Raleigh, NC 27603-5925 .
Tel. 919-733-4910 Fax 919-715-3589

April 13, 2009
MEMORANDUM

TO: Representative Hugh Holliman

FROM: Stanley MoorgSIN\_~
. Fiscal Research Division

SUBJECT: Actuarial Note for House Bill 872
Re: Deferred Retirement Option/Fire and Rescue

In accordance with North Carolina General Statute 120-114 and applicable Rules of the North
Carolina Senate and House of Representatives; attached is a certified copy of an original
actuarial note on the above subject as prepared by the General Assembly’s Consulting Actuary.
A certified copy of an original actuarial note on the same subject from the Plan Administrator’s
Consulting Actuary is also attached for your review. :

cc: Representative Russell Tucker
House Principal Clerk
Attachment(s):
(1) Legislative Actuarial Note
2) Actuarial Note, Buck Consultants
3) Actuarial Note. Hartman & Associates

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER
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BILL NUMBER: House Bill 872 (First Edition)
SHORT TITLE: Deferred Retirement Option/Fire and Rescue.

SPONSOR(S): Representative Holliman

FUNDS AFFECTED: General Fund
SYSTEM OR PROGRAM AFFECTED: Firemen and Rescue Squad Workers’ Pension Fund
EFFECTIVE DATE: January 1, 2010

BILL SUMMARY: Permits a member of the Firemen’s and Rescue Squad Workers’ Pension
Fund (Fund) who has (1) served as an eligible fireman or rescue squad worker for 20 years and (2)
attained the age of 55 years to elect to continue in full-time employment and have a Deferred
Retirement Option Plan account established in the member’s name and managed by the Fund.
Provides that the member’s monthly pension is deferred and deposited in the member’s Deferred
Plan account until the member retires or separates from service with the fire department or rescue
squad Provides that upon retirement or separation from service the member may choose to
receive payment from the account funds and the accumulated interest in either a lump sum or equal
payments and the member’s monthly pension is to be paid directly to the member.

ESTIMATED IMPACT ON STATE: -
Retirement System Actuary: Buck Consultants estimates the cost to be as follows assuming a 4%

rate:
2009-2010 2010-2011 2011-2012 © 2012-2013 2013-2014

Normal Cost $335,926 $335,926 $335,926 $335,926 $335,926 -
Accrued Liability $1,187.270  $1.187.270 $1.187.270  $1.187.270  $1.187.270
Total Cost $1,523,196 $1,523,196 $1,523,196 $1,523,196 $1,523,196

General Assembly Actuary: Hartman & Assocmtes LLC, estlmates the cost to be as follows
assuming a 4% rate:
2009-2010 2010-2011 2011-2012  2012-2013  2013-2014

Normal Cost $363,000 $363,000 $363,000 -$363,000 $363,000
Accrued Liability $1,336,000 $1.336,000 $1,336,000 $1,336,000 $1.336,000
Total Cost $1,699,000 $1,699,000 $1,699,000 $1,699,000 $1,699,000

House Bill 872 (First Edition) ‘ 1



ASSUMPTIONS AND METHODOLOGY: Firemen and Rescue Squad Workers’ Pension
Fund: The cost estimates of the System's Actuary are based on the employee data, actuarial
assumptions and actuarial methods used to prepare the June 30, 2008 actuarial valuation of the
fund. The data included 36,160 active members, 10,509 retired members in receipt of annual
pensions totaling $21.4 million and actuarial value of assets equal to $317 million. Significant
actuarial assumptions used include (a) an investment return rate of 7.25%, (b) the 1974 George B.
Buck Mortality Table for deaths after retirement and (c) rates of separation from active service
based on Fund experience. The actuarial cost method used was the entry age method with open-
end unfunded accrued liability and a frozen unfunded liquidation period of nine years. Detailed
information concerning these assumptions and methods is shown in the actuary’s report, which is
available upon request from Stanley Moore.

SOURCES OF DATA: System Actuary — Buck Consultants
General Assembly Actuary - Hartman & Associates, LLC

TECHNICAL CONSIDERATIONS: None

FISCAL RESEARCH DIVISION: (919) 733-4910. The above information is provided in
accordance with North Carolina General Statute 120-114 and applicable rules of the North
Carolina Senate and House of Representatives.

PREPARED BY:  Stanley Moore

APPROVED BY:
Bob Weiss
on behalf of Marilyn Chism, Director
Fiscal Research Division

DATE: April 13, 2009

Signed Copy Located in the NCGA Principal Clerk's Offices

House Bill 872 (First Edition) | 2
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April 8, 2009

Mr. David Vanderweide
Policy Director

State of North Carolina
Department of State Treasurer
Retirement Systems Division
325 North Salisbury Street
Raleigh, NC 27603-1385

Re: House Bill 872
Dear Mr. Vanderweide:

We have received your request of April 2 regarding House Bill 872, which affects the Firemen’s and
Rescue Squad Workers’ Pension Fund.

This proposed legislation amends Article 86 of Chapter 58 of the General Statutes and appears to
allow members that have attained age 55 and served 20 years as an eligible fireman or rescue squad
worker to continue full-time employment and elect to have a Deferred Retirement Option Plan
(DROP) account established. This proposed legislation is effective January 1, 2010.

Our cost estimate for this proposed legislation is based on the Fund’s valuation as of June 30, 2008,
including a funding basis of nine years for liquidation of unfunded accrued liabilities. Our estimate
assume that the DROP is only available to full-time paid firefighters and rescue squad workers and
that 40% of the members that currently work beyond initial retirement eligibility are full-time paid
firefighters and rescue squad workers. We have assumed that 100% of these full-time paid
firefighters and rescue workers participate in the DROP at the earliest possible date. However, we
have not changed our assumptions with respect to the date at which the member ultimately leaves
employment.

We have also assumed that, upon election to have a DROP account; the member’s monthly pension
that is deferred is credited to a hypothetical account that is credited with a fixed rate of interest. We
have assumed that this fixed rate is 4%. For sensitivity purposes, we have also provided results
based on a 3% assumption for the fixed rate of interest.

Under the assumption that $9,756,581 is the budgeted annual contribution amount for the 2009-2010
fiscal year and assuming no repayment of the net pension obligation of $522,191, the contribution
will need to increase to $10,074,444 (an increase of $317,863) to cover the gap between the

14911 Quorum Drive, Suite 200 « Dallas, TX 75254-7534
972.628.6800 » 972.628.6801 (fax)
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required contribution for the 2009-2010 fiscal year and the budgeted annual contribution amount for
the 2009-2010 fiscal year. The following table shows the required annual contribution for this
proposed legislation-and the increase in the required contribution based on both a 4% and 3%
assumption for the fixed rate of interest.

ADDITIONAL ANNUAL CONTRIBUTIONS PAYABLE BY THE STATE
FOR PROPOSED LEGISLATION

4% Crediting Rate 3% Crediting Rate
Additional contribution for proposed legislation: _ ,
Normal $ 335,926 $ 331,587
Accrued liability 1,187,270 1,170,994
Total $1,523,196 $1,502,581
Increase in required contribution ' $ 317,863 $ 317,863
Additional appropriation required $1,841,059 $1,820,444

Our cost estimate for this proposed change is based on the June 30, 2008, valuation and does not
reflect the asset experience that occurred during the second half of 2008. The asset experience that
occurred during the second half 6f 2008 will result in a significant increase in the required
contributions for the 2010 - 2011 fiscal year.

I 'am an Enrolled Actuary, a Fellow of the Society of Actuaries, and a Member of the American
Academy of Actuaries. | meet the Qualification Standards of the American Academy of Actuaries to
render the actuarial opinion contained herein.

If you have any questions or need additional assistance; please let us know.

Very truly yours,

Rxehard A Mackesey ; . EA, MAAA
“Pr incipal, Consultmg Actuary

RAM:km

ANC\COR90407RM3.DOC



HARTMAN & ASSOCIATES, LLC

" ACTUARIAL CONSULTING

MARK V. HARTMAN, FSA, MAAA, MCA, EA
hartman@triad.rr.com

Phone: (336) 731-4038 668 Link Road
Fax: (336) 731-2583 Lexington, NC 27295
April 9, 2009

Mr. Stanley Moore

Fiscal Research Division

North Carolina General Assembly
300 N. Salisbury Street

Raleigh, NC 27603-5925

Re: House Bill 872: An Act to Establish a Deferred Retirement Option Plan for Members of
the FRSW Fund

Dear Mr. Moore:

This bill adds a new section G.S. 58-86-95 to establish a Deferred Retirement Option Plan
(DROP) for members of the Firemen’s and Rescue Squad Worker's Pension Fund (FRSW).
This provision would allow.a member who has served 20 years as an eligible fireman or rescue
squad worker and has attained age 55 to continue full-time employment with a fire department
or rescue squad and have a DROP account established for the member. Upon electing to
participate, receipt of the member’s monthly pension would be deferred until his actual
retirement and be credited to his DROP account. Interest would be credited to the DROP
account at a rate determined by the Board of Trustees. The account balance would be payable
to the member upon his separation from service in either a lump sum or annuity. This act
becomes effective January 1, 2010. .

This bill will produce a cost to the FRSW due to the increased retirement benefits payable from
the DROP accounts. | have assumed that all full-time firefighters and rescue squad workers
would establish a DROP account once they attain age 55 with 20 years creditable service and
accumulate funds until their actual retirement. | projected actual retirement based on the
assumptions for firefighters in the Local Governmental Employee’s Retirement System .
(LGERS). The cost of this bill is also dependent upon the interest credited to the DROP
accounts. | assumed a 4.0% fixed rate and did sensitivity testing for 1% higher and lower rates.

The net impact on the FRSW is an increase in the normal contribution rate and an increase in
the unfunded accrued liability. | estimate the normal contribution would increase by $363,000
and the accrued liability contribution would increase by $1,336,000. This amortizes the
additional accrued liability over a 9-year period. The sensitivity analysis shows that a 1%
change in the credited interest rate on DROP accounts would change the total cost by
approximately 3%.



Mr. Stanley Moore : Page 2
April 9, 2009 ‘

These esiimates are based on the most recent actuarial valuation prepared as of June 30, 2008
covering 36,160 active members of the FRSW and data on approximately 6,600 paid firefighters
and rescue squad workers.

If you have any questions, let me know.

Sincerely,

Mo+t

Mark V. Hartman, FSA, MAAA, FCA, EA
Consulting Actuary

MVH/mt



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representative Tucker (Chair) for the Commlttee on PENSIONS AND RETIREMENT.

‘L_JCommittee Substitute for

HB 872 A BILL TO BE ENTITLED AN ACT TO ESTABLISH A DEFERRED RETIREMENT
OPTION PLAN FOR MEMBERS OF THE FIREMEN'S AND RESCUE SQUAD WORKERS"
PENSION FUND '
X] With a favorable report and recommendation that the bill be re-referred to the Commlttee on
FINANCE.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

The bill/resolution is re-referred to the Committee on
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A BILL TO BE ENTITLED

AN ACT TO ESTABLISH A DEFERRED RETIREMENT OPTION PLAN FOR MEMBERS OF THE
FIREMEN'S AND RESCUE SQUAD WORKERS' PENSION FUND.

Introduced by Representafive(s): Holliman. M’/
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For a complete list of cosponsors for this bill, please see the report inside the bill jacket.
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PENSIONS AND RETIREMENT April 15, 2009
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North Carolina General Assembly
House Committee on Pensions & Retirement

MINUTES

~

Wednesday, April 29, 2009

The House Committee on Pensions and Retirement met Wednesday, April 29,
2009 at 10:00 a.m. in Room 415 of the Legislative Office Building. The following
members were present: Representative Tucker, Chair, Representatives Bell,
Folwell, Holloway, Hurley and McGee, Vice Chairs and Representatives Farmer-
Butterfield, McLawhorn, Ross and Tolson. Thirty-two visitors attended and a
visitor's registration sheet is attached as part of these minutes.

The Chair recognized the page Charles Marsh from Cabarrus County,
sponsored by Representative Barnhart and Sergeant-at-Arms Reggie Sills and John
Brandon.

Chairman Tucker recognized Representative Womble to present HB 766 -
AN ACT TO AMEND THE PROVISION FOR THE SURVIVOR'S ALTERNATE
BENEFIT FOR MEMBERS OF THE TEACHERS' AND STATE EMPLOYEES'
RETIREMENT SYSTEM AND THE LOCAL GOVERNMENTAL EMPLOYEES'
RETIREMENT SYSTEM TO PROVIDE A BENEFIT FOR SURVIVORS OF LAW
ENFORCEMENT OFFICERS KILLED IN THE LINE OF DUTY AFTER THE
COMPLETION OF FIFTEEN YEARS OF SERVICE. (Attachment #1).
Representative Womble explained the bill, and then recognized Representative
Parmon, co-sponsor of the bill to make comments. Representative Ross moved for a
favorable report. Motion carried.

Representative Folwell was recognized to present HB 556 - AN ACT TO
ENACT THE TREASURER'S GOVERNANCE AND TRANSPARENCY ACT OF
2009. (Attachment #2). A PCS was presented and Representative Tolson moved to
accept the PCS for consideration. Motion carried. Representative Folwell
explained the bill. He stated the State Treasurer Janet Cowell requested this bill
and she was recognized to comment on the bill. Representative Folwell made a



motion to give the PCS a favorable report, unfavorable to the original and re-refer
to the Committee on Finance. Motion passed.

The Chair called on Representative Gibson to present HB 1507 - AN ACT
CONCERNING INVESTIMENTS OF THE STATE TREASURER. (4ttachment #3).
A PCS was presented and Representative Tolson moved to approve it for
consideration. Motion passed. Representative Gibson explained the bill. He asked
Staff to explain the changes on the PCS which were only technical. State
Treasurer Cowell stated this bill gives more flexibility on credit investments. An
amendment was presented by Representative Folwell. Motion passed to approve
the amendment. A motion was made by Representative Tolson for a favorable
report to the amended PCS, unfavorable to the original and re-refer to the
Committee on Finance. Motion passed.

The Chair called on Representative Hurley, Vice Chair to chair the meeting
while he presented his bill HB 934 - AN ACT TO ADDRESS COST-OF-LIVING
ADJUSTMENTS FOR RETIREES OF THE LOCAL GOVERNMENTAL
EMPLOYEES' RETIREMENT SYSTEM. (Attachment #4). Representative Hurley
asked Representative Tucker to explain but he asked Staff to help explain the one
percent cost of living to the retirees of the local retirement system is in the bill.
Representative McLawhorn moved for a favorable report and re-refer to the
Committee on Finance. Motion carried. '

Representative Hurley, Vice Chair asked Representative Tucker to present
another bill HB 642 - AN ACT TO MAKE TECHNICAL CORRECTIONS AND
OTHER CHANGES TO THE STATUTES GOVERNING THE TEACHERS' AND
STATE EMPLOYEES' RETIREMENT SYSTEM, THE JUDICIAL RETIREMENT
SYSTEM, THE LEGISLATIVE RETIREMENT SYSTEM, THE LOCAL
GOVERNMENTAL EMPLOYEES' RETIREMENT SYSTEM, AND THE FIREMEN'S
AND RESCUE SQUAD WORKERS' PENSION FUND. (A4ttachment #5). A PCS was
presented and Representative McLawhorn moved to accept it for consideration.
Motion passed. Representative Tucker asked Staff Stanley Moore to explain the
bill. After questions and discussion, Representative Folwell moved for a favorable
report to the PCS, unfavorable to the original and re-refer to the Committee on
Appropriations. Motion carried.

Chairman Tucker recognized Cotham to present HB 816 - AN ACT TO
CLARIFY THE LAW ENFORCEMENT OFFICERS UNDER THE LOCAL
GOVERNMENTAL RETIREMENT SYSTEM. (Attachment #6). Representative
Cotham explained the bill. Representative McLawhorn moved for a favorable
report and re-refer to the Committee on Appropriations. Motion carried.

2



Representative Folwell was called on to present HB 1221 - AN ACT
DIRECTING THE OFFICE OF STATE PERSONNEL, DEPARTMENT OF PUBLIC
INSTRUCTION, NORTH CAROLINA COMMUNITY COLLEGES, AND THE
UNIVERSITY OF NORTH CAROLINA TO DEVELOP AN EMPLOYEE BENEFITS
STATEMENT THAT REFLECTS THE CURRENT VALUE OF EMPLOYEE
BENEFITS PROVIDED TO STATE, PUBLIC SCHOOLL, AND COMMUNITY
COLLEGE EMPLOYEES. (Attachment #7). After Representative Folwell explained
the bill, Representative Ross made a motion for a favorable report. Motion
carried.

There being no further business, the meeting adjourned at 10:50 a.m.

Respectfully submitted,

VQAM;M R/

R/epr\esen'raﬁve Russell Tucker; Chair




HB 556
HB 642
HB 766
HB 816
HB 934
HB 1221

HB 1507

AGENDA

HOUSE COMMITTEE ON PENSIONS AND RETIREMENT

Wednesday, April 29, 2009
Room 415 LOB
10:00 AM.

TREASURER'S GOVERNANCE & TRANSPARENCY ACT
Representatives Folwell, McGee, Owens & Randleman

RETIREMENT TECHNICAL CORRECTIONS
Representatives Tucker & Bell .

AMEND SURVIVOR'S ALTERNATE BENEFIT
Representative Womble

CLARIFY LOCAL SPECIAL SEPARATON ALLOWANCE
Representatives Cotham, Dollar, McLawhorn & Weiss

LOCAL EMPLOYEES' RETIREMENT SYSTEM COLAS
Representatives Tucker & McLawhorn

DEVELOP STATE EMPLOYEES BENEFIT STATEMENT
Representatives Folwell, Crawford, Gibson & Avila

STATE TREASURER INVESTMENTS
Representative Gibson

ADJOURNMENT



***REVISED NOTICE***

NORTH CAROLINA HOUSE OF REPRESENTATIVES
COMMITTEE MEETING NOTICE
AND
BILL SPONSOR NOTIFICATION
2009-2010 SESSION

You are hereby notified that the Committee on Pensions and Retirement will meet as follows: -
DAY & DATE: Wednesday, April 29 2009

TIME: 10:00 A.M. | '
LOCATION: Room 415 LOB

COMMENTS: ADD HB 766 AMEND SURVIVOR’S ALTERNATE BENEFIT
Representative’s Womble, Parmon, Mobley & Jones

The following bills will be considered (Bill # & Short Title & Bill Sponsor):

Bill # Short Title Sponsor
HB 556 Treasurer’s Governance & Transparency  Representatives Folwell,
Act . _ McGee, Owens & Randleman
HB 642 Retirement Technical Corrections Representative Tucker & Bell
HB 816 Clarify Local Special Separation Representatives Cotham,
Allowance Dollar, McLawhorn & Weiss
HB 934 Local Employees’ Retirement System Representatives Tucker &
Colas McLawhorn
HB 1221 Develop State Employees Benefit Representatives Folwell,
Statement . Crawford, Gibson & Avila
HB 1507 State Treasurer Investments Representative Gibson

Respectfully,
Representative Russell Tucker
Chairman

I hereby certify this notice was filed by the committee assistant at the following offices at 2:00
p-m. on April 28 2009.

___Principal Clerk
____Reading Clerk - House Chamber

Sally Gillis, Committee Assistant



- NORTH CAROLINA HOUSE OF REPRESENTATIVES
COMMITTEE MEETING NOTICE

AND

BILL SPONSOR NOTIFICATION

2009-2010 SESSION

You are hereby notified that the Committee on Pensions and Retirement will meet as follows:

DAY & DATE: Wednesday, April 29 2009
TIME: 10:00 A.M.

LOCATION: - Room 415 LOB

The following bills will be considered (Bill # & Short Title & Bill Sponsor):

Bill # Short Title

HB 556 Treasurer’s Governance & Transparency
Act

HB 642 Retirement Technical Corrections

HB 816 Clarify Local Special Separation
Allowance

HB 934 Local Employees’ Retirement System
Colas

HB 1221 Develop State Employees Benefit
Statement

HB 1507 State Treasurer Investments

Respectfully,

Sponsor

Representatives Folwell,
McGee, Owens & Randleman

Representative Tucker & Bell

Representatives Cotham,
Dollar, McLawhorn & Weiss

Representatives Tucker &
McLawhorn

Representatives Folwell,
Crawford, Gibson & Avila

Representative Gibson

Representative Russell Tucker

Chairman

I hereby certify this notice was filed by the committee assistant at the following offices at 11:00

a.m. on April 24 2009.

___Principal Clerk
___Reading Clerk - House Chamber

Sally Gillis, Committee Assistant
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 2
HOUSE BILL 766*
Committee Substitute Favorable 4/15/09
Short Title:  Amend Survivor's Alternate Benefit. (Public)
Sponsors: )
Referred to:

March 25, 2009

A BILL TO BE ENTITLED '

AN ACT TO AMEND THE PROVISION FOR THE SURVIVOR'S ALTERNATE BENEFIT
FOR MEMBERS OF THE TEACHERS' AND STATE EMPLOYEES' RETIREMENT
SYSTEM AND THE LOCAL GOVERNMENTAL EMPLOYEES' RETIREMENT
SYSTEM TO PROVIDE A BENEFIT FOR SURVIVORS OF LAW ENFORCEMENT
OFFICERS KILLED IN THE LINE OF DUTY AFTER THE COMPLETION OF
FIFTEEN YEARS OF SERVICE.

The General Assembly of North Carolina enacts:

SECTION 1. G.S. 135-5(m) reads as rewritten:

"(m) Survivor's Alternate Benefit. — Upon the death of a member in service, the principal
beneficiary designated to receive a return of accumulated contributions shall have the right to
elect to receive in lieu thereof the reduced retirement allowance provided by Option 2 of
subsection (g) above computed by assuming that the member had retired on the first day of the
month following the date of his death, provided that the following conditions apply:

() a The member had attained such age and/or creditable service to be
eligible to commence retirement with an early or service retirement
allowance,

b. The member had obtained 20 years of creditable service in which

- case the retirement allowance shall be computed in accordance with
G.S. 135-5(b19)(1)b. or G.S. 135-5(b19)(2)c., notwithstanding the
requirement of obtaining age 50, ef

bl. The member was a law enforcement officer who had obtained 15

years of service as a law enforcement officer and was killed in the
line of duty, in which case the retirement allowance shall be

computed in accordance with G.S. 135-5(b19)(1)b., notwithstanding -

the requirement of obtaining age 50, or
c. The member had not commenced to receive a retirement allowance
as provided under this Chapter.

(2)  The member had designated as the principal beneficiary to receive a return

of his accumulated contributions one and only one person who was living at
the time of his death.
(3)  The member had not instructed the Board of Trustees in writing that he did
not wish the provisions of this subsection to apply. :
For the purpose of this benefit, a member is considered to be in service at the date of his
death if his death occurs within 180 days from the last day of his actual service. The last day of

actual service.shall be determined as provided in subsection (1) of this section. Upon the death -

of a member in service, the surviving spouse may make all purchases for creditable service as

AL
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provided for under this Chapter for which the member had made application in writing prior to
the date of death, provided that the date of death occurred prior to or within 60 ddys after
notification of the cost to make the purchase. The term "in service" as used in this subsection
includes a member in receipt of a benefit under the Disability Income Plan as provided in
Article 6 of this Chapter.

Notwithstanding the foregoing, a member who is in receipt of Workers' Compensation
during the period for which the member would have otherwise been eligible to receive
short-term benefits, as provided in G.S. 135-105, and who dies on-or after 181 days from the
last day of the member's actual service but on or before the date the benefits as provided in
G.S. 135-105 would have ended, shall be considered in service at the time of the member's
death for the purpose of this benefit."

SECTION 2. G.S. 128-27(m) reads as rewritten:

"(m) Survivor's Alternate Benefit. — Upon the death of a member in service, the principal
beneficiary designated to receive a return of accumulated contributions shall have the right to
elect to receive in lieu thereof the reduced retirement allowance provided by Option two of
subsection (g) above computed by assuming that the member had retired on the first day of the
month following the date of his death, provided that all three of the following conditions apply:

(1) a The member had attained such age and/or creditable service to be

eligible to commence retirement with an early or service retirement
allowance, or

b. The member had obtained 20 years of creditable service in which
case the retirement allowance shall be computed in accordance with
G.S. 128-27(b21)(1)b. or G.S. 128-27(b21)(2)c., notwithstanding the
requirement of obtaining age 50, er

bl. The member was a law enforcement officer who had obtained 15
years of service as a law enforcement officer and was killed in the
line of duty, in which case the retirement allowance shall be
computed in accordance with G.S. 128-27(b21)(1)b., notwithstanding

_the requirement of obtaining age 50, or

c. The member had not commenced to receive a retirement allowance
as provided under this Chapter.

(2) The member had designated as the principal beneficiary to receive a return -
of his accumulated contributions one and only one person who is llvmg at
the time of his death.

(3)  The member had not instructed the Board of Trustees in writing that he did
not wish the provisions of this subsection apply.

For the purpose of this benefit, a member is considered to be in service at the date of his
death if his death occurs within 180 days from the last day of his actual service. The last day of
actual service shall be determined as provided in subsection (I) of this section. Upon the death
of a member in service, the surviving spouse may make all purchases for creditable service as
provided for under this Chapter for which the member had made application in writing prior to
the date of death, provided that the date of death occurred prior to or within 60 days after
notification of the cost to make the purchase."

SECTION 3. This act is effective when it becomes law and applies to beneficiaries

of law enforcement officers killed in the line of duty on and after January 1, 2007.

Page 2 House Bill 766*-Second Edition



HOUSE BILL 766:
Amend Survivor's Alternate Benefit

2009-2010 General Assembly

Commiittee: House Pensions and Retirement Date: April 28, 2009
Introduced by: Reps. Womble, Parmon, Mobley, Jones Prepared by: Karen Cochrane-Brown
Analysis of: Second Edition Committee Counsel

SUMMARY: House Bill 766 amends the laws governing the T eachers' and State Employees’
Retirement System and the Local Governmental Employees' Retirement System to allow the
beneficiary of a law enforcement officer who had at least 15 years of service and who was killed in
the line of duty to elect the survivor's alternate benefit.

[As introduced, this bill was identical to S411, as introduced by Sen. Brunstetter, which is
currently in House Homeland Security, Military, and Veterans Affairs, if favorable, Pensions and
Retirement.]

CURRENT LAW:

Under current law, when a member of the State or Local Retirement System dies in service, the
member's primary beneficiary is entitled to choose to receive a survivor's alternate benefit in lieu of a
return of the member's accumulated contributions. The survivor's alternate benefit is determined by
computing the amount the beneficiary would have received if the member had retired and selected a
sint and survivor option to provide for the continuation of the member's reduced retirement allowance
wroughout the life of the beneficiary. In order to receive the benefit, one of the following must apply:

e The member was eligible to retire and receive a full or early retirement allowance;

e The member had 20 years of creditable service, but was not yet 50 years of age, and therefore
not eligible for early retirement, in which case, the benefit is computed based on the early
retirement formula;

e The member had not yet begun to receive a retirement allowance.

There is currently no provision for the beneficiary of a member who dies with less than 20 years of
service to receive the survivor's alternate benefit.

BILL ANALYSIS:

House Bill 766 amends the law to provide that in the case of a law enforcement officer who dies in the
line of duty having obtained 15 years of service, the officer's beneficiary will be entitled to select the
survivor's alternate benefit. The benefit will be computed based on the early retirement formula.

EFFECTIVE DATE: This act is effective when it becomes law, and applies to beneficiaries of law
enforcement officers killed in the line of duty on and after January 1, 2007.

1766-SMRO-49(e2) v1

Research Division O. Walker Reagan, Director (919) 733-2578



NORTH CAROLINA GENERAL ASSEMBLY
Legislative Services Office

George R. Hall, Legislative Services Officer

weal Research Division ) Maribyn Chism
) N. Salisbury Street, Suite 619 Director
Raleigh, NC 27603-5925 )
Tel. 919-733-4910 Fax 919-715-3589

March 31, 2009-
MEMORANDUM

TO: Representative Larry Womble
Representative Earl Jones
Representative Earline Parmon
Representative Annie Mobley

FROM: Stanley Moora‘\/

Fiscal Research Division
SUBJECT: - _ Actuarial Note for House Bill 766

Re: ©  Amend Survivor’s Alternate Benefit

In accordance with North Carolina General Statute 120-114 and applicable Rules of the North

"Carolina Senate and House of Representatives, attached is a certified copy of an original
actuarial note on the above subject as prepared by the General Assembly’s Consulting Actuary.
A certified copy of an original actuarial note on the same subject from the Plan Adm1mstrator S
Consulting Actuary is also attached for your review.

cc: Representative Russell Tucker
House Principal Clerk
Attachment(s):
(1) Legislative Actuarial Note
2 Actuarial Note, Buck Consultants ¢
3) Actuarial Note. Hartman & Associates

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER
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RETIREMENT

BILL NUMBER: House Bill 766 (First Edition)
SHORT TITLE: Amend Survivor's Alternate Benefit.

- SPONSOR(S): Representatives Womble, Jones, Parmon, and Mobley

FUNDS AFFECTED: General Fund, Highway Fund, and Recéipt Funds for the Teachers’ and
State Employees’ Retirement System and local funds for the Local Governmental Employees’
Retirement System

SYSTEM OR PROGRAM AFFECTED: Teachers’ and State Employees’ Retirement System,
and Local Governmental Employees’ Retirement System.

EFFECTIVE DATE: January 1, 2007

BILL SUMMARY: Amends the Teachers’ and State Employees’ Retirement System and the

- Local_Governmental Employees’ Retirement System to_provide_a_survivor’s alternate_benefit _

under both systems for any law enforcement officer who obtained at least 15 years of creditable
service and is killed in the line of duty. Provides that such benefits must be computed in
accordance with GS 135-5(b19)(1)b. for the Teachers’ and State Employees’ Retirement System
-and GS 128.27(b21)(1)b. for the Local Governmental Employees’ Retirement System,
notwithstanding the requirement that the member reach age 50. Applies to beneficiaries of law
enforcement officers killed in the line of duty on and after January 1, 2007

ESTIMATED IMPACT ON STATE: Both the Retirement System Actuary, Buck Consultants,
and the General Assembly Actuary, Hartman & Associates, agree that the cost is less than 0.01%
of total payroll as a result of the enactment of this bill.

ESTIMATED IMPACT ON LOCAL GOVERNMENTS: Both the Retirement System Actuary,
-Buck Consultants, and the General Assembly Actuary, Hartman & Associates, agree that the cost
is less than 0.01% of total payroll as a result of the enactment of this bill

ASSUMPTIONS AND METHODOLOGY:

Teachers’ & State Employees' Retirement System

The cost estimates of the System's Actuary are based on the employee data, actuarial assumptions
and actuarial methods used to prepare the December 31, 2007 actuarial valuation of the fund. The
data included 338,490 active members with an annual payroll of $12.7 billion, 145,855 retired
members in receipt of annual pensions totaling $2.9 billion, and actuarial value of assets equal to
$55.3 billion. Significant actuarial assumptions used include (a) an investment return rate of
7.25%, (b) average salary increase rate of 6.25%, (c) the 1994 Group Annuity Mortality Tables

House Bill 766 (First Edition) 1



(tables are not adjusted for male teachers, set forward one year for female teachers, set forward
two years for general employees and law enforcement officers and set forward two years for the
beneficiaries of deceased member), and (d) rates of separation from active service based on
System experience. The actuarial cost method used was the entry age normal cost method and a
frozen liquidation period of nine years. Detailed information concerning these assumptions and
methods is shown in the actuary's report, which is available upon request from Stanley Moore.

Local Governmental Employees' Retirement System

The cost estimates of the System's Actuary are based on the employee data, actuarial assumptions
and actuarial methods used to prepare the December 31, 2007 actuarial valuation of the fund. The
data included 127,959 active members with an annual payroll of $4.75 billion, 42,408 retired
members in receipt of annual pensions totaling $689.4 million, and actuarial value of assets equal
to $16.8 billion. Significant actuarial assumptions used include (a) an investment return rate of
7.25%, (b) salary increase rate of 6.25%, (c) the 1994 Group Annuity Mortality Tables, (tables are
set forward three years for males, set forward two years for females-and set forward two years for
the beneficiaries of deceased members and special mortality tables are used for period after
disability retirement), and (d) rates of separation from active service based on System experience.
The actuarial cost method used was the projected benefit method with aggregate level normal cost
and frozen accrued liability. Gains and losses are reflected in the normal rate. Detailed information
concerning these assumptions and methods is shown in the actuary's report, which is available
upon request from Stanley Moore.

SOURCES OF DATA:  Buck Consultants
Hartman & Associates, LLC

TECHNICAL CONSIDERATIONS: None

FISCAL RESEARCH DIVISION: (919) 733-4910. The above information is provided in
accordance with North Carolina General Statute 120-114 and apphcable rules of the North
Carolina Senate and House of Representatlves

PREPARED BY: Stanley Moore

APPROVED BY: - Marilyn Chism, Director

Fiscal Research Division Official 4’ fe 3
Flscal Research Dwnslon

\W Publication

DATE: March 31, 2009

Signed Copy Located in the NCGA Principal Clerk's Offices

House Bill 766 (First Edition) 2
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March 30. 2009

Mr. David Vanderweide
Policy Director

State of North Carolina
Department of State Treasurer
Retirement Systems Division
325 North Salisbury Street
Raleigh, NC 27603-1385

Re: House Bill 766 / Senate Bill 411
Dear Mr. Vanderweide:

We have received your request of March 25 regarding House Bill 7667,_ which is équivalent to Senate
Bill 411 and which affects the Teachers’ and State Employees’ Retirement System (TSERS) and the
Local Governmental Employees’ Retirement System (LGERS). '

This proposed legislation amends G.S. 135-5(m) and G.S. 128-27(m) and appears to expand
eligibility for the Survivor’s Alternate Benefit to law eriforcement officers who have obtained 15
years of service and are killed in the line of duty. The effective date of this proposed legislation is
January 1, 2007.

Based on a nine-year liquidation period and the results of the December 31, 2007 valuation of
TSERS and the assumption that the contribution rate is increased 0.21% of payroll (o cover the gap
between the required contribution for the 2009 - 2010 fiscal year and the contribution rate for the
2008 - 2009 fiscal year, the annual cost for this proposed change is less than 0.01% of payroll for
TSERS. :

Based on the results of the December 31, 2007 valuations of LGERS and assuming that none of the
undistributed gain is used to cover the cost of this proposed change, the annual cost for this
proposed change is less than 0.01% of payroll for LGERS.

Our cost estimate for this proposed change is based on the December 31, 2007 valuations of TSERS
and L.GERS and does not reflect the asset experience that occurred during 2008. The asset
experience that occurred "during 2008 will result in a significant increase in the required
contributions for the 2010-2011 fiscal year.
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I am an Enrolled Actuary, a Fellow of the Society of Actuaries, and a Member of the American
Academy of Actuaries. T meet the Qualification Standards of the American Academy of Actuaries to
render the actuarial opinion contained herein.

If you have any questions or need additional assistance, please let us know.

Very truly yours, v

Sh &),

Richard A. Maqkéf;ey,( 'SA, EA, MAAA
Py . . S g

" Principal, C(}nsu]tmg Actuary

RAM:km /

ANC\CORWOINGRM 1.DOC

14911 Quorum Drive, Suite 200 + Dallas, TX 75254-7534
972.628.6800 + 972.628.6801 (fax)



HARTMAN & ASSOCIATES, LLC

ACTUARIAL CONSULTING

MARK V. HARTMAN, FSA, MAAA, MCA, EA hartman@triad.rr.com
Phone: (336) 731-4038 . . 668 Link Road
Fax:  (336) 731-2583 ) Lexington, NC 27295

March 30, 2009

Mr. Stanley Moore

Fiscal Research Division-

North Carolina General Assembly
300 N. Salisbury Street -

Raleigh, NC 27603-5925

Re: House Bill 766: An Act to Amend the Survivor's Alternate Benefit in the TSERS and
LGERS for Survivors of Law Enforcement Officers Killed in the Line of Duty

Dear Mr. Moore:

This bill amends'G.S. 135-5(m) and G.S. 128-27(m) to modify the requirements to qualify for a
survivor's alternate benefit in the Teachers' and State Employees' Retirement System (TSERS)
and the Local Governmental Employees' Retirement System (LGERS). Currently, these
sections provide that, upon the death of a member in service, the principal beneficiary
designated to receive a return of accumulated contributions has the right to elect a reduced
retirement allowance if certain conditions are met. The reduced allowance is computed as if the
member had retired on the first day of the month following the date of death and elected a joint
and survivor benefit. In order to be eligible for this benefit, the member must have met the age
and service requirements to be eligible to receive an early or service retirement, or have 20
years of creditable service.

This bill would extend the survivor's alternate benefit to beneficiaries of a law enforcement
officer who has 15 years of service as a law enforcement officer and is killed in the line of duty.
This act is effective when it becomes law and applies to beneficiaries of law enforcement
officers killed in the line of duty on and after January 1, 2007.

Extending this benefit to additional members and applying this provision to previdus deaths will
create a cost to the TSERS and LGERS. However, based on our review of the available data,
the estimated cost to each system is less than 0.01% of payroll. This conclusion is based on

the most recent actuarial valuations prepared as of December 31, 2007, and data showing one
member qualifying under this provision in the last two years.

If you have any questions, let me know.
Sincerely,

Marh Haste

Mark V. Hartman, FSA, MAAA, FCA, EA
_Consulting Actuary

MVH/mt
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2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

“The followfng report(s) from standing committee(s) is/are presented:

By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT.

FECommitte'e Substitute for . .
- HB 766 A BILL TO BE ENTITLED AN ACT TO AMEND THE PROVISION FOR THE

SURVIVOR'S ALTERNATE BENEFIT FOR MEMBERS OF THE TEACHERS' AND STATE
EMPLOYEES' RETIREMENT SYSTEM AND THE LOCAL GOVERNMENTAL EMPLOYEES'
RETIREMENT SYSTEM TO PROVIDE A BENEFIT FOR SURVIVORS OF LAW ENFORCEMENT
OFFICERS KILLED-IN THE LINE OF DUTY AFTER THE COMPLETION OF FIFTEEN YEARS OF
SERVICE.

With a favorable report.

~ (FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

Pursuant to Rule 36(b), the bill/resolution is placed on the Calendar of
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H . ‘ 1
. HOUSE BILL 556 .
Short Title: - Treasurer's Governance & Transparency Act. (Public)
Sponsors: Representatives Folwell, McGee, Owens, Randleman (Primary Sponsors);

Brown, Faison, Justice, and Lewis.

Referred to:  Pensions and Retirement, if favorable, Finance. ,

March 12, 2009

A BILL TO BE ENTITLED
AN ACT TO ENACT THE TREASURER'S GOVERNANCE AND TRANSPARENCY ACT
OF 2009.
The General Assembly of North Carolina enacts:
o SECTION 1. G.S. 147-69.2(b1) reads as rewritten:

"(bl) With respect to investments authorized by subsections (b)(8) and (b)(9) of this
section, the State Treasurer shall appoint an -Investment Advisory Committee, which shall
consist of five-seven members: the State Treasurer, who shall be chairman ex officio; two
members selected from among the members of the boards of trustees of the Retirement
Systems; and-twe_four members selected from the general public. The-twe_four public members

" must have experience in areas relevant to the administration of a large, diversified investment

grogram, mcludmg but _not limited to, ene—er—mere—ef—the—feﬂewmg—areas—mvest-mem

er—abselute—setum—strategwes— nvestment management, securltles law= real estate development, or

absolute return strategies. The State Treasurer shall also appoint a Secretary of the Investment
Advisory Committee who need not be a member of the committee. Members of the committee
shall receive for their services the same per diem and allowances granted to members of the
State boards and commissions generally. The committee shall have advisory powers only and
membership shall not be deemed a public office within the meaning of Artlcle VI, Section 9 of
the Constitution of North Carolina or G.S. 128-1.1."

SECTION 2. This act is effective when it becomes law.

*H3556-Vv-1=

Aﬁachment #2



HOUSE BILL 556:
Treasurer's Governance & Transparency Act

2009-2010 General Assembly

Committee: =~ House Pensions and Retirement, if favorable, Date: April 14, 2009
Finance
Introduced by: Reps. Folwell, McGee, Owens, Randleman ~ Prepared by: Karen Cochrane-Brown
Analysis of: PCS to First Edition Committee Counsel
H556-CSLA-7

- SUMMARY: House Bill 556 is an agency bill that would increase the membership of the State
Treasurer's Investment Advisory Committee from five to seven members, by adding two public
members. The bill also changes the experience requirements of the public members.

The Proposed Committee Substitute adds a new section to the bill which describes the duties and the
standards to be applied to the State Treasurer with regard to the discharge of her duties in connection
with the Retirement Systems administered by the Treasurer's office.

[As introduced, this bill was identical to S632, as introduced by Sen Nesbitt, which is currently in
Senate Finance.]

CURRENT LAW:

T'nder current law, The State Treasurer is authorized to invest the assets of the all of the State
Iministered retirement systems. The law includes several limitations on the amount and types of
ivestments that can be made with these funds.

The law also authorizes the State Treasurer to appoint an Investment Advisory Committee. The
Committee consists of five members: The State Treasurer, two members from the board of trustees of
the Retirement System, and two public members. The public members must have experience in one or
more of the following areas: investment management, real estate investment trusts, real estate
development, venture capital investment, or absolute return strategies. The committee has only advisory
powers.

BILL ANALYSIS:

" House Bill 556 amends the law to increase the membership of the Investment Advisory Committee from
five to seven members, with the two additional members to be appointed by the Treasurer as public
members. The bill also changes the experience requirements for the public members by removing the
requirement for experience in real estate investment trusts and venture capital investments, and
substituting experience in securities law.

The new section added by the PCS is entitled "Discharge of duties to Retirement Systems." The section
provides that with respect to the Retirement Systems administered by the Treasurer, the Treasurer shall
discharge his or her duties as follows:

e Solely in the interest of participants and beneficiaries.

e For the exclusive purpose of providing benefits and paying reasonable administrative
expenses. .

e With the care, skill, and caution under the circumstances that a prudent person who was
familiar with the matters would use in a like situation.

Research Division O. Walker Reagan, Director (919) 733-2578



House Bill 556
Page 2

e Impartially, taking into account the differing interests of participants and beneficiaries.
 Incurring only appropriate and reasonable costs.
e Inaccordance with a good-faith interpretation of the law governing the Retirement Systems.

The new section also sets standards to be used by the Treasurer in investing and managing the assets of
-the Retirement Systems, including that the Treasurer:

e Shall consider the following circumstances:l

General economic conditions.

The possible effects of inflation or deflation.

The role of each investment in the overall portfolio.

The expected total return and the appreciation of capital.

0O O O o

Needs for liquidity, regular income, and preservation or appreciation of
capital.

o The adequacy of funding based on reasonable actuarial factors.

e Shall diversify the investments unless the Treasurer determines it is clearly not prudent to do
SO. : : '

o Shall make reasonable efforts to verify relevant facts.

e May invest in any kind of real property which the State is authorized to acqhire under Article
6 of Chapter 146. -

e May consider other benefits created by an investment in addition to return on the investment,
only if the investment would be prudent even without the collateral benefit.

The Treasurer's compliance with this standard must be determined based on the facts and circumstances
at the time the decision was made, not using hindsight. In addition, the Treasurer's investment and
management decisions must be evaluated in light of the portfolio as a whole and as part of an overall
investment strategy.

EFFECTIVE DATE: This act is effecti‘ve when it becomes law.

H556-SMRO-31(CSLA-7) vl

Research Division O. Walker Reagan, Director (919) 733-2578
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2009

HOUSE BILL 556
PROPOSED COMMITTEE SUBSTITUTE H556-PCS50610-LA-7

Short Title:  Treasurer's Governance & Transparency Act. " (Public)

Sponsors:

Referred to:

March 12, 2009

A BILL TO BE ENTITLED

AN ACT TO ENACT THE TREASURER'S GOVERNANCE AND TRANSPARENCY ACT

OF 2009.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 147-69.2(b1) reads as rewritten:

"(bl) With respect to investments authorized by subseetions—b}8)_subdivisions (b)(7),
(b)(8). and (b)(9) of this section, the State Treasurer shall appoint an Investment Advisory
Committee, which shall consist- of five-seven members: the State Treasurer, who shall be
chairman ex officio; two members selected from among the members of the boards of trustees
of the Retirement Systems; and-twe_four members selected from the general public. The-twe
four public members must have experience in areas relevant to the administration of a large,

dlversmed investment grogram= 1nclud1ng but not llmlted to, eﬂe—er-mefe—ef—t-he—feueamg

e&p*tal—lmes%meﬂt——er—abse}ute—re&wa—s@pa%eg&es-lnvestment management secuntles law, real

estate development, or absolute return strategies. The State Treasurer shall also appoint a

Secretary of the Investment Advisory Committee who need not be a member of the committee.
Members of the committee shall receive for their services the same per diem and allowances
granted to members of the State boards and commissions generally. The committee shall have
advisory powers only and membership shall not be deemed a public office within the meaning
of Article VI, Section 9 of the Constitution of North Carolina or G.S. 128-1.1."

SECTION 2. Article 6 of Chapter 147 of the General Statutes is amended by
adding a new section to read:

"§ 147-69.7. Discharge of duties to Retirement Systems.
(a) The Treasurer shall discharge his or her duties with respect to the Teachers' and
State Employees' Retirement System, the Consolidated Judicial Retirement System, the

Firemen's and Rescue Workers' Pension Fund, the Local Governmental Emplovees' Retirement

System, the Legislative Retirement System, and the North Carolina National Guard Pension

Fund (hereinafter referred to collectively as the Retirement Systems) as follows:

(1) Solely in the interest of the participants and beneficiaries.
(2) For the exclusive purpose of providing benefits to participants and

beneficiaries and paying reasonable expenses of administering the
Retirement Systems.

WORERATBE A
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(6)

With the care, skill, and caution under the circumstances then prevailing
which a prudent person acting in a like capacity and familiar with those

matters would use in the conduct of an activity of like character and purpose.

- Impartially, taking into account any differing interests of participants and

beneficiaries.

Incurring only costs that are appropriate and reasonable. :
In accordance with a good-faith interpretation of the law governing the
Retirement Systems.

(b) In investing and managing assets of the Retirement Systems pursuant to subsection

(a) of this sectio_n, the Treasurer:

1)

=

B E B

Shall consider the following circumstances:
General economic conditions.

The possible effect of inflation or deflation.
The role that each investment or course of action plays within the
overall portfolio of the Retirement Systems.
The expected total return from income and the appreciation of

capital.

Needs for liquidity, regularity of income, and preservation or

appreciation of capital.
The adequacy of funding for the Retirement Systems based on

reasonable actuarial factors.
Shall diversify the investments of the Retirement Systems unless the
Treasurer reasonably determines that, because of special circumstances, it is
clearly prudent not to do so.
Shall make a reasonable effort to verify facts relevant to the investment and
management of assets of the Retirement Systems.

May invest in any kind of property or type of investment consistent with the

e |o° I

e

[

o

provisions of Article 6 of Chapter 146 of the General Statutes.

May consider benefits created by an investment in addition to investment
return only if the Treasurer determines that the investment providing these
collateral benefits would be prudent even without collateral benefits.

(©) Compliance by the Treasurer with this section must be determined in light of the
"facts and circumstances exist_ing at the time of the Treasurer's decision or action and not by

hindsight.

(d)  The Treasurer's investment and management decisions must be evaluated not in .
isolation but in the context of the portfolio of the Retirement Systems as a whole and as part of

an overall investment strategy having risk and return objectives reasonably suited to the

Retirement Systems."

SECTION 3. This act is effective when it becomes law.

" Page 2

House Bill 556 H556-PCS50610-LA-7



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:

By Representative Tucker (Chair) for the Committee on PENSIONS AND RETIREMENT.
[_]Committee Substitute for
HB 556 A BILL TO BE ENTITLED AN ACT TO ENACT THE TREASURER'S
GOVERNANCE AND TRANSPARENCY ACT OF 2009.

With a fgworable report as to the committee substitute bill, unfavorable as to the original bill, and
recommendation that the committee substitute bill be re-referred to the Committee on FINANCE.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

Pursuant to Rule 36(b), the (House/Senate) committee substitute bill/(joint) resolution
(No ) is placed on the Calendar of . (The original bill resolution No. ) is placed
on the Unfavorable Calendar.

The (House) committee substitute bill/(joint) resolution (No. ) is re-referred to the
Committee on . (The original bill/resolution) (House/Senate Committee Substitute Bill/(Joint)
resolution No: _ ) is placed on the Unfavorable Calendar.
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A BILL TO BE ENTITLED

AN ACT TO ENACT THE TREASURER'S GOVERNANCE AND TRANSPARENCY ACT OF 2009.

Introduced by Representatzve(?)oé:\?ell McGee Owens and Randleman (Primary Sponsors).
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For a complete list of cosponsors for this bill, please see the report inside the bill jacket.
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GENERAL ASSEMBLY OF NORTH CAROLINA.

SESSION 2009
H 1
HOUSE BILL 1507*
Short Title:  State Treasurer Investments. (Public)

Sponsors: Representative Gibson.

Referred to:  Pensions and Retirement, if favorable, Finance.

" April 15, 2009

A BILL TO BE ENTITLED
AN ACT CONCERNING INVESTMENTS OF THE STATE TREASURER.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 147-69.2 reads as rewritten:
"§ 147-69.2. Investments authorized for special funds held by State Treasurer
(a) This section applies to funds held by the State Treasurer to the credit of each of the

. following:

(1) The Teachers' and State Employees' Retirement System.

(2)  The Consolidated Judicial Retirement System.

(3)  The Teachers' and State Employees' Hospital and Medical Insurance Plan.

(4)  The General Assembly Medical and Hospital Care Plan.

(5)  The Disability Salary Continuation Plan.

(6)  The Firemen's and Rescue Workers' Pension Fund.

@) The Local Governmental Employees' Retirement System

(8)  The Legislative Retirement System.

(9)  The Escheat Fund.

(10)  The Legislative Retirement Fund.

(11)  The State Education Assistance Authority.

(12)  The State Property Fire Insurance Fund.

(13)  The Stock Workers' Compensation Fund.

(14)  The Mutual Workers' Compensation Fund.

(15)  The Public School Insurance Fund.

(16) The Liability Insurance Trust Fund.

(16a) The University of North Carolina Hospitals at Chapel Hill funds, except
appropriated funds, deposited with the State Treasurer pursuant to
G.S. 116-37.2.

(17)  Trust funds of The University of North Carolina and its constituent
institutions deposited with the State Treasurer pursuant to G.S. 116-36.1.

(17a) North Carolina Veterans Home Trust Fund.

(17b) North Carolina National Guard Pension Fund.

(17¢) Retiree Health Premium Reserve Account.

(17d) The Election Fund.

(17¢) The North Carolina State Lottery Fund.

(17f) Funds deposited with the State Treasurer by public hosprtals pursuant to
G.S. 159-39(g).

(17g) The Local Government Other Post-Employment Benefits Fund.
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(17h)
(17i)
(175)
(18)

(19)

The Local Government Law Enforcement Special Separation Allowance
Fund.

The North Carolina Conservation Easement Endowment Fund.

The Conservation Grant Fund.

Any other special fund created by or pursuant to law for purposes other than
meeting appropriations made pursuant to the Executive Budget Act.

The Swain County Settlement Trust Fund.

It shall be the duty of the State Treasurer to invest the cash of the funds enumerated
in subsection (a) of this section in excess of the amount required to meet the current needs and
demands on such funds, selecting from among the following;:

(1)
)
(3)
(4)

()
(6)

(6a)

Any of the investments authorized by G.S. 147-69.1(c)(1)-(7).

General obligations of other states of the United States.

General obligations of cities, counties and special districts in North Carolina.
Obligations of any company, other organization or legal entity incorporated
or otherwise created or located within or outside the United States-States,
including obligations that are convertible into equity securities, if the
obligations either (i) when acquired, bear one of the four highest ratings of at
least one nationally recognized rating service and do not bear a rating below
the four highest by any nationally recognized rating service which rates the
particular seeurity-security or (ii) when acquired, bear the fifth highest rating
of at least one nationally recognized rating service and do not bear a rating
below the fifth highest rating by any nationally recognized rating service
which rates the particular security, provided that the obligations are
additional securities that are identical to obligations previously acquired
pursuant to sub clause (i).

Repealed by Session Laws 2001-444, s. 2, effective October 1, 2001.
Asset-backed securities (whether considered debt or equity) pfewéed—theylf
the securities either (i) when acguxre , bear ratings by nationally recognized

rating services as provided in G-8—147-692(b)}4)subdivision (4) of this
subsection and that they do not bear a rating below the four highest by any

nationally recognized rating service that rates the particular
seeuritiesssecurity or (i) when acquired, bear the fifth highest rating of at
least one nationally recognized rating service and do not bear a rating below
the fifth highest rating by any nationally recognized rating service which
rates the particular security, provided that the securities are additional
securities that are identical to securities previously acquired pursuant to sub
clause (i). _

In addition to the limitations and requirements with respect to the

(6b)

investments of the Retirement Systems set forth in subsection (b) of this
section, the State Treasurer shall select investments of the assets of the
Retirement Systems such that investments made pursuant to subdivisions (b)
(1) through (6) of this section shall at all times equal or exceed twenty
percent (20%) of the market value of all invested assets of the Retirement
Systems.

Investments pursuant to subdivisions (b)(1) through (6) of this section may
be made directly by the State Treasurer or through contractual arrangements
in_which the investment manager has full and complete discretion and
authority to invest assets specified in such arrangements in investments
authorized by subdivisions (b)(1) through (6) of this section, provided for
each indirect investment, the investment manager has assets under
management of at least one hundred million dollars ($100,000,000).

House Bill 1507*-First Edition
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(6¢)

™)

(®)

With respect to Retirement Systems' assets referred to in_subdivision (b)(8),
they may be invested in obligations and other debt securities, including debt
securities convertible into other securities, that do not meet the requirements
of any of subdivisions (b)(1) through (6) of this section nor subdivision

(bX(7) of this section, provided such investments are made through

investment companies registered under the Investment Company Act of

1940, individual, common collective trust funds of banks and trust

companies, group trusts and limited partnerships, limited liability companies

or other limited liability investment vehicles that invest primarily in

investments _authorized . by this subdivision and through _contractual

arrangements in which the investment manager has full and complete

discretion and authority to invest assets specified in such arrangements in
investments authorized by this subdivision, provided the investment
manager for each investment pursuant to this subdivision has assets under
management of at least one hundred million dollars ($100.000.000) and

provided that the investments authorized under this subdivision shall not
exceed five percent (5%) of the market value of all invested assets of the

Retirement Systems.
With respect to Retirement Systems' assets referred to in

G-S—147-692(b)8):s MMM—RCM (i) insurance contracts
that provide for pamclpatlon in individual or pooled separate accounts of
insurance companies, (ii) group trusts, (iii) individual, common, or collective
trust funds of banks and trust companies, (iv) real estate investment trusts,
and (v) investment companies registered under the Investment Company Act
of 1940, and (vi) limited partnerships, whether-deseribed-as limited liability
partnerships—companies, or other limited liability eempanies;investment
vehicles; provided the investment manager has assets under management of
at least one hundred million dollars ($100,000,000); provided such
investment assets are managed primarily for the purpose of investing in or
owning real estate or related debt financing located within or outside the
United States; and provided that the investment-investments authorized by
this subseetion-subdivision shall not exceed ten percent (10%) of the market
value of all invested assets of the Retirement Systems.
With respect to assets of the Teachers' and State Employees' Retirement
System, the Consolidated Judicial Retirement System, the Firemen's and
Rescue Workers' Pension Fund, the Local Governmental Employees'
Retirement System, the Legislative Retirement System, the North Carolina
National Guard Pension Fund (hereinafter referred to collectively as the
Retirement Systems), and assets invested pursuant to subdivision (b2) of this
section, they may be invested in preferred-orcommen-steeksequity securities
traded on a public securities exchange or market organized and regulated
pursuant to the laws of the jurisdiction of such exchange or market and
issued by any company incorporated or otherwise created or located within
or outside the United States—States; provided the investments meet the
conditions of this subdivision.

The investments authorized for the Retirement Systems under this
subdivision cannot exceed sixty-five percent (65%) of the market value of

all invested assets of the Retirement Systems. Up-to-five-percent (5%)-of the

uI-H*v‘es%meﬂt—Gempaﬂ{y—Aet-—etl—l-Qéto"—tl=}a{—has—te;a-]-—o long as each
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investment manager has assets under management of at least fifty-millien
delars($50,000;000)-one hundred million dollars ($100,000,000), the Fhe

assets authorized under this subdivision can be invested through_ (i)
investment companies registered under the Investment Company Act of

1940; (ii) individual, common, or collective trust funds of banks;- banks and
trust compames aad—greup—&ust—ﬁmds—e#mves{mem—adwsefy—eempames-se

htmdmd—tml-hea—dellar—s—(—ﬂ—(-)@-@@@-@%)—( m) group trusts and (1v) contractual
arrangements in which investment managers have full and complete
discretion and authority to invest assets specified in such contractual

arrangements.
The assets authorized under this—subdivisiensubdivision (8) of this

subsection can also be invested directly;if-all-of the fellowing-conditions-are
met:

a:

by the State Treasurer in any equity securities represented in the S&P
500 Index or that have been publicly announced to be included in the
S&P 500 Index. No more than one and one-half percent (1 1/2%) of
the market value of the Retirement Systems' assets that may be
invested directly under this subdivision can be invested in the stock
of a single corporation, and the total number of shares in that single
corporation cannot exceed eight percent (8%) of the issued and
outstanding stock of that corporation.
d. to f. Repealed by Session Laws 2001-444, s. 2, effective October 1, 2001.
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)

(9a)

(10)
(11)

(12)

With respect to Retirement Systems' assets, as defined in subdivision (b)(8)

of this subsection, they may be invested in Limited-partnership-interests-in-a
partnership-or-in-interests-in-alimited-Jiability companyinterests in limited
partnerships, limited liability companies, or other limited liability investment
vehicles that are not publicly traded if the primary purpose of the partnership
er-limited-liability-companylimited partnership, limited liability company, or
other limited liability investment vehicle is to invest in public or private
debt—public-er—private equity, or corporate buyout transactions, within or
outside the United States. The amount invested under this subdivision (b)(9)
shall not exceed five percent (5%) of the market value of all invested assets
of the Retirement Systems.

With respect to Retirement Systems' assets, as defined in subdivision (b)(8)
of this_subsection, they may be invested in inflation-linked bonds,
timberlands, commodities, and other assets that are acquired for the primary
purpose of providing protection against risks associated with inflation,
provided such investments are made through investment companies
registered under the Investment Company Act of 1940, individual, common
or collective trust funds of banks and trust companies, group trusts and
limited partnerships, limited liability companies or other limited liability
investment vehicles that invest primarily in investments authorized by this
subdivision and through contractual arrangements in which the investment
manager has full and complete discretion and authority to invest assets
specified in such arrangements in investments authorized by this

subdivision, provided the investment manager for each investment pursuant

to this subdivision has assets under management of at least one hundred
million dollars ($100.,000,000) and provided that the investments authorized
under this subdivision shall not exceed five percent (5%) of the market value
of all invested assets of the Retirement Systems. Notwithstanding anything
in_this subsection to the contrary, the investments authorized by this
subdivision shall not be included in_any subdivision other than this
subdivision for purposes of the percentage investment limitations therein or
otherwise.

Recodified as part of subdivision (b)(9) by Session Laws 2000-160, s. 2.
With respect to assets of the Escheat Fund, obligations of the North Carolina
Global TransPark Authority authorized by G.S. 63A-4(a)(22), not to exceed
twenty-five million dollars ($25,000,000), that have a final maturity not later
than October 1, 2009. The obligations shall bear interest at the rate set by the
State Treasurer No commitment to purchase obligations may be made
pursuant to this subdivision after September 1, 1993, and no obligations may
be purchased after September 1; 1994. In the event of a loss to the Escheat
Fund by reason of an investment made pursuant to this subdivision, it is the
intention of the General Assembly to hold the Escheat Fund harmless from
the loss by appropriating to the Escheat Fund funds equivalent to the loss.

If any part of the property owned by the North Carolina Global
TransPark Authority now or in the future is divested, proceeds of the
divestment shall be used to fulfill any unmet obligations on an investment
made pursuant to this subdivision.

With respect to assets of the Escheat Fund, in addition to those investments
authorized by